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ABSTRACT

Management of a sewing machine distributorship desires information on the viability of
importing and distributing electronic/computerized sewing machines in comparison to

manual sewing machines for resale in Kwa-Zulu Natal.

An extensive literature review on industry and competitor analysis, consumer behaviour
and market segmentation was undertaken. The research instrument took the form of an
interview schedule. The interview was conducted at three dealerships and the study is

based on replies from the three dealers who participated.

The study is concluded with recommendations, which Singerkzn may wish to consider

during its strategic planning process.
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CHAPTER ONE: INTRODUCTION

1.1. INTRODUCTION

To ensure continuity and growth, an enterprise is dependent on inter alia consumers and
the satisfaction of their needs. Although total satisfaction of customer needs is not a goal
in itself, striving for it enables the enterprise to achieve it’s own goals. Therefore, the
greater the need satisfactions customers can derive from its products, the easier it would

be for an enterprise to achieve it’s own goals (Van der Walt et al).

Management of a sewing machine importing and distributing company based in Durban
Kwa-Zulu Natal, desires information on the viability of importing and distributing
electronic sewing machines in the Kwa-Zulu Natal area. The distributors current target

market is usually LSM groups 1 to 6.

The aim of this study will be to provide information to management as to the trends or
buying behaviour of the sewing machine market in the Kwa-Zulu Natal area. This
information should prove to be useful to management, as they have signed performance
contracts in terms of unit sales with the head office overseeing the African — Middle

Eastern Regions.

1.2. BACKGROUND

In 1994, the world witnessed the birth of a new nation i.e. South Africa. With the trade
restrictions relaxed and our borders open to international trade, South Africa experienced
a massive influx of foreign companies investing here. One such company was an
international sewing machine manufacturer, who re-invested in South Africa, after a 10-
year absence due to sanctions. By late 98, the parent company was in a serious state of
financial affairs and subsequently filed for chapter 11 bankruptcy as required by law in
the United States of America.



Figure 1.1 Bankruptcy : An Overview

Bankruptcy: an overview _
| Bankruptcy law provides for the development of a plan that allows a debtor, who is unable to pay his
- creditors, to resolve his debts through the division of his assets -among his creditors. This supervised
. division also allows the interests of all creditors to be treated with some measure of equality. Certain
bankruptcy proceedings allow a debtor to stay in business and use revenue generated to resolve his or her
| debts. An additional purpose of bankruptcy law is to allow certain debtors to free themselves (to be_.
discharged) of the financial obligations they have accumulated, after their assets are distributed, even if
their debts have not been paid in full. :
Bankruptcy law is federal statutory law contained in Title 11 of the United States Code. Congress passed
" the Bankruptcy Code under its Constitutional grant of authority to "establish. . . uniform laws on the subject -
- of Bankruptcy throughout the United States." See U.S. Constitution Article I, Section 8. States may not

regulate bankruptcy though 'they may pass laws that govern other aspects of the debtor-creditor
relationship. See Debtor-Creditor. A number of sections of Title 11 incorporate the debtor-creditor law of
the individnal states.
Bankruptcy proceedings are supervised by and litigated in the United States Bankruptcy Courts. These
courts are a part of the District Courts of The United States. The United States Trustees were established by ‘
Congress to handle many of the supervisory and administrative duties of bankruptcy proceedings.
Proceedings in bankruptcy courts are governed by the Bankrupicy Rules which were promulgated by the
Supreme Court under the authority of Congress. ' ‘
There are two basic types of Bankruptcy proceedings. A filing under Chapter 7 is called liquidation. It is
the most common type of bankruptcy proceeding. Liquidation involves the appointment of a trustee who
collects the non-exempt property of the debtor, sells it and distributes the proceeds to the creditors.
Bankruptcy proceedings under Chapters 11, 12, and 13 involves the rehabilitation of the debtor to allow
him or her to use future earnings to pay off creditors. Under Chapter 7, 12, 13, and some 11 proceedings, a
trustee is appointed to supervise the assets of the debtor. A bankruptcy proceeding can either be entered
into voliuitarily by a debtor or initiated by creditors. After a bankrupicy proceeding is filed, creditors, for
the most part, may not seek to collect their debts outside of the proceeding. The debtor is not allowed to
_transfer property that has been declared part of the estate subject to proceedings. Furthermore, certain pre-
 proceeding transfers of property, secured interests, and liens may be delayed or invalidated. Various
provisions of the Bankruptcy Code also establish the priority of creditors' intérests.

Source: hitp://sewing.about.com/library/weekly/aa091499a htm

By early 99, the South African subsidiary was placed under liquidation. A decision was
then taken by the parent company to allocate the importation and distribution rights to

three distributors, one of which is currently servicing the Kwa-Zulu Natal region.




The distributor servicing this region has currently 14 types of sewing machines in it’s
product range with prices ranging from R649.00 for the basic hand operated model to the

most expensive and advanced electronic model retailing for around R45000.00.

Figure 1.2 Singer x}-5000 and Singer 15ch models

XL 5000 |

Source: hitp//www.singersa.co.za

This distributor currently reports to the head office responsible for the African-Middle
East regions, which is based in Amman — Jordan. Performance contracts signed with this
office stipulate that the distributor has to keep the full product range of sewing machines,

and meet targets in terms of sales quotas as set out in the performance contracts.



