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BARRIERS IN STRATEGIC MARKETING: REVIEW, PROPOSITIONS, AND IMPLICATIONS Chandan DeSarkar, Union College ABSTRACT Despite the developments in Industrial Organization (I0) economics, and Strategic Management literature, recognition of barriers from a Strategic Marketing perspective are notably absent. This paper develops a typology of barriers, reviews the conceptual underpinnings from extant research develop propositions and present an integrative classification of barriers with their marketing implications. INTRODUCTION Marketing strategy and its effective implementation are major determinants of market performance in a dynamic market environment characterized by fierce global competition. In turn, barriers have been used as both strategic and tactical weapons both in marketing and military warfare. First conceptualized by Bain (1956) in Industrial Organization (IO) Economics, entry barriers assume tremendous strategic importance both for existing as well as prospective new entrants. Existing firms within an industry group try to preempt possible competition from prospective new entrants by erecting entry barriers. Barriers exert a discouraging element to the likelihood, scope and speed with which new entrants can penetrate the market (Shepherd 1979). In the same vein, prospective entrants try to work around entry barriers in their attempt to enter a new venture through selective allocation of skills and resources and other strategies such as acquisitions, leapfrogging strategies. Strategic management has since extended entry barriers to embrace the concepts of exit and mobility barriers, to signify deterrence in inter-strategic group shifts in light of the recognition of strategic groups within industries (Porter and Caves 1977). Barriers also arise during divestment decisions from a declining or unattractive industry group. A TYPOLOGY OF BARRIERS Typically firms enter an industry through the fringe or outer boundary of the industry. As competitive forces grow over time, the firm faces mobility barriers into attractive strategic groups. In the decline phase of the industry product-market, the firm may face exit barriers on its way to divestment. Figure 1 (omitted) depicts a typical orientation of barriers within an industry. However, firms have been known to overcome these barriers with appropriate strategic postures. For example, Honda entered the US auto market with small cars and has, over time, successfully changed its strategic group membership into the core of the US Auto market. ENTRY BARRIERS Entry barriers are forces that deter potential competitor firms from entering the fringe of the industry. A concentrated group of established firms cultivates these barrier forces in order to insulate the industry from new entrants. Bain classifies three major entry barriers as economies of scale, product differentiation, and absolute cost advantages (Bain 1956). Prior Research Since Bain (1956) barriers research have come a long way in economics, management and law (Gruca and Sudarshan 1995). Market entry barriers impact strategy (Ramanujam and Venkatraman 1984), which in turn blocks market entry
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(Shepherd 1979). The higher the barriers to entry, the higher the profit levels of firms within that industry were (Caves and Porter 1977). Based on in-depth analysis, Porter (1980) classifies entry barriers as product differentiation, cost advantages, capital requirements, customer switching costs, distribution channels access, and Government policy. These barriers were tested with regard to their importance in consumer goods markets and industrial goods markets. Cost advantage, capital requirements, and product differentiation were ranked respectively as first, second and third in terms of their importance (Karakaya and Stahl 1989). Cost advantages, customerswitching costs, and government policies were found to be more important in the case of early entry into industrial goods markets than consumer goods markets. Gruca and Sudarshan (1995) looked at the heirarchy of strategies firms typically use to create entry barriers and the competitive environments in which they were likely to succeed. Product Differentiation One of the predominant sources of entry barriers is integrated product differentiation (Bain 1956; Comanor and Wilson 1974; Gruca and Sudarshan 1995; Karakaya and Stahl 1989; Porter 1985; Schmalensee 1978; Williamson 1963) through high advertising intensity, sales promotion, blocked distribution channels and erecting switching costs. The major qualifier, however, is the scale economies achieved in advertising by established firms in industries as well as demand advantages accruing due to past advertising (Spence 1980). Product differentiation can affect the industry in two ways. First it can be the predominant competitive weapon in the existing competition within an industry where established firms try to achieve their target market shares through advertising warfare. The fiercely competitive Cola wars between Coke and Pepsi, AT&T, MCI and Sprint, as well as between Internet Explorer and Netscape Navigator in the Web Browser market can be cited as appropriate examples. Second, the effect on the condition of entry will take the form of placing the potential entrant at a price disadvantage. This effect can be evaluated by a single quantitative measure, which is the minimal net price-plus-selling cost disadvantage faced by the new entrant per unit of output due to creation of brand loyalty through advertising. In line with Bain's theory, Comanor and Wilson (1967) performed an empirical analysis on forty-one consumer industries to investigate the role of advertising in maximizing profits and market power. They contended that high levels of advertising in an industry are indicative of product differentiation and the extent of product differentiation is directly proportional to the level of advertising. In other words, high levels of advertising imply high levels of product differentiation, and therefore, high entry barriers. Research Propositions Since the guiding paradigm in marketing is to meet the consumer needs better than the competition, barriers do occupy a significant dimension and needs to be examined from a marketing perspective. Figure 2 illustrates some of the strategies proposed. Figure 2 Strategies to Overcome Entry Barriers =========================================================================== Entry Barriers -----------------------------
