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Chapter 1 : The Context of the Forest Industry and its
Markets

After reading Chapter 1 you should understand the following:

+ Where global forests are located.

+ Where production of major product categories takes place.

+ Why societal concern about the environment is important for forest products marketers.
+ How major societal trends are impacting the forest sector and forest products marketing.

+ How the forest industry is changing to deal with major societal trends.

This chapter sets the stage and provides the context for the marketing of forest products. The forest industry
is increasingly global and every marketer of forest products should have a global perspective. As a natural
resource-based industry, the forest industry has an especially high profile role in environmental protection and
is increasingly involved in climate change mitigation and management. Global forests are not only important
because they provide a source of industrial raw material, but also because of the various other human needs
they satisfy. A forest products marketer should have a basic understanding of the role that global forests play in
society. Major societal trends are impacting the external environment within which the forest industry operates.
We provide an overview of global forests and a brief description of the markets for the main categories of the
forest industry. Following this we outline several important societal trends as well as how the industry is evolving
over time and conclude with a brief description of what this means for business and marketing in the forest
industry.

The Food and Agriculture Organization (FAO) of the United Nations follows the development of global forests
and regularly provides information about forests and how they are changing. The world regions as used by FAO
are generally: North and Central America, Europe, Asia, South America, Africa, and Oceania (Figure 1). Some
documents by FAO may have slightly different regional groupings.
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Figure 1-1: Global regions as used by FAO

1.1 GLOBAL FORESTS

In 2015 the world’s forest cover was 3.99 billion hectares. Europe has the largest forest area (25%) as it includes the
Russian Federation, which alone comprises 20% of the world’s forest area, at nearly 900 million hectares. Because
of its size, the Russian Federation dominates any analysis of forest resources. Brazil has the second largest forest
area globally with over 494 million hectares. Africa contributes significantly to the world’s forest resource with 624
million hectares of forest. The 18.8% of world forest cover found in North and Central America primarily lies in
Canada and the U.S. The world's total growing stock is estimated to be 531 billion m3"

Although in the context of this book forests are important for the wood they provide, it is important to recognize
the myriad products and services that forests provide beyond wood. Much of the world’s biodiversity is associated
with forests, especially tropical forests. Many people around the world rely on forests for a wide range of non-
wood forest products such as foods and medicines. Energy from wood is critical for about 2.4 billion people
around the world and forests provide 40% of global renewable energy. 2

Ownership of forests varies considerably among countries and regions. Public or state-owned forests are the only
ownership type in the countries of the Commonwealth of Independent States (Russia, etc.). Canada is similar with
over 90% of forestland owned by the government. On the other hand, in the US and much of Western Europe,
private ownership is the norm. Family or individual ownership is often over 50% of the total forestland in countries
such as Finland, Sweden and the US. Community ownership is important in many countries. For example, in
Mexico community ownership represents 80% of total forestland.>

1.1.1 Plantations

In recent decades, establishment of plantations has taken place on a grand scale. Up-to-date statistics are hard
to find, but as of 2000, about 80% of the area in plantations (111 million hectares) was dedicated to production
of wood and paper products. The other 20% was largely established for protection functions.* Asia contains the
largest area with nearly half of the global total. Countries best known for production of industrial roundwood from
plantations include Brazil, Chile, Uruguay, New Zealand, and South Africa.

Globally, plantations provide for approximately 33% of industrial roundwood. Another 54% come from natural
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forests and 12% from semi-natural planted forests. South America boasts the largest global production of
industrial roundwood from plantations at 193 million m?> (88% of production) followed by Asia with 151 million
m> (43% of production) and North and Central America with 104 million m> (22% of production). Oceania is
relatively low in total production (47 million m3), but 81% of its industrial roundwood comes from pIantations.5

1.2 GLOBAL MARKETS

Below we describe the basic characteristics of global markets for several general categories of wood-based
products. There are a large number of wood-based products that are not addressed here, but the categories
below account for the main volumes of wood-based products. Traditionally, the US was the largest producer and
consumer of most categories of wood products. Wood products markets are changing quickly and other countries,
especially China, are playing a bigger role both in terms of production and consumption.

According to FAQ® there are five major drivers of change impacting the long-term demand for wood products:

+ Growth of world population

« Growth of global GDP

+ Asignificant shift in GDP share to developing countries

+ Exclusion of more forests from production due to environmental policies and regulations

+ Energy policies that encourage the use of biomass

According to FAO statistics, global production of roundwood in 2016 totaled 3.74 billion m>. Of this total, nearly
50% was used as wood fuel with the other half being industrial roundwood. The way wood is used is highly
dependent upon the level of development in a country. A split can be seen between the predominant use of fuel
wood by developing countries and industrial roundwood by developed nations.

The remaining information from this section comes from the 2015 Global Forest Products Facts and Figures from
the Food and Agriculture Organization of the United Nations.” Global production of industrial roundwood in 2015
totaled 1.85 billion m> with Europe representing the largest proportion (because Russia is included in Europe)
(Figure 1-2). Approximately seven percent of this volume entered international trade. Regionally Asia and the
Pacific is a net importer, with all other regions being net exporters.
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Figure 1-2: Global production of industrial roundwood, by region

Global production of sawnwood in 2015 totaled 452 million m°. Again, Europe was the largest producer followed
by Asia and the Pacific and North America (Figure 1-3). Twenty-nine percent of sawnwood entered international
trade, with Asia and the Pacific and Africa being net importers. Europe and North America were the largest

exporters. The countries with the largest production of sawnwood are the US, China, Canada, the Russian
Federation, and Germany.
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Figure 1-3: Global production of sawnwood, by region

Global production of wood-based panels totaled 399 million m>. Asia and the Pacific accounted for nearly two-
thirds of global production (Figure 1-4). Global trade of wood-based panels amounted to 21% of total production.
Europe and Asia and the Pacific accounted for most international trade in this product category. China, the US, the
Russian Federation, Canada, and Germany make up the five top producers of wood-based panels.
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Figure 1-4: Global production of wood based panels, by region

Global production of fiber furnish totaled 407 million tons in 2015. Asia and the Pacific was the leading producer,
followed by North America and Europe (Figure 1-5). Approximately one-quarter of fiber furnish entered global
trade with Asia and the Pacific as the only net importing region and North America as the largest net exporter. The
top five countries producing fiber furnish were the US, Canada, Brazil, the UK, and Japan. It is important to note
that recovered paper is an important component of these statistics.
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Figure 1-5: Global production of fiber furnish, by region

1.3 MAJOR SOCIETAL-LEVEL DEVELOPMENTS

There are many societal developments impacting forest products markets. Here we concentrate on: globalization,
population growth, sustainable development, and growth of the circular bioeconomy.

1.3.1 Globalization

Globalization is not one issue or phenomenon, but a series of societal trends that together are driving the
integration and interdependence of the world’s markets and people. In a basic sense, globalization is the mobility
of information, products, people, and investments.® Today, globalization is a well-known phenomenon that has
significant impacts on the individual consumer, including the availability of information, availability of products,
exposure to other cultures, etc. People are extremely mobile and international travel is common. Mobility exposes
people in all societies to the peculiarities and experiences of others. The flow of information and people has begun
a process of homogenization that is causing societies and cultures to become more similar over time.