The distributor’s current target market is the lower to middle income households i.e.
LSM groups 1 to 6. The price range of the sewing machine most distributed range
between R649.00 to R3000.00 with majority of the consumers being located the rural
areas who purchase sewing machines to manufacture and mend garments as a means to
supplement their income. The level of sales experienced by the distributor can be seen in

Table 1.2.

Table 1.1, Level of Sales

1 ' ‘ | 12025 ‘ F2E35NEe

- 1Sch :

- 966 367 428
968 503 1550
- 974 1319 1250 .
298 260 353
5810 528 304
4830 190 2T
14sh654 1 80 62

' MSP7 15 ok

' Electronic Range

" XL-10 b 19 Rk
XL-100 |10 3
XL-1000 15 19
X1-5000 z 1

Source: Level of S;(.al.e.s“;adapwa from Company Data

1.3. MOTIVATION

Management desires information on the viability of mf;lrketing electronic sewing
machines in comparison to manual sewing machines, taking into account the distributors
target market.

It is hoped that the results obtained from the study will provide a greater understanding of
consumer preferences in the Kwa-Zulu Natal 'area. By understanding consumer
preferences, management can try to identify the possible reasons for narrowing their

product range, to satisfy their target market. The distributor would also not necessarily tie



up working capital in unnecessary or slow moving stock items, and would rather use the

capital to purchase higher volumes of fast moving stock items.

The study therefore aims to identify whether it makes economic sense to import
electronic sewing machines for sales and distribution in the Kwa-Zulu Natal area. The
results of the research can then be passed on to Head office, whereby, they could
reconsider or revise there strategic plans for the Southern African market, and in

particular, the Kwa Zulu Natal region.

1.4. VALUE

As mentioned previously, consumers differ greatly with regard to their needs, wants,
preferences and tastes, so expecting the same marketing strategy to be effective for all
consumers in a particular market is futile. This is the essence of the research — the
realisation that the sewing machine market is not homogenous, but is instead composed
of various sub-markets or segments that may be quite different from each other and may
therefore need to be served differently. For example, the total market for sewing
machines comprise some consumers who are concerned primarily with dress making i.e.
home crafts, some who use sewing machines at classrooms i.e. home economics at school
level, some use sewing machines for production i.e. clothing manufacturers, while others

purchase sewing machines linked to their status.

The results from the research can be constructively used by the distributor to target its
market effectively, by catering for the needs and preferences of the consumer. Should the
results find that there is no demand for electronic sewing machines, then the distributor
could rather use the available working capital to purchase fast moving stock items,

thereby improving turnover.



1.5. PROBLEM STATEMENT

Should the distributor import and distribute electronic sewing machines, as compared to

manual sewing machines, taking into account their target market?

1.6. OBJECTIVES

o To discover / investigate the viability of computerised sewing machines being
imported for sales in Kwa-Zulu Natal.

o To investigate whether the distributor should continue to operate and honour its
contract with the head office, or should they lock at other alternatives in terms of
importing other brands that can be easily adapted for the target market.

® To investigate what type of sewing machines would be ideal for the Kwa-Zulu Natal

market, taking mto consideration the current range on offer.

1.7. RESEARCH METHODOLOGY

This study will focus mainly on retail stores in Kwa-Zulu Natal. Dealers from 3 cities Le.
Durban, Pietermaritzburg and Richards Bay will be surveyed. The cities are chosen
demographically, mainly because of the different income groups that they serve. The
researcher will conduct interviews with the dealers, using the current dealer database. The
dealers are categorised by the amount of purchases per month taking the entire product

range on offer by the distributor.

Large Dealers 50 — 100 units per month
Medium Dealers 20 — 49 units per month
Small Dealers 1 — 19 units per month

The researcher will do a literature search using the World Wide Web, Journals, Books,

and Periodicals and will make use of company data for information.



1.8. LIMITATIONS

The following limitations have been identified:

1.8.1. The research is confined to the Kwa-Zulu Natal Area.

1.8.2. The researcher has only chosen three Cities in Kwa Zulu Natal and three large
dealers.

1.8.3. Competitors did not want to divulge their company data i.e. sales figures and cost

prices and the intended markets their products are target at.

1.9. STRUCTURE OF THE STUDY

The study takes the form of a case analysis and is an exploratory study based on data

available from the company and its dealerships and customers.

1.9.1 CHAPTER TWO: MARKETING STRATEGY IN CONTEXT

This section of the research covers the theory that was obtained using journals, company
data, books as well as the internet. This chapter begins with an examination of the
company’s mission, vision, and objectives; followed by internal — external environments;
competitor analysis; key success factors; consumer behaviour and the four “P’s” of the

marketing mix. The chapter is concluded with a strategic decision making model.

1.9.2 CHAPTER THREE: CASE STUDY OF THE ORGANISATION

A detailed review of the company as well as the history of the organisation’s operations
worldwide is provided here. Included in this chapter is a brief history of the founder as
well as the investment made by their subsidiaries in South Africa and 150 years of
innovation. The current distributors strategy as well as their customers and distribution

strategy is outlined here. Their current product range is included as an appendix.



