Product Management

The product life-cycle

As a product moves through its life-cycle, the strategies relating to competition, promotion, distribution, pricing and market information must be periodically examined and possibly changed. By understanding the typical life-cycle pattern, marketers are better able to maintain profitable products and drop unprofitable ones.
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Introduction stage

When first introduced on to the market, a product’s sales growth is typically low and losses may be incurred because of heavy development costs and the necessary promotional costs to create awareness of the product. One or few firms sell the product making distribution patchy; unit costs are high due to low output; prices are generally high to try to recoup some of the development costs. For example, pocket calculators, VCR’s and mobile phones were all very expensive when first launched. Companies will be monitoring the speed of product adoption and if disappointing may terminate the product at this stage (in the food and drinks industry 80% of all new products fail). 

Growth

This stage is characterised by a period of faster sales and profit growth. Sales growth is fuelled by rapid market acceptance and, for many products, repeat purchasing. Distribution is wider, and the product may become differentiated through new features and benefits. As production increases, unit costs fall.  While demand is strong, prices may remain high or fall only slightly. Profits may begin to decline towards the latter stages of growth as new rivals enter the market attracted by the twin magnets of fast sales growth and high profit potential. The personal computer market is an example of this during the 1980’s when sales growth was mirrored by a vast increase in competitors. The end of the growth period is often associated with competitive shake-out whereby weaker suppliers cease production.

Maturity
Eventually sales peak and flatten as saturation occurs, hastening competitive shake-out. The survivors battle for market share by product improvements, advertising and sales promotional offers, dealer discount, and price cutting; the result is a strain on profit margins particularly for follower brands. Most price-insensitive buyers have now bought so price becomes a weapon, then advertising, quality and service. The need for effective brand building is acutely recognised during maturity as brand leaders are in the strongest position to resist the pressure on profit margins.

Decline

Sales and profits fall during the decline stage as new technology or changes in consumer tastes work to reduce demand for the product. Firms may reduce the product line and retain only profitable distribution outlets. Suppliers may decide to cease production completely or promotional budgets may be slashed as suppliers seek to maintain profit margins.

Some strategies to extend the PLC

· Promote more frequent use of the product

· Find new markets for the product, e.g. exporting

· Find new uses for the product, e.g. baking soda 

· Price the brand below the market, e.g. Puma, Timex

· Develop new distribution channels, e.g. the internet

· Add new ingredients, e.g. bleach in washing powders

· Make a dramatic new guarantee, e.g. trade-ins, discounts

________________________________________________________________________

Student activity

Where do you consider the following products to be in their PLC?

(i) 
Mobile telephones


(vi)
Mortgages

(ii) 
Baked beans



(vii)
Pens and pencils

(iii) 
Digital satellite television

(viii)
Car alarms

(iv) Cigarettes



(ix)
Organic fruit and vegetables

(v) Carbon paper

________________________________________________________________________

Managing the product portfolio (mix)

Maintaining a balance between well-established and new products, between cash-making and cash-using and between growing and declining products is very important.

Boston Consulting Group (growth-share) matrix (BCG)

	STARS
	PROBLEM CHILDREN

	Build sales and/or market share

Invest to maintain/increase leadership position

Repel competitive challenges
	Build selectively

Focus on defendable niche where dominance can be achieved

Harvest or divest the rest

	CASH COWS
	DOGS

	Hold sales and/or market share

Defend position

Use excess cash to support stars, selected problem children and new product development
	Harvest or

Divest or

Focus on defendable niche
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The Boston Consulting Group argued that cash flow is dependent on the box in which a product falls.

Stars are likely to be profitable because they have a high market share but require substantial investment to finance high growth (e.g. new production facilities) and to meet competitive challenges. These are the cash cows of the future and need to be protected.

Problem children are products in high growth markets (which cause a drain on cashflow) but are low share products. Consequently, they may not be profitable. The company faces a fundamental choice: to increase investment (build) to attempt to turn the problem child into a star, or to withdraw support by either harvesting (raising price while lowering marketing expenditure) or divesting (dropping or selling it). In a few cases, a third option may be viable: to find a small market segment (niche) where dominance can be achieved.

Cash cows have a high market share in mature (low growth) markets. High market share leads to high profitability and low market growth means that investment in new production facilities is minimal. This leads to a large positive cash flow. The excess cash that is generated should be used to fund stars, problem children and R & D.

Dogs also operate in low growth markets but have low market share. Most dogs produce low or negative cash flows. Relating their position to the product life-cycle, they are in mature or declining markets.
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