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Marketing Oriented Strategic
Planning Models*

Yoram Wind

Marketing decision models have tended to focus on tactical marketing
decisions conceming a limited number of marketing variables. Whereas
some progress has been made in the development and utilization of more
sophisticated and accurate models of this type, marketing modeling has
had little impact on the sirategic planning efforts of the firm. Planning in
the more strategically oriented firms is often a separate corporate function,
with few formal links to marketing. Marketing models, when utilized, tend
to be employed by or for brand managers and rarely by the planners and
top corporate mansgement. Critical corporate decisions such as mergers
and acquisitions tend to be made primarily on financial considerations
with jittle altention to marketing inputs. Product portfolio models such as
the Boston Consulting Group growth /share matrix ignore basic marketing
considerations, such as the possible negative correlation between share and
profit' and the different response elasticities fo different marketing strate-
pits of the various market scgments.?

The masketing and planning literaturc accurately reflects this situation.
The major strategic plaaning texis [¢.g, 6, 36, 63] focus primarily on
financial and organizational considerations. Their marketing discussion is
generally limited, and at the level of an introductory marketing text with
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little attention to key marketing concepts and tools. Even the more
technically oriented planning texis, such as the recent Naylor book on
corporate planning models [47) and the anticles appearing in Plawning
Review, the journal of the Society for Corporate Planning (as reflected, for
example, in the recent collection by Allio and Pennington [4]), do not
utitize the rich marketing concepts and tools which can be of cnormous
value in strategic planning. Naylor, for example, restricts his marketing
discussion to some forecasting methods, a few cxamples of econometric
demand models, and a policy simulation model.

The strategic planning literature neglect of markeling has not been one
sided. The marketing literature bas also ignored the needs of strategic
planning. Most of the marketing modeling work has been at the tacticsl
level. Furthermore, in a 1976 survey of 346 corporations, Naylor [47, p. 12)
found that only 23% of the marketing respondents were very interested in
the development of corporaie modeling, compared with 30% of 10p mana-
gement, 67% of planning, and 54% of finance. Similarly, onc of every three
marketing respondents indicated oo interest ia or indifference to corporate
modeling, compared with only 9% of top management, 5% of planning,
and 8% of the finance people. The few efforts at developing methods,
concepts, and lindings of relevance for strategic planning have been
oversimplistic and often of questionable validity. Even the most grandiose
marketing oriented sirategic efforts—that of the PIMS (Profit Impact of
Market Strategy) project [e.g., 15, 25, 58]—have been restricied by anii-
quated methodology (overrcliance on cross tabulations and simplistic
regression analyses). )

The premise of this chapter is that marketing can and should be a
dominant force in guiding corporate strategic planning efforts at both the
corporate and strategic business units (SBU) levels. To realize such a
potential, marketing nceds (o reallocate its research efforts; brighter scho-
Iars and practitioners should change their focus from the namow tactical
{and often trivial) modeling efforts 1o more complex modeling of market-
ing systems from a corporate management perspective. Such infusion of
quantitative modeling efforts into the strategic marketing decision process
would deemphasize the role of “war stories™ and case discussion of
strategies and offer management & rigorous and workable sel of strategic
models as input and guide to the critical sirategic planning efforts of the
firm.

In approaching this goal, we in marketing do not start from scraich.
Developments in marketing modeling and measurement approaches pro-
vide a solid foundation for strategic modeling. The increasing concern and
interest in strategic marketing issues as reflecied in planning oriented
marketing textbooks (such as that of Boyd and Massy [13] and of Hughes
[33D. the growing interest in mew product development systems [50], the
recent focus on product portfolio analysis [20, 66, and the substantive
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findings of the PIMS project (see, for example Schoeffler [57] and other
PIMS letters) offer some of the recessary substantive information and
concepts required for strategic planning.

The objectives of this chapter are o synthesize our knowledge in these
arcas and, in particular, 1o focus on the following areas.

1. The key marketing concepts of relovance 10 strategi planning.
2. The three major types of strategic models. e
(a) models of systems of activitics (such as marketi ing, new
product development, and mergers and lt:quiatit?::::s.);pllum >

(b) models for resource allocation among products, markets, and distri-
bution outlets; and

(c) responsc models, which focus on response of specific segments to
marketing programs and not just on a single marketing variable.

3. Some of the implementation problems and, in particular, the organiza-
tional implications of developing and wtilizing marketing criented stra-
tegic planning models.

4. Some of the needed conceptual and methodological developments.

Masketing Concepts for Strategic Planning

The design and implementation of stratcgic planning models require ad-
herence 10 the concepis and techniques that govern all planning activities
12, 6] as well as some idiosyncratic marketing concepts and methods.

The gencral planning concepts include acceptable concepis such as
mansgement’s need lo focus on nonprogrmmeod areas and establish
procedures for programmed areas [62]; the need to develop contingency
plms.;.viewing Planning as a continuous process, adaptable to changing
condu!ons; avoiding suboplimization; obtaining top management and
operating management involvemenl and commitment; engaging in both
long-term and short-term planning; and the need to plan the planning
process,

In addition 10 these and similar planning con any stralegi -
ning effort should include the tollowing mrkelinc:"c‘:ncep{n: e plas

_ Following an Adaptive Experimeniation Approach. In developing market-
Ing stralegy, il is important 10 consider an adaptive experimeniation
approach [3, 40]). To follow this approach il is necessary to design not a
single stratcgy, but rather a number of marketing straiegies based on an
experimental design. The experimental resulls ase used 10 update a sales
response model, and marketing strategies are chosen 10 maximize the
long-t,:rm objectives of the firm (for example, expected profit). To date,
adaptive experimentation bas been applied primarily lo promotional
spending and to a limited extent to other tactical decisions such as
different message design, prices, and distribution outlets. The concepl,
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however, is equally applicable to marketing strategics. Consider, for exam-
ple, the benefit for management of knowing the market response function
to alternative positioning stralegies aimed at different markel segments.
Whereas adaptive experimentation is conceptually the best approach o
assure the achievement of long-run optimal stratcgices, it can be costly and
requires considerable implementation cffort. Hence, in sclecting the stra-
tegics 1o be experimenied with, an explicit analysis of the cost versus value
of information should be undertaken.

Application of the Marker Segmemtation Philosophy. Consistenl with the
market orientation, any product/service offering should be geared toward
the satisfaction of the needs of specific target market segments; that is,
products should not be developed and marketed for the “1otal market” but
rather should be designed 10 satisfy the needs of specific and identifiable
| nis. :

g(‘;:uinem with this philosophy is one of the major findings of the PIMS
project (Schoeffler, undated), that a business’s absolute and selative share
of ils served market—the specific segment of the 1otal potential market
(defined in terms of products, customers, or areas) in which the business:
aciually competes—has a positive impact on its profits and net cash flow.

Application of the Marketing Concept of all Stakeholders. The survival
and growth of any firm depends not only on its customers, but increasingly
on & large number of stakcholders, These include government agencies,
suppliers, competitors, consumer and other environmental groups, securily
analysts, and others with a stake in the future of the corporation. Design of
corporate siraiegies requires undersianding of the current and likely needs,
sttitudes, and behavior of these groups. A marketing approach to the
understanding of these groups and the design of strategies (o reach them
are therefore essential components of modern strategic planning,

Search for and Impiementation of a Strategy with a Differential Advantage.
Corporate stralegy should be designed to beaefit from the firm's special
competitive advantages and to focus on those stralegy components that
offer the lirm a unique differcntial advantage as rellected, for example, in
& unique product positioning.

The importance of a unique positioning (as one of the cxpressions of a
strategy with a differential advantage) is clearly evident in the [ollowing
findings from the PIMS project: “Quality, defined as the cusiomers’
evaluation of the business’s product/service package as compared 10 that
of competilors, kas a generally favorable impact on all measures of
financial performance” {57

o
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Encouraging Creativily. The gencration of innovative product and
marketing siralegics fequires strong emphasis on creativity and original
thinking. Given the strong pressures for continuation of cutrent strategics
oc the introduction of “me too™ siralegies, il is especially important to
encourage the generation of new creative strategies.