1.9.3 CHAPTER FOUR: EVALUATION OF SINGERKZN’S STRATEGY

Chapter four begins with a look at the analysis of the sewing machine industry as well as
competitive forces in the industry, using Porters five forces model. We then went on to
evaluate Singerkzn’s resources and competitive capabilities using and impact analysis as
well as SWOT. We also looked at the four P’s of the marketing mix to analyse whether
the distributor had selected the correct strategy in its quest to distribute the electronic
range of sewing machines. Finally, we analysed Singerkzn’s product and positioning
strategy taking into consideration the distributors targeting; positioning and market

segmentation strategy. The chapter ends with concluding remarks.

1.9.4 CHAPTER FIVE: RECOMMENDATIONS AND CONCLUSIONS

Having used the available analytical tools and theory that were available in chapters two,
and the case data available in chapter three, we make recommendations that the
distributor could consider. Aspects such as an intensive marketing campaign; a strategic
marketing plan as well as revisiting their current pricing structure were some of the

recommendations that were suggested. The chapter ends with concluding remarks.

1.1 SUMMARY

The case study research design was chosen as a devise to conduct the research, as it is an
excellent devise for initial exploratory research and for evaluating problems in the

organization. This chapter forms the basis of the research as it maps the path that the

researcher follows.

We have highlighted the background of the research based on information gathered from
company data as well as from management. Motivation for the research project follows
where we highlight management’s intentions for sponsoring the process. We follow on

with the intended value that the research would provide to management and we highlight



the problem statement. Objectives follow on which are the desired results that the
researcher aims to achieve at the end of the study. We briefly highlighted the research
methodology as well as the limitations of the project. Finally, the structure of the study is

presented, where the different chapters of the research project are highlighted.



CHAPTER TWO: MARKETING STRATEGY IN CONTEXT

2.1. INTRODUCTION

The enterprise and the community it serves are not self-sufficient and closed entities, but
depend on each other for survival. Together they form a complex, dynamic business
environment in which changes in the environmental variables continually determine the
prosperity or otherwise of the enterprise. Since these variables are more often than not
beyond the control of the enterprise, it is the task of management to adapt constantly to

the changes.

This chapter begins with an examination of the company’s mission, vision, and
objectives; followed by internal — external environments; competitor analysis; key
success factors, consumer behaviour and the four “P’s” of the marketing mix. The

chapter is concluded with a strategic decision making model.

2.2. MISSION, VISION, OBJECTIVES

Effective strategy making begins with a vision of where the organisation needs to head.
Charting a company’s course begins with senior management looking at the road ahead

and addressing the following questions:

Who are we?

Where are we going?

How will we get there?

How will we measure our performance?

One of the roles of a mission statement is to give the organisation its own special identity,
business emphasis, and a path for development — one that typically sets it apart from
other similarly situated companies. A company’s business is defined by what needs it is
trying to satisfy, by which customer groups it is targeting, and by the technologies and

competencies it uses and the activities it performs.

10



Technology, competencies and activities are important to defining a company’s business
because they indicate the boundaries on its operations. Good mission statements are
highly personalised — unique to the organisation for which they are developed. Objectives
represent a managerial commitment to achieving specific performance targets within a
specific time frame — they are a call for results that connect directly to the company’s

strategic vision and core values (Thompson & Strickland, 2003:79).

2.3. MACRO ENVIRONMENTS OR EXTERNAL ENVIRONMENT

According to Pearce and Robbins (1994), the external environment comprises factors that
originate beyond, and usually irrespective of, any single firm’s operating situation. These
are political, economic, social and technological factors. Every firm must take cognizance
of the external environment factors. From scanning the environment, the company can
anticipate change in the environment and develop appropriate strategies to deal with

change and maintain its competitive advantage.

A) Political Environment: - The political environment is the environment in which the
government is involved through regulations. Some authors call it the regulatory
environment, Sapp and Smith (1984). It promulgates laws and regulations to which the
players in the industry must conform. By promulgating and enforcing legislation,
government creates order by means of political measures, steering agricultural and
economic policy in a particular direction. The policy of the South African government is
based on the maintenance of the benefits of the free market system derived from free
enterprise, private ownership, freedom of vocation and a proper respect for the market
mechanism (Nel, PA et al 1998). Hence, the government intervenes in the local market
on a large scale by means of the annual budget, taxation, import control, promotion of
exports, import tariffs, price controls, health regulations, as well as incentives and other

meeasures to encourage development in a specific direction.

11



B) Economic Environment: - Amongst the most important factors to be considered in
the economic environment are consumers income and spending patterns, which are
influenced by the amount people earn, save, pay for products, and use debt and credit
services available. When prices of goods and services increase, the purchasing power of
income decreases especially if the income did not increase at the same rate. Consumer
spending patterns are affected by consumer savings, debt and credit availability. When
interest rates are high, it discourages consumer spending. Access to lower interest rates
helps organisations expand more quickly. South Africa has high interest rates compared
to other parts of the world, which slows down spending and makes it expensive for low-

income consumers to borrow money.