Global companies/brands illustrate the phenomenon of globalization well. Where have you been lately that you
couldn't find a McDonalds? This is a simple example of the homogenization of societies; eating at McDonalds is a
common experience for many people around the world. Global companies like McDonalds, along with the impact
of television and the Web, result in a convergence of ideas and experiences.

In the not-so-distant past, people in developing countries had little understanding of the degree of affluence and
consumption in other parts of the world. With information readily available via the Web, these people clearly know
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what is happening in other countries and often wish to emulate the consumption-focused lifestyle. This desire has
obvious political ramifications, but perhaps more important is the potential consumption of resources that will be
needed to satisfy these desires. World population and per capita consumption will grow in the coming decades,
resulting in important ramifications for governments and society as well as the forest industry.

1.3.2 Population and demand growth

Our current global population of 7.6 billion is expected to reach 8.6 billion in 2030, 9.8 billion in 2050, and 11.2
billion in 2100. China and India have the largest populations at 1.4 and 1.3 billion inhabitants, respectively. India
is predicted to surpass China in 2024. Nigeria is the fastest growing country globally and is expected to become
the third largest country in population around 2050.° Adding nearly four billion people to the planet has major
implications for both the supply and demand situation for forest industry companies. Fast-growing countries
tend to have younger populations, especially compared to countries like Italy and Japan that have declining
populations. These demographics have obvious implications for the products that forest industry companies
target to various markets.

1.3.3 Sustainable development

As society has developed and the basic food and shelter needs of citizens have been met, the collective focus
of society has evolved to rest on the need for a healthy environment. A key manifestation of this evolution has
been a focus on sustainable development. The Brundtland Commission defined sustainable development as,
“Development that meets the needs of the present without compromising the ability of future generations to
meet their needs.” A basic premise of sustainable development is that it applies to three realms, economic, social,
and environmental. This three-part thinking has dramatically impacted developments in the forest industry. For
example, forest certification standards have developed that require performance in each of these three areas
before a forest area can be certified. Overall, the sustainable development issues facing the forest sector have
been predominantly associated with the environment, but social issues have become more prominent in recent
years, especially as large companies in developed countries have begun investing in developing countries.

An increase in attention by society on human-caused environmental impacts means consumers are increasingly
focused on “green” products. It also means companies have a near constant effort to reduce environmental
impacts in order to be seen positively within a society that has evolving demands regarding environmental
performance.

1.3.3.1 The Greening of Markets

Consumers are increasingly interested in environmentally friendly, or green, products. A leading development in
this area has been organic food. In the early 90s organic food was still a niche or even a fringe market. As market
demand grew, mainstream grocery stores also began offering organic food. Today, organic food is quite common.
Other food certification systems have been developed such as Fair Trade that focus more on the social aspects of
the food source.

Other green products have also proliferated in the market. Early entrants were natural cleaning products. Today, a
broad array of products make green claims and products designed for green consumer are common. Electric cars
are an interesting example since cars, in general, have so many environmental impacts. However, cars such as
Tesla are seen as highly environmentally friendly, to the point of becoming common in some marketplaces such
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as Norway. Even oil companies have jumped on the green bandwagon, despite all the negative environmental
implications of the exploration, extraction, and use of petroleum products.

A desire for a greener built environment by consumers, but especially by architects, is a positive development
for wood products companies. Government procurement policies play an important role in creating demand for
greener products and corporate buying policies also have a positive influence. Demand for certified wood and
paper products has been significantly impacted by the buying policies of large companies such as The Home
Depot. Specific to the built environment, wood is seen positively compared to concrete and steel. Various green
building certification programs recognize wood as an environmentally preferable material, especially when it is
sourced locally. There are efforts, for example, in Oregon to build on this local sentiment when it comes to wood
products. The Build Local Alliance works to build local markets for locally grown wood products.

An environmentally conscious consumer creates opportunity for forest industry companies. Because wood is
renewable and generally processing of wood is low energy intensive, companies are positioned to offer up
environmentally preferred options and create sustainable competitive advantage.

1.3.3.2 Climate change mitigation

Despite the current US policy indifference to climate change and carbon issues, concerns over climate change
are having major impacts on both supply and demand for forest industry companies. Many countries have
agreed to reduce their carbon footprint (amount of CO> they release to the atmosphere). The Paris Agreement,
a collaboration among many world governments is the most significant mechanism for this. Based on this and
earlier commitments, major policy changes have been implemented in most countries. Still, response to climate
change is a highly contentious issue and there is much disagreement in the international community regarding the
right path forward. Policy uncertainty presents challenges to the forest sector, but also important opportunities
since forests can play an important role in potentially mitigating climate change.

As with green products, a positive carbon story can differentiate forest industry companies and their products.
Effectively communicating that story can provide an advantage in the market.

1.3.4 Advent of the Circular Bioeconomy

The circular bioeconomy represents a paradigm shift away from a fossil-based economy, helping society to
exist within planetary boundaries.'® There is much yet to materialize with respect to how the forest industry
will embrace the opportunity.11 As purveyors of renewable materials, forest sector companies are positioned to
capitalize on ﬁgrrent marketplace trends. It has been suggested that companies “must” transform to enter these
new markets.

The development and growth of the circular bioeconomy presents an opportunity for forest sector firms to
diversify product offerings and escape reliance on stagnant markets for mature products. Opportunities exist in
traditional market spaces such as solid and engineered structural wood products for housing or non-residential
construction as well as liquid fuels, chemicals, bioplastics, nanocellulose, etc.13Coming from bio-based raw
materials, these products are perceived to have a superior environmental profile compared to alternatives,
especially products from petroleum. Arguably, all forest sector products are bioproducts and therefore the
companies producing them are already at the heart of the circular bioeconomy. The social and political changes
driving growth of the circular bioeconomy give forest industry products a new edge in traditional markets and
forest industry companies new opportunities across a host of new products. Firms that fail to embrace the
opportunity of the bioeconomy may find it increasingly difficult to maintain profitable operations.14


https://buildlocalalliance.org/
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Any effort to make products more environmentally friendly is a step toward the circular bioeconomy. Non-
formaldehyde-added adhesives, reduced density fiberboards, and cellulose-based insulations are examples.
Developing new products with a design for environment philosophy, minimizing environmental impacts over the
entire lifecycle of the product is a more direct way for forest sector companies to play a more significant role in a
circular bioeconomy where products are actively re-used, repaired, refurbished and recycled. Improved marketing
practices may be one aspect needed for companies to make the successful jump to the bioeconomy.

1.4 THE CONTEXT OF THE FOREST INDUSTRY

The forest industry has changed significantly in the last several decades and the pace of change shows no signs of
abating. Many changes have been driven by a long span of poor profitability by many companies in the industry.
This poor profitability played a part in consolidation of the industry as companies attempted to focus on specific
product segments and internal core competencies. The Great Recession that began in 2007 had a dramatic impact
on the industry such that many industry observers see it as a totally new landscape after recovery.15 Finally, the
industry is improving its approach to customers and developing an increased level of marketing sophistication.