Use of Appropriate Marketing Researck Techniques. Most planning deci-
sions require inputs on likely consumner needs, problems, and reactions to
new product and marketing concepts, as well as information on likely
changes in environmental conditions and competitive activities. In col-
lecting, analyzing, and disseminating such information, appropriste re-
search techniques should be used. Familiarity with multivariate statistical
techniques it essential, and research programs that incorporate a8 number
of rescarch techniques are of special value,

Developing a *User-Oriented”* Marketing Information Sysiem. Planning
requirtes conlinuous imputs of market, competitive, and environmental
conditions, as well as information on the performance of the firm's
producis and services. The valume of such inputs requires the design of &
user-oriented information system, that is, a system that provides only
relevant information in a form that is casy to comprehend and utilize,

System Models

System models, unlike typical marketing models (such as media selection,
salesmen allocation o temmitories, or estimated sales and share of a new
product), are not intended to offer a solution in terms of selection of »
specific course of action from among a number of aliernatives. Rather,
they are designed to offer a framework for organizing a series of activities
involving data collcction, analysis, and dissemination; allocation and opli-
mization modeling; and implementation procedures. System modcls range
from the most comprchensive strategic planning models o relatively
specific sysiems for design and development of new products, identifica-
tion and selection of merger and acquisition candidates, and the identifica-
tion of products that should be modified or deleted. These models provide
the framework for organizing the activities and strategic decisions required
to achieve the corporate long-term objectives, given aliernative environ-
mental scenarios and inlernal resources.

The value of such frameworks has long been recognized; they constitute
the core of the formal strategic planning orientation. More recently, there
have also been a number of studies that established explicitly the value of
strategic planning. Consider the following examples.
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A content analysis of successful and unsuccessful (in terms of return on
equity and sales) firms in the food processing industry found that the
less successful firms complained more about the environment and
talked Yess aboul possible changes in it and less about their
product/market portfolio and the direction in which they are going
2

A study of Belgian firms found that firms with consistent product policy
tended 1o oulperform (in terms of average return on equity over six
years) those having weak product policy [32].

Planning firms® in each of three industries—machinery, chemicals and
drugs, and electronics—outperformed over a ten-year period (in tefms
of annual growth of sales, earnings per share, net income, and mecan
annual operating margin) nonplanning firms [35).

Based on acceptance of the value of strategic planning, the premise
of this chapler is that sirategic planning should be designed with a
marketing orientation. In addition te the key modeling concepts for
strategic planning discussed earlier, which should guide the design of
corporate strategies,’ a corporate strategic plan should incorporate a
specific markcling program. This program should include a 1arget portfclio
of producis/markets and distribution outlets, a specific positioning for the
various products (by market segments), detailed product/service offecings
at appropriate prices, and an associaled advertising and promolion
campaign.

Such a program should be integrated with the planning of the other
business functions. Product decisions, for example, require inputs from
flinance, accounting. rescarch and development (R&D), manufacturing,
personnel, and top management. Al the same time, producl decisions
affect all of these Tunctions; hence, product/marketing planning requires
strong and continuous coordination of the product/marketing planning
function with the plans of the other business functions. Of special impor-
tance in Lhis respect is the design of a new product development sysiem as
an operational link between marketing, R&D, production, finance, and
personnct. The program should avaid the dominance of one function
(whether marketing or R&D) and strive for a balanced and coordinated
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dperation that takes into account the relevant perspectives and expertise of
the various functions and intcgrates them into a cohesive operational
sysiem that is tied into the corporate resource allocation system and
budgetary procedure. The profit and resource requirements should be
clearly stated and included as an integral pant of any plan transmitted for
corporate approval. In addition, product plans should include an explicit
allocation of resources among products and markets over time.

The resulting system (process end specific outpuss) should “fit” the
unique characteristics of the strategic business unit and the firm. This
required compatibility with the user organization bhas been defined by
Schultz and Slevia [59) as “organizational validity,” which together with
the technical validity of the model (the model capability of providing some
solution, often an oplimal one, 0 the stated problem) increases the
probability of having a successful model and ouicomes, No planning
system should be translerred direcily from one company to another. The
fact that a given system has proved successful in company X does not
imply that it will be appropriate for company Y. Planning systems should
be designed to fit the idiosyncratic characieristics of the given company—
its management style, objectives, resources, and competitive advantages.

An Hlustrative Marketing Planning Model

Figure | presents an illustrative marketing planning model® that has been
applied in & number of cases and is based on seven interrelated phases:

1. determination of corporate mission, objectives, resources, and con-
straints; .

2. monitering of the current and anticipated (domestic and multinational)

environment;

. situation analysis;

. markel/product portfolio analysis and decisions;

. generation of alternative markeling programs;

. evaluation of alternative programs and sclection of the “best” ones; and

. organization for marketing action, implementation, and control.

The first three phases and the market/product portfolio analysis con-
stitute the marketing activities that provide the necessary inpuis (o all the
marketing aclivitics of the firm. The decision part of the fourth phase and
the content of the fifth and sixth stages arc the set of unique product-
marketing decisions. The process followed in phases 3-7, on the other
hand, arc common to all planning models. Some of the major leatures of
the first six stages are bricfly outiined next, whercas the scventh stage is
discussed in the last section of this chapter.

e I - T N

*The model is fully developed by Wind [73} It is also presented by Wind [Tt}
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Figmwre 1. A sinategic markeling planning model.

Setting Objectives. The deicrmination of the corporate and markeling
objectives requires two major steps: identification of the relevant objectives
and determination of the rclative importance of each,

The identification of corporate and strategic business unit objectives is 2
relatively easy task thai can be periormed in the context of a management
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brainstorming session. This can further be aided by the identification
(using unstructured research approaches) of the criteria used by relevant
publics (such as sccurity analysis) and various management levels 1o
evaluate corporate performance. The objectives should be consistent with
the staled corporate mission, which in turn should not be viewed a3 a given
constraint but rather should be subject to critical examination. The mission
definition is critical for the determination of the acceptable boundaries for
the firm's produci/market portfolio and should be subjected, not unlike
the objectives, 1o periodic examination.

Having identified a set of relevant corporate objectives and derived from
them the appropriate markeling rclated objectives (criteria), the key ques-
tion is, how important is each? To establish the relative importance of the
various objectives, the relevant group(s) of managers can be asked 1o
evaluale them directly or to respond 10 & conjoint apalysis task [28] In
both of these cases the task should be done in a group seiting allowing for
an explicit discussion of any disagrecment and leading to consensus or, in
extreme conflicts, to the forcing of a specific point of view. The compiexity
of the process of cstablishing the relative importance of the various
objectives iz quite evident if one considers questions such as the following:

Who should be involved in the process?

If both “top down™ and “bottom up” approaches are being used, what is
the best iterative procedure, and how can conflicting objectives be
reconciled?

In case of unresolvable conflicts, whose position should be accepted?

Whai should be the long versus short-term irade-off among abjectives?

How often should objectives be reevaluated and how responsive should

they be 10 changes in environmental conditions and performance
measures?

The explicated criteria provide guidetines for the evaluation of all
marketing decisions (ranging from the corporate product/market ponfolio
1o specific brand decisions). The objectives are influenced wot only by
managemenl preference structure but also by the corporate resources and
corporale environment.

Monitoring the Environment. The monitoring of the relevant environ-
ment and projection of its trends are major inputs (o all the marketing and
corporate planning activities of the firm. In particular, four sets of environ-
mental forces should be monitored:

I. market demand;

2. compelitive structure and actions;

3. marketing (for example, channel) environment (including the power
relation in the chaanel); and

4. technological, cconomic, social, cultural, and legal ¢nvironment.
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11 is this Jast set of environmental conditions that are the most complex
and difficult 1 monitor. Yet all planning activitics require detailed input
on the current and projected state of these environmental forces, their
interrclationship (cross impact), direction and magnitude of change, and
likely effect on the firm's operations.

Given the extremely large number of environmental factors and their
complex interrelationship, effective planning calls for the identification of
a relatively few environmentz| scenarios. These scenarios should be spelled
oul and include at least the extreme scenarios of disaster and most
optimistic conditions and the continuation of the status quo. Having
identificd the key (manageable number of) scenarios, strategic corporate
(snd marketing) planners should take explicitly into account the likely
occurrence of each scenario and assure that the accepted plan could be
achieved under (adopted 10) any scenario. In addition, the explication of
the various scenarios provides the framework for the development of a
series of contingency plans and the ideatification of the events that should
trigger these activities. Whereas the scenarios are the culmination of
environmental analysis, the collection, analysis, and projection of each
environmental force can offer additional valuable inputs to the gencration
of marketing strategies for the basc and contingency plans of the lirm and
the relevant SBUs.

Situation Analysis. Situation analysis is an essential part of any market-
ing planning procedure. It offers answers to questions “Where are we?”
and “Where are we going, assuming no changes in our marketing strate-
gics, compelitive actions, or environmental conditions?” To provide answers
10 these questions a fivefold procedure is suggested, based on an analysis
of the firm’s current position and historical and projected trend.