C) Socio-Cultural Environment: - The lifestyle, motives, attitudes and needs and values
are largely derived from cultural influences. People are products of their community; as
members of a particular community they accept and assimilate its language, its values, its
faith, expectations, laws and customs. This culture, the sum total of the way of life of a

group of people influences the individual’s way of life.

D) Technological Environment: - Most technological events that affect an industry
originate outside it. Technological changes lead not only to new products but also to new
technological processes that are designed to meet customer needs. It often leads to the
identification and exploitation of unfulfilled needs. Technology allows people more time
to do more work or have extra leisure hours. This environment provides opportunities to
those organisations in a position to capitalise on them and could pose a significant threat
to others. With the rapid development of technology and competition based on price and

quality, firms use highly effective technologies that have capacities to produce more

products.

12



2.4. INDUSTRY AND COMPETITOR ANALYSIS

The economic character of industries varies according to such factors as overall size and
market growth rate, the pace of technological change, the geographic boundaries of the
market, the number and size of buyers and sellers, whether sellers’ products are virtually
identical or highly differentiated, the extent to which costs are affected by economies of
scale, and the types of distribution channels used to access buyers. An industry’s
economic traits and competitive conditions, and how they are expected to change,

determine whether its profit prospects are poor, average, or excellent.

2.4.1 Indusiry Dominant Economic Features.

An industry’s economic features help frame the window of strategic approaches a
company can pursue. The factors to consider in profiling an industry’s economic features

consist of the following:

e The type of distribution channels used to access consumers.

e Capital requirements and the ease of entry and exit.

e The pace of technological change in both production process innovation and new
product introductions.

o  Market size.

e  Whether industry profitability is above / below par.

e Scope of competitive rivalry,

e Number of rivals and their relative sizes.

e Whether the products and services of rival firms are highly differentiated, weakly
differentiated, or essentially identical

®  Whether companies can realise economies of scale in purchasing, manufacturing,
transportation, marketing, or advertising. |

¢ Whether high rates of capital utilisation are crucial to achieving low — cost

production efficiency.
® Market growth rate and position in the business life.

e The number of buyers and their relative sizes.

13



2.4.2. Competitive forces in the industry.

The microenvironment has been analysed using Porter’s Five Forces Model, which is

useful in determining “what the main sources of competitive pressure are and how strong

each competitive force is” (Thompson & Strickland, 2003:79).

The forces in the microenvironment influence all organisations within it therefore it is

imperative that organisations understand the forces and develop competitive strategies in

order to gain competitive advantage. In the industry environment, five forces shape the

firm’s competitive strategy and how it responds to the forces.

Competitive Pressure from Suppliers — The strength of suppliers is related to
how dependent firms are on suppliers. If there are few or no alternative sources of
supply, then suppliers have greater power. In such a case, if suppliers were to raise

prices or restrict supply, there is not much that firms can do to counteract.

Rivalry among Competing Sellers — The number of firms already in the industry
and the nature of the rivalry between them are important determinants of industry
attractiveness. If there is a monopoly in existence, then potential challengers will
struggle in trying to win market share from the established firm. If there are many
firms and/or if firms compete aggressively or vigorously with each other, then
there are cost, price and profitability implications. Aggressive competition requires
greater resources to be used for advertising, research and new product
development for instance, and is thus costly. Due to the high number of firms in
the industry with similar products, firms are faced with a lot of pressure to produce
new products in order to easily differentiate their product using creative and
innovative strategic initiatives. As competitors launch new products or improve
their product offerings they intensify the competitive pressures on their rivals.
However, rivalry remains weak as most firms seem to be relatively satisfied with
their sales growth, they rarely make any concerted efforts to steal customers away

from one another and have attractive returns on investment.

14



Figure 2.1 Porters Five Forces Model

Source : www.themanager.org

The Potential Entry of New Competitors — Naturally the easier it is to enter an
industry, the greater the threat of new entrants, and thus increased competition, for
those firms already in the industry. Barriers to entry form a “buffer” that extends
some measure of protection to existing firms. There are several such barriers that
may make entry difficult for new firms: the large capital outlays, high levels of
expertise and sophisticated technology required, economies of scale that existing
players are able to take advantage of, exclusive arrangements that they may have
with suppliers and strong brand names and reputations that they have managed to
develop (Arbee et al 2001 p67).

15



» Bargaining Power of Buyers — Large and powerful buyers are naturally able to
wield tremendous bargaining power with their suppliers. However, due to
competition and the rise of consumerism, even ordinary consumers have increased

bargaining power.

e Competitive Pressures from Substitute Products — Firms in one industry are
often in close competition with firms in another industry because their respective
products are good substitutes. Just how strong the competitive pressures are from
substitute products depends on: whether attractively priced substitutes are
available; whether buyers view the substitutes as being satisfactory in terms of
quality, performance, and other relevant attributes; and whether buyers can switch

to substitutes easily (Mbanga P et al 2001).

2.4.3. Strategic group analysis.

Enterprises in an industry can usually be banded into comparable groups, because of the
similarity of the strategies being used. The use of similar strategies may lead to the
identification of key strategic dimensions in the industry. Strategic group analysis is
useful in finding out how to compete in the market, to compare performance and to
anticipate the future strategies of key competitors. Selecting the dimensions for group
formulation refers to the identification of those strategic variables that are important to
the industry. The objective is to select the key strategic dimensions that are useful in
forming strategic groups (Berkowitz et al 1994). Table 2.1 provides a list of some
strategic factors that could be used to form strategic groups.

