UNIT 3 THE PRODUCT PLANNING SYSTEM

Objectives

After reading this unit you should be able to:

e  expalin the meaning of a product planning system

e  discuss the constituents of a product planning system

e  describe some major product planning models

e develop a suitable product planning system for a given organisation.

Structure

3.1 Introduction
3.2 The Traditonal Approaches to Product Planning
3.3 A Matrix Approach to Product Planning

3.4 A Model to Add Clarity and System to the Judgements Involved in
Product Planning

3.5 Summary
3.6  Self-Assessment Questions

3.7  Further Readings

3.1 INTRODUCTION

Development of a strategic product planning system is one of the most
critical elements of a company's product management function. In designing
such plans, the management requires adequate information on the current
and anticipated performance of its existing products. This information can
again be broadly classified into two dimensions: (i) the perceptual
dimension consisting of the consumers perception about the product per se
as well as in relation to the products of the competitors and (ii) the
“objective' dimension consisting of actual raw information about actual and
anticipated performance on relevant criteria such as sales, profits and market
share.

As you can see for yourself the information on both the dimensions needs to
be seen as a whole to develop a proper product planning system. However,
most approaches use the information obtained in isolation making the
picture incomplete. We shall, in this unit, discuss the different approaches to
product planning.

3.2 THE TRADITIONAL APPROACHES TO
PRODUCT PLANNING

The product portfolio approach described in the earlier unit is one of the
earlier tools used for product planning. Then there is the concept of
positioning the product vis-a-vis' its competitors. However, both these
systems show little concern for the measures like sales, market share and
profitability taken together comprehensively. An integrated approach to
product planning was been suggested by Yoram Wind and Henry J.
Clayclamp in a paper presented in the Journal of Marketing. We shall study
the same in the next section.
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3.3 A MATRIX APPROACH TO PRODUCT PLANNING

The matrix approach consists of the following phases:

Phase A: This requires definition of the relevant universe in terms of the
relevant strategic product/market area. What do we understand by this? It
essentially means that

i)  The definition of the product should be clear and unambiguous
inclusive of sub categories of the product;

i1) The strategic market should be a well focussed segment to lend

specificity to the analysis;

The relevant measurement instruments in terms of units of sale and the

time period of sales whether monthly or quarterly must be specified.

iii)

Phase B: This entails examination of the sales position for the given
product in the strategic market area. A graph of industry sales and company
sales for a given period is plotted. Thereafter the product is assigned to the
stage in the product life cycle on the basis of certain criteria:

If the annual sales trend over the past years is:

1)  negative, assign to the decline category
ii)  0%-10% increase, assign to the stable category;
iii) Over 10% increase, assign to the growth category.

Phase C: The market share of the company's given product in the strategic
product market area is then determined using certain criteria to assign into
categories.

The illustration given below for two products A and B will enable you to
understand the process of assignment to categories and determination of the
product's strategic position.

Ilustration: Assign product to one of the following categories.

Sales

1). Decline

2). Stable

3). Growth

Market Share
1). Marginal Market Position

Industry Company

2). Average Market Position
3). Leading Market Position

Profitability
1). Below Target e
2). Target

3). Above Target

A past trend of the product is also plotted to facilitate the assignment process described
above:

Fig. 1: A product-evaluation matrix ‘having two hypothetical products A and B over three years
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On the basis of the assignment done above a product evaluation matrix for System

two hypothetical products would look somewhat as: @

Fig. 2: Incorporating Sales, Market Share and Profit Forecasts into the Product
Evaluation Matrix

Current position (C) Unconditional projection (P) Conditional forecast (CF)
Industry Company Market Profita- | Industry Company Market Profita- | Industry Company Market Profita-
Product Sales Sales share bility Sales Sales share bility Sales Sales share  bility
1 Decline Decline  Awv. Below | Decline Decline Av. Below Decline Decline  Marg. Target
target target Decline  Stable Av.  Below
Target
2 Stable  Decline  Awv. Target | Stable Stable Av. Target Stable  Stable Dom  Target

Source: Adapted from Planning Product line Strategy A Matrix approach by Yoiam
Wind and H. J. Claycamp "Journal of Marketing", Vol. 40 January, 1976

Here two products A and B have been traced for three years. Product A which
showed a marginal market share in a growth industry had stable but below
target profitabilty in the first year. This improved to growing profits and
average market share in the next year to achieve targets. This was followed by
an above target profits coupled with an average market share in a growing
industry. The performance of product A has thus steadily improved.

The product B on the other hand is in a declining industry with an average
market share and stable profits on target in the first year but in the next year

a decline in profitability is seen. In the third year the decline in profits
continues with a drop in the market share as well.