1. Product (business) performance. A product performance matrix {74] can
be utilized to assess the current and anticipaied changes in the products’
{and business's) sales, profits, and markei share positions by market
segment. Data on these or other performance measures consisient with
management objectives are essential lor both the continued contral of
product performance and input 10 the gencration and evaluation of new
sirategies. In addition, 1o the extent that it is desirable to compare the
product/business performance 1o some norms, PIMS data on PAR ROI
reports §26) can be used to provide the following:

An estimate of the normally expecied raie of return for the business
given its

market attractivencss,

competitive posilion,

dilferentiation from competitors,
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capital/production siructure,

discretionary budget expenditures,

a companison of the trend in actual ROI relative to PAR ROI, and
an indication of the sensitivity of the PAR rate of return of this
business to changes in each data input,

2. Product pasitioning by market segment. This analysis [67] can provide
insights inte the way vanious consumer scgments, and other relevant
publics, perceive and evaluate the firm's products vis-d-vis its compeli-
tors on the relevant determinant atiributes. Understanding the current
positioning (by segment) of the firm's products and the changes in it
over time (in response to the competitive marketing activities) offers
critical insight into the competitive position of the firm as perceived by
relevant market segments. 1t can also identify product weaknesses,
assess changes in competitive activitics, and identify gaps in the current
product offerings.

3. Product culnerability. This analysis [68] attempis to supplement market
share data by identifying the users’ degree of positive attitudes toward
the product. Users with negative sttitudes are viewed as vulnerable to
competitors, whereas nonusers with posilive attitudes are potentially
converlible to clients. The size of the vulnerable segments of the firm
versus that of its competitors is an important indication of the strength
of the firm's market franchise and its trend.

4. The market response functions to the firm's marketing efforts. Under-
standing the market response clasticities 10 advertising and other pro-
motional and marketing activities is an essential input to the Finn's
decision how to allocate its marketing resources. [n addition, if the
currenl markeling activitics ar¢ not effective, it can offer an incentive
for the development of new marketing tools. Such analysis requires a
well-organized information system and the implementation of straight-
forward econometric models. The assessment of the market response
function can be further aided il management follows an explicit adap-
tive experimental program involving large changes in the type and range
of marketing variables employed.

5. Corporate and industry resources, consiraints, strengths, and weaknesses.
Some of these lactors have been included in the GE, McKinsey, and
Shell portfolio analyses. Yet, to the extent thal management uses &
portfolioc model that does not include all these variables, an explicit
analysis of the following varisbles should be included as part of the
firm's situation analysis.

Corporate and industry technology and procuction facilities, Current
technological strengths and weaknesses, trends in techpological
developmenis, the technological competitive advaniages of the firm,
and the production (facilities, personnel, and material) resources of
the firm and its competitors.
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Corparate and industry investments and financial resources. The cost of
entry 1o and exit from the industry, the importance of capital
investment and its sources, the rate, size, and type of assets, and
especially the current and potential liquid financial resources avail-
able 10 the firm and its competitors.

Corporate and industry management siyle and competitive profile.
Magagement style, capabilities, and compeltitive actions offer clues
to the likely internal receplivity to various courses of aclion. A
similar analysis of the firm’s major competitors offers insights into
their likely competitive behavior, including likely response to com-
pelitive actions and the nature of such activities. The identification
and forecast of competitive activities is a critical yet mostly ignored
input 1o the strategic decisions of most businesses.

Corporate and industry marketing strengths and weaknesses. The size
and type of marketing resources and activities of the firm and its
competitors, for ¢xample, the nature and strength of the firm's
distribution system, corporale image, and advertising and sales
promotion clout.

The analysis of these factors is geared not only toward an understanding
of the firm’s cwrens sirengths and weaknesses, but primarily toward the
identification of fusure strengths and weaknesses. In this context, these
analyses are closcly tied 1o the environmental analyses since it is extremely
important, for example, lo identily fiuture competitors (who might employ
drastically new technology that today is nor comsidered competitive).
Consider, for example, the watch industry prior to digital watches, or the
x-ray industry prior to computer fomography.

Product { Market Portfolio Analysis and Decisions. After the situation
analysis, the next step in the corporate marketing planning focuses on the
firm's portiolio of producis/markets and distribution outlets. This phase
involves:

1. an analysis of the current product/market/distribution portlolio; and
2. the selection of the desired portfolio of products/markets/distnibution
outiets.

The analysis of the current product/market/distribution portfolio of the
firm follows one of two major approaches: [actor listing or the framework
proposed by one of the product porlfoho models. Factor listing takes into
consideration those [actors used in making decisions on the width and
depth of the product mix and the associated marketing program required
0 reach effectively the desired market segmeni(s). These lactors include
corporate objectives, resources, current marketing sirengths and weak-
necsses, currem and potential demand estimaies (sreflecting customer inter-
esis, problems, and purchase plans), competitive offerings (type and range
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of products offered by competitors and their market position), and other
cuvironmental factors.

The product portfolio models offer a more structured set of dimensions
on which the current product portfolic of the firm can be analyzed. These
dimensions include market share (as a measure of the business’s sirength),
growth (as a measure of the business’s attraction), and other specific
dimensions, such as profitability, expecied seturn, and risk, Most models
tead 0 focus on two dimensions, company {product) capabilities and
market attractiveness. Yet the specific dimensions vary from one portfolio
model to another and include both models with a normative set of
dimensions, such as the Boston Consulting Group's growth /share dimen-
sions [20] or the risk /return dimensions of the financial portfolic model
[66), and models such as the product line matrix approach [74] which allow
management to identify dimensions they consider relevant. Figure 2 lists in
schematic form and Table | summarizes some of the key characieristics of
the major porifolio models. (For further discussion of these models, sce
Wind and Mahajan [78))

Following a classification of the exisiing (and occasionally, potential
new) products of the firm on the specific dimensions, the major managerial
task is lo decide on the desired target portiolio. A target portfolio should
nol be limited, however, (o products and should ideally include target
market segments and distribution outlets. Such a portiolio reflects manage-
ment’s objectives, desired direction of growth, and the interactions among
products, markets, and distribution outlets. The specification of a target
portfolio should be accompanied by specific guidelines for allocation of
resources among the components of the portfolio.

Having decided on the desired target portfolio, to the extent that it
differs from the current portfotio, the next step is an explicit evaluation of
the most appropriate ways of reaching the target portfolio. These courses
of action can include (a) the addition of new products, either through
internal development or mergers/acquisitions; (b) the modification or (c)
the deletion of existing products; and (d) changes in the allocation of
resousces to the various products {and markets). Decisions whether to
invest/grow or 1o harvest/divest have significant implications for each
clement of marketing sirategy as well as for the overall effort placed
behind cach product. In addition, since desired portfolios should focus on
products, markets, and distribution outlets, the determination of desired
changes in the current portfolio should encompass an examination of the
internal and external (mergers and acquisitions) methods that can be
employed 1o change (develop, add, or delete) markets served by the firm
and distribution outlets employed to reach these markets.

Development and Evaluation of a Marketing Program. Having established
corporale objeclives, assessed the current and aamticipated environment,
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completed the situation analyses, and made the basic decisions concerning
the desired product/market/distribution portfolio, management is now
ready 1o design its marketing program.

