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Ace A began fourth in overall market capitalization and market share with Ace | closely
following. Of the ten products initially in the market, SAMA had the highest unit sales, the largest
market share at 16%, and the largest purchase intention in the Others market at 41.1%. SAMA did
have a lower profit margin than competitors’ products though. SALT, while having a good feature
set and having the second largest purchase intention in the Singles market at 16.8%, had very low
sales of ~31KU, thus incurring a substantial excess inventory holding fee in the initial condition.
The poor performance of SALT was a major contributing factor to our low market capitalization.

Based on the strong SAMA sales, promising purchase intentions of Singles and Others,
and the current price positioning of our existing product portfolio, targeting Singles and Others
appeared to be the best strategic fit for Ace A. We utilized Porter’s Five Forces' to further analyze
the industry and our position. In Markstrat, buyers and competitors have immense strength. Firm
Ace E, O, and U sold premium priced high end products and scored high in customer surveys
amongst the Buffs, Pros, and Hi-Earners segments. Their sales force distribution served the
channels where these segments frequented, whereas our sales force targeted the shopping habits of
Singles and Others. These factors resulted in high entry barriers for Ace A to move into the high
margin space. The closest competitor to our initial position was Ace | who held the highest
purchase intention of Singles at 22.4% for SIBI, and the second highest purchase intention of
Others, at 29.1% for SIRO.? Ace I’s product and price positioning made it most likely to target the
Singles and Others segments. Market forecast studies showed that Others made up the largest
market segment and was expected to grow steadily and the Singles segment was to increase quite
rapidly. The other high margin consumer segments were to only slightly increase or even shrink

during the next five rounds. Thus targeting Singles and Others was the best choice for Ace A.

! porter, Michael. Competitive Strategy. Chapter 1, pg. 5
2 See Exhibit 1for product fit and purchase intentions for Singles and Others
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Drawing from the generic competitive strategies found in Michael Porter’s Competitive
Strategy®, Ace A decided to employ a needs-based positioning strategy* with cost leadership
emphasis that is imperative in a high volume, low margin market. SAMA would continue to fulfill
the needs of the Others segment, while we would improve SALT’s position by adjusting its
characteristics to what Singles desire. These two products were aimed to create strongholds in the
respective segments as described in Hypercompetition.> Due to our initial position and budget,
Ace A lacked the resources we felt was required to be a pioneer in the VVodite market. A later
move into Vodites would allow us to optimally target, with cost in mind, the higher volume Early
Adopters and Follower segments. We predicted that our strong sales force presence in department
stores and mass merchandise stores would be well positioned to serve our chosen Vodite market
segments.

While the Sonite market began as a more mature and stable market, it evolved into a
hypercompetitive market based in game theory. Fast paced modification and introduction of
brands quickly saturated the market and led to an importance in effective pricing and quality. In
round 2, we were caught off guard by Ace I’s move to cut its price of SIRO, which competed with
SAMA in the Others market, as well as its drastic reduction in price of SIBI. SIBI’s overall market
share improved from 7.3% to 14.8%.° Market research indicated that price was the most important
factor for our target segments in Sonites, and we were slow to keep our prices competitive with
Ace |I. SAMA’s performance did not slip due to its superior product fit, but our presence in the
Singles market quickly deteriorated with SIBI’s price reduction and its better fit to the segment
and the resulting purchase intentions. “Product fit” was a single figure of merit that we created

which allowed us to judge with Semantic Scales how closely a product matches a segment’s

® Chapter 2, pages 35-37

* Porter, Michael. “What is Strategy?” Harvard Business Review, November-December 1996. Pg. 66
® D’ Aveni, R. Hypercompetition, The Free Press, 1994, Introduction, pages 15-16.