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The higher price elasticity of demand points toward price conscious market segments, which in turn increases the height of entry barriers for new entrants. The incumbents can lower the price of existing products to such a level as to make it extremely unattractive for new entrants both in terms of current and future profits. One of the possible avenues for the new entrant is to pursue a wide spectrum strategy, where the several segments of the market are aggregated. The objective is to increase the scale of operations to achieve a cost advantage. An example is that of unisex perfumes currently offered in the market. EXIT BARRIERS Exit barriers are forces that work against divestment decisions of firms. According to Harrigan and Porter (1983, p. 113), "these barriers can be insurmountable even when a company is earning subnormal returns on its investment". These forces arise from the industry environment strategy, and the firm's decision making process. Porter classifies exit barriers into three major categories: structural, corporate and managerial exit barriers. Prior Research The attractiveness of an industry, product-market or segment as a strategic investment opportunity varies directly with the profit-potential of the market and the firm's ability to exploit it (Weitz 1985). Profit potential depends on a number of structural factors including demand and supply characteristics. Should these factors turn out to be unfavorable, thereby rendering the industry unattractive, exit or divestment from the industry may be thought of as an appropriate strategic option. However, conditions prevail within and across industries in which certain barriers work against exit decisions in such a manner that the concerned firms are compelled to maintain their status quo in unprofitable businesses. These barriers are called exit barriers. Porter (1976) posits that exit barriers arise from the industry environment strategy, and decision making process of the firm and classifies them into three broad categories: structural (or economic) exit barriers, corporate strategy exit barriers, and managerial exit barriers. The technology and the fixed and working capital (investment) of the firm characterize structural exit barriers. They are specific of firms operating in declining industries even though they earn very low returns or operate below the cost of capital. The predominant source of structural exit barriers is the investment in assets by the firms. Studies by Porter (1976), Harrigan and Porter (1978), and Harrigan (1979) indicate that when there is a poor resale market for the assets of a firm, or the firm itself, exit may be difficult to achieve. This may be attributed in part to substantial past investments the firm may have made to erect entry barriers for potential entrants; these later may constitute exit barriers to the firm. Corporate strategy exit barriers stem from the strategic choices of firms within an industry. The corporate profile of the firm may be such as to compel the firm to operate within the industry, even though it earns subnormal rates of return. Porter (1976) attributes the major source of this type of exit barrier to interrelationships among sister companies. He proposes that the more complementary, or linked, the companies are within the firm, the lesser will it be economical to exit from the given industry. Managerial exit barriers, on the other hand, develop from the firm's decisionmaking policy or process. Porter (1976) classifies managerial exit barriers into two types: information-related barriers and conflicting goals related barriers. The first depicts those situations in which the firm may not be
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aware of subnormal returns due to lack of proper management information systems. The second develops from conflicting goals arising out of organizational and interpersonal factors. For example, managers tend to develop commitment and pride in the industry in which they operate, and may at a later date be reluctant to exit in spite of unfavorable industry conditions. Research Propositions From a marketing perspective, the following propositions are made: P5: The higher the consumers identify the product with the perceptual image of the firm, the higher the exit barriers for the firm. Consumer perceptions can create high exit barriers for the firm. For example, IBM deals with business machines. This industry is characterized by rapid advancement in technology and as such typewriters are being replaced by word processors. But even today, IBM produces typewriters. P6: The greater the shared distribution channels across the business units of the firm, the higher the exit barrier for the exit candidate. The complementary nature and interdependence of sister SBUs create exit barriers for an unprofitable SBU. P7: The closer the shared promotion of existing SBUs, the higher the exit barriers for the exit candidate. Oftentimes, a firm is reluctant to divest a business despite less than marginal profit because of the consumer perception they have created through shared promotion. P8: The higher the level of intra-company purchasing, the higher the exit barriers. In vertically integrated companies, higher level of intra-company purchasing leads to exit barriers although the candidate may be earning subnormal profits. P9: The higher the level of sunk costs for a company, the higher the level of exit barriers. The complementary nature of related businesses within the firm might dissuade the candidate despite the high level of sunk costs. Managers may try to recover the sunk costs from other businesses or use the candidate as a tax shelter. MOBILITY BARRIERS Mobility barriers are structural factors, which serve to deter shifts in strategic positions of firms within an industry. A logical extension of the concept of entry barriers, mobility barriers came into being as a direct consequence of intra-industry heterogeneity. They encompass both entry and inter-group shift barriers in the intra-industry context. Porter and Caves 1977, p.241) suggest that entry barriers generalize into mobility barriers when it comes to interstrategic group shifts. Strategic Groups Closely associated with the concept of mobility barriers is the concept of



