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INTRODUCTION

The objective in this thesis is to formulate a
marketing strategy to manage the growth of a company in an
innovative industry. Suych a company, which I shall call
an innovator, is faced with the management of its customer
base and its diverse products throughout its development
stages. Two different classes of strategy can be identified,
one deals with the competitive aspect of mature industries
while the other concentrates on the dynamics of the industry
lifecycle.

My proposal is to integrate both in a proactive strategy.
The case material to build such a thesis relies on a careful
study of one of the most impressive innovative industries,
the delivery of packages and documents. This service has
within a decade emerged as an industry of its own, with estimates
of market potential in the area of five billion dollars.
The industry is still in a growth stage and continues to
show new areas of development, among them the electronic
transmission of documents and express door-to-door international
delivery services. The issues for a company in such a growing
industry are therefore threefold: be cost effective, avoid
locking itself in declining or endangered segments, and establish
a strong competitive position as the overall industry matures.
This is typically the challenge of an innovator all along
its growth. The proposed strategy seems to answer this challenge

and could be generalized to other innovative industries.
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The argument is built in three parts. After a brief
introductory background on the paékages/documents delivery
industry, Part I provides an analysis of the current market
situation in terms of products, users, competition, trends
and marketing variables. It is meant to provide the necessary
background to apply the diverse marketing strategies developed
in Part II. There, the marketing strategies are grouped
into two classes, cross section and dynamics, the first focusing
on the market characteristics while the second deals with
the lifecycle concept. Part III tries to synthesize both
view-points in a proactive strategy for an dinnovator. A
qualitative validation is performed before a generalization

to other innovative industries is proposed.



1. INDUSTRY BACKGROUND

That the industry of package/document delivery has been
growing at an unheard pace during the past decade is the
result of a growing demand for the shipping of goods in a
reliable and fast fashion and the recently improved ability
of the air freight forwarders and carriers to meet this demand.
This chapter provides a background on what are the determ-
inants of the demand, what has triggered the industry recsponse

and how the industry has organized.

1.1 A New Demand

The explosion of the package/document delivery business
can be seen as the need of a changing society, a society
whose principal feature is information and the growing need
for exchange and communication.

It is possible for us to know what is happening miles
away within a few seconds through the use of radios, TV,
telephones and telecommunications networks. Financial markets
all over the world react within a second to each other's
movements through a telecommunication linkage. Modern super-
markets are equipped with laser scanners which allow manufac-
turers, retailers and marketing researchers to follow the
demand for each product on a daily basis. Consumers worldwide
have never been more aware of the products available to them

thanks to TV, radio, magazines and the globalization of the
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markets. With the advent of direct distribution a single
phone call is necessary to order shoes, stereos, furniture,
etc. Information in general brings people, organizatiors
and countries closer, breaching day after day provincialisms
of all kinds. |

The consequence is that markets cannot wait for announced
new products and any lag in meeting demands results in loss
of market share or foregone opportunity as product life cycles
shorten. Time has become a critical issue in shipping goods,
especially in the high-technology fields. This phenomenon
filters back to the upstream manufacturing process, as demon-
strates the current attention for on-time inventory systems
and support systems. In brief, the need for fast and reliable
delivery of various goods has emerged. .

A second consequence of the growing importance of information
is the proliferation of written communications. Even at
the age of the computer and of the satellite, society still
relies on Gutenberg technology to crystallize information.
Paper documents are still the prime vehicle of information
over the world, in part for legal reasons and in part because
of society's attachment to tangible documents. Modern tech-
nologies already allow the electronic mailing of these documents
and their reproduction in a physical form instantaneously
miles away. It is reasonable to think that these will be
the prime modes of document exchange in the future. In the

meantime, lack of standardization, quality problems and equipment
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costs still require most of those documents to be shipped
physically, to the benefit of specialized carriers.

What does this sum up to? The answer 1is that there
is an emerging market for a reliable and fast delivery of
all kinds of goods and of documents, and that it seems to
be written in the course of the society. The question now
is how to answer this need and in more pletian words, how
to develop ttis market. This calls for appropriate operational
structures as well as relevant marketing strategies. In
terms of operational structure, it seems that a dominant
pattern has emerged. Typically the configuration involves
trucks, planes, and telecommunications. It is therefore
an intermodal transportation industry even though it has
been classically addressed in terms of "air freight" indus-
try. The reason for this denomination originates from the
early response of the industry, which developed the overnight

delivery with air transportation.

1.2 Industry Response

The merit of perceiving the demand for a reliable shipping
service is owed to Federal Express, which in the mid-70s
started an integrated door-to~door overnight delivery service
for items below 70 pounds. Federal's founder, Frederick
Smith, was quoted as arguing:

This company is nothing short of being the logistics

arm of a whole new society that isn't built around

automobile and ste.1 production, but that is built
up instead around service industries and high-tech-
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nology endeavors in electronics and optics and
medical science. It is the movement of these support

jtems that Federal Express is all about. [after
Sigafoos (1984)]

Federal's beginning was difficult due to the general
lack of awareness of its dinnovative service. But starting
in 1975, Federal's operation increased drastically and generated
positive profits. Soon after Federal suffered from capacity
constraints due to regulatory limitations. In effect, Federal
had a status of air taxi operator, i.e. non certified by
the Civil Aeronautic Board (CAB) and as such was prevented
from operating aircraft of more than a 7500 pounds payload.
On the other hand, certified all cargo lines had 1ittle incentive
in going after Federai's market due to CAB's regulation that
prohibited them from freely choosing their rates and fares.

In 1974, Congress undertook a comprehensive review of
CAB's regulations and concluded that all cargo lines were
achieving only a marginal profitability, that they were gross
inefficiencies, that the service was poor and unreliable
and that the territory was not served in a balanced fashion.
Typically, some location suffered from a lack of service
while others enjoyed an unjustifiable level of servica.

At the same time, there were significant pressures to
change the reculations. Federal Express wanted to be able
to operate larger aircraft; Flying Tigers, the major all
cargo line wanted the freedom of choice for its routes and

fares and the shippers demanded better and more reliable
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service, competitive rates and the availability of priority
services.

This environment pushed Congress to pass in November
1977, Public Law 95-163 known as the Air Cargo Deregulation
Act. Henceforth, the domestic air freight market was opened
to competition: controls over entry in the all cargo business
were eliminated, rate controls were significantly reduced
and air taxi operators such as Federal were allowed to use
bigger aircraft. A 1978 amendment achieved to deregulate
entirely the industry: CAB's jurisdiction over rates was
eliminated, companies had the right to refuse to carry certain
shipments if they wished, mergers and acquisitions were allowed.

The deregulation marked the dawning of a new era charac-
terized by the rush of many companies on the package delivery
business after the model of Federal Express. But this was
not all. One year later, Congress passed legislation amending
the Private Express Statutes. These statutes had given the
United States Postal Service for over a century the monopoly
to carry letters. The break-up of this monopoly added a
tremendous impulse to the delivery business. Private firms
like Federal Express were now allowed to compete in the mail
business. I cannot resist to quoting the visionary words
of Milton Friedman:

The historical reason why we have a post office

monopoly is because the Pony Express did such a

good job of carrying the mail across the continent

that, when the government introduced transcontinental

service, it couldn't compete effectively and lost
money. The result was a law making it illegal
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for anybody else to carry mail. [. . .]. I conjecture

that if entry into the mail-carrying business were

open to all, there would be a large number of firms

entering in and this archaic industry would become

revolutionized in short order. [Friedman, 1962]
History proves this vision was right. In the early 80s,
overnight mail services were introduced by half a dozen companies
and enjoyed a considerable success. Even the Postal service
had to move into the business with its Express Mail service.

The lesson of this review is that government regulations
can overlook society's changing needs and that the release
of those regulations can suddenly open huge markets. The
issue is therefore for the industry and the competition to
be ready to adapt and to organize. The next section shows

the different operational structures that coexist in today's

market.

1.3 Operational Structure

Strong operational differences emerged in the industry
and one can distinguish among three basic operational struc-
tures: traditional, integrated and electronic mail.
Traditional:

In the traditional scheme, the operations are from airport
to airport and involve multiple physical agents. At one
airport, the shipper gives his shipment to a freight forwarder
which groups the shipment with other shipments going to the
same destination. These shipments are put in a container

which waits to be boarded on the next scheduled all-cargo
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aircraft or belly capacity passenger airpiane flying to the
arrival airport. There, the container is broken down by
a freight forwarder and the original shipment is delivered
to the consignee. The traditional scheme involves therefore
one or two freight forwarders, one airline and also a separate
insurance company and a customs broker for international
shipments. Because there are many agents, operations are
generally slow and not very convenient. This structure is
thus mostly limited to low priority deliveries. The major
freight forwarders are Burlington Northern Air Freight,Emery
and the United States Postal Service (inasmuch as it collects
and gathers mail shipments).
Major participating airlines are United Airlines, American
Airlines, Continental Airlines, TWA, Pan Am for the passenger
airlines, Flying Tigers for the all cargo airlines.
Emery also operates its own fleet of planes and as such figures
among the integrated carriers whose organization I will now

describe.

