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Long- Term Strategies and Competitive Response

Introduction

The phenomenon under study in this research proposal is whether the presence of long term strategies has an effect on the choice of competitive behavior that a business unit director decides to use in response to a market move undertaken by the main competitor.  Ultimately, this study expects to find that the presence of long-term strategies in a business unit will make cooperative competitive behavior choices by business unit directors more likely.  

It follows thus that the unit of analysis is the business unit director or, specifically, the decision maker.  Competitive behavior has been studied from the perspective of the company and/or the strategic business unit interacting with competitors in the market.  This new perspective proposes to study the phenomenon using the business unit director or decision maker as the unit of analysis.  The reason for this is that the business unit director is ultimately the one who decides on a given course of action based on the available information of the market and the competition. Specifically, presence of long-term strategies such as brand building with components such as perceived quality enhancements, product category growth, or the use of corporate image to endorse products, affects the self-perception of business unit managers and the competition, thus also affecting the decisions it might make when facing the competition’s moves.  

Accordingly, the initial conjecture states that long-term strategies will tend to generate cooperative responses from competitors, and thus, overall profitability, which stresses the importance to study the present subject. On the other side, it is expected that when business units establish their market position based solely on competition through short-term strategies or tactics such as price changes or sales promotions, the type of response that will be likely to occur is a response of a retaliatory nature.  This kind of competitive interaction tends to decrease long-term profitability as it risks reduction of the profit margin between production costs and sale price.  
The relation between competitive response type and profitability has been previously explored, and it has been stated that cooperative responses tend to generate or at least maintain the same level of profitability (Ramaswamy, Gatignon & Reibstein 1994).  This kind of competitive behavior avoids frontal clashes of retaliatory nature, such as price or promotions wars.  Such competitive phenomena tend to increase costs and reduce profit margins, ultimately harming profitability.  

Consequently, the aim of this research is to test through empirical evidence the idea that the presence and use of long-term strategies, specifically brand building, is related with cooperative answers in the market.  Because this research problem is approached from the perspective of the decision maker in a business unit, this leads to the need of two groups of business unit directors to construct an appropriate sample.  This means a group of directors in business units characterized by the existence of long-term strategies mentioned before. On the other hand, a group of directors in business units in which competition takes place mainly through short-term strategies attempts, such as price changes and sales promotions tactics, is also needed for comparison purposes.  
The independent variable, then, is the presence of absence of long-term strategies directed to the building of a strong brand according to the criteria proposed by Aaker (1996).  Their existence can be related, initially, to a high relative market share and as a possible consequence, what will be sought is relative market share obtained through these strategies that generated a cooperative response, and thus, profitability.  In other words when there are long-term strategies involved that are generating cooperative or opportunistic competitive responses, the dependent variable, then there is a greater possibility relative market share is related directly and proportionately with profitability.  The later factor being of utmost importance to the performance measures of business units.  

In order to set the development for this proposal, the literature review for this research is composed by the main areas that construe the proposed model for this study: long term differentiation strategies, specifically the building of strong brands, and competitive response of a strategic business unit.  The last section presents a series of factors which have been considered by other studies on the subject as influential variables in competitive behavior, such as market structure, degree of product technical differentiation, competitive response capacity and cost differential, among others.  
Literature review
Brand Management

The main reason to include long-term differentiation strategies is due in part to the concept of commitment to competitive movements.  This concept suggests that if a firm can convince rivals of its commitment to a specific strategic move or a given course of action, retaliation can be delayed.  If competitors perceive that a business unit is committed to a specific course of action they might become convinced that the business unit will do whatever is needed to maintain this position (Porter 1980, Chen, Smith & Grimm 1992).

A long-term strategy for this study is understood as “a direction, guide or course of action into the future that consists or dictates certain consistency of behavior over time, either deliberate or unrealized.” (Mintzberg, 1994)  The persuasiveness of this commitment to a certain behavior is related to the degree of perceived restriction and irreversibility of the strategy.  This is part of the overall competitive strategy of a business unit, where a long-term strategy involves periods of time over a year, considerable amounts of capital investment, and strategy alignment by the business unit.  During the period of commitment to this strategy, some details or tactics might be fine tuned or changed, but the core actions and assumptions on the environment and involved actors remain stable.  
The construction of a strong brand comprises all activities and processes directed at identifying and establishing a brand positioning and values and the resulting coherent marketing programs that include the matching and integration of marketing activities and brand elements (Keller, 2003).  Brand management was selected as a long-term strategy for two reasons: the image it creates in the minds of consumers and competitors, and the self- perceived image it construes for business unit directors or decision makers.  The construction of a strong brand is based upon its relation to the concept of superior quality, which will be discussed later.  