The program itsell is based on two parts: (I} the product decisions,
involving the determination of desired posilioning by segment as well as
the specific product mix to be offered; and {2) the interrelased marketing
decisions of price, distribution, personal selling, advertising, and promo-
tion. Since management can casily generate a very large number of
possible product/marketing programs, it is essential fisst to assurc the
generation and evaluation of & manageable number of strategics that cover
the entire range of possible stratcgics and are not limited to minor
variations around the current siratcgies. There is no rule as t0 how many
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Table 1. Key Charucteristics of the Nine Portfolio Modcla

Degree of Specitic
Model adaptability dimensions

i. BOG gowth fabare matrit  None. A rigid Immeowork 1. Relative marke! thare

2. McKinley /G .B. Limited through the 1. lndustry sitracliveness
business smestment welection of variables 1. Buwsiness sirengihs
amay weed (0 determine (he

two composite dimensions

3. A.D. Litue business

Same as McKinsey /G.E. 1. Competitive market
protile matria L

position
L. lodusiry maturity

4, Shell Inwernational

Same as McKiasey /G.E. 1. Profitability of

market segment
1. Competitive positioa
i the scgment

strategics should be gencrated and evaluated. Given the typical time and
money consiraints, management patience, and the different resource re-
quirements of the strategy generation and evaluation activities, one solu-
tion would be to generate as many diverse and creative sirategics as
postible, then group them into types of strategies and evaluate in depth
only fypes of sicategies. Alternatively, a two-step evaluation procedure can
be developed, one for initial screening of the larger pumber of sirategics
and a followup detailed cvaluation of the surviving strategies. Next, the
evaluation of the siralegics requires a quantification of the expecied
outcome of each program. This suggests the need 10 develop conditicnal
forecasts of sales, profil, and market share (or other performance mea-
sures) for each product/matketing program. The program should be
further related to the corporate strategic plans and budgets (o assure their
compalibility with the corporate objectives and resources. Furthermore,
since the preduct/marketing plans are designed for the future, they should
take explicilly into account aliermative futures. Hence, a series of con-
tingency plans should be designed for each reasonable future scenario.
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Allacation
rules Commenis
1. Allocation of resources amang the Widelyudb‘mmn'h
Tour calegories (move “cash™ o qwioubhpvuthhmuﬁm
“problem child,” etc. dimeunsions, the waique operstional

1. Coasideration lor product defmitialf.udhckn_lmh:tnt .
deletion (¢.g. “dops™) determining & pnnl:ﬁlool "dogs,
3. No explicit portfolio recom- “uan,” e, Noeo-nd-unuol
mendation except with respect o rish, 00 weighting of disvewaions
' the balance of cash flows

fa its simplistic wse, it offers & slightly

Porcing of two dimensions which might

greavsr precision than BOG (aine cells notbzlhmiu_cm-.m

va four and better delipition of Jimen- d—'lhl 1 det n _ollh' ™
sioas). In its more sophisticated uscs mdsmnms:w o
{as by G.B.), the clanification of mmw.w.pmmm
producis on these two dimensions is oliumi_omh_m,mww
wed caly as input 1o an eaplicit mmllhmdnmuﬂﬁnm

resource allocation model. No consideration of yisk

Same as McKinsey/G.E. Same a9 McKissey /G .E.

Same 33 McKiosey /G .E. Same s McKinwy /G.B.

muhctiondaspedﬁcphnshouldbeiuamdwith(l).lhe
achievement of the corporate mission and the corporate and SBU’s objec-
tives, such &s sales, profit, and market share levels; (2) corporate resources
and differcatial advantages; (3) the most ]ikely scenarios concerning the
future; and (4) the “adaptive experimentation” philosophy. )

Upon completion of the selection procedure, an evaluative mechanism
should be designed to provide continuous feedback ou the puimnce of
the marketing program and supply the input for continuous adjustment
and changes aimed at achieving the firm's long-term objectives.

Thus the program development and evaluation procedure requires three
distincy sets of skilts: (1) the creative skill to genetate a large, dawne. lnd
innovative set of alternative programs utilizing some of the information
generated in carlier stages of planning process; (2) & mnugerul evaluative
skill involving the ability 10 evaluate the various courses of action, select a
course of action, and determine the size, allocalion, and sources ol' re-
quired resources; and (3) an implementation skill 10 carry out effectively
the selected course of action.
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Tolle § (covtimma )
Degroc of Specilic
Modd adaplability dimensions
3. Product perf Contiderable. The specific 1. lndusiry sales
matrix dimensions arc selected 1. Product ssles
by managenmwent 3. Market share
4, Profitability all by
markel scgmeni
§. Conjoint analysis Fully sdapusble o No gencral dimensions.
based approach management neods The dimensions
determined by
mARagement judgment
7. Amalytic hierarchy Fully adaptable w As with cogjoint analysis,
process mansgement needs delermined by
managemeni judgment
8. Risk /return model None. A theory 1. Expecied return (mean)
derived mode] 2. Risk (vasiance)
9. Swchastic dominance Same as rish /returm The catire distribution
model of retwmn

Allocation Models

Whereas system models specify the framework for organizing a sct of
activitics required for designing and implementing the given stralegi
plans, many of the corporate sirategic decisions involve & resource alloca-
tion decision, specifically, the determination how to allocate corporate
resources among current product, current and new products, current
markets, curennt and new markets, ¢ic. Product portfolio models should
offer guidelines for these resource aliecation decisions. Yet, as scen in our
briel discussion of the various portfclio models, most of them do not offer
rigorous specific guidelines for resource allocations, and at best can only

ABocation

rules Comunents

Same as BCG but based oo projecis Limited spplications (major user

resuls in response o shermative Iakcroational Harvester), yet it

warketing strategics offers the conceplual sdvasiage of
managcoscat-deicrmined performance
d and allocation of
based on projected rather than b |

Based on computer simulation which

management utility demanding of management s
{for ihe di ions of the
porifolio}, and product performance
dats (supplemeniced 1o Lhe exient
seeded by masagement perceptions
of currenl and new producty
and businesses}
Optimal aliocation smong all items Limited applications. Conceptually
the portfolio (¢-g., prod rh sad tathematically very appealing
guents) determined algorithmically Allows matagement ta svaluate
': np H M Ik
acrosh products, mark
= and distribut N
oplimally under diflercat sconarios.
of market and competitive conditions.
Weighting of d 4 icitly
cousid explici
Determination of optimal portfolio Concepiually the mast defensibl
yet, dilficult 1 operationalize for
Same as risk freturn Same as risk /retwn

* suggest the need for further examination of specific actions such as further

investment to build share, or divestment. In contrast to the product
portfolio models, allocation models such as mathematical programming,
tystem dynamics, game theory, and compuier simulations, although de-
signed o give specific guidelines to resource allocation, have a number of
senous limitations, since they tend to focus on

1. “optimization” of a single objective (in contrast to the frequent situation
of multiple objeclives, such as profitability, market share, and sales
growth);

2. existing alternative courses of action {and not future courses of action
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under alternative competitive conditions and environmental scenarios);*

3. & single decision maker (ignoring the fact that most corporate decisions
involve 3 number of intracompany participants with diverse and often
conflicting views and preferences);

4. tangible dimensions (ignoring the intangible but critically relevant di-
mensions that encompass the “political” setting of the organization);
and

5. researcher-designed models {(whether accurately reflecting the respon-
dent's “true model” or not) without allowance for model modification
1o reflect the respondent’s experience or other personal charactenistics.

Given these limitations, many managers have been willing to live with
the restrictive nature of the conventional resource allocation models whea
applied to relatively narrow tactical decisions, using judgments and organi-
zational political considerations for the key strategic decisions of the firm.
Given the importance of correct resource allocation at the strategic level, it
is desicable (o formulate a differen1 resource allocation model that is not
subject to the above limitations. The analytical hierarchy process (AHP) is
one such process and is briefly discussed next.

The Analytical Hierarchy Process

The analyfical hierarchy modeling and measurement process [52, 53] is o
recent addition to the various approaches used to determine the relative
importance of a 3¢l of activities or criteria. The novel aspect and major
distinction of this approach is that il structures any complex, multiperson,
multicriterion, and wmultiperiod problem hierarchically. Using a method for
scaling the weights of the elements in each level of the hierarchy with
respect to an element (for example, criterion) of the next higher level, a
matrix of pairwise comparisans of the activitics can be constructed where
the entries indicate the strength with which one clement dominates another
with respect 10 a given criterion.

This scaling formulation is translated into a largest eigenvalue problem
that results in a normalized and unique vector of weights for each level of
the hierarchy (always with respect to the criterion in the next level), which
in turn (by a principle of hicrarchical composition) by means of a series of
multiplications results in a single compoasite vector of weights for the enlire
hierarchy. This vector measures the relative prionity of all entities al the
lowest level that enables the accomplishment of the highest objective of the
heirarchy. These relative priority weights can provide the guidelines for

$Some simulations do 0 this Limitstion; see, for ple, Schul and Dodsoa |60}

Marketing Oriented Sirategic Planning Models a7

the allocation of resources among the entitics at the lower Jevels of the
hicrarchy. When a hicrarchy is designed to reflect likely cnvironment
scenarios, corporate objectives, and aliernative product, market, and distri-
bution options, the analytic hierarchy process (AHP) could provide a
tramework and methodology for the determination of the firm's target
product/market /distribution portfolio, and resource aliocation among the
components of the portfolio.”