16



Table 2.1. Strategic factors that could be used to form strategic groups

e Specialisation: Along such dimensions as line width/breath,
~variety of segments served, application areais,' ge’dg‘raphi_c
scope. _ . : _ e

¢ Quality: lhcluding the product quality level, e.g. top-level.
Also the basic value position, eg the price versus

- performance relationship of the cheapest product in the line. ‘
e Offer breath: The extent of customer service, frdm- the

~ design of the product to after sales service.

o Branding: Choice of generic versus branded marketing
3 communication and the combination of _personal selling ‘and
advertising. | |
¢ End-user orientation: The extent to ‘which demand 1s created .
I by using -pull-vefsus—p'ush strategy in the distribution channel.
e Channel Choice: Direct versus indirect distribution, and the

‘options of exclusive, selective or intensive distribution.

e Leadership: Product leader or follower and the areas of focus
or specialisation. |

e Vertical integration: Choice of pos’.itkion along the, value
chain and stages of vertical intég_rati.o_n.

e Cost and responsiveness: Trade-offs between cost
minimisation, product variety and quality. The manufacturer’s

reaction to market changes.

Source: Adapted from Czepiel, JA.1992. Competitive marketing strategy. Englewood Cliffs, NJ: Prentice Hall, p338.
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2.4.4. Identifying and describing competitors.

Strategic group analysis helps to identify key competitors in a specific industry.
Competitor analysis is then used to pinpoint the strategic thrusts of these companies
(Cravens, DW, 1994). The type of information needed to describe key competitors is
depicted in figure2.2 below.

Figure 2.2 Information needed to describe key competitors

® anmess swpe and abjectwes |

L Msnagement expenence, ca;&abﬂmes and weakneﬁses

e  Market posmons and trends

® Target market and customer base

ol anctmnal strategy , , v
o Fmancm!, teckm:cal and manufacmrmg capab;htles

2 Key strateg;a thrusts (e.g. aceess to resunrces or patents)

Source: Adapted from Cravens, DW.1994. Strategic Marketing. 4" ed. Burr Ridge, 11 1: Richard D Irwin Inc, p231

Strategic group analysis may suggest shifts in the strategies of key competitors that

would be important for the company conducting the competitive analysis.

2.4.5. Evaluating competitors.
The evaluation of competitors may identify specific strengths and weaknesses of
competitors. Four specific areas are identified that can be used in the evaluation of
competitors:

1) Extent of market coverage. The evaluation should concentrate on the market

segment targeted by the competitor and the market share of the competitor in this

market.
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2)

3)

4)

Customer satisfaction. Value as well as cost advantages can build customer
satisfaction for the product or service of the company.

Past performance. The past performance of competitors with regard to sales and
profit is an indication of the competitiveness of the company.

Current capabilities. Using the previously mentioned factors of market
coverage, customer satisfaction and past performance, the company can build a
clear picture of the strengths and weaknesses of the competition. Additional
information can be gathered regarding management capabilities and weaknesses,
marketing strategy and other key strengths and lLimitations. Using these four
factors, the company will be in a favorable position to perform up-to-date

~ evaluation of competitors (Cravens p232-7).

2.5. DRIVERS OF CHANGE IN THE INDUSTRY

Some

of the key drivers of change that influence the structure and competitive

environment of firms are identified in figure 2.3.

Figure 2.3. Drivers of change in the sewing machine industry.

Long Term industry Growth

Domestic & export market
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/ Pricing
Consumers \A

Consumption

4__Cheap clothing

imports
ubstitute Products

Bad debt
Internet
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2.6. KEY FACTORS FOR COMPETITIVE SUCCESS (KSFE’S)

A firms key success factors are those things that most affect industry members ability to
prosper in the market place. Key success factors concern the product attributes,
competencies, competitive capabilities and market achievements with the greatest direct
bearing on company profitability and ultimately, between competitive success or failure.
All firms in a given industry need to pay attention to their respective success factors
(Thompson et al pl06). The answers to three questions help identify industry’s key

success factors:

e On what basis do customers choose between the competing brands of sellers?
What product attributes are crucial?

e What resources and competitive capabilities does a seller need to have to be
completely successful?

o What does it take for sellers to achieve a sustainable competitive advantage?
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Table 2.2. Common types of key success factors

Technology — related KSFs

o Expertise in a given technology
¢ Product innovation capabilities
s Technical capabilitics to make innovative improvements in production process

Manufacturing ~ related KSFs

Low cost production efficiency
~ Quality of manufacture
Low-cost plant locations
Access to adequate supplies of labour.

Distribution — related KSFs

A strong network of wholesaler dealers
Having company owned retail outlets
Low distribution costs

Short delivery times

Accurate filling of customer orders

Marketing — related KSFs

Fast, accurate technical assistance
Courteous customer service

Breath of product line and product selection
Attractive styling

Customer guarantees and warranties

Organisational - related KSFs

e Superior information systems
e Managerial experience
e Ability to respond to shifting market conditions.