Integrated:

In the second operational scheme the service is door-to-
door and integrated: the same company picks up the shipment
at the shipper's premises, carries, and delivers it to the
consignee, Hence, the terminology integrated carrier. On
short distances, some companies like UPS or Purolator use

trucks only, but generally carriers use a combination of
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truck and airplanes that they themselves own or lease. Typically
trucks pick up the shipments and carry them to an &airport
where planes are waiting for all the shipments to come.
At the end of the day, when the planes are filied, they fly
to a common hub where all the shipments will be sorted by
destination. Once the sorting is done, and the planes are
filled again, these fly to their destination airports where
trucks will deliver shipments to the consignees. This operational
structure with a single integrated agent is much more convenient
to the shipper and allows for reliable and fast deliveries,
particularly for small packages, documents and letters.
There are six integrated carriers: Airborne Freight, Emery
Worldwide, DHL Worldwide, Federal Express, Purolator Courier
and United Parcel Service (UPS). One all cargo airline,
Flying Tigers, has tried to integrate the forwarding and
pick-up/delivery operations in purchasing and operating its
own fleet of trucks. However, poor performance and financial
difficulties rules it out of the competition at the top for
the high priority deliveries. United Airlines undertook
a similar venture in the early 80s but pulled out of the
business after a record of poor results. In both cases,
failure seems to be attributable to insufficient presence
in the market and an inefficient route and schedule design
imposed by the requirements of passenger and bulk cargo traffics

which differ from those of express packages and documents.
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Electronic Mail:

The third and newest operational scheme operates telecom-
munication networks, sometimes combined with a fleet of trucks.
It is aimed at the very high priority delivery of letters.
Three major systems are available, telex, electronic mail
(E-mail) and facsimile. The telex and E-mail services work
on the same basis: a message i3 sent electronically to a
correspondent. The difference is that E-mail allows to send
full documents-as displayed or stored in a computer terminal
connected on an E-mail network while the telex allows only
to send messages as typed on a telex machine. The facsimile
system is different. It is basically a copier linked on
a telecommunication network that allows the reproduction
of not only text but also graphics on the copier of a connected
correspondent located miles away. The only problem besides
cost for an individual interested in using these high speed
services is that correspondents must be connected on the
same network, and have the appropriate machine for the telex,
terminal for E-mail, copier for the facsimile. If this is
the case, then no intermediary is required. The systems
work on their own. If this is not the case, then a least
one intermediatry is necessary. Two cases are possible.
First, the shipper is connected on a network and the correspondent
has no connection on this network. Second, the shipper himself
has not connection onto any transmissfon system. In the

first case, the transmission companies have passed some agreements
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with express carriers to deliver the message to the correspondent
after it has been electronically sent to the closest telex,
E-mai)l or facsimile station nearby the correspondent location,
The two examples of such agreements are the recent ventures
of Purolator/MCI and of DHL/Western Union. Purolator delivers
in express the electronic mail of MCI, a major telephone
company. DHL delivers within a few hours Western Union's
electronic mail called Easylink and also Western Union's
telegrams.

In the case when the shipper is not connected to any
network, it can go to Western Union and send a telegram
which can be sent to the correspondent and delivered by Purol-
ator. But this does not help the shipper if he needs to
send within a few hours a full document. He needs an inter-
mediary to pick up the document and bring it to the nearest
facsimile station, which will reproduce it at the station
closest to the correspondent. Then another intermediary
must bring the document so reproduced to the correspondent.
This kind of service has been introduced in July 1984 by
Federal Express. This service is totally integrated: Federal
ensures both the pick up/delivery and the transmission phases.
In effect, Federal Express in addition to owning a plane
and truck fleet has acquired facsimile capabilities whose
it sells the services. Federal Express goes now even further
as it sells directly facsimile copiers connected to its network

to potentially interested shippers. Federal Express appears
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therefore not only integrated in terms of planes and trucks
but also as regards telecommunications. However it has to
face the competition of other transmission companies and

equipment producers.

Figure 1.5 shows the three operational schemes.
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Figure 1.5: Different operationé] schemes coexist in the

industry: traditional, integrated, and electronic mail,
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PART I. CURRENT SITUATION

This first part attempts to provide a clear analysis
of the market in terms of products, users, competion and
trends, and to explore the tools available to the companies

to attack the market.

2. MARKET ANALYSIS

The document/package delivery market covers a wide variety
of services and shows a strong segmentation that I try to
analyze in this chapter. The segmentation appears at two
levels, first in terms of product and second, in terms of
user. I will explain both and I will later position the
different firms according to them. Finally, I will give

some records on the differnt products as well as the trends.

2.1 Product Segmentation

Let us first define the product. The correct way to
do this is to understand its use by the customer. Typically
the latter formulates the product as such: "I have to ship
a letter, a package, to some place by a certain deadline."
The three questions that underlie this formulation are what,
where and when. Reversing somehow the order, there are therefore

three basic physical dimensions that define the product and
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serve as a basis of segmentation, priority, weight and distance.

Priority:

Priority refers to .the guaranteed time of delivery.
One can distinguish four basic degrees of priority, same
day delivery, next business day delivery, two day delivery,
and non-priority delivery for any delivery over two days.
These four degrees segment the priority dimension. Federal
Express has been the promoter of the next business day delivery
and is now one of the major competitors in the same day business
with Zapmail, an electronic mail system. The all cargo airlines
and the passenger airlines associated with traditional freight

forwarders are the major players in the non priority segment.

Weight:

The second physical dimension of segmentation is weight.
Three distinct classes of weight have emerged, letters or
documents of less than half a pound, small packages, and
big packages or bulk. The distinction between small packages
and bigger shipments 1s based on the 1ift capacity of an
individual, i.e., 70 pounds as commonly accepted. The market
for big packages has been the fief of the traditional freight
forwarders but 1s progressively penetrated by the integrated
carriers. The small packages business has developed only
ten years ago under the lead of Federal Express, and with

the air cargo deregulation of 1977. It is the domain of
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the integrated carriers. The letter segment has recently
been opened to competition after the break-up of the United
States Postal Service (USPS) monopoly in 1979. It is often
referred to as the information segment in contrast with the
package and bulk segment which deals with physical goods.
This segment has also become the domain of the integrated
carriers which even go into electronic mail toc ensure same

day service.

Distance:

The last physical dimension of segmentation is distance.
A first breakdown of this dimension is between domestic and
international services. Traditionally, the international
arena has been the field of traditional freight forwarders
and of scheduled airlines. However, a strong push towards
integration arises as more integrated domestic carriers go
international. A company like the Hong Kong based DHL has
been operating mostly internationally as a traditional freight
consolidator while the integrated carrier has Purolator Courier
operates only domestically. A recent agreement between the
two companies has allowed them to join their forces to form
an integrated international service. Similarly, Federal
Express which operated only in the US and recently in Canada
has decided to expand 1ts integrated operations worldwide
by acquiring the Gelco international courier company. Federal

plans to enter soon the transatlantic market with its own
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planes. Federal policy is to cover as much of the foreign
territories served, i.e. delivery everywhere, whereas a forwarder
such as Burlington specialize only in specific foreign cities.

Within the domestic market, some companies specialize
in short-haul deliveries whereas others cover long-haul desti-
nations as well., A perimeter ranging from 350 to 500 miles
is often accepted as the frontier between short and long
haul. It is roughly the break-even point between air and
surface transportation. Companies specializing in the short-haul
include Purolator and UPS for the integrated carriers and
Burlington for the traditional forwarder. Other companies
like Federal Express, Airborne or Emery prcvide long haul
priority services. Federal Express, in particular tries
to provide the same high priority services to "virtually
everywhere in the U.S.," and advertises a 90 percent coverage
of the population. Table 2.1 shows the evolution of Federal's
coverage over time. On the other hand, Airborne and Emery
concentrate more specifically on the largest long haul markets
and thus do not cover all the areas: some destinations will
not benefit from the next day delivery because they are too
remote. Figure 2.1 summarizes the levels of distance seg-
mentation.

Once we pool together the three dimensions of physical
segmentation, we obtain a full mapping of the market in its
diverse products. Figure 2.2 shows the product map and Figure

2.3 makes the distinction between the informative and physical
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Table 2.1: Federal Express now covers most of the U.S.

(source: Federal Express Corporation).

Year Coverage of
U.S. population
(percent)
1980 60
81 65
82 72
83 79

84 90
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Figure 2.1: Levels of segmentation along the distance dimension.
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natures of the letters and packages.

The second class of segmentation deals with the user

of the services.

2.2 User Segmentation

The users of the documents/packages delivery services
are diverse and can differ considerably both in their nature
and usage habits. These two elements constitute the basis

for a user segmentation,

Nature:

The users can be broken down along the taxonomy proposed
presented in Figure 2.4. A first distinction is between
residences and businesses. The policy of Federal Express
and Purolator has been to serve residences as well as busi-
nesses while Emery amd UPS have focused primarily on busi-
nesses. In the business segment, one can distinguish the
specialized segment of mail order business from the rest.
It is particular as this mail order business is a whole industry
dedicated to shipping goods and constitutes as such a stable,

fairly predictable source of revenues for the carriers.
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Figure 2.2: The three physical dimensions, priority, weight

and distance segment the market together.

PRIORITY
same
day

next
day

2-day

non-
priority

short<haul

/////f ‘ /////7 /////T;ng-haul
////// international

letters small large WEIGHT
packages packages

NN

NN

DISTANCE

e ——————



28
Figure 2.3: A conceptual distinction can be made between

information and physical goods shipments.
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It has long been the realm of the United Parcel Service (UPS).
It is nowadays a growing concern as more and more retailers
go into direct distribution to avoid the high costs of store
outlets. In the non mail-order business, one can distinguish
"paper mill" dindustries, i.e. banks, insurance companies,
consulting companies, ad agencies, architectural firms, Taw
firms and other similar business and financial services.
These businesses generate a considerable amount of letters
and documents shipments and are a mine for the priority delivery
business. For example, Purolator started its courier business
with a2 contract to carry canceled checks from bank to bank
and one of the expectations of Federal Express at its creation
was to get a contract with the Federal Reserve to move checks
among the seven federal banks after Sigafoos (1984). Federal
never got the contract but found a large untapped market
for carrying small packages and documents, market generated
by this sizeable paper mill industry.

In the remaining industries, one must distinguish the
executives and secretaries from the shipp.ng departments
managed by professional traffic managers. The former gen-
erally are unskilled at shipping rules and ships documents
and 3mall packages with priority delivery. They need a simple
procedure and can afford an extra cost to avoid confusion.
The latter ships all kinds of packages from bulk to small
shipments. They ship often, know the system and look for

lowest cost.
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Figure 2.4: A taxonomy distinguishes the different users

of the services.
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Usage:

Users also differ in their usage rate. The break-down
here is simply between occasional shippers and frequent users.
A11 together, occasional shippers represent significant revenues
but they are more difficult to serve. The market is generally
made of residences or small businesses located away from
the biggest shippers, therefore increasing the transportation
costs. Federal has traditionally targeted this occasional
shippers segment while Emery prefers restricting its services
to frequent shippers. The latter generally ship frequently
and massively. They are therefore more predictable and a
carrier can schedule a regular service to those shippers

with almost the certainty to get several shipments at once.