The construction of a certain image around a brand that holds a group of products or services communicates and strengthens the perception of clients and competitors about the quality offer that positions a strategic business unit in a market over time.  This is equivalent to what Keller (2003) and Kapferer (2004) call the sources of brand equity, although, for this proposal, we will be dealing especially on the brand awareness concept, and brand equity which pertains solely to perceived product quality.  This concept is particularly important in the relationship studied by Buzzell and Gale (1987) as one of the main factors that reinforce the relationship between a large relative market share and high profitability rates.  Furthermore, Keller (2003) argues that customer based brand equity is created when the consumer has a high level of awareness and familiarity with the brand and holds some strong, favorable, and unique brand associations in memory (Keller 2003, p. 67).  Thus, brand image in this case is only related to the creation of this memory in the mind of the consumer through brand awareness.  

Although Keller (2003) and Kapferer (2004) define brand equity in terms of brand image and brand awareness as the sources of brand equity, they also state that the differences in outcome arise from the added value endowed to a product as a result of past marketing activity for the brand.  Aaker (1995), on the other hand, proposes that perceived quality of a brand is one of the fundamental factors of brand equity.  A higher perceived quality allows business units to adopt higher-price policies.  

The afore mentioned research by Buzzel and Gale (1987), mentions two variants of quality in the Profit Impact of Market Strategy (PIMS) studies that analyzed the relationship between relative market share and profitability.  The first is quality perceived by the consumer; the second refers to the compliance with technical standards of quality (Buzzell & Gale 1897).  Each one corresponds to a generic strategy, the first to differentiation through quality and the second, to an efficient cost structure.  The one used in this proposal, because of its correspondence to long-term differentiation strategies, is the perception of superior quality by consumers.  Nevertheless, the second definition of quality, which pertains the technical standards of the products, is also included as part of the variables that have an influence over competitive behavior because it states the degree of product technical differentiation among competing offers in the market.  

According to the findings by Buzzell and Gale (1987) there is no doubt about the relationship between relative perceived quality and profitability.  The benefits that this superiority offers are: stronger customer loyalty, repeated purchases, diminished vulnerability to price wars, lower marketing costs, increases in market share and the ability to increase prices without effects on market share. 


Even when the relation between quality and market share is strong, these factors function separately.  Quality allows price increases, but it has no effect on the cost structure.  While market share propitiates the creation of better cost structures, it has no influence on price.  Anyhow, both are strongly related with profitability (Buzzell & Gale 1987).


Quality is also related with growth through the creation of value for customers, under the premise that quality is “what the client says it is”; that is to say, what is perceived from the product (Rajagopal, 2006).  The role of customer value has been recognized by firms over time as an instrument that can stimulate market share and profit optimization.  Customer value includes broadly psychometric variables like brand name, loyalty, satisfaction and referral opinions.  The new school of business thought and contemporary researchers have emphasized that, in seeking to maximize the lifetime value of customers, a firm must manage customer relationships for the long term (Rajagopal, 2006).  This evaluation is made through comparisons with the main competitor and is closely related to price policies.  A consumer that obtains superior quality at a lower price is obtaining higher value.  What modifies this perception is the relative perceived value of the whole package of goods and services that influence in consumer behavior and thus, competitive success.

The joint effect of quality and market differentiation on profitability shows a special pattern.  Business units with the lowest return rates compete in markets where no differentiation exists, and there are no clear relative advantages or disadvantages in perceived quality.  In markets where performance does differ among competitors, the most successful business units will be the ones that achieve an advantage in perceived quality, while the rest will end up with low quality-related scores (Buzzell & Gale 1987).

The self-perception that business unit managers have about their brand and company image, the quality of their products, as well as the scope of their product category influence the decisions it will take regarding the competition.  A better image, stronger quality and broader scope of product category will tend to give a perception of a greater power of the business unit, both in self-perception terms and in the mind of competitors.  The perceived presence of these factors in itself influences the decision taken, regardless of the monetary investment in these aspects.  This is why the gathering of this information will be done mostly through interviews and questionnaires directed at business unit directors.  
This subject has been studied by authors such as Montgomery, Moore and Urbany (2005).  In this research, managers’ competitive reactions were the phenomena of interest.  Through three exploratory studies, evidence was found on managers’ thinking about their competitor’s past and future behavior, but little strategic competitive reasoning.  The possible explanation for this kind of behavior is the difficulty of obtaining competitive information and the uncertainty associated with predicting competitor behavior.  This stresses further the importance of the approach that the present research proposal pretends to undertake this study from the perspective of the decision maker and to include both past and hypothetical responses.  This last point will be discussed in depth on the methodology section.  
Competitive Response
In the words of Michael Porter (1980): because in an oligopoly a firm depends on the behavior of its rivals, selecting an adequate competitive movement involves finding one whose outcome can be rapidly determined, that is to say, that will not provoke prolonged or serious confrontations, and at the same time the competitive movement must be directed, as much as possible, to achieving the success for the strategic business unit.  