Other types — related KSFs

Favorable image with buyers
Convenient locations

Patent protection

Pleasant, courteous employees

Source: Adapted from Thompson AA et al. 2003. Strategic Management — Concepts and Cases McGraw — Hill, p1 06.
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2.7. SUSTAINABLE COMPETITIVE ADVANTAGE’S (SCA’S)

To be competitive, to survive and to grow in the market, the enterprise must have
competitive advantages over competitors. In all cases the advantage must be sustainable
over a certain period. To this end a sustainable competitive advantage can be defined as
the ability to deliver superior value to the market for a protracted period of time.
(Czepiel, JA 1992).

The protracted period in question must be long enough for the enterprise to recover its
investment in the product/ market. Aaker distinguishes between a sustainable competitive
advantage (SCA) and key success factors (KSFs). The main distinction is that KSF as
described above, are necessary to put the enterprise on equal footing with the
competition. Sustainable competitive advantages, however, are necessary to outperform
the competition. Preferred access to resources or customers can also provide the

enterprise with a sustainable competitive advantage.

2.8. EVALUATING COMPANY RESOURCES AND COMPETITIVE
CAPABILITIES

The stronger a company’s current overall performance, the less likely the need for radical
changes in strategy. The weaker a company’s financial performance and market standing,
the more its current strategy must be questioned. Weak performance is usually a sign of

weak strategy, weak execution or both (Kotler, P, 1991),

2.8.1 Strength’s, Weaknesses, Opportunities, Threats (SWOT)
The aim of SWOT analysis is to identify the strengths and weaknesses inside the
organisation and the opportunities and threats outside the enterprise. SWOT analysis can

be used more specifically both for the analysis of strategic issues and the evaluation of

strategies.

A strength would be an internal resource, which would enable an organisation to deal
effectively with its business environment. An internal weakness would leave
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opportunities poorly accounted for, or not addressed at all. Opportunities and threats exist
outside the organisation in many different areas. The aim of SWOT analysis is to match
likely environmental changes with internal capabilities, to test these out and challenge
how an organisation can capitalise on new opportunities, or defend itself against future
threats. The exercise, therefore seeks to challenge the robustness of an organisation’s
current strategy and highlight areas that might need to change in order to sustain or

develop its competitive position (Ambrosini, V. p122).

2.8.2 Company Competencies and Capabilities

Identifying and evaluating what a company is really good at doing and what capabilities
it has for competing is a critical component of assessing a company’s situation. A
company competence is nearly always the product of experience, representing an
accumulation of learning overtime and the buildup over time of real proficiency. They
originate with deliberate efforts to develop the organisational ability to do something,
however imperfectly or inefficiently. As experience builds, such that the company
reaches a level of ability to perform the activity consistently well and at an acceptable

cost, the ability begins to translate into true competence (Thompson et al p120).

A competitively important internal activity that a company performs better than other
competitively important internal activities is known as a core competence. What makes
it a core competence as opposed to just a competence is that it is central to a company’s
competitiveness and profitability rather than peripheral. Most often, a company’s core

competence resides in its people and its intellectual capital (Thompson et al p120).
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2.9. THE LIFECYCLE OF RETAIL INSTITUTIONS

Retail institutions, like products, show a life cycle, which consists of four successive
phases: introduction, growth, maturity, and decline (Davidson, WR et al 1976). Figure
2.4. illustrates the institutional life cycle in retailing.

Figure 2.4. The institutional retailing life cycle

Introduction | Growth Maturity Decline

A

/Mmsmre \
/ .“-,'.\ﬂn n.nwz.-PT)ﬁ!Ebiljty

Source: Adapted from Davidson, WR, Bates AD & Bass, SJ. 1976. The retail life cycle. Harvard Business Review.
November, p93.

Introducing a new retailing concept in the first phase has a considerable advantage. This
advantage may arise from a distinctive product variety, location advantages or other
trading techniques. When consumers accept the new form, sales will increase rapidly.
Profits do not increase as quickly because the new retailing institution experiences the

operational problems related to the development of most new concepts.
In the early growth phase both sales volume and profits increase rapidly. During this

phase the organisation that originated the concept is busy with geographic expansion,

while other organisations begin copying the concept.
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During the first part of the accelerated growth phase, an increase in sales volume leads to
even greater profits as a result of the advantages of economies of scale. Cost pressure
causes both sales volume and profit to reach their maximum levels at the end of the

accelerated development phase.

In the maturity phase a decline in both market share and profitability is experienced as a
result of a variety of factors. One of these factors is the impact which newer retailing
forms have on the established retailing institutions. This tendency lasts through to the
final declining phase. Established retailing institutions usually try to postpone the
declining phase by changing their concept through the application of trading techniques

of more recent retailing forms.

2.10. COMPETITITIVE STRATEGIES

2.10.1 The selection of an appropriate competitive strategy

A competitive strategy has been described as a strategy that gives rise to a sustainable
competitive advantage for the enterprise (Rowe, AJ et al 1994). The selection of the
correct competitive strategy depends on the industry, the competitor analysis and the
specific capabilities of the enterprise. A long-term strategy must be based on a core idea
about how the firm can best compete in the market place. Three competitive strategies are

discussed here:

e Differentiation strategy or product or service differentiation — meaning that value is
added to the product or service through differentiation.

o Low-cost strategy or overall cost leadership — implying that the enterprise will
supply the product or service more cost-effectively than competitors.