2.3 Competition

Many companies compete in the different segments of
the industry. The companies that constitute the back-bone

of the innovative segments are described below.

Integrated companies

Airborne Air Freight: originally an air freight forwarder,
it acquired in 1981 its own fleet of planes to become an
integrated door-to-door service. In 1984 it entered the

international courier market. Figure 2.5 shows {its services
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DHL: based in Hong Kong, is the leader in the international
market where 1t acts as a traditional freight forwarder.
In 1983 it launched a door-to-door integrated domestic air
courier to compete with Federal Express in the small packages
business. It signed an agreement to join their forces with
Purolator. Figure 2.6 1llustrates DHL coverage.

Emery Air Freight: Emery was the major air freight forwarder
when Federal started its unheard door-to-door integrated
overnight delivery service. Emery criticized and attacked
Federal but realized in 1975 that it had to follow its lead.
To do so, it chartered more and more aircraft in order to
meet its overnight customer service commitments. In 1981,
Emery bought its own fleet of aircraft. In 1983, it started
the delivery of letters overnight and in 1984 Emery moved
aggressively into the international market. Emery's major
market is still the big packages low priority delivery for

big industrial accounts. Figure 2.7 depicts 1ts market.

Federal Express: the innovative company that created the
priority market in 1973, Federal has long specialized in
the overnight delivery of small packages. In 1981, it entered
the overnight mail business. In 1983, it raised the weight
1imit of 1ts shipments from 70 to 125 pounds and promised
overnight delivery by 10:30 AM and 1inaugurated services to
Canada. In 1984, Federal raised the weight limit to 150

pounds, entered the international arena by acquihing the
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Gelco international courier, and launched its electronic
mail service, Zapmail. Federal's strategy 1s to provide
a top quality service to the whole spectrum of users, that
"4s, residences as well as businesses and occasional shippers
as well as regular frequent users. Figure 2.8 {llustrates
Federal's coverage.

Purolator: this company began primarily as an armored car
and ground carrier service in the U.S. It has recently bought
it own fleet of planes but still specializes in the short-haul
markets. It has however expanded its operations worldwide
through a venture with DHL, and has gone into electronic
mail delivery service with MCI, a major telephone company.
In this latter business, Purolator's role is limited to the
delivery of MCI mail to consignees not equipped with an MCI

connected computer terminal. Figure 2.9 shows its products.

United Parcel Service: UPS has traditionally been a ground
carrier specializing in the short-haul deliveries market.
Until the early 1970s, it could not operate nation-wide because
of state regulation. Nowadays, UPS is allowed to operate
nation-wide and is a leader in the non priority delivery
of small packages. Its steadiest customer base has been
the mail order business to deliver to private residences.
In 1980, it bought a fleet of aircraft to operate its two-day
delivery business. UPS is privately owned and has the reputation

of being excellently managed. It was awarded in 1984 and
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Figure 2.5 Airborne Freight Coverage
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Figure 2.6 DHL Coverage
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Figure 2.7 Emery Air Freight Coverage

PRIORITY
same
day

next
day

two-day

non
priority

PRIORITY
same
day

next
day

two-day

non
priority

Tetters small large WEIGHT
packages packages,
bulk freight
short-haul long-haul international DISTANCE



37

Figure 2.8 Federal Express Coverage
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Figure 2.9 Purolator Coverage
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Figure 2.10 United Parcel Service Coverage
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1985 the first place among transportation companies for its
corporate performance, in top of Delta Airlines, by Fortune

magazine.

Non Integrated Companies

United States Postal Service (USPS): since the break-up
of its monopoly in 1979, the Postal Service has to compete
with the integrated companies. It generally does so by pricing
much lower which compensates for a lower quality of service.
The USPS has entered the overnight delivery market with its
Express Mail service which is only about half the price of
its competitors'. USPS serves the entire domestic U.S. and
also has international ramifications in the non priority
market through agreements with foreign postal administrations.

Figure 2.11 depicts USPS coverage.

Burlington Northern Air Freight: from a rail freight for-
warder, it has expanded to a trucking business specializing
in the short-haul deliveries, and is one of the major non
integrated, traditional freight forwarders. Despited its
non integration, Burlington tries to compete with the integrated
companies in the high priority segment, but finds itself
naturally limited to the short-haul market. In 1984 and
1985, Burlington Northern was quoted among the top ten trans-

portation companies in the annual Fortune magazine award
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issues. Figure 2.12 shows the scope of Burlington's oper-
ation.

The integrated companies with Federal Express and to
a smaller extent Purolator and DHL, integrated carriers move
into the pure domestic electronic mail business and may be
soon internationally. Figure 2.13 shows this development.

I shall now give some indications on the performance
of the diverse products and their current stages of devel-

opment.

2.4 Records and Trends

Not all products are in the same stage of devehpment.
One can distinguish mature, growth and introduction segments
as shown in Figure 2.14 shows. This assessment is based
both on number of shipments and in revenues, for which I
shall give records later in this section.

The non priority delivery of letters and packages of
all kinds forms a segment of its own which is undoubtedly
mature. It is the domain of the USPS for the letters and
small packages and of other non integrated air freight forwarders
and carriers for all packages. The priority domestic delivery
of letters and small packages, overnight or two-day, is a
growth segment slowly maturing and is mostly served by the
integrated carriers. Finally, the same day letters delivery
segment is in its introductory phase as well as the priority

delivery of packages internationally.
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Figure 2.11 United States Postal Service Coverage
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Figure 2.12 Burlington Northern Air Freight Coverage
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Figure 2.13 The different operation schemes are appropriate to specific

products, but the integrated structures expands on the others' turf,
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Figure 2.14: The market presents a segment in introductory period, a segment

in growth period and a mature segment.
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Revenues and traffic data are available from the com-
panies but a lack of concensus on the definition of small
package and priority and different reporting methods preclude
a rigorous count. I will, however, give some records for
the domestic market. For the priority delivery of packages
and letters, the rate of growth for three carriers was about
407 in 1983 as Table 2.2 shows. For the same day delivery
of letters, we only have the results of Federal Express'
Zapmail for the first three months of operations as presented
in Table 2.3. It shows a strong push the second month and
a slight slow-down the third month. More data will be necessary
to assessthe market potential of the product. The non priority
segment is a mature segment whose results have been following
the performance of the overall economy, with rate of growth
of about 57 annually, for over ten years now. It is the
bread and butter of the traditional freight forwarders associated
with air carriers.

After this review of the development stage of the products,
one may ask what are the sizes of the growing and mature
markets (it is difficult to have data on the introductory
markets). The growing segment is mestly the field of integrated
carriers while the mature segment has been the traditional
domain of the non integrated companies. By pooling together
the results of the integrated companies on one side and of
the non integrated companies on the other, we can get an

estimate of the segment sizes as shown in Table 2.4. The
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Table 2.2 Number of shipments and rates of growth for the
priority delivery of letters and small packages, circa 1983
for 3 carriers, Airborne, Emery and Federal Express [Source:
A. Norling, Kidder and Peabody]

type of number of year-to-year
shipments shipments change
(millions/year) Y4
next-day 39 41
letters/envelopes
next-day/ two day 29 43

small packages

Table 2.3 Number of shipments for Zap Mail, the 2-hour letter
delivery service of Federal Express. First months of opera-
tion (Source: J. Pincavage, Paine Webber).

shipments monthly
Month ('000) change
%
July * 5 -
August 22 267
September 34 55

* first month of operation
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table teaches us that the growth segment already accounts
for over half of the revenue of the US air cargo market.

Most significantly, if one looks at the annual shipments
for each segment, one is struck by the fact that the growth
segment accounts for 957 uf the total domestic air shipments.
Table 2.5 makes the point.

A last question that arises concerns the relative performance
in terms of market share for the different carriers. The
answer is never clear cut as the market shares will vary
with the products and since the companies have not adopted
a common reporting procedure, estimates of the relative market
share vary with the commentators. In addition, such estimates
can hardly be proposed for the non integrated carriers due
to the multiplicity of the agents. For integrated carriers,
Appendix A contains several estimates of the companies' market

shares according to various definitions.
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Table 2.4 The growth segment accounts for over half the revenues of the
Domestic Air Freight market (Source: de Neufville and Jacques).

Segment Industry Annual Revenues for Air Cargo
$Billions Percent
Mature Traditional 2.1 44

scheduled airlines

Growth Integrated 2 56
Airborne 1983) 0
DHL (1983)
Emery (1982) 0.
Federal Express (1983) 1.
Purolator (1983) ?

UPS (1982) 0.
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Table 2.5: The growth segment accounts for about 957 of all air shipments
(Source: de Neufville and Jacques).

Segment Industry Annual Air Shipments
Million Percent
Mature Traditional 12 5
scheduled Airlines
Growth Integrated 184 95
Airborne 15
Emery 9
Federal Express 100
Purolator 1

UPS 49
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3. MARKETING VARTABLES

Marketing variables refer to the tools that can be used
competitively by the companies. Five major marketing var-
iables can be identified in the document/package delivery
industry. These are quality of service, price, standard-

jzation, advertising and distribution.

3.1 Service Qualit

The quality of service is one essential marketing variable
which broadly covers convenience, reliability and ease of
use. Convenience addresses a wide range of items. The first
is the availability of door-to-door service, i.e. the pick-up
at the shipper's premises and the delivery to the consignee.
In the small packages and documents segment, Federal and
Emery provide such a regular door-to-door service in contrast
with the USPS service which provides only delivery and not
pick-up. Convenience addressed also the availability of
pick-up the same day as the day of the phone request. Such
a service, which is standard for Federal or Emery, cannot
be proposed by UPS for their trucks are not radio dispatched.
A delivery earlier than expected also adds to convenience,
but this can generally not be guaranteed -- otherwise it
would be proposed as a new or different service. Other convenient
aspects are the availability of Saturday pick-up and/or delivery,
and shorter phone answering time as advertised by Federal

Express.
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Reliability covers two aspects. The first is the probability
that the shipment arrives by the time guaranteed. This is
hard to quantify and is highly perceptual as it varies with
each individual experience of the service. The second aspect
of reliability is the availability of a computer/satellite
system that enables the company and the shipper to check
on the progress of the shipment at any time. This type of
service has been early promoted by Federal Express, and has
been soon copied by Emery and Airborne.