® See Exhibit 2 for market share information for both Sonite and Vodite brands.
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ideal.” The absence of improvement of the brand portfolio for Ace A resulted in our stock price
dropping to $665 and leaving us 5" in market capitalization.®

In response to Ace I’s actions, we invested R&D to improve products for both segments to
launch in round 3. We kept the SAMA brand name due to strong brand awareness and purchase
intentions, but we chose to launch the improved Singles product under the new brand, SABR®.
The product fit of SALT lagged 25% behind SIBI, and we believed a new brand would not carry
the mental baggage of an old, poorly positioned product. Despite a $2.64M advertising budget to
launch SABR and a strong product fit for Singles, low brand awareness hindered SABR sales
while the purchase intentions were slower to increase than expected. The improved SAMA,
however, surprised us with unit sales increasing by 200% over rounds 3 and 4, maxing out
production for both rounds and unfortunately leaving money on the table. The new products
reversed the downward trend of our stock price, improving it 15% to $769.

Ace | responded to our changes in round 4 with an upgrade to SIRO, but we were still able
to maintain a strong position in Others. Satisfied with our successful SAMA product and believing
that significant advertising media and research expenditures for SABR would improve its
purchase intentions and market share, we turned to the growing Vodite market, which had existed
as early as round 2 with Ace O’s highly successful VOTE product, which will be discussed
shortly. As our attention shifted, we admittedly lost sight of the trends in the Sonite market. Ace
I’s price reduction, a mere $5 below SAMA, coupled with their improved SIRO product allowed
them to overtake us in the coveted Others segment by Round 5 in purchase intention, rising to
53.7% for SIRO versus only 26.4% for SAMA. Though priced below the improved SIBI, SABR

was slipping badly in market share with sales of a mere 20KU in round 6 from a launch height of

" The details of this metric can be found in Appendix A
8 See Exhibit 3 for stock price index and budget.



43KU due to its decreased product fit. Instead of removing SALT from the market, we decided to
keep it alive due to its purchase intentions and used minimal advertising, sales force focus, and
inventory. In retrospect, this move may have cannibalized our SABR product instead of improving
our overall sales. Additionally, heavy advertising expenditures coupled with a lack of
comprehensive market research kept our net contributions low and restricting our full
implementation of a cost effective strategy. Our initial strategy mindset was not suited for going
tit-for-tat with Ace 1.7 In the Sonite market, it was important to predict our competitors’ behavior,
especially retaliation to our moves in the game theory mindset. Within the game theory
framework™, a production-centric view (typified in the Cola Wars case study') seemed the most
appropriate fit to the MarkStrat industry. By not accurately determining the impact of Firm I’s
potential moves resulted in a loss of both the Others and Singles markets. We often employed
price as a tipping force to improve sales, but with mixed results. Hypercompetition also enhanced
the late decisions, sending us too far behind to catch up and regain market share, especially given
the excellent timing, quality, and now defensible strongholds of Ace I’s products.

The Vodite market was particularly intriguing due to a startling entry into this “blue
ocean”*? by Ace O in just the second round, which led to a monopoly for two rounds that allowed
Ace O to achieve a dominating brand awareness and market share. First follower entries in round
4 into Vodites were VIVA and VULK as well as an expanded Ace O product lineup led to a
saturated Vodite market with nine brands by round 5 when we entered. By then, we simplified our
strategy by solely targeting Followers, and observation of the initial entrants allowed us to better
match the core needs of the Follower’s segment. Ace I's mistake of selling a product that was both

overpriced and weak in the much-valued max frequency allowed us to gain some footing, despite

° See Exhibit 4 for changes in Sonite and Vodite characteristics over time.

19 Brandenburg, A. and Nalebuff, B. “The Right Game: Use Game Theory to Shape Strategy,” HBR, Jul-Aug 1995.
1 yoffie, D. B. “Cola Wars Continue: Coke and Pepsi in 2006” Harvard Business School, 9-706-447, Apr. 3, 2007.
2 Kim, W. C. and Mauborgne, R. “Blue Ocean Strategy,” HBR, Oct. 2004.
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our late entrance. The crowded field resulted in Ace A falling short of predicted sales, incurring
significant inventory fees. R&D into VAIL to improve its product fit and reduce base cost allowed
us to match the sales and purchase intentions of Ace | by the sixth round, but it involved a painful
disposal fee of $2.5M due to excess outdated inventory.