1.4.1 Profitability Woes

For many years the forest industry suffered from poor profitability performance. Generally, the industry targets a
12% return on capital employed, but the value was often closer to 5%, a level considered to be actually destroying
value or capital.16 Many industry analysts attributed the poor performance to the fragmented nature of the
industry. Fragmentation often results in overcapacity, lack of price discipline, and an overall inability to influence
trends in the industry.17 Because of its fragmentation and capital intensity, there is a tendency for the paper side
of the industry to be highly cyclical.

* When demand and prices are high, each company in the industry wants to be part of the growth to meet
future demand. Accordingly, they choose to add capacity. Because paper production is highly capital
intensive, capacity is added in large chunks.

* When the added capacity comes on line, supply outstrips demand and prices fall. Prices don't begin to
climb until demand has caught up with the added capacity. Meanwhile, companies are faced with low
prices and overcapacity along with the debt they incurred to create the capacity. With a production
mentality they try to produce their way out of losses further exacerbating the overall industry’s problem.

+ In a basic sense, companies participating in this “vicious loop” are succeeding in maintaining market
share at the expense of healthy profits. Companies that invest at the bottom of the cycle would be
perfectly positioned to capitalize on high demand and prices, but few are able to pull this off.

Consolidation has resulted in significant market shares being held by one or a few companies. Today, companies
often shut capacity down during the down cycle, resulting in better supply management across the industry and
potential for evening out the cycle. Although the solid wood side of the industry does not face the same dynamics,
it is even more fragmented than the paper side of the industry, and consequently, individual firms have very little
influence on the overall marketplace.

One positive following the Great Recession (see below) has been a relatively long run of good prices and relatively
stable demand growth on the wood products side of the industry. Slack resources available via positive prices
creates a situation where companies are more able to invest in marketing and improve their marketing strategies,
structures, and functions.



11 ERIC HANSEN & HEIKKI JUSLIN

1.4.1.1 The Great Recession

The global recession that began in 2007 had a dramatic impact on the forest sector. The housing bubble in the US
created market imbalances across the globe. For example, significant volumes of sawnwood were being imported
from Europe in order to feed the housing frenzy. When US housing starts fell from over two million to less than
a half million, it was not just the US producers and intermediaries that felt the impact. The world's largest export
destination was relatively quickly off-line to international suppliers and they were scurrying to find new markets.
Thousands of jobs were lost in the North American forest sector and hundreds of companies went out of business.
As an example of the reduction in the marketplace, the ten largest US homebuilders produced nearly 300,000
homes during the peak year of 2006. By 2009 this value had fallen to about 85,000 homes.'® The collapse of the
US housing market was also challenging for Canadian producers since the US is such a significant market. Sawn
softwood consumption in North America fell by nearly half between 2005 and 2009. For the first nine months of
2008, operating rates for Canadian lumber mills averaged only 63% and OSB averaged 50%."® One outcome of the
housing collapse is that forest products companies have begun to focus on markets outside of residential housing.
Commercial buildings and various industrial markets (vehicle bodies, packaging, etc.) are examples.

1.4.1.2 Industry consolidation

Globalization has had its impacts on the industries that serve as major customers of the forest industry. For
example, the publishing industry has seen consolidation with the largest companies operating around the globe.
Because these customers operate on a global basis, they are looking for suppliers that can meet their needs
regardless of location. In other words, they are looking for their suppliers to become global along with them. The
home building and do-it-yourself (DIY) retail sectors have also seen consolidation and the development of huge
companies.

The logic of consolidation is to gain sufficient market share to effectively influence market forces, especially
pricing. Because of the nature of the marketplace and the cost of building new capacity, it often is more
economical to buy existing capacity. There is some evidence that in commodity industries with four or fewer
competitors, pricing will be impacted even without overt collusion. On the other hand, in situations of more than
six competitors, the market is characterized by perfect competition.20

Consolidation has left three major paper producing companies in Finland, where only about 30 years ago there
were more than 20 companies. Other countries have not progressed this far along the consolidation path, but
mergers and acquisitions have been common during recent years. Much of the recent consolidation is not about
getting bigger, but about growing in those sectors where the companies have core competencies. A narrower
focus within specific sectors provides new options with respect to implementation of marketing both from the
perspective of economies of scale and general ability to invest in market development.

1.4.2 Increased environmental responsibility

1.4.2.1 Environmental management

As ENGOs pressured the forest industry and sustainable development came to the forefront of the business
agenda, companies looked for ways to manage their environmental impacts. During the 90s it became common
for companies to implement environmental management systems. The basic goal of the implementation of these
systems was to identify and manage impacts to the environment and to continually improve performance. By
the end of the 90s, the International Organization for Standardization (ISO) 14000 series of standards had been
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developed, and large companies in all regions of the world were actively engaged in implementing ISO 14001
for both their production and forestry operations. Developments in forest certification went hand-in-hand with
developments in environmental management. The practical objective of forest certification is to guide forest
management in a market-led manner in an economically, ecologically, socially, and culturally sustainable direction.
In order to achieve that objective, there must be a close link to marketing. Thus, certification may act as:

« Atool for promoting sustainable forest management- For example, government authorities may use
certification to support their forest or environmental policies.

+ Atool for satisfying the needs of customers- For customers, certification indicates that the product comes
from a well-managed forest. Certification helps consumers make choices and supports the attainment of
sustainable development regarding consumption.

« Atool for marketing -Marketing adapts the company to its business environment, and turns prevailing
trends and customer needs into business opportunities. If sustainable development is one of the values
of an enterprise, it makes sense to integrate certification with marketing decisions.?’

Environmental labeling is a mechanism to allow consumers to make product choices based on the environmental
impact of a product. The premise is that an ecolabel or environmental label will provide an incentive for producers
to minimize environmental impact, because they will receive some form of marketplace benefit. A range of
environmental labels exists both inside and outside the forest industry. The Forest Stewardship Council label is
quite common on catalogs, direct mail, and retail wood products. With respect to forest certification, an ecolabel
communicates the nature of the forest management from which the wood product originated. However, forest
certification ecolabels do not say anything about other parts of the life cycle. Environmental product declarations
(EPDs), a sort of environmental impact documentation, is becoming more common for forest industry products.
EPDs are described further in Chapter 2.

1.4.2.2 Corporate Responsibility

The role of business and the way it is perceived by society have undergone changes throughout history. Over time,
awareness of the impact of business and its interplay with societal and environmental concerns has emerged,
along with parallel growth of socio-regulatory pressures. This evolution of business and societal concern has
led business to gradually assume increased responsibility and consideration for both social and environmental
issues, typically beyond what is required by legislation. This response is commonly referred to as corporate social
responsibility or corporate responsibility (CR).

CR has deep historical roots. For example in Finland, in the early days of industrialization, forest industry
companies could take care of the versatile individual and social needs of their work force. Companies provided
housing for their employees. A company also could have its own hospitals, kindergartens, schools and even
church. Later, society began to take care of these services. Nowadays when the environmental consciousness
has strengthened, environmental responsibility is one of the biggest demands placed on industry. Employment is
another big issue.