The last feature of the quality of service is the ease
of use. It can be simplified billing forms as constantly
advertised by Federal or Airborne. In particular, these
companies offer a personalized billing form where all the
vital information about the shipper is preprinted out of
a computer database. This 1is particularly useful for regular
shippers who send the same items to the same locations: they
only have to choose the forms corresponding to the desired
shipment. In addition, computer printed bills limit the
risk of error in customer invoicing. An other aspect of
ease of use is the simplicity of the rate calculation. Many
companies such as Federal or Emery have adopted a single
rate calculation based on weight regardless of distance,
whereas other companies such as UPS or Burlington have kept
a rate chart based on both weight and distance, thereby much
less easy to use. A last element of ease of use is the avail-

ability of specially designed envelopes and packages which
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can be rated for their design, i.e. dimensions, roominess,
closing mode, resistance, etc.

Table 3.1 summarizes the diverse features of the components
of service and attempts to 9va1uate the service of the different
companies with regard to each of them. It shows that a company
like Federal Express has a strong commitment to the quality
of service whereas at the extreme UPS standard service is
much lower. However, such a difference must be balanced
by a difference in price. In effect, if service is an important

marketing variable, price of course is also crucial.

3.2 Price

Price can be seen first at the inter-company level and
second at the intra-company level. The inter-company level
deals with rate differences across the industry for a same
product. Differences in prices can reflect the costs of
different level of service. For instance USPS rate is about
half those of the competitors but its service is fairly poor:
no pick-up, no tracking, no recourse. Rate differences can
also be due to the geographic scope of the companies, an
important variable in the operating costs, especially in
the high priority market. Local companies will charge a
Tower rate on local shipments and will not provide long distance
service, while companies with a nationwide scope will ship
packages everywhere but at a premium, especially in the short-

haul.
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Tables 3.2 and 3.3 show differences in rates for the
overnight delivery of letters and envelopes. Both demonstrate
that Burlington and Purolator, which operate short-haul,
charge lower rates than Airborne, Emery and Federal which
operate long-haul as well.

The intra-company level deals with the company's rate
of structure for different services. In general, for the
standard products of overnight delivery of letters and documents,
companies charge a fixed price regardless of the exact weight
(limited in any case) and distance (for domestic deliveries).
On the other hand, for the package segment, rates can be
based either on both weight and distance, or on weight only.
UPS and Burlington still charge by both weight and distance
whereas Federal, Emery and Airborne have long ago switched

to a single weight-based calculation.

3.3 Standardization

Standardization enables the customer to identify the
various products of a company and to compare them to similar
products offered by the competition. The issue for a company
is whether to accept the standardization prevailing at the
time or to set its own standards hoping its competitors will
follow. For instance, Emery recently challenged the com-
. petition with the launching of a one-pound pouch concept.
Emery plans to go further with a whole range of pouches of

discreet weights. The drive towards standardization can
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Table 3.2: Rates differ across companies for the standard overnight delivery
of letters, on the basis of service quality and geographic coverage (circa
1984-1985).

Type of Company Service Geographic Price
Service Quality Coverage (%)
Expensive Federal Express high wide 14
Emery high major areas 14
Medium Airborne medium m:7 . ..ceas 12.50
DHL Tow major areas 12.50
Cheap Purolator medium local 11.75

Burlington Tow local 10.50
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Rates differ across companies for the overnight domestic delivery

of documents and light items under 2 1bs,on the basis of service quality

and geographic coverage. (circa 1984-1985).

Type of Company ~ Service Geographic Price
Service Quality Coverage (%)
Expensive Federal Express high wide 25
Emery high major areas 25
Medium Airborne medium major areas 24
Purolator medium local 23.50
Cheap Burlington Tow local 20.95
Very Cheap USPS very low wide 10.75
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be viewed as a transition from a custom designed service
to a ready-to~wear product. It allows to reach a larger
mass market. It also helps the company internally as it
eases the reporting of operations.

In the fast growing segment of document and package
handling, three standard products have appeared. The first
product is the overnight delivery of letters of generally
less than 5 ounces. The second concerns the overnight delivery
of documents and light objects in envelopes of less than
2 pounds. These two services come with specific envelopes,
pouéhes. or packs of standard dimensions and design across
the industry: they are "ready to wear." Tables 3.4 and
3.5 show in detail the letter and envelope products across
the companies.

The last standard product is the overnight delivery
of packages above one pound. Here the standardization lies
on similar rate structures across companies. To further
materialize this standardization in the cutomer's minds,
those rate scales have similar names across the 1industry.
For instance, Federal advertises its Priority One rate while
Airborne and Purolator respectively propose their Express
One and Priority Express rates. Table 3.6 summarizes the
diverse names of this service across the industry.

Standardization is thus an important marketing variable
that governs the identification of one company's services.

Once a standard product has been launched by a leading company,
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dardized across companies (circa 1984-1985).

The overnight domestic delivery of letters becomes

highly stan-

Company Product Name Standard Pages
Size Weight
~(inches x inches) (ounces)
Airborne Letter Express 9 x 12 5 15
Burlington Air Express Letter 8.5 x 12 5 not
specified
DHL Overnight Envelope 9 x 12 2 10
Emery Urgent Letter 9 x 12 5 20
Federal Overnight Letter 9 x 12 6 20
Express
Purolator Purolator Plus Envelope 8.5 x 12 no limit no Timit
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Table 3.5: The overnight domestic delivery of documents and light items
becomes highly standardized across companies. (circa 1984-1985).

Company “Product Name . Standard
Size Weicht

(inches x inches) (pounds)
Airborne Envelope 12 x 15,5 3
Burlington Air Express Envelope 12.5 x 17.5 not specified
Emery Urgent Pack 12 x 15.5 2
Federal Express Overnight Envelope 12 x 15.5 2
Purolator Purolator Envelope 12 x 15.5 no limit
USPS 2-1b Pack 12 x 15.5 2
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Table 3.6: Standardization in the overnight delivery of small packages

(1 to 99 1bs.) is based on a similar rate structure and similar product

names:

Company Product name Rate Basis
Airborne Express One weight

Burlington Standard rates weight & distance
Emery AM/PM Service weight

Federal Express Priority One weight

Purolator Priority Express weight
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the others generally follow suit, as shown by the current
level of standardization in the industry. There are three
marketing variable we have seen so far, service, price and
standardization. However, in order to be effective,they
must reach the customers' awareness. This is the purpose

of advertising.

3.4 Advertising

Advertising plays an important role in the customer--
oriented innovative and growing segments, compared to the
mature part of the industry. As a basis for comparison,
the total amount spent on advertising in the industry in
1973 when the express segment was not developed was only
$2 million (Advertising Age, September 29, 1975). Two years
later, after the express segment had started to develop with
Federal Express, the total advertising spending was already
$10 million, a 5 times increase (Advertising Age, September
29, 1975)! By 1983, the whole industry spent an estimated
$160 million on advertising (Advertising Age, August 29,
1983). The rate of growth of the advertising budgets for
most of the companies was above 20 percent in 1983-84, and
Purolator budget increased by about 100 percent! Table 3.7
gives that details.

A11 the companies have their own advertising agencies
and have developed their specific messages and images. Federal

is the high quality service and leader carrier, Emery is
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Table 3.7: The advertising budgets of the different companies

show a large increase in 1984, (Source: press releases)

Company Budget ($ x 106) % Increase
1983 1984

Airborne 10.6% 12.6% 19

DHL n.a. 10 n.a.

Emery n.a. 19.5 n.a.

Federal 34,6%% 39, 3% 14

Purolator 5.5 10-15 90-180

* TV only

** Source: Federal Express Corporation 1984 Annuai Report
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the world-wide car: - .~d USPS, thé low price service.
Table 3.8 summarizes the advertising agencies and the mottos
of the different companies. The media are generally network
TV, radio, consumer magazines, and newspapers for the growing
and innovative segments, while they are limited to trade
reviews for the mature traditional segment. One easily recalls
the TV spots of Federal and Emery or the big placard of Federal
for Zapmail in Newsweek and Fortune in early 1985. DHL advertises
in INC. and Business Week but also in foreign publications
such as the French magazine L'Express. Table 3.9 illustrates
the kind of print media used by the carriers.

Once the customer is aware of the services and of their
prices through appropriate advertising, the carrier has to
make sure to make that these services available. This is

the role of distribution.

3.5 Distribution

Distribution refers to the availability of the service.
Its most basic form is a telephone number in the Yellow Pages.
But availability can also be made proactively with a salesforce

who calls or visits each potential customer to have him use
the service. This 1s the most aggressive form of distribution
and is mostly recommended for large industrial customers

so to get exclusivity contracts on their shipments. It would
be totally inappropriate for residences as it would require

significant sales costs (salespersons salaries, travel and
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Table 3.8: Each company has developed its own motto with a particular

advertising agency.

Company Ad Agency

Message

Airborne Della Femina, Travisano We deliver

and Partners

Burlington ?

DHL Ted Bates Advertising
Agency

Emery Benton and Bowles

Federal Express Ally and Gargano

Purolator Geers, Gross Adv.

Wells, Rich, Green

usPS Young & Rubican

People, not planes, deliver.
#1 for service worldwide.

#1 international express service.
Changing the way the world works.
The total express network.

Emery worldwide.

Absolutely, Positively Overnight.
Zap mail:
When there is no tomerrow.
When tomorrow is too late.
Why fool around with anyone else.

Overnight, not overpriced.
Cheaper in the short run.
You want it, you got it.
At your service worldwide.

We deliver excellence for
less.




Table 3.9: Carriers

Purolator
Time
Sports Illustrated
People
Fortune
Forbes
Cosmopolitan

Golf Digest

Federal Express

Business Week
Fortune

Newsweek

66

largely use public print media.

DHL
Business Week
INC.

L'Express

The Wall Street Journal

Large metropolitan dailies

US News and World Report

Air Cargo Magazine

Industry Week
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telephone expenses) in comparison to the revenues. It has
traditionally been Emery and Airborne's policy to maintain
an important salesforce to capture industrial accounts.
Estimates from company annual reports and diverse press releases
show that in 1983, Airborne spent 13 million dollars on sales
expenses and Emery, an amount in the range of 40 million
dollars.