Competitive behavior can have noticeable repercussions on the profitability rates of the markets where enterprises interact.   This is why the study of this kind of interactions is of such importance.  Ramaswamy et al. (1994) suggest that it is important to consider not only the responses of consumers to marketing efforts, but the reactions of competitors as well.  Part of the effect that strategic marketing moves can have, depend on the strategies used by competitors to fight back.  Thus, the effect becomes relative if competitors respond in a similar fashion.  Actually, if a price war is provoked, the strategy can derive in a pernicious effect not only for the company or business unit that reduced prices initially, but for the whole industry. 


Great care must be exerted not to undertake actions to increase market share without taking into consideration possible reactions from competitors and the effects that these reactions could have on the company (Urban & Star 1991).  That is to say, adopting courses of action to increase market share that do not take into account possible reactions from competitors on rare occasions result in an increased profitability.

The main developments in the study in market behavior come from the field of econometrics.  For example, Dorfman and Steiner in 1954 developed a theorem applicable to oligopolies.  The theorem states that a firm can influence the demand of its products through publicity efforts and changes in price.  In other words, the “Dorfman-Steiner Theorem”, as it is widely known, states that the demand of a product is a function of publicity and price.  This was one of the first theoretical attempts and developments on competitive behavior, and it was later more amply generalized with the studies of Lambin, Naert and Bultez (1975), and has been the basis for a great number of later studies on the subject.


Competitive marketing behavior is defined as the rivalry among enterprises expressed through market strategies.  This is, when a firm reacts to the marketing actions of a competitor in a definite manner (Ramaswamy, et al. 1994).  For this seminal study on competitive marketing behavior, three types of competitive behavior were defined:  retaliatory, cooperative and base.  The competitive reaction is specifically defined through the choice of marketing tool by the reacting strategic business unit to confront the initial move of the main competitor.  In this case, the term marketing tool refers to the specific marketing component: price or sales effort, where a variation or movement is to be executed whether to increase or decrease it.


The first type of behavior is called retaliatory behavior.  The term retaliatory refers to retaliations, punitive responses or vengeance facing an aggression.  This type of competitive response consists of aggressive actions of the same type and in the same direction from competitors.  That is to say, both firms are seeking to increase their market share or maintain it in the face of an aggressive move on the part of the competitor. An example of this behavior, two competing firms that lower their prices, or increase their sales effort expenses by increasing the number of salesmen, advertising investments or launching a special promotion.  Price reductions and increases in sales effort expenses are considered aggressive actions because they are aimed at market share or profits growth for the company (Urban & Star, 1991).


Cooperative behavior consists of actions of the same type and the same direction, but that are not perceived as aggressive by the competitor.  This type of responses would mean, for example that both competing companies raise their prices, or reduce their sales efforts expenses.  These actions, in comparison with the abovementioned, are not considered aggressive, but cooperative in oligopolies, because they maintain the same initial competitive stance against opponents, neither seeking to increase their market share aggressively.  This increases the possibilities of greater utilities for all participants, as it increases the margin through higher prices, or at least maintains the current profitability levels by avoiding price or promotion wars.  


A third behavior possibility represents situations in which the changes in marketing efforts are undertaken in opposite directions.  This occurs when a company reduces its marketing effort at the same time that the competitor increases theirs.  One of the competitors takes advantage from the reduction in competitive stance from another competitor.  In the Ramaswamy et al. (1994), this case is used as a base for contrast for the retaliatory and cooperative behaviors.  This situation is worthy of attention and further study, thus this type of behavior is further labeled as opportunistic and is included in the list of possible marketing competitive scenarios (Vera & Itriago 2008).


Besides these three competitive reaction types, two reaction subtypes can be found for retaliatory and cooperative behavior.  The first subtype is simple reaction, which consists on the election by the responding competitor to use the same marketing tool that the competitor who started the competitive move chose.  That is to say, when facing a price reduction undertaken by the competitor who initiated the move, the reacting company responds with a change in price as well.  The second subtype of behavior is complex reaction, the decision to respond to an aggression with a different marketing tool than the one chosen by the initiator of the attack to make its move.  The three types of behavior are summarized in table 1 depending on the combinations of marketing tool of choice and the direction in which it is used (increase or decrease).  