Suggested Marketing Strategy on the basis of the Product Evaluation
Matrix: The best course available for product A will be to move from average
market share to the leading position maintaining above target profits or
sacrificing some profits for the leading position to have targeted or even below
target profits.

For product B the course of action available would be to improve market
share position from marginal to average and also achieve a stability in

profits although they may be below target.

As you can very well discern from this exercise that a product evaluation
matrix enables a company to take into account four parameters - industry
sales; company sales; market share and profits simultaneously. We can

make the following inferences regarding a firms product planning exercise:
Inferences: A firms major strategic product/market decision alternatives for
its existing product line and the component products of that time in a given
strategic product market area are:

1) Do not change the product or its marketing strategy;

2) Do not change the product but do change its marketing strategy. This
may involve a change in the type and level of advertising, distribution,
and pricing strategies associated with a given positioning and given
product attributes.

3) Change the product. This may involve product modifications either within
the parameters of the product's current market positioning or within a new
positioning. In either case, a change in the associated marketing strategy is
required.

4) Discontinue the product or the product line. This strategy may involve
an interim product or product line "run out" strategy, gradual
choppoing of the product line, or the immediate phasing out of the
product or the complete line.

5) Introduce new products into the line of add new product lanes.

In keeping with the varying degree/intensity of changes required in the five

alternatives suggested above, we can identify different levels of analysis and

specificity of guidance provided by the Product Evaluation Matrix. This is 25

described in the next section.
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Introduction
@ This approach requires five levels of analysis each with an increasing

specificity of guidance, for the firm's strategic marketing decisions. The first
level is based upon the evaluation of the product's current position with
regard to industry and company sales, market share -and profitability thus
providing limited guidance. The fifth level on the other hand, provides
detailed and specific guidance based on projected product performance with
regard to sales, market share and profitability under alternative marketing
strategies, anticipated competitive actions and alternative environmental
conditions. The five levels are summarised in the following table.

Specificity of Guidance Nature of Operation
Lowest 1) Current product position on industry sales, company sales, market
share and profitability.

2) Projected product position on sales, market share and profitability
azsuming no major changes in the firm's marketing activities,
competifive action and environmental conditions.

3) Projected product position on sales, market share and profitability
under alternative marketing strategies, assuming no changes in
competitive action and environmental conditions.

4) The above plus diagnostic insights into the competitive structure and
the effectiveness of the firm's marketing activities.

Highest 5) Projected product position on sales, market share, and profitability
under alternative marketing strategies, anticipated competitive action
and alternative environmental conditions (based on computer
simulation).

This Table has been taken from a paper presented by Yoam Wind and henry
J. Cray Camp on Product Line Planning Strategy which appeared in Journal
of Marketing, Vol 40, (January 1976)

Activity 1

Select a specific FMCG brand of your company or any other company you
are familiar with and collect data on past trends pertaining to:

i)  Company Sales

ii)) Industry Sales

iii) Market-share of the product
iv) Profitability

Prepare a product evaluation matrix on the basis of this data. Suggest an
action plan for the product.
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34 A MODEL TO ADD CLARITY AND SYSTEM TO THE System
JUDGEMENTS INVOLVED IN PRODUCT PLANNING ©

Different companies use different systems for product planning. "hese may range
from a system wherein a single person attempts to assimilate the pertinent data,
make a decision, and then explain. his strategy to his associates. At the other end
of the scale is the large company with a well-organised product planning
department where the required marketing information is collected and compiled
into a whole lot of charts, profile graphs and estimate sheets for the consideration
of those responsibl6 for the final decision.

A model for product-planning with particular emphasis on new product
introduction in the product line has been presented by John T.O. 'Meara, in the
Harward Business Review. Let us examine this approch in detail.

The Model: It uses statistical and financial concepts like probability and pay-back
period. The exhibit below gives the criteria for awarding ratings to a given
product. Thus, rating the product on certain factors and subfactors is the first step
in this model for product planning. This exercise is particularly useful in
evaluating a new product. On the basis of ratings awarded in the evaluation
exercise carried out above, the factor ratings on the four major factors viz.
Marketability, Durability, Productive Ability and Growth Potential are obtained.
These factors are also assigned weights in accordance with their relative
importance. In the same manner, each of the subfactors that comprise the four
major factors are weighted. Let us evaluate the subfactors of the factor
Marketability. Therein each of the factor ratings are assigned an estimated
profitability which essentially evaluates the chances of whether a factor will
achieve the rating awarded to it. From the exhibit given below it can be seen that
there is at least a 50-50 chance that the merchandisability characteristics of
product X will meet the definition of "very good", that there is less chance that it
will meet the definition of "good' and that there is even a smaller chance that it
will meet the definition of “average'. This method of precisely stating one's best
judgement will result in a more efficient evaluation than would be possible using a
less systematic procedure.