A different mode of distinction exists that 1is Tless
aggressive and reaches a larger market, mostly residences
and corporate offices. It is the availability of drop-off
boxes-- such as the mail boxes--where customers can throw
their urgent letters and packages. Following on this idea,
companies have develop real offices on the model of the Post
Offices, where direct assistance and customer service are
be provided. Federal Express has been the early promoter
of the idea in 1984 and maintains 300 of these offices (Business
Office Centers) in the major metropolitan areas as of 1985.
Airborne is just starting to experiment the idea with the
opening of three drop-off offices in Chicago. This typc
of distribution and may develop considerably as the market

becomes more competitive.
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PART II THEORY

This part presents theories of marketing strategies
with their application to the package/document delivery industry.
Two broad types of strategy are available in the literature,
one deals with the competitive respect in the fairly mature
industry, the other with the dynamics of the industry 1ife

cycle.

4. MARKETING STRATEGIES: CROSS SECTION

In this growing market it is important for a firm to
have an overall marketing strategy so to be the most profit-
able. Success requires a good understanding of the market,
i.e. products and users, and of the marketing variables.
By looking at a cross section of the market characteristics
one can formulate generic strategies to go after particular
segments. These strategies for a growing industry will be
discussed here after a short review of similar strategies

advocated by Michael Porter (1980) for mature industries.

4.1 Porter's 3 Generic Strategies

Michael Porter argues for three strategies; focus, differ-
entiation and cost leadership. Focus refers to the concentration
on a few segments where the firm tries to be the leader thereby
carving niches protected from competitors' invasions. Such
a strategy can be followed by matching exactly the product

features with the target market needs, thus eliminating substitute
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rival products. This 1is the strategy of the Armstrong Rubber
Company which has specialized in making superior tires for
farm equipment vehicles and recreational vehicles. The second
strategy differentiates the product from its rivals. This
is done by pushing the product along one of its strengths
so to be unbeaten on this ground. The product therefore
gains its uniqueness and can be successfully marketed on
the basis of its unmatched strengths. This is the strategy
of Hewlett Packard in computers. The last strategy is cost
leadership. The firm which follows this strategy has a higher
margin and should be able to set a lower price thus finding
a large base for its product. Such a strategy is the one
of Texas Instruments.

How do these strategies translate in the package/document
delivery market? Consider the focus strategy first. Chapter
2 shows that the market can be segmented both in terms of
product and in terms of user. This suggests two distinct
focus strategies, one on the product, for instance small
package next day, and another on the user, for example executives
and CEOs frequently shipping. In the first case, the carrier
will produce a limited number of products to all the classes
of users that are potentially interested and in the second
case, the carrier will provide all the products desired by
the particular classes of users it has chosen to use.

As regards differentiation strategies., there seems to

be only one dimension of differentiation in the industry,
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the quality of service. This quality of service described
in Chapter 3 is itself intimately related to the costs: it
is very difficult for a carrier to provide a good service
at low cost and there is generally a trade-off between quality
of service and costs. The implication of this is that service
differentiation and cost leadership are here antithetical.
As a consequence, a carrier which provides a high quality
service will have to charge a higher price to cover the extra
cost. This will suit the categories of users who want a
high quality of service regardless of price. On the other
hand, a price leadership strategy synonomous here of cost
leadership strategy will be necessary to serve those users
who prefer cheaper service at the expense of quality. My
approach here is to account for a certain level of trade-off
between quality of service and price, and to recognize both
as the two major attributes of the product. This allows
to consider price or cost leadership as a subcase of differ-
entiation. Thus, in this new framework, a differentiation

strategy can occur along two lines, service quality and price.

4.2 Product Focus

A company can decide to go after one or more particular
products either proactively because there is a large untapped
revenue potential, or defensively as a result of an aggression
in the company's own turf. An example of proactive strategy

is the focus of Federal FExpress from 1975 to 1980 on the
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small package overnight delivery segment. Federal established
itself as the leader in this segment and enjoyed considerable
profits. Conversely, a company can focus on a product defensively
against an internal attack from compatition within the industry,
or against the external threat of a substitute. An example
of the former is UPS move against Federal's overnight delivery
territory in 1982. Federal's defensive focus was to invade
UPS's niche, the 2nd day delivery market. One example of
external threat is the advent in the 1980's of electronic
mail which endangered the overnight letter business. This
led Federal to focus defensively on the same day letter delivery
business, introducing its own electronic mail service.

Targeting a product segment is an important decision
whose results can substantially affect the company. It s
therefore crucial that the decision be well prepared. This
requires in first instance an understanding of the sensi-
bilities of the market. Some segments are more sensitive
to price than others and it could be disastrous to charge
too high a price. Other segments are sensitive to service
and would not be suited by a weak service quality.

It is i "uitive that the higher the priority, the more
the service sensitivity and the less the price sensitivity.
For higher priority segments, one should provide a high quality
of service and be able to charge a high price. The underlying
user behavior is fairly simple. Under considerable time

pressure, the stipper is ready to pay dearly to be sure his
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shipment will arrive at the destination in the guarranteed
time (reliability), with minimum work (convenience) and the
easiest way possible (ease of use). To illustrate the price
sensitivity, consider a one-pound shipment and the price
charged by UPS for next day, 2-day and non-priority delivery.
The rate increases by 2007 from non-priority to 2-day, and
by almost 3007 from 2-day to overnight. Table 4.1 shows
the details. Figure 4.1 visualizes the price and service
sensitivities in relationship to priority.

Price sensitivity also varies with the weight. the
customer ready to pay a premium price for the guarantee of
delivery does not expect that this premium should increase
proportionally with the weight. The rate per pound should
decrease with the weight of the package. This has been captured
in the rate structures of the companies. Typically, the
overall shipment increases less than proportionally with

the weight. Fiqure 4.2 illustrates this point.

4.3 User Focus

The focus strategy aimed at the users can be extremely
successful if we believe in a certain level of customer lock-in.
A carrier can tailor design its services for a particular
class of users and obtain a great level of specialization
through a knowledge of the routines peculiar to these users.

These users in turn get accustomed to the service provided



TABLE 4.1:

drastically with priority.

1983)

13

UPS rates for a one-pound shipment increases

(Source: UPS Service Guide,

priority rate ($)
next day 11.50
second day 3.00

non-priority

1.83-1.74 (depending
on zone)
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FIGURE 4.1: Price and service sensitivities vary with the

priority

SENSITIVITIES

Service

Price

PRIORITY
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Figure 4.2 The price per unit of weight decreases with

the total weight of the shipment as shown by the convexity

of the rate chart = f(weight). (Sources: Airborne, Emery

and Purolator jdentical rate charts, 1984).
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by the company. that is the same telephone number, the same

uniform, the same procedures, etc. Switching to the services

of another carrier implies for them the loss of these advantages
and the risk of experiencing a new service not essentially
better. There are thus reasonable switching costs to the
user in terms of learning and satisfaction which makes a
case for some level of shipper lock-in and to a certain extent,
shipper loyalty. This in turn advocates for a user focus
strategy both in terms of nature and in terms of usage rate.

Nature Focus

The choice of particular market segments can be done
by using the taxonomy presented in Chapter 2 and by assessing
the specific feature of classes of shippers according to
their nature. Consider first the market of individuals.
These send mostly non-priority mail but also high priority,
reliability sensitive legal and business documents. Examples
of the latter range from testimonies to job applications
and Federal income tax declarations. Individuals also ship
small packages, most of them gifts and personal effects for
which reliability, and to a certain extent, speed are the
issues. A birthday present must arrive and must arrive on
time. There are substantial problems in serving residential
customers. First, they do not generate much volume individually.
A 1ittle incident I encountered with Emery illustrates that
point. I personally called Emery to obtain the latest issue

of their service guide and was denied my request with the
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following comment "We are sorry but as an individual you

' This example

would not generate enough volume to interest us.'
of course is a bit biased, as it is notorious that Emery
concentrates on volume industrial shippers. It should not
hide that all together..residences represent a very large
revenue source because of their number. Yet, they are scattered
across the country, away from the main business centers,
w#hich thus raises the transportation costs to serve them.

The second problem for the carriers is that the residence
owner may not be home when the pick-up truck or delivery
arrives. This translates as sunk transportation costs and
calls for a rescheduling later on. To remedy this problem,
carriers must plan to develop drop-off boxes or centers such
as mail boxes or post offices. Part of the burden of collecting
the items is thereby passed on to the individuals themselves.
However, the carriers are faced with the choice between the
costs of maintaining those boxes and offices versus the cost
of direct pick-ups.

In terms of specific actions, several recommendations
come to mind when focusing on residences. First, because
residences are generally not frequent shippers, and have
little familiarity with the service, they need a very good
quality of service with emphasis on convenience and ease
of use. Second, individuais are willing to pay a premium
price for such a service since they use it only once in a

while or on an individual basis. As a result, carriers should
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not be afraid of setting premium prices for this market.
Third, individuals need to be aware of the services. For
this purpose, mass advertising should be planned with the
traditional media: TV, radio, newspapers and consumer magazines.
Also, companies should make sure that enough drop-off boxes
and office centers be provided. This can actually become
a marketing tool to gain market share: developing more drop
off boxes than the competitors will raise consumers' awareness
and subsequent choice: the battle for market share is in
the street!

A fourth consideration is that residences should expect
a certain level of product standardization. In effect, indiv-
iduals are not specialist of the shipping process and con-
sequently they expect the carrier to provide fthe relevant
services ready to use immediately. These can be pouches
with a simple standard fixed price and a standard design,
or for the packages a single rate chart. Figure 4.5 shows
the demand coverage of residential users. After this review
of the individual market, I shall turn to the mail order
business.