The basic premise of the anatytic hicrarchy process is that mcasurement
evolves out of comparisons, particularly pairwise comparisons, Let us
suppose that we have n objecis A,,.... A, whose vecior of corresponding
weights wm=(w,,...,w,} is known. Let us form the matrix of pairwise
comparisons of weights

4| L A.
4, wi/w, e owyfw,

- ( : :
A. wl/wl on w-/wn

We note that we can recover the scale of weights wy,...,w, by mulliply-
ing A on the right by w, obtaining nw, and then solving the cigenvalue
problem Aw=nw, which has a nontrivial solution since n is the largest
cigenvalue of A, (The matrix A has vnit 7ank; hence, all but one of its
cigenvalues Ay,..., A, are zero. Since

T A, = trace(A) =,

n is the maximum eigeavalue.)

1n general, we do now know the ratios w; /w,, but we may have estimates
of them from data and experiments or even from experienced judges. We
would elicit a judgment and automatically enter its reciprocal in the
transpose position. In that case we have perturbations of A, which lead to
perturbations in the cigenvalucs of 4. We can show (hal pow we must
wive the problem Aw=)_ . w to oblain an cstimate of the weights w.
Saaty [52] proved that A o, > » aiways and that (A, —n)/(n—D)servesay

- tha
aliocation of resources i . It i mot concorned, st thiv stage, with the
identification of the cunent portolio of the fium {(the portfolio amalysis pan, whick i at
the core of the existing approaches to product portfolio such ss the Boston Consulling
Group's model).
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a consistency index, which gives the departure from consistency in estimat-
ing the ratios w,/w,, with consistency (which is stronger than transitivity)
holding if and only if A_, =n. Consistency is defined by the relation
between the entries of A: a,,a,=a,, which means that il we have »
entrics that form a spanning tree, the remainder of the matrix can then be
generated from them. In the AHP approach to measurement, inconsistency
is admissible provided one can specify its effect on the final results.

To provide numerical judgments in making pairwise comparisons, Saaty
(53] developed a reliable and workable scale.’ The scale assumes that the
elements invelved in any comparison are of ‘the same order of magnitude;
that is, their relative weights do not differ by mere than 9. If they do, they
arc separated into different clusters. The nine-point scale used in typical
analytical hierarchy studes is presented in Table 2.

With the scale, a pairwise comparison reciprocal matrix is used to
compare the relative contribution of the elements in each level of the

Table 2

Inienxity of

1 _Equal imporiance Two activities cootribute ¢qually
1o the specific objective.

3 Weak imporisnce of one Experience sud judgment slightly

over another Tavor one activily over
another.

] Esscatial of strong Experi and judgs ey

imporunce favor onc aclivity over abother.

7 Demonsurated importance An activity is strongly favored
and its dominance is demon-

. strated im praclice.

9 Absolute importance The cvidence (avoriag one scuvity
over another is of the highest
possibile order of alfirmaton.

2,4,6,2 lotermediate values ‘When compromise i neoded

betwecn Lhe two
adjacent judgments
Reciprocaks of I activity i has one of the
above sonzero sbove nonzero numbers assigned

w it whea compared with
sclivity j, then j has the
reciprocal value when compared
with i.

SFor & discussion of the specilic scale used and its justification, sec Sasty {53].
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hierarchy 10 an clement in the adjacent upper level. The principal eigen-
vector of this matrix is derived and weighted by the priority of the property
with respect to which the comparison is made. That weight is obtained by
comparing the properties among themselves as (o their contribution 10 the
criteria of a still higher level. The weighted eigenvectors can now be added
componentwise 1o obtain an overall weight or priority of the contribution
of cach element o the entire hicrarchy.

‘This process of principal cigenvector extraction and hierarchical weight-
ing and composition leads to a summary unidimensional scale of the
priorities of the clements in any level of the hicrarchy. The resulting
priorities represent the intensity of the respondent’s judgmental perception
of the relative importance of the clements represented in the hierarchy
considering the importance of and trade-offs among the criteria.

The major atiraclive features of the AHP 2% the conceptual and mea-
surement approach for the determination of the firm target portfolio and
allocation of resources within il are

a flexible formulation of the hicrarchy reflecling management value
systems.

a flexible hierarchy that can incorporate any objectives (of varying units
of measurement) and any courses of action (curreat and innovative as
well as competing and complementary activities) under any se1 of
environmenlal scenarios;

# measurcment procedure based on the relevant managens” perceived
relationship among the various forces, actors, actions, and personal
and organizational objectives;

a built-in extension to incorporate the judgments of any number of
decision makesrs and to resolve conflicling views among them {23}
and

a flexible process allowing for iteration in both the structure of the
problem (for example, alternative hierarchies) and judgments.

To understand the application of the AHP to the resource allocation
problem, consider the following simplified illustration, which is based on
an actual application of the AHP in a large insurance company to the
sclection of a desired target portfolio of products/markets and distribution
outlets, and allocation of resources among the portfolio’s components.?

A hieraschy was developed jointly with the company president and is
presented in a disguised form in Figure 3. This hicrarchy was based on
theee major levels.

"Thia application is borrowed from Wind and Gross [76] and is based 0m & prajoct
conducted jointly with Thomas L., Saaty.
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Figwe 3. A disguised analytical hicrarchy for the selcc!ion of the arget
product/market /distribution  portiolio for Colonial Penn Insurance
Company.

1. The environmental scenarios, expressed as three summary scenarios
reflecting ’
an optimistic environment (low-risk and potentially high-retun en-
vironmental conditions),
continuation of the status quo, and A
a pessimistic scenario (high-risk and patentially low-return environ-
mental conditions).

2. Corparate objectives—he critenia for the evaluation of the vanous
courses of action. Five objectives were identified:
profit level,
sales growth,
market share,
volatility, and
demand on resources.
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1. The cowrses of actions—activities. These include 1he three seis of prod-
ucts, maskets, and distribution outlets but went into considerably greater
specificity of potemtial activities, including varicus new distribution
outlets not currently used by the firm, new market segments, and
specilic new product activities.

Given the sensitive nature of information on the firm's plans for alloca-
tion of its resources among aliernalive courses of action, the actual options
are disguised and referred to by letters and numbers that do not corre-
spond in any order to the ilems listed above.

Having sclected the hicrarchical struciure outline in Figure 3, the presi-
dent evaluated all pairwise comparisons using the nine-point scale dis-
cussed earlier. These evaluations take the form of reciprocal matrices of
the components of each level against the items in the level above. Con-
sider, for example, the evaluation of the three major sets of activities
against the objectives. This involved five pairwise matrices of the impor-
1ance of products, custom, and distribution with respect to each of the five
objectives. One of these five pairwise matrices is illustrated in Table 3.

In this case, the president judged distribution to be of sirong importance
(5) over product in leading to the achievement of the firm's targes profit
level, but somewhat less important when compared to customers (4). In
evaluating customers versus products, the president judged customers 10 be
less important than products (3). Given the three judgments, the recipro-
cals were added and the president continued with the pairwise comparison
tasks. These tasks included the evaluation of

scenarios against the overall objective of the firm,
objectives against cach scenario,

the class of activities (and subactivitics) against cach of the objectives,
and
the cross-impact evaluation of the likely occurrence and impact of each

component given ¢ach of the other components at the same level of
the hierarchy.

These data provided the input 10 the cigenvalue analysis [52], and a
resulting partial hierarchy is presented in Figure 4.

Table 3

Proful devel Products Custon Disuibut
Producis ] i {
Customers 3 1 i
Distribution s 4 1
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An examination of this figure suggests explicit rules for allocating the
firm's resources in developmemt of products, markets, and distribution
vehicles under three aliernative scenarios. In the disguised example pre-
sented in Figure 4, the president has a strong preference for the develop-
ment of distribution outlets. In fact, the allocation of the developmental
resources of the firm under this example should be (.44 1o the development
of new distribution outlets, 0.34 to the development of new markets, and
0.22 to the developments of new products. This allocation rule is based on
allocaling resources in proportion to the priorities, Other resource alloca-
tion rules, such as the ratio of priorities (benefils) to costs, can also be
used. The outpul as presented in Figure 4 provides a significant amount of
information, such as

The perceived likelihood of occurrence of the three scenarios:
oplimistic, 02,
status quo, 0.3,
pessimistic, 0.5,

The relative importance of the five objectives.

profit level, 0.4,
sales growth, 0.18,
market share, 0.21,
volatility, 0.25,
demand on resources, 0.11.

The relative importance of the various objectives varies considerably by

the anticipated scenario:
Sales growth is twice as important under continuation of the status
quo than the other two scenarios (0.92 versus 0.045 and 0.042),
Markel share is most imporiant under an optimistic scenario (0.93
versus 0.68 and 0.057).
Profit level, volatility, and demand on resources are most importan
under pessimistic scenarios.