We have left the new management team with a very good product for Followers that has
much growth potential in the Vodite market, with one of the lowest base costs. Regaining shares
in the Others market through improvement of SAMA is recommended, but costly attempts to re-
engage with the Singles market has thus far proven fruitless. We spent $1.25M on R&D as a final
attempt to rectify our flagging Singles sales, but low production levels resulted in a very high unit
transfer cost that would not be feasible in the market and our current perception. This R&D project
was subsequently shelved.

We have learned a significant amount through the seven rounds, which can help the new
management team in the Sonite and Vodite markets. First, we suggest pulling the SABR and
SALT products and focus solely on regaining market dominance in the Others segment. It has
proven long and difficult to introduce a new product into any market. Consequently, given our
budget and stock price, we feel it is imperative to focus on what we have that could potentially do
well, namely SAMA. Secondly, in the new ever-growing market of Vodites, it is important to
maintain innovation. While the Sonite market is more stable, we saw innovation was the key
tomaintaining shares, which Firm | did very effectively. The PVAMP improvement to VAIL is
ready to launch, and we feel good about its strategic placement for Followers. Finally, though it is
tempting to spend money in R&D or advertising like we did, comprehensive market research
should be purchased each round in order to optimize spending and seeing competitor moves.

Ace A has had a rocky history in a brutally competitive industry. But re-focusing the

company towards simpler, realizable goals, we feel that we can become a major player yet again.
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Exhibit 1: Product Fit Analysis for Sonites & Vodites
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Exhibit 27 Market Share Evolution

A. Market Shares in Sonite Market i Product Level
s SAM A e SALT SABR SIRO  ==—SIBI
30%
25%
20%
15%
1 10%
1 5%
L | | X ———— —_—— — ] 0%
0 1 2 3 4 5 6
Round
B. Market Shares in Vodite market i Company Level
— 100%
e |
e ()
—
—] 10%
— [\
\ ) ] /< 1%

Round

Market Share

Market Share (log scale)



Exhibit 3: Stock Price Index & Budget
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Exhibit 4: Characteristics of Sonite & VVodite Brands

Round 07 Sonites

- Retail
Firm Brand Modified Weight | Design | Volume Max Power Base Cost Price
or New? Freq ($)
($)
A SAMA No 18 5 70 15 10 92 260
SALT No 15 4 35 20 30 117 420
E SEMI No 13 7 40 40 75 194 495
SELF No 15 4 40 45 90 214 550
I SIRO No 20 3 70 10 12 51 210
SIBI No 19 8 60 15 20 97 340
o] SOLD No 13 7 45 30 75 184 510
SONO No 17 4 90 48 95 189 395
u SUSI No 18 3 75 25 12 71 225
SULI No 14 7 50 35 70 194 520
Round 171 Sonites
- Retail
Firm Brand Modified Weight | Design | Volume Max Power Base Cost Price
or New? Freq (S)
($)
A SAMA No 18 5 70 15 10 94 260
SALT No 15 4 35 20 30 119 360
E SEMI No 13 7 40 40 75 198 495
SELF No 15 4 40 45 90 218 535
| SIRO No 20 3 70 10 12 52 210
SIBI No 19 8 60 15 20 99 325
o] SOLD No 13 7 45 30 75 188 510
SONO No 17 4 90 48 95 193 475
u SUSI No 18 3 75 25 12 72 200
SULI No 14 7 50 35 70 198 505
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Round 27 Sonites