The direct distribution business bears some similarities
to the home market . It has a bright future according to
many industry commentators. Central to its development is
the fact that many retailers realize the costs of maintaining
warehouses and retail stores and balance themwith the significant

economies associated with direct distribution. The major
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aspect of serving the direct retailing business is that it
ijs a business of delivery to residences. It consequently
bears the same problems as those encountered by the carriers
who decide to pick up shipments for residences: destinations
may be in remote areas and the consignee is often absent
from home when the delivery truck arrives. Note that this
absence is even more likely than for a residence pick-up
since the consignee quite often does not expect the delivery.
There is yet an enormous advantage to serving the mail order
business. Namely, the shipments are grouped and there is
a regular flow of order every day, ensuring a large and stable
market. Certain cyclicalities should be observed with typically
a peak for Christmas to Easter (the gifts season) and a slow
down during the summer. The latter can be explained as more
people are away from their homes and as the customers tend
to shop around in the sun rather than stay at home reading
mail order catalogs. In terms of marketing, a discount policy
should be set given the economies that result form grouped
shipments. This is all the more justified as mail order
businesses will definitely look around for the most competitive
rates. The task, therefore for the carrier is to gain the
exclusivity of delivery for one or several mail order enter-
prises. One minor but colorful example which attracted public
attention in 1984 was Emery's successful contract to deliver
the famous Cabbage Patch dolls. Such contracts can be settled

most effectively through advertising in business reviews,
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Figure 4.5 The demand of residencesis centered on medium priority light-
weight shipments.
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direct calls and individual visits to the mail order and direct
distribution companies one by one. One should not expect
the service requirements to be too high for this industry:
convenience and ease of use are not crucial in a business
where the users are themselves specialists of the shipping
process. Figure 4.6 shows the demand coverage of the mail
order business.

A different set of users I consider are the "paper mill"
industries: banks, insurance companies, and other similar
services. These industries are great generators of priority
documents. They require a very good service as they are
not professionals in shipping documents and do not want to
be bothered by complicated administrative procedures. Rather,
they look for convenience, ease of use, reliability, and
a certain level of standardization which helps them save
time. In return, they are willing to pay a premium price,
which makes their market attractive to the carriers. In
order to reach them, printed advertisements should be placed
in banking, insurance, and other industry-specific reviews
and also business newspapers and magazines such as The Wall
Street Journal, the New York Times, Business Week, Fortune,
Forbes, Inc., etc.

Most of the requirements of the "paper mill" users are
shared by the bulk of the corporate offices. This Tlatter
user segment is constituted by executives and secretaries

who need the fast and reliable delivery of important docu-
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Figure 4.6 The mail order segment'centers on medium priority

small packages.
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ments. They too are ready to pay a premium for a top-quality
service even if some of them are frequent shippers and are
familiar with the shipping process. The reason is again
that their business is nct to ship documents and they rely
on the carrier to insure maximum convenience. Figure 4.7
shows the demand of both paper mill industries and general
corporate offices.

Quite the opposite, the shipping departments of the
same industries represent the professional market. As such
they resemble much the mail order market: they are spec-
jalists who care less about convenience and ease of use than
price and reliability. Typically they will take time to
look up the service guides of the different companies tc
find the most competitive rates. In particular they will
look for significant discount rates for their volume shipments.
In addition, the shipping departments of manufacturers pro-
ducing high value items such as in the high-tech industry
will seek higher reliability and will be ready to pay a premium
for it. Those therefore represent a very attractive market
that Federal Express has traditionally included in its focus
strategy. In general, advertising for this segment Qi]]
be 1Timited to specialized trade reviews specific to the industries
targeted. Also direct calls and information letters will
be appropriate.

The major advantage of serving the shipping departments

is that they represent a large market fairly easy to serve



84

Figure 4.7 The demand of the paper mill industries and of the corporate
offices centers on the letters segment.
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as they are generally located in the same industrial areas.
They therefore guarrantee large volume of shipments with
less distance to cover. Emery has traditionally sought the
market of big industrial shippers. Among its largest cus-
tomers are General Electric and General Motors, each with
monthly accounts worth two million dollars, after the New
York Times, November 13, 1984. A danger with the shipping
departments is that their activity is fairly linked to the
overall state of the economy and thus their market is very
sensitive to recession. Figure 4.8 depicts the demand coverage
of the shipping departments.

Usage Focus:

A second type of user focus strategy concentrates on
the usage rate of the shippers. In Chapter 2 the usage rate
was retained as a criterion to distinguish two broad classes,
occasional shippers and frequent, volume shippers. Because
occasional shippers are not specialists, they should be served
with a high quality of service, typically convenience and
ease of use. In return for such a service, the shipper
will be willing to pay a significant premium,. This 1is
what makes the market attractive. However, this premium
is balanced by the cost of added transportation time neces-
sary to serve a large number of points which generate little
volume individveally. Quite at the opposite, volume shippers
generate a lot of shipments and by serving only a small

number of those, a truck can be filled in a short period
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Figure 4.8 Shipping departments demand centers on low priority, heavy
weight freight.
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of time. The market is thus attractive but for the fact
that those volume shippers pay large biils and thus will
look for the most competitive rates. As a consequence, the
carrier will have to propose discount planc rather than a
premium., In addition it is not obvious here that service
will make the difference. Many of those big shippers will

accept a lower quality of service provided the bill is smaller.

4.4 Service Quality and Price Differentiation

The last type of strategy consists in differentiating
the company in terms of service and price industrywide vis-
a-vis the competition. The question that arises is how tenable
is such a differentiation or, in other words, what if another
carrier adopts a similar strategy and attack on price or
service? This is the kind of question that Hauser and
Shugan (1983) and Hauser (1984) addressed in their study
of defensive marketing strategies. In this method, I do
not want to review the totality of Hauser work, but rather
I will present simply the concept of perceptual positioning
which is at the basis of his investigation and is a very
useful tool to understand competitive strategy.

The idea of perceptual positioning is to plot the companies
on a map whose two dimensions are, in this industry, quality
of service on the vertical axis and price as globally perceived

by the user on the horizontal axis. Since price has a negative
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connotation (the higher the price, the less perferred the
product), we will use one over price instead of price.

The usual assumption is that users all have the same
perception of the service qualities of the diverse companies,
Yet if they share the same perceptions, users have different
tasks which translate as different preferences for service
quality and prices.

The map provides an easy way to model the choice of
the user, If one approximates preference trade-offs as linear,
one can represent each consumer's taste by the angle & its
indifference curve makes with the the vertical axis. 1If
dis 900, the user cares only about service quality and not
about price. If o is 450, the user trades off service quality
for price and if o equals 00, the user cares only about
price regardless of service quality. Figure 4.9 illustrates
this point. This representation allows us to estimate the
market shares of the companies. Assume there are three companies,

A, B, and C, positioned as shown in Figure 4.10.

If: o1 is the angie of [BC] with the vertical axis
& 2 is the angle of [AB] with the vertical axis
and & is the taste angle of a generic user,
then,
ifXe] X2, 900], the user will prefer A
ifael&o, 1], the user will prefer B
if&E[ 0, 2], the user will prefer C
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If we now know the number of users having the same & i.e. the
market size M(X ) for each & , we can derive the market share

of each company:

900
A: M(X )d&R
A =07
X 2
B M(& )de
o =&,
X
C: M(R)d&
K = 0o
900
the total market being M(X )de -
&= 0o

Figure 4.11 visualizes the result.

Perceptual mapping allows therefore to visualize the
companies' position in terms of price and service quality

and to estimate their market share.



90

Figure 4.9: Users trade offs are represented by their

preference angle.

service quality

’ (& = 450)
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service quality only
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Figure 4.10: Positioning of three companies, A, B,
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Figure 4.11: The market shares are function of the position-
ing of the companies.
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We can see that companies like company A which have
differentiated their service quality enjoy a significant
market share as well as those companies like company C which
propose a low price. We also see that middle-of-the~road
companies like company B can enjoy a market share between
those of the other two. However, if company A moves aggres-
sively along the service quality dimension and/or company
C reduces its price further, company B's market share will
be diminished and can almost disappear. This advocates for
Porter's extreme strategies of service or price differen-
tiation although they should be seen rather for the long
term. Before they can be implemented, much competitive moves
should be seen on the perceptual map as analyzed by Hauser.
For further details on this subject I refer the reader to
Appendix B.

With a perception of the quality of service and average
rate of each company as described in Chapter 3, we can attempt
to position the companies on a map as Figure 4.12 shows.
Typically Federal Express and the USPS follow respectively
service and price differentiations. In the long run they
may be able to get all of the market if they can repectively
increase their differentiation and price leadership. Yet,
in the meantime, their advance is not big enough to prevent
the operation of middle-of-the-road companies such as Emery,

Airborne, etc.
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Overall, focus strategies, service differentiation,
and price leadership seem to be implementable and relevant
in this industry. It seems however that the latter strategies
be more relevant at longer term. This remark leads us to
question the validity of looking at the market in a static
cross section way which ignores the dynamics of the market

over time.
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Figure 4.12: The competitive positions of the carriers
can be represented on a perceptual map.
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5. MARKETING STRATEGIES: DYNAMICS

So far, we have described cross section strategies which
did not account for the stages of development of the market.
Rather we supposed that all the products were known, that
all the different users were identified and that the marketing
variables were mastered. This might be true in a fairly
mature industry but is rarely the case at the onset of a
new industry. In fact, as an innovative industry develops
it passes through different stages which, according to theories
of industry lifecycles, call each for specific marketing

actions. These are reviewed here.

5.1 Industry Lifecycle

The concept of industry lifecycle is fairly simple.
Based on a gross biological analogy, four basic stages can
be identified in the development of an industry, introduction
or birth, growth, maturity and decline. The different phases
are most observable when the industry revenues are plotted
over time. The general pattern one can expect to observe
is a S-shaped curve as shown in Figure 5.1. The introduction
phase is identified as the lower portion of the curve, the
growth phase as the ascending portion, the mature phase as
the maximum area, and the decline phase as the plunging part.

The phenomenon underlying the industry lifecycle is
nothing but the development of the users market. In the

introduction phase of the industry, few ucsers are aware of
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the services provided and revenues are therefore sluggish.
‘As time goes on, more potential customers come to know the
services either by appropriate advertising or by word-of-
mouth. Revenues then start increasing and the industry enters
its growth stage. Once the potential market has been deve-
loped, the industry enters its maturity period. Later, if
the services provided by the industry fall out of fashion,
revenues will decrease and the industry will lapse into its
decline phase. This development of the customer market calls
for specific marketing actions during each stage of the life-
cycle: service quality, price, standardization, advertising
and distribution will have to adapt over time.