A sensilivity analysis was conducted using alternative hierarchical for-
muiations, as well as dilferent assumptions concerning the likely occur-
tence of the various scenarios. These analyses resulted in a range of
prioritics, This range, which suggested an aliocation of resowrces signifi-
cantly different from the firm's current resource ailocation pattern, has led
the president to reevalualte his firm’s activitics and to assign task forces 10
those aspects of the portfolic (as suggested by the detailed priorities of
Figure 4) that have not received the alicntion and resources they deserve.

These 1ask forces used the AHP to clarify their one preference suucture
and evaluate a larger number of aliemative courses of action. The judg-
ments of the task force were reached in a number of group sessions, which
provided the vehicle for open discussion among the members on assump-
lions, information, and preferences leading to the identification and resolu-
tion of a number of conflicts.
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Although other procedures, such as conjoint analysis, can be and have
been used to assess the relative importance of management’s objeclives
[29]. conjoint analysis, to date, has not been used on problems such as the
resource allocation problem of the firm. For this class of problem, the
AHP is more appropriate given the type of output it generates and its track
record in allocating the transportation resources of the Sudan [52), clectric.
ity to industry in casc of shortage [56), and rescarch funds of the electric
power research institute [35].

Botls AHP and conjoint analysis can be used in a number of evalualive
areas, and two such comparative studies are currently being conducied by
the author with respect 1o the determination of the relative imponance of
objectives and consumer and management evaluation of new products.

Multivarisble and Segment Response Models

The analytical hicrarchy process has been found, in the few cases in which
it has been applied, 10 be a useful way of establishing management’s
preference lor allocation of resources among new and existing products,
markets, and distribution outlets. This approach can be supplemented for
existing products and markets with the more conveational market response
models. Market response models are at the core of most management
science masrketing models. These response modeis, however, tend to be
designed in most cases lor a single product, focus on a single marketing
variable (for example, level of advertising or price), and assess the total
market response to it. From a strategic point of view, response models
should be extended 10 have a more realistic coverage.

The Desired Coverage of Sirategic Response Models

Steategically relevant response models should cover for each product in the
firm’s product portfolio the following features.

All Relevant Marketing Variables. Response functions should be gener-
ated in responsc to ali relevani marketing variables (defined in terms of
specific wype of activitics, level, and scheduling of effort) and their interac-
tions. This requires onc of two rescarch procedures. The figst is economel-
ric modeling of the response 1o the firm marketing variables and the
competitive actions. The major obstacle to the implementation of this
approach is data availability, which encompasses the relatively simple
situstion in which data exist or can be generated, and the problem is the
collection and organization of the data, as well as the more serious case
which a certain type of data cannot be obtained or certain variables are
pever present independent of some other variables (as in the case ol » ioqi
company that, in order to protect its market share, ncver had a pnce
change withoul an accompanying increasc in advertising or promoiional
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activities, hence restricting the ability to assess the price senaitivity to its
products). The second procedure is an adaplive experimental appeoach
using experimental designs such as Latin square or Greco-Latin square
designs 1o measure the market response to a number of marketing varia-
bies.
Some of the more sophisticated market response models do include a
number of marketing mix variables and 10 a limited extent, their interac-
tion and carry-over effects. Yet most of the current cconometric response
modeling cfforts, including most of the new product forecasting models
such as DEMON [17] NEWS [9], Tracker [L1], Sprinter [65), and the N, W,
Ayer model [19], as well as the marketing decision models such as
BRANDALID [41, 42} do not include all marketing mix variables and the
response by market segments,

Response of Various Market Segments. Given the beterogeneity of all
markets, effective coatrol of marketing performance and design of a new
markeling stfategy require the development of market response data by
relevant markel segments. The segment response data should encompass,
to the extent pecessary, response by geographical location, distribution
outlets, and any other relevant masket groupings.

Projected Response Under Aliernative Environmental and Competitive
Scenarios. Stralegic perspective requires the development of projected ro-
sponse functions {including the assessment of market potential). Historical
response functions are by themselves of limited interest and their value is
in providing one of the bases for projecting the likely response functions.
Simple eatrapolation of past response, altbough often very accurate for
short-term projections (nexi-year sales can often be predicted quite accu-
ralely by a time series projection), is typically of limited value for long-term
projections. This weakness of time series projections is due 10 the likeli-
hood of changes in the envisonment, the competitive activities, the con-
sumer needs, problems, expectations, lifestyles, etc. Hence, a critical fea-
ture of sirategically relevant response functions is the development of
response functions conditional on various environmental (including com-
petitive) scenarios.

This requirement also has implications for the analysis of historical
sesponse datw, which should incorporate, to the extent possibie, an analysis
of the effect of the various environmental forces (including competitive
aclivities) on the response function.

Multiple Response Functions. The frequemt reliance on a single sales
response funciion is not sufficient as input 1o the strategic decisions of the
firm. Response functions should incosporate all the pedformance measures
Ilu_d by the firm to evaluate the performance of their products and sssess
their product portfolio. Hence, if a firm uses the Boston Consulting Group



23% Y. Wind

portfolio approach, it should include at least two response funclions—
market share and product class sales. Given the conceptual advantages of
letting management determine the portfolic dimensions (as suggested by
the product performance matrix approach), one can envision a situation
such as in the case of International Harvester, in which four response
functions— product and industry sales, share, and profitability—should be
developed.

Of these response functions the most complex is the profit function,®
since it requires nol only a revenue projection (under alternative scenarios)
but also cost projections. Cost projections are often based on historical
data and subjective adjustments. The unstable inflationary pressures and
increased turbulences in the supply of resources (the energy shoriage and
dramatic price increases, raw material shortages, cic)) involve a heavy
dependence on international political feconomic considerations in de.
termining both availability and price of critical resources. More attention
should, therefore, be given to cost projections and many of the marketing
research tools can and should be utilized to project the availability and
cost of necessary maierials and operation.

Explicit Examination of Multiprodhct Interdependence. Markel response
functions, not unlike most markeling modeling, focus en individual prod-
uct performance, ignoring to a large extent multiple product interdepend-
encies. An explicit examination of this interdependency is essential for an
accurate portfolio analysis and also serves as a basis for product line
decisions. Of special interest in this context is cannibalization analysis and
its use as an offensive or defensive strategy.

Multiple Brand Models. To the extent that data arc available, developing
market response functions for the firm and its major competilors and
examining their interrelationships can provide greater insights into the
market behavior.

Methodology of Response Modeling

The discussion so far has focused on the required content of strategically
relevant market response models. Methodologically one can use a number
of modeling approaches. The most comumon ones are economelric, stochas-
tic, simulation, and & hybrid of these.

¥ Jasights into profitability and its determi can be gained from analysis of the PIMS
data base. In addition to lysis of the profitability of the spetific business versus other
relevant business, the PIMS project has g ted 2 ber of | findings (their "Lawn

of tbe Markeiplace™) thal cxplain 80% of the obscrved vaniance in operating feiults (aciou

different businesses). These nine regulnrities (Schoelfler, undated) sre summarnzed W
Figure 5.

L )
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Econometric response models are the most frequently used approaches.
Despite their conceptual attractiveness— “their implied world view,”™
according 10 Parsons and Schultz [49]—and their ability to handle market-
ing decision variables (in lincar and noalinear forms and with carvy-over
and feedback cffects) and appropriate testing procedures, most of the
econometric response models are single-equation models with nonvarying
paramcicr structures. Single equation models are quite naive since they
assume & unidirectional flow of influence. Hence, the major development
1o watch for (which is of particular importance in the design of sirategi-
cally oricnted response models) is that of multiple-equation models. Lambin
139} Beckwith [10], and Clarke [18), for example, used multiple-equation
models 1o estimale simultancously market share relationships. Similarly,
one should watch for the devclopment of lime-varying parameter structure,
which allows for changes in the coefficients of the marketing variables and
environmental forces. Such changes might be gquite critical in loung-term
fesponse models, which are more appropriatc as inputs (o the sirategic

. decisions of the firm, A number of procedures for dealing with time-varying

parameters have been proposed and implemented and are discussed by
Parsons and Schuliz {49},

s_w_cha.mc response models (¢ g., 4], which do not incorporate marketing
decision variables, are of limited value. There have been a few aliempts to
overcome this shoricoming [e.g. 43} but most practical applications of
stochastic models have not used them as response functions.

Simulations have been used to modet sales responsc processes for the Last
20 years. The early work of Balderston and Hoggatt |7} was further
cxpanded in the late sixties [c.g., S, 31). More recently simulations have
been widely used 1o forecast the iikely performance of new products in
studics based on conjoint analysis [29, ).