The concept of sustainability has permeated society and because the forest sector is so closely tied to a highly
recognized resource that is important to the average citizen, companies have been pushed to recognize that they
are responsible for more than merely providing profit to shareholders. Several multilateral organizations have
tied CR to sustainable development in that companies should contribute to the objective of securing sustainable
development. Many advocate the pursuit of global CR standards, yet there is also recognition that a context-
specific approach is likely to be both more feasible and farther reaching. An example of context specificity is that
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U.S. companies generally place more emphasis on environmental issues while companies in countries such as
Brazil may place more emphasis on social issues. Societal expectations of business vary from one country/location
to another.

Globalization, advances in communication technologies, and the emergence of ethical investment opportunities
all contribute to increased attention on CR. Easy access to detailed information on corporate activities has
increased transparency and heightened public awareness regarding the varied impacts, both positive and
negative, of companies worldwide. In turn, this awareness has aided citizens and activists seeking corporate
change, and boosted global discussion about CR and its adoption by companies. To varying degrees, globalization
is resisted by societies concerned with the social and environmental implications of global companies. Therefore,
it becomes increasingly important for organizations to proactively respond to social and environmental issues in
order to ameliorate societal concerns.

One area that forest industry companies are heavily focused is on climate change. As one CR activity, forest
industry companies have begun to quantify their carbon balance and are working to reduce their greenhouse
gas emissions. Some companies have committed to specific emission reduction targets. While forest certification
was arguably the hottest issue facing the industry in the 90s, climate change strategies and the impact of climate
change policies are at the top of the forest industry agenda for the foreseeable future.

1.4.3 Industry 4.0

It is said that industry is experiencing the fourth industrial revolution, when digital manufacturing, big data,
robotics, etc. are changing the reality of the manufacturing industry. The Boston Consulting Group outlines
nine technologies transforming industrial production: big data and analytics, autonomous robots, simulation,
horizontal and vertical system integration, the industrial internet of things, cybersecurity, the cloud, additive
manufacturing, and augmented reality.22 Employing Industry 4.0 technologies will enhance forest products
manufacturing and, in turn, create new possibilities for effective forest products marketing. Improved utilization
of Internet of Things can help assist improved supply chain operation, thus enhancing both the reliability and
profitability of the entire supply chain.

1.4.4 An increased marketing sophistication

The forest industry has traditionally been production-oriented rather than customer-oriented, causing companies
to maximize production even when inappropriate. By focusing on production rather than customers, the industry
has failed to capitalize on the improved performance that can result. However, this approach to business is
changing. Rhetoric in company annual reports indicates that companies are striving to become more customer-
oriented rather than production-oriented. Other indicators of a move toward a customer focus include the
following:

+ A concentration on customer relationships and relationship marketing

* Increased use of branding

+ Embracing new tools of management and marketing (supply chain management, e-business, etc.)

+ Dealing with customers directly more often, rather than through intermediaries

+ Organizational changes in production and marketing
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1.4.4.1 Servitization

Provision of services is becoming an increasingly important component of what forest industry companies
offer to their customers®> (see Total Product in Chapter 4). To remain competitive, it is no longer sufficient
to only provide a physical product. Customers require services ranging from in-depth design to basic add-ons
such as vendor managed inventory. These services allow the customer to dedicate their resources to their
own manufacturing operations rather than things like inventory management. RedBuilt, a US engineered wood
products manufacturer, offers engineering services to help customer design projects using RedBuilt products. The
company has also begun sourcing complementary products such as solid sawn lumber so that they can provide
their customer a full package of wood products necessary for a given project.

1.4.4.2 Value added

As companies evolve away from a production and commodity mentality, they begin to work toward adding
value to their products both through processing and marketing. For example, Finnish Sawmills have dramatically
increased the proportion of specialty and custom-made products in their total production. Instead of making
standard lumber they are making products that meet the specific needs of sectors, such as for the furniture
industry or for individual customers. Branding, a marketing tactic designed to assure customer loyalty and
increase product value, has grown significantly in the forest industry.

Along with the efforts of individual companies, governments have become interested in promoting the processing
of raw materials within their borders, primarily for reasons of employment and economic development. Part of
this attraction is a direct result of the loss of employment in the primary industries. Most countries are now
processing more raw materials and adding more value domestically, rather than exporting logs or unprocessed
raw materials. Governments of producing nations are providing incentives and exerting pressure to capture the
value-added process within their domestic forest industry. In the US there is a complete ban on exportation of logs
coming from Federal forestlands. In Indonesian, production of plywood increased from 107,000 m>in 1975 to 9.3
million m?in 1990 based largely on Indonesian government policy providing incentives and subsidies to develop
this segment of the industry.24

1.5 WHY ALL THIS MATTERS

Many of the major developments in society suggest a positive future for marketers of forest products. A growing
global population means steady market growth for most products into the foreseeable future. There is an
increased focus on transition to a circular bioeconomy. Because of the positive environmental profile of most
forest products, the societal focus on sustainability should benefit wood products. For those companies still
owning forests, carbon sequestration and sales of stored carbon may open up totally new markets and income
streams. A globalized world means myriad markets available to the astute forest products marketer.

There are also a number of challenges presented by the changes taking place in society. Environmental concerns
will likely further constrain supply of roundwood as additional forest area is removed from potential harvest.
Although the growth in plantations will likely fill most of the potential gaps, supply constraints could definitely
impact competitiveness. While globalization means enhanced access to markets, it also means exposure to a
wider set of competitors. Industry sectors such as US furniture have already experienced the negative impacts
of highly aggressive global competition. The push for sustainability and focus on climate change can result in
perverse market forces that could have significant negative impacts for forest products marketers. Already in
some regions the push to utilize biomass for energy is resulting in supply competition with pulp and paper as well
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as composite board mills. In some cases, the biomass for energy market can pay higher prices for raw materials
because of government incentives and subsidies. It is a very open question what the trade policies of the Trump
Administration will do to forest products markets.

The effects of societal changes and an evolving forest sector will have very different impacts depending on the
context within which an individual company operates. For example, globalization and consolidation of markets
presents a positive scenario for largest global forest products companies. However, it also presents an opportunity
for the smaller, regional companies because the global companies are so large that they may not bother
themselves with smaller markets. Regional companies can thrive by serving the small “left over” markets and by
offering specialized products.

So, the changes taking place in society have both direct and indirect impacts on the implementation of marketing
and business practices. The remainder of this book addresses how the practice of marketing should and does take
place in the forest sector, all within the context of the industry as described above.

1.6 CHAPTER QUESTIONS

+ Where are global forests located?
+ What regions of the world are major producers of each product category?
+ How are major societal trends changing the world we live in?

+ How is the forest industry evolving to deal with major societal changes?
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Chapter 2: Understanding Forest Products Marketing

After reading Chapter 2 you should understand the following:

+ How marketing can be defined and the various roles it plays in an organization.

+ How and why marketing has evolved over time.

+ What environmental marketing means and how it differs from traditional marketing.
+ What marketing planning is and why it is needed.

+ The value of models in marketing planning.

+ The Integrated Model of Marketing Planning (IMMP), its central role in the remainder of the textbook, its logic,
and its use.