A more recent empirical study on the subject that included both short and long-term reactions to promotion and advertising was undertaken by Steenkamp, Nijs, Hansses and Dekimpe (2005).  This research confirms the findings of Ramaswamy et al. (1994), as they found that the most predominant and “sound” competitive response is passive.  When reactions were found, understood as retaliatory behavior, are of a simple nature: promotion attacks are responded to with promotions, and advertising is contested likewise.  This study further demonstrates that opportunistic behavior is only found in a minority of cases and results mostly when promotional support for sales is reduced.  The methodology used for this study consists of time-series analysis, and the conclusion is that the ultimate impact of the promotion and advertising efforts depends on consumer response and not the vigilance of competitors.  
Gatignon and Soberman (2005) propose a series of connections among different market components that could be mediating strategic competitive reactions.  From this article, two subjects stand out: the increase of market share as an appealing goal for firms and the evolution of consumer response in their purchase frequency, brand loyalty and other aspects.


One of the factors that could influence this relation is product category growth, which could bring new groups of consumers to the market and thus, new customers.  This creates a more complex market structure where cross price elasticity for competing firms is relatively low (Gatignon & Soberman 2005).


This variable is defined as the number of products added to a category over a period of time, divided but the total number of products.  As more product variants are introduced to the market, the options are such that it is possible to satisfy different consumer needs.  The market structure becomes more complex as a greater number of options that attack more specific customer needs exist, and this reduces the sensibility to price changes and increase the amount acquired by the market, that is to say, elasticity changes.  


According to Michael Porter (1980), there are some strategic moves that can be undertaken in order to improve a competitive stance if the company possesses knowledge enough about the goals, current strategy,  assumptions of competitors, and capabilities (Porter, 1980).  This knowledge about competitors constitutes a series of beliefs and information that a strategic business unit holds about other business units competing in the market, in respect to their market power, internal organization and thus the possible reactions they would tend to show before any given strategic move one of the competitor undertakes and that would signify a change in market structure.  Through a careful analysis of these areas, certain courses of action can be chosen to increase profits which, at the same time, do not undermine the performance of the main direct competitors or threaten their goals aggressively.  In general, there are three available options to decide on a given course of action, and this choice depends on the possible response of competitors to this action.  Certain movements can be profitable even when all, some or no competitors attempt or manage to match them (Porter 1980).  
Cheng, M., Smith K. G., Grimm, C. M. (1992) found that tactical actions are likely to provoke a greater number of competitive responses and to minimize response lag.  A greater number of counteractions taken with a shorter lag in response can potentially nullify the effectiveness of an action.  Tactical actions, then, may not yield a sustainable competitive advantage and, in fact, may lead to intensified competition and potentially lower profit margins for all firms.  Consistent with the predictions of the study, actions with high implementation requirement reduce the number of competitive responses, while increasing the time lag for those who respond.  These findings suggest that most firms are unlikely to respond and to respond quickly to a competitive challenge which requires significant efforts to implement.  
More specifically, the success of a course of action based on threatening moves depends on the speed and effectiveness of the retaliatory response movement that the competitor undertakes.  It is worth mentioning that these actions are perceived as aggressive when they improve the competitive position of the business unit that adopted this strategy, and at the same time diminish the market position of other competitors.  If the retaliation of the responding business units is too pronounced, the initiator of the action or movement could even have its original position affected (Porter 1980).
As to this point, the results of a recent study by Ailawadi, Lehman and Neslin (2001), found that competitor response is related to how strongly the market share position of a competitor is threatened or affected by changes in marketing mix by the starting company.  The authors used data on 24 Procter & Gamble categories to build an econometric model that traced both competitor and consumer responses to these changes.  Further findings include that deals and coupons work primarily to increase penetration, as well as advertising, although, its effect on customer retention is weaker.
Other Variables that Affect Competitive Behavior

Market share, competitive response capacity, life cycle stage and profitability are included as key factors for this proposal because they are related to competitive response and profitability.  Based on the five forces scheme for industrial analysis proposed by Porter (1980), this study would be dealing with the middle figure that includes the dynamic interchange of competitive moves among companies in the same market.  Even when market structure has a strong influence on the market power a strategic business holds, where under perfect competition conditions it would be nonexistent, the structure as such affects all competitors.  In this case, this proposal treats market power as pertaining only to an individual business unit, and is presented as a separate section.