Hyw approaches integrate the three approaches—econometric, sto-
chastic and simulation—t0 the modeling of response functions into s
researc_h system. Such a hybrid system is most appropriate as input to
strategic marketing decisions and has (o be modeled for eack situation
scparalely 1o capitalize on the available data, precise modeling require-
ments, management-unique information needs, and management styls,

Encouraging Developments

Recent years have witnessed & number of encouraging developments:

1. The use of log linear models to allocate resources among the various
components of the marketing mix. Carroll, Greea, and DeSarbo [16)
Inv.c Hustrated that if data are available on the varions marketing
variables and product/business performance, the regression cockfi-
cients of the log model measure accuzately the market response to
these variables and hence offer the optimal allocation rule among the
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various markeling variables. When applied 1o pharmaceutical producis
the model was further improved when assessed scparately for each
medical speciatty, allowing for allocation of resources among the
market mix variables and markel segments. A more general solution to
the problem has been obtained by Bultez and Schultz [14].

2. The developments of flexible segmentation {69] and componential
segmentation [26, 27), which emphasize the need to consider the
masket scgmentation decision jointly with the positioning decision;
that is, the sclection of the “best” target segment for 2 given product
positioning {(and product features) or aliernatively the selection of the
best positioning (and product leatures) for reaching a segment selected
a priori,

3. The use of optimization procedures 10 select the best product features
and target market segments either in the context of Green's POSSE
model {$1) or in the more conventional context of markel segmen-
tation analysis [27].

4. The developments of methodology appropriate for hybad research
methods. Random coefficient regression |8, 64] is one such develop-
ment, Whereas market simulators such as SIMPLAN [78] incorporale
sales and share forecasting models with econometric policy simulation
models.

5. The increased use of marketing experimentation in the markeiplace
and in particular in simulated test markets.

6. Recent extensions of the concept of positioning from a narrow focus
on product positioning to a broader scope of “corporate positioning.”
This extension [72] has been prompied by the increased importance of
stakeholders other than consumers (such as government, media, and
consumer advocates). In this context one of the primary responsibiti-
ties of 1op management is the sclection of & desired corporate position
for its various stakeholders and the employment of marketing siraie-
gics (at the corporate level) to implement and achicve the desired
corporale positioning. Such an overall corporate positioning should
also provide the guidelines for individual product positioning, since
incongruent positioning might lead 1o dysfunclional results.

7. The increased attention to the development of sirategicslly oriented
marketing information systems that incorporate various data bases
with appropriate modeling efforts.

8. The development of comprehensive models that integrate analysis of
historical daia with subjective management judgment, ficld expenimen-
tation, tracking, and adaptive controls. BRANDAID [41, 42] is an
excellent example for such modeling effort for the brand manager levet
of decisions. Missing, however, are similar modeling cfforts for the
strategic decisions of the firm.

9. locreased methodological sophistication resulting in the development
ol more realistic econometric market response models, which can
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provide on an ongoing basis the needed information to the various siya.
tegic decisions.

Such an information system should pravide the ongoing environmental
monitoring function discussed in Figure | as well as the information for
the situation analysis and markeling performance evaluations and the
portfolio of the firm and its key competitors. The information sysiem
should include not only the collection of data but its evaluation (with
respect to its reliability, accuracy, and pertinence), analysis, storage, and
dissemination. For a discussion of marketing information systems for
strategic planning, sce Monigomery and Weinberg [46].

Such an information system, which is comprehensive in scope, requires
inputs from various crganizational units (for example, cost data and
production schedules), is continuous in nature, likely to be expensive,
difficult to implement, and politically sensitive. Yet having such continu-
ous information is a critical component of any strategic planning system
and should be integrated with the firm’s control function.

2. The development and implementation of an organizational design
and climate that would facilitate the implementation of marketing onenied
strategic plans. Despite the growing interest in organization design and the
increasing number of studics on this topic [24, 37}, little is known about the
organizational characteristics thal are mosi conducive to the implementa-
tion of strategic planning models.

Organizational arrangements are often & major obstacle for the imple-
mentation of marketing oriented strategic planning. Consider, for example,
the case in which an organization has both a V_P. for planning and a V.P.
of marketing. If conflicts between the two arise, it is quile likely that the
long-range strategic plan will not be marketing oriented. Similarly, if in a
decentralized organization the divisions have strong planning units with no
corporate planning depariment, it is likely that there will be no corporate
fevel planning and that most efforts will be conducied by individual
divisions, with little coordination among them.

An organizational design conducive to marketing oriented sirategic
planning should be planned with specific tasks, structure (and in particular
incentive system), technology, and personnel consistent with the corporate
idiosyncratic characteristics and the specilic planning requirements. Since
no single organizational design can fit all lirms, no specific organizational
solutions are presented, but two suggestions are offered for consideration:
(a) there should be a combined corporate marketing/planning function; "

111 such ss organizationsl mrang 1 is selected, the i ive V.P. position, whach
was suggested elsewhere {75) as one of the organizationsl solutions lo_uuneedlolunuhu
creative product /marker development, caz report 1o the seaior V.P. in charge of planaing
and marketing,
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(b) marketing research should report 10 corporate planning, since corpo-
rate planning is more likely than marketing (if the functions are scparated)
1o allocate the research elforts 10 the areas of greatest potential for the
firm’s future.

Organizing a sirategic planning system that is marketing oriented, en-
compasses all levels of operations, is acceptable by management, is con-
sistent with the planning concepts discussed earlier, and is well integrated
in the overall operations of the lirm is not an easy task. It requires explicit
design eflorts and cannot be assumed 1o *happen™ with the recrganization
into the now popular strategic business unit structure.

). Related 1o the organizational design issue is the critical question how
o atiract management attention to the strategic issues facing the firm.
Despite lip service to the need for long-range strategic planning, the wop
excculives in many firms are overly occupied with tactical day-io-day
decisions, ignoring or paying too little autention to the stralegic issues
facing the firm. A possible solution 1o this problem is the design of a
high-level organizational position (V.P. or cven exccutive V.P.) for strategic
planning. A complementary solution is 1o allocale a certain percentage of
top management lime (for example, s day a month, or idcally a day a
week) for sirategic planning.

Directions for Future Developments

Marketing oniented strategic planning models and concepts present a point
of view concerning the role of an explicit research-based modeling ap-
proach in sirategic corporate planning. Whether one adopts the specilic
maodels suggested here or other models is immalerial, as long as an effort is
made 1o formalize the strategic planning process, design it following a
marketing orientation, and fit it to the idicsyncratic characteristics of the
firm.

The premise of this chapter is that a formal marketing approach to
siralegic corporate planning increases the likelihood of making the “right”
decisions (that is, decisions that are at Jeast consistent with management's
objectives). The implementation of these or similar models however, re-
quires answers to a number of key questions. Specilying these questions
could help summarize some of the key dimensions of these models and
suggest directions for future research.

No attempt is made to develop an exhaustive research agenda. Rather,
the selecied research arcas are those viewed as relevant 1o practical
management question and a conceptual or methodological challenge. These
research areas are organized along the major components of the strategic
marketing planning model (Figure 1) and include the following !

Thesc peoded developments were fisat identilied in the of product plasning and
discusscd by Wind |10}
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Determining the Relevant Objectives

How 10 Desermine Corporate Objectives and Criteria. The identification
of relevant objectives and criteria a1 ali Jevels of management (for example,
corporate, the strategic business unit, the product line, and individual
product level) is essential for the determination of the boundaries for
the product/market decisions of the firm and of the dimensions of the
product/market portfolio, as well as of the criteria for evaluating alierna-
tive strategies. Yet there are a pumber of unanswered questions concerning
how to identify the relevant product/market boundaries, what levels of
abstraction to employ, how to identify and resolve conflicting objectives
among the relevant management tcam, how (0 change objectives in re-
sponse to changes in environmental conditions, etc. These and similar
questions suggest the need to study the perceptions and preferences of
corporale management. In fact, most of the research approaches used in
consumer studies can be employed in the study of corporale execulives.

How Explicit Should Monagement Objectives and Criteria Be? A number
of approaches such as conjoint analysis and the AHP have been used
successfully to explicate the relative importance of various critesia. Given
the political /negotiative environment of many firms, there might be situa-
tions where not knowing the explicit criteria is preferable. What are these
conditions, and how would lack of explicit criteria affect the “quality™ of
management decisions?