+ How marketing may evolve in the future.

In free market economies, marketing is a tool for satisfying the needs of society. It provides the link between
the production taking place in a company and the demand of the individual consumer. Marketing integrates the
company’s various functions to target specific markets in order to best meet the needs of customers. Marketing
also helps to create relationships with those customers and other stakeholders.

Marketing clearly is more integral than most people think. It is more than advertising or personal selling, two of
the most visible tools of marketing. It has also changed over time, and will continue to evolve and adapt to changes
in the business environment. Many of these developments are documented in the pages and chapters that follow.
We feel that understanding marketing is best accomplished by a planning and modeling approach.

This chapter explores models of marketing and develops the concept of the Integrated Model of Marketing
Planning, which serves as the structure of this textbook. The concepts of social responsibility and environmental
marketing are also explored in the context of the forest industry. We discuss the future of marketing and end
the chapter with an explanation of how the remainder of the chapters are structured according to the Integrated
Model of Marketing Planning.

17
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2.1 MARKETING AND ITS FUNCTIONS

2.1.1 Possible Roles of Marketing

In modern society, production and consumption are separated, and marketing acts as a bridge, or integrator,
between the two. Marketing can integrate the various functions of a company, connecting the company to its
customers and its other stakeholders. Figure 2-1 describes marketing's role as a connector and relationship

builder.
- Consumption

Production

)] Company - Customer

Producing Consuming
Partner Partner

L itz d
Stakeholders

Figure 2-1: Marketing as a Connector and Relationship Builder

Marketing as a connector - Traditionally, marketing was the link between production and consumption,
coordinating the integration of the two functions. At a company level, marketing connects the production of the
company with the needs of the customer.

Marketing as a relationship builder - Marketing can serve to build and maintain relationships among the
company, its customers, and other stakeholders. In modern marketing, this role is critical. “Relationship
marketing,” a term popularized in the early 90s, suggests the importance of positive relationships with a range of
stakeholders. The concept is an integral part of advanced marketing and successful business.

Marketing can have either a narrow, functional role in an organization (i.e., that of “selling”), or it can have a broad,
integrating role. The difference between the two roles can be seen in Figure 2-2.

Marketing as one function of the company - The narrowest possible role for marketing is as one of the
company’s functions between production and the marketplace. From this perspective, the role of marketing is to
assure that products are efficiently transferred to the market. In this context, marketing is limited to selling.

Marketing as the integrator of company functions - In its more sophisticated implementation, marketing has
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an integrative function focused on the entire value chain, from the forest to the end user. It allows an organization
to align its various processes to offer products and services in a way that is beneficial to itself and its customers.

a) Marketing as a Function of a Company

Traditional Management

Raw_ Production Markgting/
Material Selling

Customer

b) Marketing as an Integrator

Marketing Oriented Management

Raw

Physical
Material Distribution

Production Customer

Figure 2-2: Marketing as a Function of the Company and as an Integrator

In practice, marketing can play all of the above-mentioned roles. In fact, marketing should serve to connect the
company to its environment, allow it to develop a better understanding of markets and customer needs, and
convert this understanding into business opportunities. Marketing should integrate the company's functions and
divisions into a customer-serving entity, ensuring fluid transfer of products and services to end-users.

2.1.2 Defining Marketing

The science called marketing has evolved from a series of other behavioral sciences including psychology, social
psychology, sociology, communications, and economics. While it may seem simple to define, the term “marketing”
is both broad and complex, with many possible interpretations. As the field of marketing develops, so does its
definition. Early definitions were centered on the concept of the transaction, while today, definitions of marketing
typically involve relationships, and elements of social and environmental responsibility.

University students, industry managers and ordinary consumers often have a narrow understanding of the
concept of marketing. Typically, marketing is associated with its most visible functions, such as advertising and
selling. However, advertising and selling are merely tools of marketing. A simple definition of marketing is
identifying and providing for the needs of customers in order to gain a profit. For the purpose of this book, we
describe marketing in the context of a planning approach.

Marketing constantly produces information about the environment of the company (especially customer needs,
market trends, and demand). Based on this information, marketing strategies, structures, and functions are
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planned. Marketing strategies are composed of definitions of products to be produced, customers to be
served, and core competencies to be pursued. Marketing structures (e.g., marketing organization, marketing
channels and information systems) facilitate necessary relationships as well as the planning and implementation
of marketing. Marketing functions are the tools and activities used to execute marketing strategies. After proper
planning, marketing is simply execution of the strategic marketing plan.

2.2 THE EVOLUTION OF MARKETING

How marketing is executed and the role it plays in an organization depends on the marketing

philosophy and culture of a company. An inappropriate or obsolete marketing philosophy often means
inappropriate or obsolete marketing actions and weak performance for the company. When marketing is purely a
selling function, the company is probably production-oriented. Marketing as an integrator or relationship-builder
implies a sophisticated market orientation.

Marketing philosophies have changed in response to historical developments in society. During the early years of
modern industries and mass production, demand for products was typically high and it was unnecessary to invest
resources into developing demand. Marketing philosophy developed accordingly and was largely production-
oriented. Recent developments in the marketplace have forced companies to increase their marketing
sophistication by shifting from a production orientation to market orientation (Figure 2-3). With this shift comes a
series of more sophisticated approaches to marketing, such as an emphasis on social - rather than just economic
- responsibility. Today, a focus on the future bioeconomy has heightened interest in options to fossil fuel-
based products. Accordingly, forest industry must respond to this customer interest through its production and
marketing, thus potentially leading to an “environmental” orientation.

2.2.1 Production and Sales Orientation

Production-oriented companies concentrate on producing large volumes of commodities at low costs and rely
on the sales department to move product into the marketplace. This approach to business works well when
demand is high, needs of customers are simple, and competition is limited. The following aspects characterize a
production, or sales, orientation:

+ Technology and raw materials dominate business thinking

* Product development is concentrated on technological possibilities or better utilization of raw materials

+ Planning engineers think they know best what customers need

* Products are commodities

« There are few marketing personnel

+ Products are marketed through intermediaries

+ Little is known about end-users and consumers

+ The cure for demand problems is harder selling

+ Salespeople are to blame if the product is not selling

A production-oriented company feels that a marketing department is only a cost-creator between the mill and the
market. Under this model, low costs (and thus, low prices) are necessary for success.

Some argue that the marketing philosophy of an industry sector is tied to its particular characteristics (e.g., raw
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material, production, product). An old saw miller may say, for instance, “only lumber can be sawn out of a log and
this can't be helped by any kind of marketing planning.” However, industry experience suggests that instead of
being dependent upon the characteristics of the sector, an appropriate marketing philosophy is more dependent
on the dynamics of the industry, the marketing environment, and the innovativeness of the marketers’ attitudes.

From: To:

Production Orientation ———>» Marketing Orientation
Product Orientation ——>» Customer Orientation
Volume Orientation —>» Value Orientation
Capital Investments —> Know-how Investments

Mechanistics Modes ——» Innovative Modes
Shareholder Value ——>» Stakeholder Value

Economic Responsibility ——>» Broad Responsibility

Figure 2-3: The Development of Marketing Philosophies

As the marketplace changes over time (especially with respect to customer needs and competitors) companies
must become more sophisticated in their approach to marketing. A market orientation is seen as a response to
ever increasing demands from the marketplace.