Model Description
The main conjecture is that if relative market share of a strategic business unit is high and it has been achieved through long-term strategies, in these cases is where an impact on profitability is to be generated.  But when the increase in relative market share us due solely to tactics, that is, to short-term strategies such as price changes and sales promotions, then there will be no impact on profitability.


The possible explanation for this statement is that short-term tactics will tend to generate retaliatory competitive responses; on the other hand, when long-term strategies exist, the competition will be based in brand equity development, publicity oriented to building a favorable brand and company image in the mind of consumers, new product developments or line extensions.  The key to the use of these strategies is the type of answers that will be generated in competitors, which will tend to be cooperative or opportunistic.  The relationship between the type of competitive response and profitability has been previously treated (Ramaswamy et al. 1994) and it has been said that the cooperative response type are the ones that will tend to generate profitability or at least maintain it, because they precisely avoid frontal clashes of the vindictive type such as price or promotion wars.  These types of competitive phenomena tend to increase costs and to reduce profit margins and finally, profitability.  

The presence of long-term strategies is important because these dictate a particular action and capacity use pattern that will not endanger this effort through time.  As seen earlier, when this course of action is adopted, it generally implies that large investments of capital have been done, which are hard to reverse.  Competition will tend to occur in terms of long term strategies such as brand equity, publicity oriented to company and brand image creation in the mind of consumers, and new product development or line extensions.  The type of answers generated to changes in the marketing mix would be cooperative or opportunistic because the business unit that is following these long-term strategies would be willing to defend them as part of a greater course of action, and on the other hand the long-term strategy will create such competitive advantage from competitors that it becomes hard to match quickly in the same fashion and intensity.  Not so in the presence and use of short-term strategies, that do not belong to a broader action plan, which can be replicated with greater ease and speed, and this would tend to generate retaliatory competitive answers because they are probably being used as a reaction to the movements of competitors without being part of a broader framework of action.  This is portrayed in figure 1.  Thus, it would be expected that:

H1:  The presence of long term differentiation strategies will tend to generate a cooperative or opportunistic use of marketing tactics.  

H1a: The presence of publicity oriented to the improvement of brand and / or company image will tend to generate a cooperative or opportunistic use of marketing tactics.  
H1b: The presence of investments to improve perceived product quality will tend to generate a cooperative or opportunistic use of marketing tactics.  
H1c: The presence of product variants that increase the category will tend to generate a cooperative or opportunistic use of marketing tactics.  

H2: The absence of long term differentiation strategies will tend to generate a retaliatory use or marketing tactics.  

H2a: The absence of publicity oriented to the improvement of brand and / or company image will tend to generate a retaliatory use of marketing tactics.  
H2b: The absence of investments to improve perceived product quality will tend to generate a retaliatory use of marketing tactics.  
H2c: The presence of product variants that increase the category will tend to generate a retaliatory use of marketing tactics.  

Figure 1
Long-term strategies and competitive behavior model
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Independent Variable

The independent variable comes from a diagnostic about the presence or absence of long-term differentiation strategies comprised of specific actions to build a strong brand in the business unit.  That is to say, a preliminary stage will look for the presence or absence of the use of line extensions (new products); publicity oriented to brand and company image, investments in brand equity and / or perceived product quality by the interviewed business unit.  A second stage would include a comparative diagnostic on the intensity, capacity and use of the long-term differentiation strategies compared with the main competitor.  

In order to categorize and clarify these concepts, the ten guidelines for building strong brands, proposed by Aaker (1996), will be used to further the diagnostic of the business unit and its final classification for the study sample.  These ten points are: brand identity. Value proposition, brand position, execution, consistency over time, brand system, brand leverage, tracking of brand equity over time, brand responsibility and investment in brands when goals are not being met.  
Table 1

Variable definitions for independent variable
	Variable 
	Definition 

	Long Term Strategy 
	A direction guide or course of action into the future that consists or dictates certain consistency of behavior over time, either deliberate or unrealized. (Mintzberg, 1994). 

	Use of corporate image to increase sales 
	Use of communication techniques to deliver a definite image of the corporation in order to intentionally form a certain group of beliefs about the company (Gregory & Weisman, 1999).  

	Use of Brand Equity tactics to increase sales 
	Activities  and processes directed at identifying and establishing a brand positioning and values and the resulting coherent marketing programs that include the  matching  and integration of marketing activities and brand elements (Keller. 2003). 