- Retail
Firm Brand Modified Weight | Design | Volume Max Power Base Cost Price
or New? Freq ($)
($)
A SAMA No 18 5 70 15 10 96 260
SALT Modified 15 6 35 20 30 114 360
E SEMI No 13 7 40 40 75 202 495
SELF No 15 4 40 45 90 222 535
I SIRO Modified 20 4 70 20 15 61 199
SIBI Modified 18 8 60 25 30 99 310
0] SOLD No 13 7 45 30 75 192 475
SONO No 17 4 90 48 95 197 347
SOAP New 13 7 45 30 75 192 467
U SUSI Modified 18 6 70 25 15 74 225
SULI No 14 7 50 35 70 202 495
Round 31 Sonites
- Retail
Firm Brand Modified Weight | Design | Volume Max Power Base Cost Price
or New? Freq (S)
($)
A SAMA | Modified 17 6 85 20 30 94 200
SALT No 15 6 35 20 30 116 310
SABR New 18 5 70 30 40 98 290
E SEMI No 13 7 40 40 75 206 485
SELF No 15 4 40 45 90 226 490
SEAL New 18 9 70 20 72 138 460
| SIRO Modified 20 4 70 15 25 70 207
SIBI Modified 18 8 60 25 45 114 322
0] SOLD No 13 7 45 30 75 196 463
SONO Modified 13 7 45 30 75 196 347
SOAP No 13 7 45 30 75 196 475
U SUSI Modified 18 6 80 19 25 78 240
SULI No 14 7 50 35 70 206 490
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Round 47 Sonites

ip Retail
Firm Brand Modified Weight | Design | Volume Max Power Base Cost Price
or New? Freq ($)
($)
A SAMA No 17 6 85 20 30 98 204
SALT Modified 18 5 70 30 40 102 300
SABR No 18 5 70 30 40 102 300
E SEMI No 13 7 40 40 75 214 485
SEND New 12 6 65 50 25 97 327
SELF No 15 4 40 45 90 235 490
I SIRO Modified 18 8 60 25 30 105 207
SIBI Modified 18 8 60 25 55 141 305
0] SOLD Modified 16 9 100 45 53 130 463
SONO No 13 7 45 30 75 204 250
SOAP No 13 7 45 30 75 204 492
u SUSI No 18 6 80 19 25 81 220
SuLl No 14 7 50 35 70 214 430
Round 51 Sonites
ip Retail
Firm Brand Modified Weight | Design | Volume Max Power Base Cost Price
or New? Freq ($)
($)
A SAMA | Costimp 17 6 85 20 30 82 195
SALT No 18 5 70 30 40 106 280
SABR No 18 5 70 30 40 106 280
E SEMI No 13 7 40 40 75 223 485
SELF No 15 4 40 45 90 244 480
SEAT New 20 8 65 15 72 163 390
SEXI New 13 7 50 38 70 184 353
I SIRO No 18 8 60 25 30 109 190
SIBI Modified 18 8 60 25 61 157 305
0] SOLD No 16 9 100 45 53 135 445
SONO No 13 7 45 30 75 212 320
SOAP No 13 7 45 30 75 212 510
u SUsI No 18 6 80 19 25 84 200
SuLl No 14 7 50 35 70 223 475
SUSN New 14 7 50 35 70 223 295
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Round 617 Sonites