2.2.2 Market Orientation

The terms customer orientation and market orientation are similar, but not synonymous. A truly market-oriented
business uses marketing as a leading, integrative function which drives all other activities in the organization
toward the goal of creating customer satisfaction and value.

In a market oriented company, the customer is raised to a higher status - the “customer is king.” This change
in status comes from a realization that profits are created through customers’ needs and buying behavior.
In a market oriented company, relationships with end-users are strong and marketing research is conducted
continuously. Product development is based on research and marketing operations are planned according to
customers’ reactions. A market orientation must be present on all levels of the company and in all marketing
planning decisions. In addition, markets and marketing strategies direct business planning, on all levels -
investments, production, raw material procurement, etc. The following list overviews how the various aspects of
marketing are impacted by a market orientation.

Products - Adopting a market orientation means moving from commodities to special and custom-made
products. A paper mill is not producing paper, but rather solutions for different printing tasks and problems.
A sawmill is not producing sawn wood, but components for industrial customers. Customers - A market
orientation means selectivity in choosing customers. This means choosing the right customer for the company's
product, or choosing the right product for the company’s customer. Market Areas - Understanding markets
and customers is a vital capability for a market oriented company. Because resources are limited, the necessary
level of understanding can often be reached only for a limited number of market areas. Core competencies
- A market oriented company should pay special attention to market intelligence, customer relationships and
marketing skills. It should overcome its competitors when creating attractive solutions to the needs of the
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customers. Organization - Every person in a market oriented company realizes that the company exists for
its customers. The “voice” of the customer must be heard throughout the organization. Information Systems
- Systems for gathering and analyzing information must be able to produce dedicated customer and market
information. For example, each customer’s level of profitability to the company can be assessed using the right
information system, and this knowledge can be valuable in allocating marketing resources. Planning Systems
- An appropriate planning system is able to use market information in planning of marketing strategies and
functions as well as in planning of production and raw material procurement. Marketing Channels - The
marketing channels of a market oriented company must form connections to the customer, and information
and influence should move freely in both directions. Although the forest industry has made great strides toward
market orientation, research shows that there is considerable opportunity for increased marketing sophistication
(Example 2-1).

Example 2-1: Marketing Sophistication in the Forest Sector

A study of hardwood and softwood sawmills in the US found that many companies are still tied to a production
or sales orientation and that managers generally viewed marketing in the context of sales rather than the holistic
concept outlined in this textbook. When asked to define marketing, most respondents tended to focus on sales
or promotion revealing a narrow view of marketing. Some respondents referred to a customer or market focus
suggesting a more sophisticated understanding of marketing. Respondents often relied heavily on distributors
and brokers in order to move large product volumes and receive fast payment, a customer strategy that fits
best with a commodity product strategy. The thinking regarding organization and implementation of marketing
was also assessed to be underdeveloped. Still, the overall evaluation of the situation with sawmills identified
movement toward more of a customer and market orientation, a more sophisticated approach to marketing.12

The key to customer relationships is the creation of value. To attract customers, the company must provide
superior value, and marketing measures are designed to create customer value. The market oriented company is
successful by helping its customers to grow, to create value for their respective customer, and to be successful.

Maintaining a market orientation is clearly a challenge. Nowadays customers often have higher expectations of
their suppliers. Demands may include:

+ Cost savings

+ Superior knowledge

+ High product quality

+ High levels of customer support

« Supply security
Being market orientated is a continuous improvement process. For example, information technology (IT) has
become a critical tool for maintaining customer relationships, and companies must be prepared to invest in
the solutions necessary to meet customer demands. Generally, research has shown that a market orientation is

positively associated with profitability, so companies that coordinate all their functions in a concerted effort to
understand customers and competitors will likely be the most successful.



23 ERIC HANSEN & HEIKKI JUSLIN

2.2.3 Responsible Forest Industry - Responsible Marketing

The traditional responsibility of a firm is to maximize profits for the owners while operating within the laws
of society. The opposing view is that companies have much wider responsibilities. Modern society expects
companies to hold three kinds of responsibilities:

+ Economic responsibility
+ Social responsibility

+ Environmental responsibility

It is often said that companies have a responsibility to satisfy a range of stakeholders. An example of internal
stakeholders is company employees, while external stakeholders include the company’s surrounding community.
The World Business Council for Sustainable Development has developed the following list of stakeholders and the
company’s responsibility toward each.?

+ Owners and investors - high profits

+ Employees - consistent, fairly compensated employment

+ Customers - high quality products and service

+ Business partners - fair, ethical treatment as partners

+ Suppliers - consistent customer upon which to base the supplier's business
+ Competitors - maintain industry image

+ Government regulators - meeting or exceeding regulations

+ Non-governmental organizations - meeting or exceeding their expectations

« Communities - stable employment for community members

Meeting the myriad demands of multiple stakeholders can be an overwhelming task, especially for companies
that operate in several regions or countries since stakeholder demands tend to vary based on geography, culture,
and level of economic development and education. Even in one location the views on responsibility can differ
significantly. Companies must adapt to meet the expectations and needs of stakeholders in each location, while
also meeting the highest standards of any location across all operations.

Despite differing views on the extent of corporate responsibility, it is clear that businesses exist as a subsystem
of society, and therefore have both an economic and social role in the community. Ultimately, society dictates the
extent of this role and the level of responsibility expected of corporations. In the early 1900s, these expectations
largely reflected the view of classical economics—that companies need only obey the law and provide profit—but
the values of society have changed over time. Consequently, expectations of companies are changing as well.
Often it is corporate actions negatively impacting the community or the environment that drive the public to
become involved and to increase their demands of companies. Noteworthy environmental disasters such as the
Exxon Valdez in Alaska and the BP oil spill in the Gulf of Mexico are good examples. In the early 2000s, factory
conditions and human rights, especially in the apparel industry, were especially topical. At present, global warming
is an issue highest on the radar screen for many companies. With a majority of countries in the world agreeing
upon reducing the levels of carbon emissions for combating global warming and climate change, companies are
expected to change their business operations and strategies in order to help meet emission targets.
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In the forest industry, societal demands have primarily centered on sensitivity toward environmental impacts.
These demands, and the way they've changed over time, can generally be summarized in the following manner:

+ 1970s - emissions to water and air

+ 1980s - recycling and chlorine bleaching

+ 1990s - forest management and forest certification

+ 21st Century - global climate change and the role of forests
An important aspect of society’s changing values is the impact of globalization and the consolidation of industries.
Companies are becoming so large and multi-national that it is increasingly difficult for any single government to
enforce legislation to regulate their actions. The resulting shift in power from government to corporations leads
society to demand greater responsibility from corporations. Society ultimately grants a company a “social license

to operate,” but if a company does not operate within society’s values, it risks losing this license and ceasing to be
competitive (Example 2-2).