Day (1981) makes clears the controversy as to whether
the 1ifecycle applies to the industry as a whole or to specific
products within the industry. An industry can in effect
provide various products in different stages of development.
In the automobile industry, for example, there are the traditional
four-door sedans whose market is mature, the compact and
subcompact cars still in their growth stage and the just
introduced revolutionary cars which can be arranged for meetings
and other uses. The concept of the individual product lifecycle
has been investigated by many researchers among them Levitt
(1965), Wasson (1974), and Kotler (1984). The conclusions
are always the same, either for a whole industry or a par-
ticular product. My approach is therefore to consider all

the different products in the industry as variants of a basic
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Figure 5.1: Four phases can be
an industry: Introduction, Growth,
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product which has its overall 1ifecycle.

In the case of the document/package delivery services,
the industry is still overall in its growth stage but counts
a new segment with electronic mail, a growing segment with
priority small packages, and a mature segment with nonpriority

bulk.

5.2 Introduction

As the industry emerges, few potential customers are
aware of its services. Therefore a high level of advertising
ijs required to create awareness of the service usefulness.
At the same time, a careful distribution must be planned
to make the services available to the most likely users.
At that stage of the industry, there is very little segmentation:
the products are fairly basic and have no refinements. Also
the price may not be well defined as the value of the service
to the customers is not yet known.

This is not a problem for the few innovators since compe-
tition is generally not developed: the first task is to
develop the market. Generally, the price will reflect closely
the cost of the service and the margins will be low. In
the introduction phase, one can also note that the fevel
of standardization is naturally very low as the exact demand

of the users is not yet identified.
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5.3 Growth

In the growth stage of the industry, more buyers come
to try the product and the total customer base is getting
more aware of the product value. In other words, customers
come to appreciate the quality of the service and to evaluate
its price. This allows them already to make choices among
different competitors. In turn, as more customers want the
product, new competitors enter the market that has proved
to be fruitful. It has for instance always been the
strategy of IBM to enter second once the market had actually
proved enough promises. In the small package priority delivery
industry we find the exact replica: Emery first criticized
Federal Express' dinnovative service, waitea for two years
before it observed that Federal was making profits and finally
decided to enter the market. Having to face the growing
competition, a company has therefore to set its price and
service quality competitively. In the growing industry the
battle for market share opens as competition heightens.
The companies should standardize their services and try to
also impose their standards to the whole industry so to gain
an edge vis-d-vis the competition. This was successfully
done by Federal Express with its envelopes, packs, tubes
and rate structures.

At the same time, the market becomes more segmented:

new products are created and existing products are refined
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to form a whole product line. Also new users appear and
the user market becomes more segmented.

NDistribution needs to be intensified so to reach more
customers and be present in any potential user market. For
instance, Federal Express has established an "800" telephone
number to reach the totality of the country and is developinrg
drop-off and business office centers. Advertising must progress-
ively shift the emphasis from mere awareness to comparative
judgment. In effect, on the one hand, as more potential
users become aware of the service, there is less need for
awareness advertising and on the other hand, as the fight
for the existing users intensifies, advertising needs to
be comparative. It becomes crucial to stress the quality
of service or the price vis-a-vis the competition. In the
package delivery services, Purolator has attacked Federal
Express with such messages as "Inflexible Express" or "overnight,
not overpriced". Airborne and Emery also took aim at Federal
Express. Federal's Marketing head, Tom Oliver explained
the phenomenon as such: "How do you gain awareness in a

game that has so many different competitors? Going after

(Advertising Age, August 29, 1983).

the big guy is one way'

5.4 Maturity

The competitive trend continues to build as the industry

matures. The different companies vie for the defense and
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expansion of their market share. The market is highly segmented
and the products standardized to answer the particular needs
of the users. Service quality and price in the mature industry
become crucial as regards the competition and the customers'
taste distribution. Advertising is mostly comparative and
will stress the brand rather than the product. Distribution
intensifies even more than in the growth phase. One can
observe this in the maturing segment of small package priority
delivery. The carriers try to develop more drop-off and
business centers in the large cities. Table 5.1 summarizes

the strategies associated with the industry lifecycle.
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Part TII: APPLICATION

This last part integrates the theories developed in

Part II in a single proactive strategy which, if correctly
implemented, should increase the chances of success for an

innovative company.

€. STRATEGY FOR AN INNOVATOR

The strategy of innovation will be analyzed first in
detail before being applied to the package/document delivery
industry. A generalization to other innovative industries
is proposed and the conditions of implementation are further

stressed.

6.1 Proposed Strategy

Before the proposed strategy be exposed, it is important
to identify the criteria for evaluating the strategy. Typically,
the challenge for success faced by an innovator is threefold:
be cost-effective during the entire development of the industry,
avoid to be locked in declining segments, and establish a
strong competitive position as the 1industry matures. To
answer this challenge, a strategy therefore needs to account
for the specific requirements of the market and for the stage
of development of the overall industry. This seems to make
" a reasonable case for an integration of the two classes of

strategies reviewed in Part II.
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The proposal is to adopt successively a user focus strategy,
a product focus strategy and finally a differentiation strategy
as jllustrated in Figure 6.1. At the onset of the industry,
a user focus strategy seems recommended. By targeting specific
user segments with a few basic products, the company can
reach cost-effectiveness most rapidly: the market to be
covered is reasonably limited which in turn reduces the operating
and advertising costs. In addition, awareness can be created
more rapidly when focusing on specific user segments. Some
product focus can be developed but it should be limited to
the personalization of the products for the diverse basic
user segments.

A product focus strategy at the early age of the industry
would not be appropriate. It would require the coverage
of broad markets for each product, going into all directions
of user segments. This would result in exaggerated costs
of operations and distribution which would take a longer
time to recover. Rather, the company needs to be cost-effective
soon. A differentiation strategy would be too early as the
potential customers are just discovering the services offered
by the industry and the competition is minimal. Thus, a
user focus strategy seems to be the most reasonable in the
introduction phase of the industry. It provides not only
short term cost-effectiveness but also a clear target customer
base upon which to develop long term profitability. Starting

with a user focus strategy therefore satisfies the first
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Figure 6.1: Recommended strategy for an innovator through the stage of
development of the industry.
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criterion: business profitability.

As the industry grows, new priorities appear gradually.
In particular, the product market tends to segment and the
innovator must think of a product 1line. Sticking to the
user focus strategy would be dargerous as it would lock the
company into developing specific products for the users focused.
These products might later be endangered by substitute products
within the industry and the company would find itself in
declining segments with mobility barriers to expansion in
other product segments. Thus, keeping the user focus strategy
would result in what Levitt (1975) once addressed as "mar-
keting mania" i.e. satisfying the existing users with tailor-
made products at all costs without thinking of different
product segments. The same point was made by Hayes and Abernathy
in criticizing American business's exaggerated reliance on
a customer-oriented strategy in contrast to a product-oriented
strategy:

Satisfied customers are critically important, of

course, but not if the strategy for creating them

is responsible as well for unnecessary products

proliferation, inflated costs, unfocused diversi-

fication, and a lagging commitment to new technology

and new capital equioment. (Hayes and Abernathy,

1980)

In brief, a user focus strategy can prove blinding if
kept too long and too strong during the growth stage. Rather
a transition should be made progressively to a product focus

strategy. This strategy would select the promising products

and use the existing customer base targeted in the first
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phase, as the first candidates for these new products. This
allows the company to diversify away from the less promising
product segments, while providing an existina base for the
new products. The second aspect of the product focus strategy
would be the refinement of the existing producis as compe-
tition strengthens, and the consumars become more demanding.
As a matter of fact a quality differentiation strategy for
the existing products will become more relevant as the industry
approaches maturity. But price differentiation at the expense
of quality can also be possible. Therefore the push towards
quality need not be strong. Rather, emphasis should be put
on the clear segmentation of the market and the adoption

of a focused product line backed with a growing standardization.

In summary, the relevant strategy in the growth stage
should be the precduct focus strategy. It answers the second
criterion which requires that the company not lock itself
in some definite product segments which might mature earlier.

As the industry matures, the market becomes fully developed
in terms of both users and products. With the preceding
strategy, a company has a selected number of products which
cover classes of users including the ones targeted in the
introduction phase. L1t the competition has grown and even
though the company is profitable and occupies the growing
segments, 1t faces increasing pressure to beat its competitors

on the ground of service quality and price. It therefore
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appears that a new transition is required, this time from
the product focus strategy to a differentiation strategy.

In the mature phase, a product focus no longer pays as
all potentjal products in the market have been developed
and as companies start expanding in each other's niche.
It becomes difficult to carve out niches protected by the
competition. The only way to beat the competition is actually
to differentiate the product either in terms of service quality
or in terms of price. The issue for the company is to avoid
being stuck in the middle of the road where it has much
chance of being attacked both in terms of service and price.
William Hall, in his study of eight mature industries moving
into a hostile environment points out that: "uniformly,
the successes come to these companies that achieve either
the lowest cost or most differentiated position." (Hall,
1980) In many industries such as the one of package/document
delivery services, low cost is synonymous with low price
and service. It is therefore a category of differentiation.
Hall also mentions that companies that had kept specific
niches could "survive" if they diversified, but this was
not the way to success as much as differentiation was .
The differentiation strategy answers the criterion for success
of a long term competitive position.

Keeping a product focus or user focus strategy in the
mature industry is much riskier as specific niches can be

attacked by stronger competitors. Conversely, differentiation
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by price of services can be used as a tool to invade product
and user segments which had not been focused on earlier.
It seems therefore that a differentiation strategy is the
most relevant as the industry matures.

To summarize, the strategy formulated passes the test
of the three criteria for success. Each strategy lays down
a sound base for the implementation of the followinyi one

while cummulating their benefits.

6.2 Validity

To test the validity of the strategy I will look at
the success of Federal Express, the difficulties of Emery
and the recent strategies of UPS and Purolator.