	Use of Product Variations to increase sales 
	Introduction of the same product under different forms or compositions in order to increase product polyvalence through additional features or variations (Lambin, 1995). 


Dependent Variable

The dependent variable, as mentioned earlier, is the type of competitive response a business unit exhibits.  Table 1 presents the possible combinations of pairs of competitive movements starting with a price change by competitor 1.  In this case, competitor 1 is defined as the initiator of the move because it is this business unit which starts the movement pair and supposing that this is an independent move that is not responding to previous provocation.  Competitor 1 in this case has the option of increasing or decreasing its prices.  In the case it chooses to increase them, it is facing a possible reduction in market share assuming that the consumer bases its decisions solely on price information in order to make a purchase decision and there are no additional factors to be taken into consideration.  In the case the initiator chooses to decrease price, and under the same assumptions, it would be attempting to increase sales and thus market share.  


On the other part, competitor 2 is now the respondent, the part who responds to the threat initiated by competitor 1 by modifying its prices.  In this case, the respondent can chose to make changes in its pricing policies or decide to change sales promotions to counteract the effect of the initiator’s action.  As explained before, the action-reaction pairs have been already classified as retaliatory (both seeking to increase market share), cooperative (one seeking to increase it the other to reduce it), or opportunistic (one seeking to reduce it, the other to increase it by taking what the competitor has lost).  


This variable will be measured in comparison with the main competitor or the market leader, because by using relative market share in the study, the sales of the business units are being compared to the main competitor or the market leader.  This has the purpose of maintaining a certain degree of coherence in the data.  On the other hand, because this proposal deals with pairs of movements, the main competitor or market leader is chosen because it is the closest rival of the unit.  

The subtype simply refers to the type of answer exhibited by competitor 2.  That is to say, if the respondent answers to a price change with another price change, even when the response is in a different direction, this is a simple response behavior.  In the case that competitor 2 decides to respond to a price change with a sales promotion, this case would be complex behavior.
Table 2
Types of competitive response according to tool type and direction
	Competitor 1 decides to change …
	In this direction
	Competitor 2 decides to respond with changes in….
	In this direction
	The type or response by competitor 2 is defined as…
	Subtype

	Price
	Increase
	Price
	Increase
	Cooperative
	Simple

	
	
	
	Decrease
	Opportunistic
	

	
	
	Promotion
	Increase
	Opportunistic
	Complex

	
	
	
	Decrease
	Cooperative
	

	
	Decrease
	Price
	Increase
	Opportunistic
	Simple

	
	
	
	Decrease
	Retaliatory
	

	
	
	Promotion
	Increase
	Retaliatory
	Complex

	
	
	
	Decrease
	Opportunistic
	


These movements are intended for study both for past and hypothetical behavior.  Past behavior would indicate facts, or actual events that occurred when facing a determinate competitive move by a competitor.  Intended or hypothetical moves are intended to explore the possibility of changes made in these behavior choices because of the sole influence or results of long term strategies over time and not the product of a careful analysis of the present situation.  


The way intended to detect these behaviors is through two different exercises.  One of these consists in an attempt to find facts by asking about past and future or intended behavior.  A sample question for this exercise would be:


“In the past, when my main competitor has reduced its prices, I. . .

a. Reduced my prices

b. Increased my prices

c. Reduced my sales promotions

d. Increased my sales promotions

e. Did nothing”

“In the future, if my main competitor reduces its prices, most probably I will…

a. Reduce my prices

b. Increase my prices

c. Reduce my sales promotions

d. Increase my sales promotions

e. Do nothing”

The second exercise presents the intention of business units given their present strategy or their future plans.  Because competitive reaction was defined as pairs of action-reaction, it is pertinent for this study to analyze a business unit both as a starter of actions and as a reactant to its main competitors moves.  The intention is to see whether a different course of action is taken when an independent move is initiated with a specific market intention (when the business unit acts as the initiator), or when the business unit is responding to an aggression from the competitor (business unit as reactant).  Sample questions for this exercise in the case of the business unit as a reactant, both for past and intended behavior, are the ones presented in the previous example.  Questions for the business unit as the initiator of the movement for both past and intended behavior would be:

“In the past, when I have decided to reduce my prices, my main competitor…

a. Reduced its prices

b. Increased its prices

c. Reduced its sales promotions

d. Increased its sales promotions

e. Did nothing”

“In the future, if I decide to reduce my prices, my main competitor will probably…

a. Reduce its prices

b. Increase its prices

c. Reduce its sales promotions

d. Increase its sales promotions

e. Do nothing”