Example 2-2: MacMillan Bloedel Ltd. And the Social License to Operate

MacMillan Bloedel Limited (MB) was a large western British Columbia company with significant operations on
Vancouver Island, a place where ENGOs took an international stand against clear cutting and harvest of old-growth
timber. ENGOs protested at harvest sites and at the sites of key customers, hoping to eliminate the company’s
markets. In part because of this “war” with ENGOs, MB was in poor shape by 1997 and had nearly lost its license
to operate. The company had a terrible in-woods safety record, was losing money each time it harvested, and was
constrained in its markets because of the protests by ENGOs. In 1997, the company undertook a study with the
following objectives:

+ No compromise of employee safety

+ Achieve “outrageous” financial success

+ Make MB the most respected forest company in North America
The company essentially chose to meet some of the demands of the ENGOs, making changes in order to maintain
its license to operate. In an interesting twist, the company began to use the ENGO's as advisors, including them in
the corporate decision-making process, rather than fighting against them. In 1998, the company announced three
main commitments:

* Replace clearcutting with variable retention

+ Increase old growth conservation above status quo rate

+ Certify forest operations to meet market demand
According to MB the challenge was two-fold:

+ To move from simplistic, adversarial relationships with ENGO’s into more complex relationships capable
of simultaneously involving cooperation and competition.

+ To pursue environmental enterprise with the same level of creativity and passion previously devoted to
battle, and frequently still devoted to competition.4

Corporate social responsibility (often referred to simply as “corporate responsibility”) can be defined as “the
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commitment of business to contribute to sustainable economic development [economic responsibility], working
with employees, their families, the local community and society at large to improve quality of life.” Social
responsibility means going beyond the legal, technical, and economic requirements of the company.

Society’s view of responsibility is clearly changing. Fears about globalization and the growing power of
multinational companies have resulted in a backlash against big business such as the protests surrounding
the 1999 World Trade Organization meeting in Seattle, Washington and the Occupy Wall Street movement.
It is important to acknowledge the differences in perspective regarding social responsibility among various
cultures. People in different countries have different views of responsibility based on their history, religious
views, and other values. Accordingly, companies in different regions can have different approaches to managing
responsibility.

Environmental Responsibility

Environmental issues are a strong part of the forest industry’'s market context. Much of the concentration on
environmental issues is centered on the concept of sustainable development. In the late 1980s, the World
Commission on Environment and Development defined sustainable development as “development that meets
the needs of the present without compromising the ability of future generations to meet their own needs.”’
Since that time a series of international meetings, including the landmark 1992 UNCED meeting in Rio de Janeiro
have increased the global focus on sustainable development. Most recently, the United Nations General Assembly
adopted a resolution titled, “Transforming our world: the 2030 Agenda for Sustainable Development.” The agenda
includes 17 Sustainable Development Goals and 169 targets. Multiple Sustainable Development Goals have direct
connection to the forest industry. For example, the forest industry has a clear role in supporting the developing of
sustainable cities and communities.

Few debate the merits of the concept of sustainable development or the desired outcomes of the Sustainable
Development Goals. But how do companies find their role in moving in this direction? Environmental management
systems help companies focus on these issues. Developing environmental management systems begins with
instituting corporate environmental policies and embracing the concept of continous improvement. A
complementary tool to environmental management is lifecycle assessment. Lifecycle assessment is a way to
quantify the overall life-cycle environmental burden of products. Producing companies can use lifecycle
assessment to design products that minimize impact on the environment. Consuming industries and final
consumers can use it as a decision aid when selecting among potential products to fulfill a particular need.

Since wood is a renewable raw material, the forest industry has long claimed environmental superiority over
substitute products such as plastics and steel. Data regarding energy used in the manufacture of wood versus
substitutes has been used to back this claim. With respect to the energy used in manufacturing, wood clearly has
an advantage over its competition. However, manufacturing is just one of the many stages of the total lifecycle of
a product. More holistic comparisons among various materials will become easier over time. Lifecycle assessment
and the ability to quantify environmental impacts will be an important tool for increasing environmental
responsibility among producers and consumers and communicating this with customers via environmental
product declarations (EPD). These declarations are based on life cycle assessment data and are a mechanism
to give customers systematic and consistent information about the environmental impact of a product. For an
example of environmental product declarations see the following site.

Environmental Marketing in the Forest Industry

Ethically sound marketing which integrates environmental principles is called “environmental,” “green,” or
“ecological” marketing. Such marketing recognizes the broader environmental responsibility of a company and
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helps the company adapt to new circumstances. The environmental marketing concept has received considerable
attention in academic circles. Most authors consider it an extension of marketing to include the concept of
minimizing damage to the environment while satisfying the wants and needs of consumers. According to Peattie,8
environmental marketing is made up of social responsibility, the pursuit of sustainability, and a holistic approach,
which assumes that everything is inter-connected. Some go further to suggest that with environmental marketing
companies should redirect consumer demand to environmentally preferable products and services.? Sustainable
consumption is becoming a more common theme in society with, for example, many people considering their
impact on the planet using calculators like that from the Global Footprint Network®. Leading global companies
are beginning to recognize the potential around sustainable consumption (Example 2-3). A simple definition of
environmental marketing used in this text is: identifying and providing for the wants and needs of customers,
while recognizing the necessity to minimize impacts to the environment and to gain a profit.

Clearly, marketing is one mechanism for supporting sustainable development. It serves to build a bridge between
companies and stakeholders, especially customers. The basic function of marketing is to analyze customer needs
and transform them into business opportunities. If customers are environmentally conscious and want to make
choices that support sustainable development, a company can transform these environmental requirements into
business opportunities. Truly forward thinking companies will try to lead their customers toward more sustainable
consumption. This means integrating environmental perspectives into all aspects of marketing planning,
particularly in marketing strategies. Environmental marketing can also be a tool to promote socially and
ecologically sustainable forestry. From the industry’s point of view, environmental marketing is a tool for achieving
company goals and gaining competitive advantage.

True environmental marketing originates in a strong company philosophy of responsibility toward society and
the environment. This philosophy must be seen as a true commitment to environmental issues and improved
performance - otherwise, a company may be accused of “greenwashing,” which is generally perceived as worse
than doing nothing at all.

Example 2-3: The Growing Importance of Sustainable Consumption

According to the World Business Council for Sustainable Development, consumption patterns around the world
are unsustainable and technological advances and efficiency gains will not be enough to bring consumption to a
sustainable level. Therefore, changes will be necessary in consumer lifestyles and in the way they use products and
services. Companies have a role in working with consumers to alter lifestyles. A more immediate role is focusing
on procurement practices. The World Business Council for Sustainable Development and the World Resources
Institute produced an extensive document for use by companies in evaluating their procurement procedures.
The document, Sustainable Procurement of Wood and Paper-based Products, outlines 10 things that purchasers
should know:

* Where do the products come from?

+ Is information about the products credible?

+ Have the products been legally produced?

+ Have forests been sustainably managed?

+ Have special places, including sensitive ecosystems, been protected?

+ Have climate issues been addressed?

+ Have appropriate environmental controls been applied?
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+ Has recycled fiber been used appropriately?
+ Have other resources been used appropriately?