After assigning probabilitiei to the subfactors, each probability figure is
multiplied by the numerical value attached to the rating. This is termed as the
expected value. The expected value of all the subfactors and a total of these
expected values gives the final evaluation of the factor concerned. The end
result is an index number which represents the factor. The total expected values
for each factor are then multiplied by their weights to arrive at a final factor
evaluation -as follows:

Table 1: Factor Rating for a Product

Proposed Product Product X Evaluated by John Smith
1 2 3 4
Factor Factor weight | Assigned Factor | Final Factor
Value Evaluation

Marketability 0.4 71.4 28.6
Durability 0.3 68.6 20.6
Productive Ability 0.1 91.60.1 9.2
Growth Potential 0.2 69.2 13.8
Final intangible factor index | 1.0 72.2
number

This final intangible factor index number so obtained is compared for different products
which are being evaluated as well as against a standard set by the company.

‘Exhibit I: Factor and Subfactor Ratings for a New Product

Very Good Good Average Poor Very Poor
MARKETABILITY L L
i present  Can reach major Can reach major We have to distribute  'Will have to distri- Wil.i hmn;m m:tn‘um:
~ gixs:u:n :ha:;ds market by markets by equally between new bute mostly through e-[u:rr_\y‘ 1 i;c;g nc":r
istributi h 1 new 1s in rder
distribution through distributing mostly and present i
present channels ® through present in order to reach urd.er to reach reach major markets
channels, partly major markets major markets 27
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Very Good Good Average Paoor Very Pear
B. Relation to presznt. Complemertta Complements w Cam be fitted into Com be Stted into s Dhoes not fik in with
product lnzs preseat line which  poeseat line thes preserd Ens preaznt ling bt does any present
needs more produes does wot nesd, bt not fit entively moduet lins
o fill it can hendle, another
products
. Gualilyiprice Priced below ol Priced below most  Appemcmerelythe  Priced soove many  Priced shove o]
reletionehip Compeing roducts  competing products  same price as compeing peocoes  campeisg predocts
of émilr quallty  of smiler quality  competing produsts  of milar quality  of similar qualify
of similar qoakey
D, Number of sizes ~ Fow staplesizes  Severalsimsand  Several sizes and Sevenal sivesand  Momy sizes and grades
and rales and grades grades, but customens grades, bt cen grodes, ench of which will ncessilate
il be sarisfied sutisfy crstomer which will kave fo  besvy invemodes
wtth few staples wants with sl be docked in equal
i investory of LTI
nop-staples
E. Merchandissbility  Has product Has prometible Hiz pocemctable Hus o fow Hes n charciesistics
chatadteritios cver  chemeterisiics that  characterisies that  clandedgic bt oall that am equl
and above thse of  will compre are equal b Bose ars pomolehiz, b to competitors, of (hat
competicg products  favoursbly with the  of other product genecally does not Jand themaslves o
that lend themsslve:  chamcheristics of THesER Up 1y imsgmative
1o the kind of eompeting prodacts chemleristics of  prometion
premetica, eompetiag preducls
—
diepliry that the given
compeey does best
F Effects on sales of  Should old inpades  May belp sles of  Sherdd bave no May Meder prasent WLl reduce sales
prosent peodects of peosent products  pessent products affect on present sales somey defi-+ of presenily
defindicly will net sles rilely will not ied  proditable produets
b haemofel & poezent sales
prezent sales
1. DURABILITY
A, Siabilty Bagc procuct which  Produet which will — Produet which will — Product which will - Produet which will
cin dlways expeet  have been Jog Bave uses loag Fave usss long probabily be complete
to REve nses enough fa eam enough oo earn back  enouph b earn back n near foture
back initiel iniflal investment initia] irvestment,
invegtment, plus ot pluz severs] (from phiz 1te 5 yea of
least |0 years af 5o 10) years of widitican] profits
dditional prodils wdditiomal profils
B. Breadth of market & neticas] marksl, A nabiocal mackst  Either a pational A regioral macket A specieised macket
4 widevadety of  and a wids sty markel of o wide and & restricted iz o zmell
consumers, and & of consumerz, varialy of consimers  variely of comsumers marketing area
potntl feign
mirkst
C Retismnceto Wil sell rendily  Bffects of cyclied  Sales will rise Bifacts of eyl Cyelical changes will
i e iaflaton changss will be and fell with changes will be case exirEme
Pt tions o depression moderate, and will  the scomomy beavy, and wil be  Huctustions in
be filt after, changes felt bebore changas  derand
in eponomic outlock in economie putlodk
D. Resigtines Sready sdles Steady sales except  Semsonal flucteations, Heavy soasone] Severe seasomal
I eeasnml throzhout the yer  undsr unnssl bt investory and fuezoaticns that will feclustions dhet will
ilnctsitions circumstenees penionnsd probelms  came considerable  mecessitabe Javoff
cn be sheochad inventory szd and heavy
pessomel problems  inveabories
B Exclusivemess Cenbepeotecisd  Canbe patemted, bt Cimack be painied  Canvt be pummied  Cannot be paieaied
af design Ty o patent with e paleed might be  but has cedaln and caa'be cogied  and can be copled
e Joopicles drcumgvenlsd talicet cherscteristics Ty larger, more by amyane
that cannct be knere|sdarable
copied wery well ompalen
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Very Good Good Average Poor Very Poor
®
11 PRODUCTIVE ABILITY
A, Equipment Canbe produced ~ Can be produced  Can be produced Company have to Company will have to
necessary with equipment with present largely with present  buy a good deal  buy all new equipment
that is presently  equipment, but equipment, but the  of new equipment,
idle. preduction will company will have  but some present
have {0 be scheduled to purchase some equipment can
with other products  additional equipment b used
B. Production Present knowledge  With very few With some exceptions A ratio of approx-  Mostly new knowledge
knowledge and persomnel will  minor excepions  present knowledge  imately 50-50 will  and personnel are
and pesonnel  be able to produce  present knowledge  and personnel will  prevail between the needed to produce
necessary new product and personrel will b able to produce  needs for new the new product
be eble to produce  new product knowledge and
new product personnel and for
present knowledge
and persomnel
C Raw matedal ~ Company can pur-  Company can pur-  Company can pur- Company must pur- Compary must pur-
availability chase raw malerials  chase major chase approximately  chase most of raw  chase most of ll of
from its best portion of raw half of raw materials from any  raw materials from
supplier(s) materials from its  materals from one of a nomber of  a cerfain few
cxclusively bast supplier(s), its best supplier(s),  companies other than companies other than
and remainder from  and other half from  its best supplier(s)  its best supplier(s)
one of a number of  any one of a number
companies of companies
GROWTH POTENTIAL
A. Place in market New type of product Product that will Product that will Product that will ~ Product similt to
that will fill & substantially improve have certain new have minor improve- those precently in
need presently on products presently - characteristics that ~ meats over products  the market and
not being catered i the market will appeal fo 2 presently in the which adr; nothing
substantial segment  market new
of the market
B. Expected competi-  Very high value  High enough value  High enough value  Lower value Very low value added
tive situation- added so as to added, so that, added, so that added so as to 50 that all companies
valued added substantially resirict unless product s unless other allow, lower can profitably,
number of extremely well suited companics are as medium, and some  cater market
competitars to other fims, they  strong in market smaller companies
will not want to as this firm, it will  to comipete
invest in addi- not be profitable for
tional facilities them to compete
C. Expected availa-  Number of end Number of ead Number of end users  Number ofend ~ Number of end
bility of end users  users will increase  users will increase will increase users will users will
substantially moderately slightly, if at all decrease moderately decrease substantially
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Introduction Exhibit IT: Example of the Use of an Evaluation Sheet
(¢
W)
O Proposed Product : Product X Evaluated by:  Joln Smith
1 2 3 4 5 ] 7 8 9