® Focus strategy, narrowing the focus to a special product/market niche that the

enterprise can monopolise.

The differences between these competitive strategics, based on profitability and market

share, are depicted in Figure 2.5.
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Figure 2.5 Profitability versus market share for three competitive strategies
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Source: Adapted from Rowe, AJ, Mason, RO, Dickel, KE, Mann, RB & Mockler, RJ. 1994, Strategic management: a
methodological approach. 4th ed. Reading, Mass: Addison-Wesley, p267.

The meaning of the position of the generic strategies on the return-on-investment curve is

dealt with in the following sections.

2.10.2 Differentiation strategy

Various differentiation methods can be used to distinguish essentially identical products,
so that they will be regarded and accepted as separate products by the target market.
When differentiation succeeds, the enterprise has created a sustainable competitive
advantage for itself. By differentiating its product or service the enterprise has created
value that can, for example, be reflected in a higher selling price for the product or
service. To do this, the enterprise must be able to demonstrate the superiority of its
product to the products of others in the industry, and must be able to justify the price

difference.
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The aim of the differentiation strategy is to generate brand or customer loyalty. Methods

to differentiate products and services are the following:

o Differentiation based on product quality. Product quality goes hand in hand
with performance, durability and reliability. Usually the consumer cannot judge
these characteristics in making a choice, and thus he/she concentrates only on the
finished product. If the finish of the product is good, the consumer accepts that
the quality must also be good.

o Differentiation by brand. Brand distinguishes competitive products from one
another, but also gives them specific symbolic value, creating an image or

personality for the product.

e Differentiation by unique preduct -characteristicts. Unique product
characteristics, which make a product just a little better or different, initially
create a competitive advantage. The unique characteristic can be protected against
imitators by patent rights, but unfortunately it is also possible to circumvent
patient rights. Unique product characteristics can thus serve as a competitive
advantage, but it is difficult to obtain a long-term advantage in this way, The “me-
too” tactics of competitive enterprises quickly wipe out the initial differential

advantage created by introducing unique product characteristics.

e Differentiation by distributieon. New and unusual distribution channels not only

create new market possibilities but also serve to differentiate products.

¢ Differentiation by marketing communication. Promotional methods and

messages are an ideal way of distinguishing a product from those of competitors.

e Price differentiation. Products or services can also be differentiated by unusually

high or low prices. A high price is associated with quality, whereas a low price
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can easily create a “cheap image”. With a high price other product characteristics
have to support the quality image, and this causes a cost increase. A low price has
to be supported by low manufacturing and marketing costs, otherwise losses can

be sustained.

2.10.3 Low cost strategy

An enterprise that successfully adopts a low cost strategy can quote lower prices than its
competitors, and thus create a sustainable competitive advantage for its products or
service. Cost savings can be achieved in various areas, but it is important to establish a
low cost culture in the enterprise. Staff will then constantly be careful to conserve
resources and to keep costs low. Staff members have to be convinced that cost savings
are their benefit. Forced savings merely create conflict and seldom work. Lower prices
than those of competitors are not the only advantage of a low cost strategy. Higher profit,
and the availability of funds to expand the market share, utilise new opportunities and

develop new products are the spin-offs of the prevention of squandering.

2.10.4 Focus strategy

The focus strategy creates a sustainable competitive advantage when the enterprise
decides to occupy only one specific niche in the market with a limited product range. The
object is to monopolise the specific niche in the market. This happens if the enterprise’s
resources and abilities are insufficient to tackle a full-scale battle in the mass market. A
geographically based focus strategy gives the enterprise the opportunity first to satisfy the

needs of a limited market segment before further geographic expansion takes place.

2.11. PRODUCT DEVELOPMENT STRATEGY

Product development involves the substantial modification of existing products or the
creation of new but related products that can be marketed through established channels.
The product development strategy often is adopted either to prolong the life cycle of
current products or to take advantage of a favourite reputation or brand name . The idea is

to attract satisfied customers to new products as a result of their positive experience with
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the firm’s initial offering. The product development strategy is based on the penetration
of existing markets by incorporating product modifications into existing items or by

developing new products with a clear connection to the existing product line.

2.12. CONSUMER BEHAVIOUR

Consumer behaviour is directed at those factors that determine behaviour as well as the
consumer decision-making process underlying behaviour patterns. The purpose is to
explain and to forecast human behaviour patterns in a purchasing situation. Consumer
behaviour consists of those acts of decision-making units directly involved in obtaining
and using need satisfying products and services, and includes the decision-making

process that precedes and determines these acts (Cronje GJ et al, 1994 p159).

Figure 2.6 Overview of consumer behaviour

FHEBEEE

Source: Adapted from Rowe, AJ, Mason, RO, Dickel, KE, Mann, RB & Mockler, RJ. 1994, Strategic management: a
methodological approach. 4th ed. Reading, Mass: Addison-Wesley.