vpe Retail
Firm Brand Modified Weight | Design | Volume Max Power Base Cost Price
or New? Freq (9)
($)
A SAMA No 17 6 85 20 30 85 173
SALT No 18 5 70 30 40 110 280
SABR No 18 5 70 30 40 110 275
E SEMI No 13 7 40 40 75 232 500
SEAT No 20 8 65 15 72 170 410
SEXI No 13 7 50 38 70 191 388
I SIRO Costimp 18 8 60 25 30 102 190
SIBI Modified 18 8 60 25 70 179 295
0] SILI New 18 8 60 25 70 179 425
SOLD No 16 9 100 45 53 141 439
SONO No 13 7 45 30 75 220 388
u SOAP No 13 7 45 30 75 220 534
SUSI No 18 6 80 19 25 87 200
SULI No 14 7 50 35 70 232 500
Round 21 Vodites
Modified Max Base Cost Retail
. B Di Desi .
Firm rand or New? Autonomy Freq iameter esigh | Weight ($) Price ($)
0] VOTE New 40 10 100 3 100 624 1,350
Round 31 Vodites
. Modified Max . ] ) Base Cost Retail
Firm Brand or New? Autonomy Freq Diameter | Design Weight () Price ($)
0] VOTE No 40 10 100 3 100 636 1,350
Round 41 Vodites
. Modified Max . ] ) Base Cost Retail
Firm Brand or New? Autonomy Freq Diameter | Design Weight ) Price ($)
I VIVA New 20 9 100 3 100 636 1,280
o] VOTE Modified 54 14 60 3 60 424 1,135
VOLE New 62 12 60 5 70 318 803
VOLV New 62 12 60 5 70 318 598
u VULK New 55 14 80 4 60 397 960
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Round 571 Vodites

Firm Brand '::I:)ﬂ:";g Autonomy :’rl :: Diameter | Design | Weight Bas;eS;:ost P::i:a(lls)

A VAIL New 20 12 100 3 100 416 750

E VETO New 50 10 100 4 100 703 1,168

I VIVA Modified 40 11 100 3 100 270 900

0] VOTE No 54 14 60 3 60 441 1,070
VOLE No 62 12 60 5 70 331 790
VOLV Modified 45 11 75 5 70 188 730

U VULK No 55 14 80 4 60 413 940
VUAX New 55 14 80 4 60 413 585
VUOF New 55 14 80 4 60 413 790

Round 61 Vodites

Firm Brand “::S:::g Autonomy ::’rl :: Diameter | Design | Weight Bas;esiost Pﬁiza(l.IS)

A VAIL Modified 48 12 100 5 100 216 725

I VIVA Modified 45 12 100 3 100 216 750

0] VOTE Modified 75 15 50 7 56 288 1,040
VOLE Modified 75 15 50 7 56 288 766
VOLV Modified 55 12 65 7 68 228 740

U VULK Modified 66 15 80 8 60 379 970
VUAX No 55 14 80 4 60 430 745
VUOF | Modified 50 11 80 8 57 352 780
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Appendix A: Product Fit Explanation

Description
“Product fit” is a single value figure of merit based on Semantic Scales data to determine how
closely a product matches a given segment’s ideal characteristics of a product. This value was not

found in the Markstrat program and was formulated by our team using Excel.

The figure of merit uses a sum of products by multiplying the importance rating of each
characteristic by the magnitude of how far the ideal value deviates from the worst extreme. For
instance, if the ideal power value is a 6 on the semantic scale, the deviation is measured from 1,
not 7. Each brand has a sum of products calculated the same way using the brand perception
values for each respective round. These two values are compared against each other by dividing
the brand’s sum by the ideal sum, and then is subtracted from 1 to put the “product fit” figure of
merit on a scale from 0% to 100%. A brand that exactly matches the ideal values of a segment

would achieve a “product fit” of 100%.

It is important to note that the way the figure of merit is calculated, if a brand has a sum of
products equally 0%, it means it has no deviation from the ideal.

Example for SAMA Brand, Round 2

Characteristic Ideal Value Importance SAMA Worst Value
Weight 6.01 1 5.89 1
Design 5.24 3 2.38 1
Volume 5.03 2 4.85 1

Max Frequency 4.47 3 2.35 1
Power 4.32 6 1.62 1

Price 2.97 10 2.55 7

Product for Design: | 5.24 -1 | * 3 =12.72

Sum of Products for the Worst Value: 96.42

Sum of Products for SAMA: 35.82

Comparison on a 0% to 100% scale: 1-(35.82/96.24) = 63%
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