http://www.sbaer.uca.edu/research/1998/SMA/98sma170.txt



5/6/2004



Page 6 of 9



strategic groups. As Newman (1976) comments, "The concept of strategic groups turns on inter-firm differences perceived by the participants in a market themselves as well as by objective observers". Porter and Caves (1977) noted not only heterogeneity within industries, but also some underlying patterns. They found that some firms within the industry tend to resemble one another more closely than others in more than one aspect. Thereby they contended that firms within an industry could be categorized into clusters or groups with each group differing from another in one or more dimensions. These clusters or groups of firms came to be known as strategic groups. Every firm competes within an industry based on certain strategic dimensions. It is the similarity in these strategic dimensions that pool a number of firms within a strategic group. These dimensions vary considerably from industry to industry. Thus there can be considerable variance in the definition of strategic group from one industry to another. At the minimum, these dimensions are business scope and resource commitment. Prior Research The concepts of entry barriers and exit barriers have been extrapolated to formulate the concept of mobility barriers (Porter and Caves 1977) in light of the development of strategic groups (Hunt 1972). As Porter and Caves (1977, p. 216) note, "The concept of strategic groups allows us to systematically integrate differences in the skills and resources of an industry's member firms and their consequent strategic choices..." Strategic groups thus imply differences within member firms in an industry in terms of choice of markets, technologies, and scales of activity. With the presence of strategic groups, entry barriers become partly specific to these groups. For example, when one group of firms in an industry advertises nationally and the other sells unadvertised goods at low price, members of the latter group may face barriers in entering the former. Thus mobility barriers distribute different competitive advantages to various strategic groups. A number of studies have been carried out on strategic groups, but mobility barriers were not given emphasis. Although an extensive investigation on the nature or mobility barriers and their effect on performance and competition are non-existent in the literature, three types of mobility barriers have been documented. They are said to have risen from (1) market-related strategies, (2) industry supply characteristics, and (3) characteristics of firms (McGee and Thomas 1986). Research Propositions From a marketing perspective, the following propositions are made: P10: The more differentiated the products of a strategic group are in the perceptual map of the consumers, the higher the mobility barriers for the potential entrant into that strategic group. High level of product strategic group. For North America because the auto industry and



differentiation raises the mobility barriers into that example, Yugo had to finally retrench its operation in of high level of product differentiation prevalent in its inability to match up to the industry standard.