Methodology

Because of the complexity of the whole model that relates long-term strategies, cooperative behavior, market environment and past or future actions, it is necessary to consider as assumptions other relations to be able to establish the main conjecture that is being attempted to corroborate.  In order to probe these relationships initially, a series of in-depth interviews will be conducted along with a virtual discussion group in which the participants will be questioned as to the effects that a long-term strategy to build a strong brand has on their behavior.  Additionally, a series of questions will be conducted as to clarify the variables, internal or external, that are taken into consideration when deciding upon a course of action to counteract an action by the competition. 
The use of qualitative analysis tools helps in the comprehension of a particular reality on which the decisions of strategic business units are based.  The problems this kind of tool helps solve are two.  First, it solves the lack of available quantitative information in the Mexican economy.  Even when the amount of information is abundant, it lacks the necessary level of detail for this type of analysis because the studies on market responses and profitability presuppose the configuration of companies in strategic business units that deliver individual reports on profitability and investment for the different marketing areas.  The second problem that the use of quantitative tools solves follows the proposal made by Chen (1994) for using behavioral models to study competitive reactions, parting from the main current of industrial organization that had used techniques such as time series (Hanssens 1980), or game theory (Ramaswamy et al. 1994).  This is accomplished by choosing in-depth interviews with the decision makers in strategic business units. 

It will be thus required two groups of business unit directors; a group of directors of strategic business units in which the competing activity is characterized by the existence of long-term strategies as the afore mentioned; and on the other side, another group of directors is required composed of business units where competition is solely attempted through short-term tactics such as price changes and sales promotions.  This is due to the need of comparing the relation from the perspective of the presence or absence of long-term differentiation strategy.  It is expected that the type of decision or actions that the directors of strategic business units with a predominance of long-term strategies will be of a cooperative nature, while the directors of business units with no long-term strategies where competition occurs only through short-term tactics, the type of competitive actions and reactions undertaken will be preeminently retaliatory in nature. There is also a need to control these groups by product type, thus including business units competing in markets with comparison type products as well as convenience products.  
Market share, competitive response capacity, life cycle stage and profitability are included as key factors for this proposal because they are related to competitive response and profitability.  Based on the five forces scheme for industrial analysis proposed by Porter (1980), this study would be dealing with the middle figure that includes the dynamic interchange of competitive moves among companies in the same market.  Even when market structure has a strong influence on the market power a strategic business holds, where under perfect competition conditions it would be nonexistent, the structure as such affects all competitors.  In this case, this proposal treats market power as pertaining only to an individual business unit, and is presented as a separate section.

After having performed an in-depth analysis of contextual and internal constructs for the strategic business units as determinants of competitive behavior, an additional analysis would be necessary, in which the perceptions of the decision maker are analyzed as well as part of the variables that influence the use of the two types of marketing tools.  This will be done through the inclusion of moderating variables of market power based on competitive position and capacity use such as response capacity.  


Even when the final purpose of this study is to establish a general scheme and not specific case studies, because of the nature of the advance in Mexico as to this specific research topic, the first phase will be of an exploratory nature, taking into account the information obtained through the in-depth interview and the diagnose that will result from this first phase.  The purpose of this first phase is to design an instrument that will allow the gathering of a larger amount of perceptual information for analysis, which constitutes the second phase. 

The discussion group answers, along with the information obtained during the in-depth interviews will help to define behavior types more accurately; and to define the tendencies in the moderating variables in a qualitative fashion.  This information will be used to revise a preliminary draft of the questionnaire based on the literature review, especially for an adequate design of response options.  Another need that this qualitative diagnose covers is, as mentioned earlier, to clarify the relationship between past competitive behavior (facts) and behavior in hypothetical or future situations (intention); as well as a hypothesis of the evaluating factors that would come into play to evaluate a competitor in the case of equal market power.  


Once the instrument has been designed, the following step would be to pilot-test it, fist with experts on the subjects that could be the same business directors that will be interviewed and that would be willing to answer a second interview or else with researchers on the subject.  After this preliminary validation, the necessary steps to validate the instrument statistically, with a significant sample will be taken.  Once this has been completed, the pertinent changes to the instrument will be made for its first application.  


It is intended to design the instrument in a way that can be applied electronically.  Through personalized invitations, preferably telephonic to start, an electronic mail will be sent with an access key or link for the questionnaire.  Even when it is recognized that the response rate for this kind of survey application is relatively low, the advantages it offers are great.  First, the response process for this kind of instruments in electronic modality could be faster for directors.  The annulment of questionnaires is avoided because giving an answer for each question is a requisite to proceed to the next.  Last, human errors are avoided during the construction of the data base because the information obtained through the questionnaire is automatically codified and a spreadsheet-type database is generated, with the desired characteristics for statistical analysis.  