Subfactor Subfactor Very good  (10) Good (8) Average (6) Poor (4) Very Poor (2) Total Subfactor
Weight EP EV EF EV EP EV EP EV EP EV evaluation

{Col. 2

x Col. )

Relative o present 1.0 0. 10 02 16 05 30 02 08 — — 64 64
distribution channels

Relative to present 1.0 0.1 10 02 16 04 24 02 08 01 02 60 60

product fines
Quality/price 30 03 30 04 32 02 12 01 04 — — 15 D4
relationship
Number of sizes 1.0 0.1 10 02 16 05 30 02 08 — — ¢4 6.4
and grades
Mechadissily 20 05 50 o4 32 o1 og - - - 88 114
Parts on sale 20 = —
T 02 16 05 30 03 12 — — 58 116
products
10. -
% Totl factor value: 74

——

Note: EP = Estimated probability as judged by management
EV = Expected valued computed by multiplying the value by the estimated Probability,

3.5 SUMMARY

In this section we have seen some tools available for product planning and analysis.
These may not provide an end to the problem but they definitely serve as a guideline.
Depending upon the data available and time available to take decisions a company may
adopt one or more of the above methods. It also depends upon the number of products
the company has in its product line.

3.6 SELF-ASSESSMENT QUESTIONS

1. Draw comparisons between the first approach suggested for Product
Planning (based on industry sales, company sales, market share of the
product-and profitability) and the Market-Share Approach Outlined for
product planning based on PLC.

2. Briefly enumerate the systematic approach to product planning using
probability estimates.
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