P11: The higher the brand loyalties of the products of a strategic group, the higher are the mobility barriers for potential entrants into that strategic group.
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High level of brand loyalty breeds mobility barriers. For example, colognes and perfumes, designer watches and clothes, cosmetics, cigarettes, coffees are examples strategic groups with high brand loyalty products. P12: The higher the advertising commitments of a particular strategic group, the higher are the mobility barriers for potential entrants into that strategic group. A strategic group high amount of advertising commitment raises the mobility barrier into that strategic group. A classic example is that of Cola wars through advertising between Coke and Pepsi. P13: The higher the middlemen margins of a particular strategic group, the higher are the mobility barriers for potential entrants into that particular strategic group. Blocking channels through high level of middlemen margins and incentives can also raise mobility barriers. For example, the display shelves in the grocery stores for cereals are allocated according to historic market share. Also in the early of days of personal computers marketing, retailers were reluctant to carry products from clone manufacturers, until mail order innovation in distribution channels came through. AN INTEGRATIVE CLASSIFICATION OF BARRIERS Barriers serve as important competitive forces for offense as well as defense. However, it may be worthwhile to envisage the interaction of barriers within the framework of the product life cycle and the growth-share matrix concept. A firm may choose to enter a product-market through product development, market development, diversification, and acquisition or export expansion. Based on the entry mode and the market structure prevalent at that time, the firm faces varying degrees of entry barriers into the problem children category. At the growth phase of the product life cycle, when competitive forces are at the peak, the firm faces mobility barriers into attractive strategic groups in the star category. At the decline phase of the product life cycle, the firm may have to contend with exit barriers of different magnitude based on investment allocated to erect entry barriers, and mobility barriers, proximity to core business, interrelationships and synergy within strategic business units. Table 1 Barriers in the Marketing Mix =========================================================================== Barriers Product Price Place Promotion --------------------------------------------------------------------------Entry Product Price Blocked Advertising Barriers Differentiation Elasticity Channels Brand Loyalty



Cost Structure



Access to Distribution



Selling Expenses



Switching Cost Economies of Push Money Brand Equity Brand Insistence Scale --------------------------------------------------------------------------Mobility High Product Price Blocked Advertising Barriers Differentation Positioning Channels Selling Expenses
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Brand Loyalty



Economies of Scale



Access to Distribution



Brand Equity



Consumer Perception



Price Margins Perception --------------------------------------------------------------------------Exit Specialized Sunk Costs Shared Shared Barriers Inventory Distribution Promotion Investment Price/Cost Channels Brand Name



Transfer Pricing =========================================================================== Discussion and implications From a marketing perspective, barriers stand as dominant competitive forces to reckon with. For the potential entrant, a careful analysis of barriers cannot be underestimated. Table 1 provides an integrative classification of barriers with respect to marketing mix elements. The potential entrant has to find ways and means to work around the marketing barriers. A few general guidelines to deal with barriers are listed below: In an industry product-market where brand discrimination, product differentiation are high, the entrant may enter the market either through acquisition of an existing brand, or by finding an unfulfilled market niche or through creating a new need and fulfilling it. For example, in the air freshener industry several new innovations have lately entered the market. They are glade potteries, air-wick, and plug-ins. If the product-market is characterized by high advertising economies of scale, then the firm concentrates its attention on smaller geographic area of the market or focus on a special need within the small market. For example, Jolt colas have been successful in the mid-west despite the huge sums of advertising budget expended by Coke and Pepsi. If a product-market is characterized by high economies of scale, it is advisable to focus on a small geographic area and an otherwise not-soattractive segment. For example, Topol and Sensodyne toothpaste focus on special segments of the market, not so attractive to Crest or Colgate. However, when Arm & Hammer entered the market with baking soda toothpaste, there was immediate retaliation from Colgate with "better tasting" baking soda toothpaste. Even Crest is test marketing its baking soda brand of toothpaste in Arizona. If the product category falls in the high involvement continuum of consumer decision making, then the entrant has to develop comparative promotion emphasizing the advantages of its products to its competitors and back it up with money back guarantees. In addition, the entrant may want to build a long lasting relationship with the consumers through newsletters, new product information, or by building an interest group club. Future Directions Although substantial work has been done on entry and exit barriers, more investigation is in order for mobility barriers. Although mobility barriers are a logical extension of entry and exit barriers in the context of strategic groups, it is still necessary to understand the mechanisms of mobility barriers and their effects on competition and performance. A clear understanding of barriers will help the potential new entrants to identify the relative importance of each, and design their strategic postures accordingly. Industry specific studies need to be conducted to acquire a broader knowledge base on which to base strategic decisions.
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