Consider first Federal Express. It is unquestionably
the story of a successful innovator according to the three
criteria: it is a cost-effective company which has diver-
sified in the most advanced product segments such as elec-
tronic mail and is the leader in the growth segment of docu-
ment/package delivery industry. Federal's strategy over
time seems to fit very well with the proposed strategy.
First in 1973, Federal started with a single product, the
overnight delivery of packages and focused specific classes
of users: 37,000 business and industries located in 100
leading U.S. metropolitan markets representing B47 of all
domestic air shipments. Then it got a contract with the

Post Office to carry mail overnight, expanded to other geographic



110

areas and progressively added some new target groups: corporate
offices, paper mills and residences all through the 70s.
Then as the industry moved in to its growth phase, Federal
shifted the emphasis on the products: it improved existing
products, i.e. overnight delivery of packages and introduced
new products such as overnight letter, big packages, international
service and electronic mail. At the same time, anticipating
a maturation of the industry, Federal dramatically increased
the quality of dits services thereby achieving a highly differ-
entiated position. Figure 6.2 summarizes the steps of Federal's
strategies.

As Federal Express' example supports the proposed strategy,
Emery shows a case where the strategy was not followed and
the carrier failed to be successful. In 1973, when Federal
Express introduced the innovative service of door-to-door
overnight delivery of packages, Emery was the leader of the
freight forwarding business. Emery reacted with scorn at
Federal's venture and totally ignored that there was potential
classes of users for the type of service provided by Federal.
This was a first error: Emery did not see the opportunity,
and stayed in existing mature business. Meanwhile, Federal's
revenues were building up and in 1976, Federal posted its
first profit, $3.5 million, at that stage. Emery admitted
the fait accompli and decided to react to the innovative

segments. It did so without an understanding of the product
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or the market needs. Emery's strategy was to make every
user of Federal Express service aware that Emery had been
the leader in the air freight forwarding business for ages
and that there was no reason to choose Federal. Clearly
Emery had not understood the product and a fortiori the users.
Emery advertized heavily in attacking Federal services on
their ground which proved worthless as expected: Emery revenues
did not increase while Federal was growing at rates of 507
per year.

Finally Emery decided to launch a service very similar
to Federal's but they focused on the product itself, and
not on the users. Their advertisements focused on Emery's
name, its newly acquired fleet of trucks, and it higher service
quality. This wrong focus translated in disappointing results
in business where Federal was still growing at 207 yearly.
Emery had the right product but the wrong marketing strategy.
Emery did not know in which business it was in. The problem
remained until the early 80s when Emery's chairman, John
C. Emery, conceded the importance of understanding the market
and gave the priority to marketing. Reportedly he said

[We are looking] for a strong marketing-oriented

guy to head up the domestic business. We are turning

this into a selling organization. [John C. Emery,

after Business Week, 1983]

At the same time, Emery launched new products such as Urgent
Letter and international services. By a clear understanding
and targeting of the user segments for those products they

quickly enjoyed revenues on these services, but they had
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missed the big start ten years before, letting Federal carve
its leadership position.

Emery's example shows two things: first, a clear under-
standing of the different user segments is necessary at the
beginning, therefore advocating for a user focus action;
second, that the proposed strategy is applicable for any
new or growing product segment of the innovative industry,
such as overnight delivery of documents and international
service. This Tatter point is confirmed by the recent strategies
of UPS and Purolator.

In 1982, UPS decided to enter the still growing market
of overnight delivery of small packages below 50 1bs. Its
first marketing action was to target the former regular users
of UPS's non priority service for 24 domestic cities among
the big metropolitan areas. Such a precise action was the
outcome of an extensive market survey undertaken before the
product was launched. It was a perfect example of user fccus
strategy. Then, as revenues for the product increased, UPS
started shifting its emphasis to the product with the intro-
duction of a similar service for packages up to 70 1bs.

A similar strategy is currently followed by Purolator
for its previously unfocused services and its new products:
During 1984, the "Year of Transition," a great
deal of emphasis was placed on marketing support
for our decision to direct most of our resources
toward expanding our participation in the small
package delivery business. Extensive consumer
research was undertaken to identify specific market

segments and a program of direct mail marketing
was developed for implementation in 1985. We identified
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profitable market conditions and we are improving

our basic service and product lines to take advantage

of the opportunities.[Purolater Courier, Annual

Report, 1984]

A1l these examples are satisfactory for the proposed
strategy which could be generalized to other innovative indus-

tries.

5.3 Generalization

The proposed strategy should be generalizable to other
innovative industries or innovative segments of existing
industries. In effect, it is self consistent and does not
rely on assumptions unique to the particular industry we
studied, except for the last part of the strategy, differ-
entiation; It was peculiar to the package/delivery industry
that differentiation strategies encompassed cost leadership.
In effect service quality was directly linked to cost and
price. This may not be so in other industries. Generally,
quality differentiation may not be congruent with cost leader-
ship. This leads to a reformulation of the strategy for
a company moving in an innovative industry as follows: first
target the users for a defined new product; then as the innovative
industry grows, focus on products; and as the industry matures,
differentiate the products or be a cost leader. The generalized

strategy is illustrated in Figure 6.3.



115

Figure 6.3: Generalized Strategy

INDUSTRY
REVENUES
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Cost leadership

TIME
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segments
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6.4 Implementation

The proposed strategy can be worthless if it fails to
be correctly implemented. This section reviews the
conditions necessary to the successful use of the strategy.
The first condition is to know what is the product the company
js selling. This might look obvious, but it is actually
the most difficult question faced by an innovator. In effect,
there are hundreds of ways to define the product or the service
depending on the level of aggregation. For instance, one
could say Federal Express was in the business of shipping
small packages overnight, door-to-door with planes and trucks.
But a broader definition of the business as the convenient
delivery of anything from goods to information. The difficulty
in defining the product is to avoid marketing myopia. Levitt
has described the problem: "[many] dindustries have
been and are now endangering their futures by improperly
defining their purposes " (Levitt, 1975). A good understanding
of the purpose of the industry i.e. of the product around
which it is organized, can be obtained by looking at the
future and guessing at the latent customer needs. One method
which is increasingly used is the focus group method whereby
a group of individuals sit together and brainstorm about
the product concept under the guidance of an experienced
mediator. According to Sigafoos (1984) such a method has

been used by Federal Express in its early stages of development.
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A second necessary condition for a successful imple-
mentation is for the company to know where it is going.
Once the product has been defined, there must be a strong
determination to grow by térgeting the relevant market segments
and to continue to innovate. The latter point might also
seem obvious but the temptation is great in an expanding
segment to stick to the few existing products and enjoy the
revenues generated by their developing market. However,
this dooms the company to be stuck in a soon-to-mature segment
where it might be endangered by more powerful outside competitors
or by substitutes. Staying in the maturing segment of the
industry would be the clear expression of marketing myopia.
Innnovation, rather, is part of the original understanding
of the industry and should be demonstrated in the product
focus phase. The question is then as to where the vision
of the market and the determination to innovate come from.
The answer is that it must come from a visionary and determined
leader is who necessary for the innovative company to grow
and innovate actively. The vision may be wrong and this
is its risk, but there i:c certainly no success without a
vision at the start. Yet vision is not enough: the leader
must also have a strong will to implement the vision and
actively direct the company into new segments. Levitt mentions:

No organization can achieve greatness without a

vigorous leader who 1s driven onward by his own

personal will to succeed. He has to have a vision

of grandeur, a vision that can produce eager follow-

ers in vast numbers, In business, the followers
are the customers. [Levitt, 1975]
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Frederick Smith the creator of Federal Express, had
that kind of vision of grandeur. He declared retrospectively,

Steamboats and trains were the logistics arm of
the Industrial Revolution's first stage, trucks
became a good logistics arm later, and still are
because of their flexibility. But moving the parts
and pieces to support the Electronic Age requires
very fast transportation over long distances.
1 became convinced that a different type of system
was to be a major part of the national economy.
[from Nation's Business]

Had Smith envisioned he would go into transmission of informa-
tion? Perhaps not at that time, but one cannot help admire
his extraordinary growing vision of the market.
A visionary and strong leader makes the whole organi-
zation believe in what it does and move actively in the market.
This is a necessary condition to the correct implementation
of the strategy, which can be compared to Peters and Waterman's
(1982) principle number one for excellent management: bias
for action.
I believe these conditions, vision of the market, strong
leadership and bias for action are the two fundamental components

for a successful implementation of the proposed strategy.
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APPENDIX A: Companies market share

Market shares, by type of product, in percent, based on revenues in 1982,

of the integrated carriers in the United States(Source: de Neufville and

Jacques)
Type ot market

Company next morning next day next or second day

less than over

350 miles 350 miles
Purolator 56 7 - -
Federal Express 26 58 21 -
UPS - - 21 31
USPS 10 8 59 69
Airborne 3 n - -
Emery 3 10 - -

Misc. 1 6 - -
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Domestic Overnight delivery of document and package 1984 Revenues and Market
Shares for the integrated carriers (Source: Business Week, December 17,

1984.)

Company Revenues Share
($ million) (percent)
Federal Express 1,720 43
UPS 675 17
Purolator 590 15
USPS 500 13
Airborne 305 8
Emery 175 4

Total 3,965 100

e = —
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APPENDIX B: Hauser's defensive strategies

Perceptual mapping is useful to represent "attacks"

and "defensives" between companies in terms of power and

service. A company can attack an existing company either

by increasing service or ‘reducing price. Three of Hauser's

findings are of practical interest and are reproduced here,

adapted for our situation.

1)

2)

3)

If the taste distribution is uniform and the competitor

attacks on service, then at the margin:

a) profits are increasing for improvments "away from
the attack" i.e. by lowering price.

b) under certain conditions, profits are increasing
for improvements "toward the attack" i.e. by improving

service quality.

90°
If the market size j .M(O()do( does not increase
dramatically as the rézi?t of the new competition, the
best advertising strategy includes decreasing the budget

for awareness advertising.

If consumer tastes are uniformly distributed and the
competitor attacks on service, then, at the margin,
a) profits are increasing in repositioning advertising

spending along the defender's strengths, i.e. price.
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b) under certain conditions, profits are increasing
in repositioning advertising spending along the

attacker's strength, i.e. service quality.
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