The final phase of the methodology for this study is to test the four proposed relationships.  Given the nature of the moderating, dependent and independent variables, which are categorical in nature, the CHAID technique will be used.  This technique partitions the data into mutually exclusive, exhaustive subsets that best describe the dependent variable.  The subsets are constructed by using small groups of predictors.  The selected predictors may be then used in further analysis, prediction of the dependent variable, or in the place of the total set in subsequent data collections (Kass 1980).  This test uses categorical data to explain the dependent variable and uses the chi-squared statistic for the significance tests of the cross tables.  


If numerical is obtained, especially for the variables related with profitability and relative market share is obtained, correlational analysis will be performed.  The data analysis is mainly based on the comparison of the two groups of business units: the one with long-term differentiation strategies and those without this kind of strategy that compete solely through short-term tactics.

Other variables: Control Variables

As it has been mentioned before throughout this proposal, competitive reaction is influenced by other additional variables that are included as independent variables in the study because of the difficulties they present for control.  They construe a definition of market power based on competitive position.  The importance of including these variables and their respective hypothesis was presented during the model description and are defined in table 3.
Business unit profitability is part of their competitive stance.  There are two main reasons to include it in this proposal.  The first is based on the increased power that a greater profitability provides for a business unit.  Higher profitability rates supply financial power to make stronger investments addressed to obtaining new market share, sustaining competing strategies for longer periods of time and making investments in quality and better production strategies for cost reduction.


 Industrial structure influences the position of competitors and drives them to make aggressive moves or propitiates cooperative behaviors depending on a series of factors that determine the configuration of the market where strategic business units participate.  This same configuration determines even the degree to which their interest can be in conflict.  Structure, thus, establishes the basic parameters for strategic moves to be executed.    Nonetheless, structure by itself does not determine completely what will take place in a market; rivalry also depends on the particular situation of individual competitors (Porter 1980).  

The underlying structure in an industry determines the intensity of competitive rivalry and the ease or difficulty of finding cooperative behavior.  As the number of competitors increases, relative power becomes equal, products are more standardized, the higher fixed costs get, and other conditions that would motivate a business unit to use its full capacity, and the slower market growth is, it will become more likely that strategic business units undertake repeated efforts to satisfy their own interests.  These business units will tend to take actions about prices and adopt retaliatory behavior, which maintain lower profit margins (Porter 1980).


On the other hand, in industries where the objectives of companies and their perspectives are more asymmetric, the greater the interest they have in that market and the less segmented it is, the more difficult it will be to interpret the competitive moves from other business units appropriately in a way that a cooperative outcome can be achieved.  In both market types, offensive as well as defensive movements tend to be risky (Porter 1980).


Market structure variables are conditions that have been previously studied in literature from the economic tradition on industrial organization up to more recent studies on marketing behavior, this, they must be included as control variables in the relation between relative market share and profitability.  Thus, in the model for this research proposal that will be later described, they are included with the purpose of contextualizing the answers for other variable types that are being included in the relations of competitive response. 


Some basic variables on market structure that are to be taken into account for this study are: growth and market structure, uncertainty, standardization degree of the product and cost structure. 

Table 3
Description of the Moderating Variables

	SBU position relative to main competitor 
	

	Raw Market Share 
	Total Product units or monetary sales of the business unit divided by the total product units or monetary sales of the market leader and / or the main competitor 

	Relative Market Share 
	Total Product units or monetary sales of the business unit divided by the total product units or monetary sales of the whole market 

	Competitive Response Capacity 
	Speed, duration and intensity of response by a competitor to an action initiated by a strategic business unit.  

	Profitability
	Ratio between the monetary gains and the amount of money invested. 

	Market Power
	Capacity of a business unit to increase price without suffering a corresponding decrease in sales.  

	Life Cycle Stage
	life cycle stage where the business unit is during a given period of time, be it growth stage or maturity. 

	Market Structure
	

	Technical product standardization
	Degree of similarity between the technical characteristics of the product in the market. 

	Uncertainty 
	Lack of knowledge or the possibility to determine the possible results of the actions undertaken in the market. 

	Growth 
	Degree of sales growth and / or number of potential and current customers in the market. 

	Structure 
	Degree of market concentration as for the number of competitors and relative equality of them, ranging from a low concentration to a monopoly-type market whit a definite market leader. 

	Cost structure 
	Production costs higher, equal or lower in comparison to the main competitor. 
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