Marketing Auwdit

A relatively neglected concept is that of the marketing audit. The auditisa
comprehensive periodic assessment of the firm's markel environment,
objectives, strategies, organization, and systems for the purpose of assess-
ing the effectivencss and cfficiency of the firm's marketing stcategies,
practices, and procedures [38). This audit incorporates most of the compo-
nents of the first four phases of the marketing planning model (Figure 1).
The design and implementation of the marketing audit requires, however,
the resolution of 4 number of key conceptual and methodological issues,
including the following: '

How to Design and Implement a Monitoring System and Forecasting
Model(s} of Changes in Environmental Conditions and Firm Performance.
Many current marketing information systems offer disjointed environmen-
tal information. Litde effort is given to the development of & sysiematic
scanning system of the relevant environment {consumplion, compelitive,
technological, legal, economic, and so forth). Similarly, little attention has
been given to the ongoing moniloring of the firm's performance (for
example, situation analysis). Furthermore, most of the monitosing sysicms
do ot include projections of trends or cross-impact analyses. User oricaled

oo
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MIS should thercfore be designed that incorporate advances in informa-
tion dissemination technology (for example, on-line information systems)
and forecasting methods (especially environmental forecasting techniques).
In addition, greater attention should be given o (a) the development of
pew data collection analysis and dissemination methods and (b) the
explicit implementation and modification of existing merhods, adjusting
them to the nceds imposed by continuous monitoring of changes in
relevant environmental forces and in the firm's performance.

How to Adopt the Various Static Research Approaches and Analytical
Models to the Dynamic Nature of the Marker. Given that marketing deci-
sions should be based on likely future behavior of consumers and other
relevant stakeholders, it is necessary to develop dymamic models that offer
managment forecasts conditional on alternative marketing strategies under
alternative environmental conditions.

How Often Should Marketing Studiex Be Conducted? Given the rapidly
changing environment, marketing studies for the generation and evaluation
of alternatives should be scheduled to ensure accurate capturing of changes
in consumers' attitudes and behavior and market and environmental
conditions.

Design of Marketing Strategy

Following the inputs from the marketing audit, the major managerial task
is the generation and evaluation of macketing strategies. This area, despits
the widespread attention il has received in the marketing management
literatuze, still requires the resolution of a number of conceptual and
methodological issues, including the following.

Haw o Encourage the Generation of Truly Innovative and Creative Strategy
Alternatives. The generation of new product ideas has received & consider-
able smount of attention in the marketing and RAD literature, Yet litile
attention has been given to the sysicmatic generation of creative marketing
and corporate strategics.

How 1o Design and Implement Resource Allocation Models Among Prod-
wes, Markets, and Marketing Programs. The analytical hierarchy process
was found 10 be a useful procedure for allocating resources within the
Product/market /distribution portfolio of one firm. Can it be applied to
other firms, and what arc the organization and rescarch implications of
such an approach? How consistcnt arc the results obtained by AHP with
those of other allocation models?



44 Y. Wind

How to Integrate Marketing Decisions {and Orientation), with Other Busi-
ness Functions—Finance, R & D, Production, Personnel, Procurement, Legal
and Top Management. What are the implications of the need for such
integration for organizational design and the research and modeling aclivi.
ties of the firm? Successful development and implementation of strategic
planning models calls for close links beiween marketing and the other
business functions. Ways to achieve such links should be explained and the
sirategic planning models developed, utilizing inputs from all relevant
funclions and aimed at satisfying the diverse needs of multiple organiza-
tional users. ’

How to Schedule (Allocate Resources Over Time) the Various Corporate
and Marketing Strategies of the Firm. Scheduling is often viewed as a
tactical decision. Yet strategic planning requires careful scheduling of
resource allocation and aclivilies over time. ’

What Procedures Can Be Developed for the Translation of Reseurch
Findings (Suck as Consumer Perception of and Preference for Various Product
Altributes) imo Physical (and Imagery) Product Atiributes and Marketing
Strategies? Multidimensional psychophysics and conjoinl analysis studes
{with actual product prototypes) have been used successfully in a few
cases. Yet greater attention should be given to the translation problem:
how best to execute the planning corporate strategies.

Design of a Strategic Planning System

One of the most complex and difficult aspects of strategic planning is the
design and implementation of a strategic planning process. The design of
an effective system that utilizes the relevant marketing concepts and tools
still requires the resolution of a number of key conceptual and methodo-
logical issues including the following.

How to Assess Operationally the “Cost Versus Value" of the Various
Concepts Such as Adaptive Experimentation and Contingency Pluns and
Research and Management Science Tools (Such as Environmental Monitoring
Programs and Forecasting Models) and How to Reconcile Possible Conflicrs
Between the Desired Approaches and Political Realities in the Firms. The
cost versus value of information concept, although widely accepied. has
mrely been applied to the strategic planning process and its research and
modeling component. Given the frequent pressure to sacrifice stralegw
{long-term) objectives for tactical (shori-term) ones, the explicit evaluation
of the cost versus the value of each research and modeling project is of
greal practical importance. In addition, the process that has to be devel-
oped in order 1o assess the valuc and cost of various projects offers &
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vehicle for better communication among the relevant decision makers and
explicit examination of their assumptions and prefevences.

How to Determine the Best Mix of Research Approaches io the Generation
and Evaluation of Alternatives. Given the diversity of rescarch approaches,
it is necessary Lo determine which mix of approaches is most appropriaie
under which conditions, and (o integrate them in a user oriented marketing
information system.

Given that most planning efforts have been undertaken by large con-
sumer and indusirial firms, a critical question is, What changes, if any, are
required in the explicit approaches to (and concepts and techniques emplayed
in) sirategic product planning of service-onented firms (versus flirms who
manufacture products); intermediate markeling organizations (versus
manufacturers); noaprofit fizms (versus profit oriented firms); small (versus
large) firms; and firms involved with mullinational (versus domestic)
markets?

Organizing for Strategic Planning

A key ingredient for the cffective implementation of strategic pianning
models is an appropriate organizational design. The sirategic planning,
markeling, and organizational behavior litcrature offers few clear-cut
guidelines for the development of such organizational designs. Hence, a
major arca for future rescarch is the design of effective organizations for
strategic corporate planning and implementation as well as the iesting of
the elfectiveness of alternative organizalional designs. These designs should
incorporale the funclions of strategic planning, marketing, marketing re-
search, and management information sysiems; their interrelationships; and
their coordination with lop management operations.

Concluding Remarks

In recent years we bave wilnessed two unrelated developments: (a)
remendous interest in strategic planning and (b) increased utilization of
lactical markeling modecls. New product forecasting modeis based on
concept testing, simulated 1cst markets, or actual test market data are, for
example, widely used. In the context of specific marketing decisions,
marketing praclitioners should not be concerned with whether analytical

. approaches work, but rather with which of the many analytical approaches

is better suited for their fimm and the specilic product/market situation
involved. The challenge, however, is in developing and implementing new
analytical approaches for the strategic planning decisions. i



246 Y. Wind

The basic premise of this chaptler has been that both the marketing and
strategic planning literature would benefit if marketing scholars and pracui-
tioners were 1o {ocus more on the development of SBUs and corporate
strategic marketing models. As illustrated in this chapter, the design and
implementation of strategic marketing models can benefit from a number
of concepts and methods. Even though there are still a number of un-
answered basic rescarch questions, enough is known to allow for the
development and implementation of real-world markeling oriented sira-
tegic planning models. Such models require top management recognilion
that marketing, and in particular marketing rescarch and modeling activi-
ties, can offer viable inputs and guidelines for the strategic decisions of the
firm. Il marketing is o have its deserved impact on corporate decisions,
the development of such recognition is essential. 1t is particularly crirical in
the more complex management areas, such as iniernational marketing
operations and the diversification activities of the firm.

The international marketing area is especially intriguing since it entails a
second layer of decisions beyond those that are usually required in
domestic marketing operations, that is, the country selection/mode of
entry decision. These decisions have traditionally been made on a hapha-
zard basis, such as management’s familiarity with the given country, or the
initiative of an importer or broker. Yet the high risk and tremendous
potential of international operations call for a systematic, portfolio driven
approach 1o the country selection and mode of entry decision. The need
for more rigorous and advanced modeling and research activities char-
actesizes all of the sirategic planning activities of the firm that involve
decisions that, in the loog run, can make the big dillerence between growih
of decline,

The necessary conceptual and methodological developments in this area
and the challenge of implementing such procedures when developed make
the marketing oricnied strategic planning model an exciting and challeng-
ing nrea for rescarch. Progress in this arca requires, however, close col-
laboration between the academic researcher and the industry practitionens
who provide the real-world laboratory for developing, testing, and imple-
menting new analytical approaches so necessary for making marketing
oriented corporate strategic planning models a reality.
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