29



The model identifies the factors that lead to a decision to buy or not to buy, revealing the
process of decision-making. Individual factors in the figure refer to factors inherent in
human behaviour and group factors refer to the cultural background, social class and the
immediate social environment in which the consumer must make purchasing decisions.
The family, reference groups and opinion leaders are components of the consumer’s

immediate social environment. All these groups influence consumer behaviour.

2.12.1 Individual Factors

2.12.1.1 Motivation
Motivation can be defined as the driving force within an individual, which impels action
in order to attain a certain objective. This driving force is the result of an unfulfilled need.

Thus it can be said that unfulfilled needs motivate behaviour (Solomon, MR.1994 p81).

The best-known theory of classifying the diversity of needs is that of Maslow. He
classified human needs in a scheme in which the lower-level needs must first be satisfied,
or partly satisfied, before the high-level needs can fully emerge. Figure 2.7 shows
Maslow’s hierarchy of needs (Wilson, RM et al 1992). The lowest-level needs are
physiological, which help to ensure the survival of the individual. The highest level is
reflected in the desire for self-actualisation. According to this theory, the individual is

motivated to fulfill whichever need is most strongly felt at any given moment.

Figure 2.7 Maslow’s hierarchy of needs

 Self-Actualisation
Ego
3 | Social
2 | Safety and security
1 | Physiological

Source: www.themarketingmanager.org
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2.12.1.2 Perception

Perception involves seeing, hearing, feeling, tasting and smelling. These sensory stimuli
cause certain sensations, which can influence a consumer to purchase or not to purchase.
Perception also plays a crucial role in the interpretation of a marketing message. A
consumer will perceive a certain market offering only after he has received sensory

stimuli, especially after seeing or hearing the marketing message.

2.12.1.3 Learning ability

The consumer’s ability to learn also influences behaviour. The consumer must, for
example, learn which product attributes relate to which brand and where it can be
purchased and must also be able to recognise the distinctive packaging. The consumer
must remember the information supplied in the marketing message when in a position to

act.

Learning can be defined as the result of a combination of motivation, attention,
experience and repetition. Three elements are implied in this definition. In order to leam
the learner/consumer must be motivated, must give full attention to the message, and
there must be some measure of effective repetition. In proper combination these three
elements result in a successful learning situation. Imbalance in any way invariably leads

to failure,

2.12.1.4 Attitude
A positive attitude to a product promotes brand loyalty, but a negative attitude is virtually

impossible to reserve. Attitudes can be defined as relatively inflexible tendencies to

perceive and act in some consistently favourable or unfavourable manner with regard to a

given object or idea.

Attitudes are learned as a result of experience. They determine behaviour patterns, which
are relatively inflexible. A consumer develops attitudes towards products, services, stores

and advertising messages.
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2.12.1.5 Personality
Personality refers to those psychological characteristics of people which both determine

and reflect their reaction to environmental influences. Personality distinguishes one
individual from another, and one group of individuals with similar characteristics from
another group. There are several personality types, the classification of which by Karen
Homney is best known (Horney, K. 2003. p599). She identified the following three types:

e Compliant individuals who move towards others. They desire to be loved and
appreciated.
o Aggressive individuals who move against others. They desire only to excel.

o Detached individuals who move away from others. They are self-sufficient.

2.12.1.6 Lifestyle

Lifestyle refers to the way of living of individuals or families. The lifestyle concept
provides descriptions of behaviour and purchasing patterns, especially the ways in which
people spend their time and money. Personality, motives and attitudes also influence

lifestyle.

2.12.2 Secial facters influencing Consumer buying decisions

Apart from individual factors influencing consumer behaviour, another major group of
factors that influence consumer decision-making are social factors. The interaction that
takes place between the consumer and the external environment affects the consumer’s
behaviour (Kolb C, et al p79). Social factors include, “inter alia”, culture, subculture,

reference groups, opinion leaders, family and social class.

2.12.2.1 Cultural Groups

Culture comprises a complex system of values, norms and symbols which have
developed in society over a period of time and in which all its members share. The
cultural values, norms and symbols are created by people and are transmitted from one
generation to another to ensure survival and also facilitate adaptation to the circumstances

of life. They are transmitted from parents to children.
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Each cultural group comprises several subcultures, each with its own norms, values and
symbols. There are four main subcultures, categorised according to nationality, religion,
race and geographical area of residence. Besides the four main groups, smaller
subcultures can develop, perhaps according to language, age, interests or occupation

(Tayeb, M.H, 1996).

2.12.2.2 Social Classes

In every society there is a tenancy to classify its members in a certain order. High-ranking
individuals enjoy more esteem than those of a lesser rank. In this way, social classes,
which are relatively large homogeneous groups of persons, all with the same values and

more or less similar lifestyles and consumption patterns, are established.

Figure 2.8. Social classes in South Africa

" In South Africa, there are five social classes namely:

1. Upper Class- consists mainly of the White community and a percentage of
Indians. This group falls above the LSM8 group.

2. Upper Middle Class- commonly known as the “emerging class” which consists
of Whites, Indians, Blacks. This group belongs to the LSM 6,7 & 8 grouping.

3. Lower Middle Class- consists of mainly white-collar workers from all race-
groups. They have roughly the same amount of income as the upper middle class,
but choose to live a more scaled- down lifestyle.