+ Have the needs of local communities or indigenous peoples been addressed?

As companies use tools such as this in their purchasing practices, forest industry companies must have adequate
answers to each of these. Accordingly, companies can use this question list to begin evaluating their many
responsibilities and contribute to sustainable consumption.

An example is the following quote from the Chief Forester of Stora Forests in Sweden: “Commitment to sustainable
forestry must be real. A media campaign to change attitudes will not work. They will find you out.”"°

Responsibility and Performance

The link between responsibility and positive company financial performance has seen considerable attention.
Early research in pollution prevention found that companies practicing pollution prevention often benefit from
lower costs.'""'? However, the link between environmental practices and financial performance is less clear in
other areas, such as changing forest management practices to meet certification requirements. Overall, the
literature provides evidence that being a good environmental steward results in enhanced financial performance,
but growing evidence suggests the relation may not be tied to how proactive the firm is. On the other hand,
small firms may benefit more than large. There is clearly much to be learned regarding the conditions that lead
to “being green paying for itself.”'3 There are other benefits to acting responsibly that indirectly impact business
performance. According to the World Business Council on Sustainable Development,14 these benefits include
better alignment of company and societal goals, maintaining company reputation, assuring a continued license to
operate, and reducing risks and their associated costs.

In the final analysis, not every action taken by companies to be socially and environmentally responsible will be
reflected in reputation, profitability, or stock prices. However, it is clear that a certain level of responsibility is a
prerequisite for operating in today's society. By adopting a responsibility focus and internalizing the concepts of
environmental marketing, companies will be well-placed to capitalize on their positive environmental and social
performance.

2.3 PLANNING AND MODELING APPROACH TO MARKETING

2.3.1 Scientific Approach to Marketing

The scientific method can be applied to the planning and modeling of marketing. The first step of this approach is
to define the problem situation. As a pragmatic science, marketing aims at controlling the phenomena connected
to it. For example, the salesperson tries to have an impact on the customer.

The prerequisites of control are a detailed knowledge of customers, markets, and marketing. To influence
customers the salesperson must know buyer behavior and understand why people act the way they do. Exact
descriptions and explanations of why things happen the way they do make predictions possible. If the salesperson
understands customer behavior she can anticipate the customer’s next move. Description, explanation, and
prediction are prerequisites of control. This means the salesperson can influence the behavior of the customer.
The aim of marketing planning is to increase the predictability of and control over marketing phenomena.

To summarize, solving marketing problems can follow the same steps as the scientific method:

+ Description
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+ Explanation
+ Prediction

« Control

The scientific approach is a matter of course in marketing research but is equally useful as a practical tool for
everyday marketing work. The scientific approach is the competitive advantage of the highest-level marketing
education and should be applied to everyday marketing work. What does the scientific approach in marketing
mean? It is the ability to use theories and models to help solve practical marketing problems. Figure 2-4 illustrates
how the solution to a marketing problem can be developed through moving back and forth between marketing
reality and marketing abstraction.

The scientific approach applies scientific knowledge in the form of models and theories to marketing problem
solving. The first step when applying the scientific approach is taking the marketing problem situation to a
theoretical level. Concepts, models and theories of marketing science and/or mother sciences are used to do
this. If we use research in problem solving, hypotheses are drawn from the theoretical/hypothetical constructs
and tested with empirical data. Research produces a general description or explanation of the problem situation,
which is then operationalized back to the marketing reality.

Marketing Reality Marketing Abstractions

Marketing heoretical
Problem Construct

Models &
@ Tiheories: of
Operationalization Marketing
Data & Mother
Information ’
Sciences

Solution to Description or
the Problem Explanation

@Abstraction @ Measurement @ Operationalization/Application

Figure 2-4: The Scientific Approach to Marketing

The scientific approach, however, can also be applied in everyday marketing planning and implementation
without marketing research, as the dotted arrow (Figure 2-4) going directly from the Theoretical Construct to the
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Description or Explanation demonstrates. When a marketing manager meets a problem, she converts it into a
theoretical construct using all the experience, theoretical concepts, models and theories in her possession. From
this theoretical construct, she can see the essential features of the problem situation. Scientific theories help
the manager find explanations to problem situations. The last step is to apply the theoretical explanation to the
practical marketing situation. It can be concluded that the essential point in the scientific approach is the ability to
use:

+ Concepts, models and theories

+ Information based on scientific research or practical experience
2.3.2 Planning Approach to Marketing

Marketing planning is the basis for grounded decisions about future strategic actions. The most important aspect
of this planning may actually be the learning and development that takes place among participants during the
process. They may gain greater understanding of the challenges they face and the intricacies of their market.
For a marketing manager, marketing is essentially the process of marketing planning. A marketing plan explains,
adjusts, guides, and coordinates all that is happening in marketing. As such, it is a management instrument that
can be used to communicate with all those parties in the company implementing marketing. In a modern, market
oriented company, the network of parties implementing marketing is extensive.

Marketing planning is necessary for a number of reasons. As already mentioned, a critical aspect is the learning
process that occurs during the planning process. At a conceptual level, marketing planning can be thought of as a
run-through of the entire marketing process, a sort of conceptual simulation. At a practical level, it is a document
that helps implement marketing on the ground and can be compared with actual outcomes.

In order to operate at the conceptual level, a marketing designer needs models that describe the functional
environment as well as models that describe marketing functions, e.g., personal selling and advertising. Models
are effective guides that show the decisions to be made during planning. The models should also show the
information that is needed for decision-making. The main planning tools are models and information. The whole
structure of this book follows a planning model and the necessary planning information is analyzed thoroughly.

2.3.3 Models of Marketing

A model is an abstract picture of the real world which describes some phenomenon. A marketing model can
provide a structural framework for planning, guiding a company in decisions about how to adapt to its future
environment. Although marketing models come in many different variations, most are organized around the
traditional theme of the 4P's of marketing—price, promotion, product, and place (distribution). Figure 2-5
illustrates the 4P approach and how the “marketing mix” can be tailored to different market segments.

The marketing mix, or 4P’s, has had a profound impact on the field of marketing, as evidenced by its dominant
role in numerous models of marketing.15 However, there are shortcomings of this approach. For example, from
a planning perspective, the 4P's do not provide a comprehensive picture of the decisions that must be made in
marketing a product. In addition, there is no hierarchy in the 4P model so it appears, for example, that decisions
regarding the communication channel are equally important to decisions regarding which products to produce.
This text uses the Integrated Model of Marketing Planning which will be discussed in detail later (Section 2.4).
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Market Offering “a”

Figure 2-5: The Traditional 4Ps of Marketing

2.3.4 Modeling the Marketing Environment

The marketing environment is simply a company's context or external environment. A popular way of looking
at the external environment is through PEST analysis, which considers the factors in the environment that are
impacting the company in political/legal, economic, sociocultural, and technological realms (Figure 2-6).
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Figure 2-6: Traditional “PEST” Elements of the Marketing Environment

The Information Environment Model (Figure 2-7) used in this text divides the environment into macro and
micro categories.The macro-environment contains demand, supply and “other” environments, which include
the economic, technical, legal and social environments. In practice, economic indicators, demand, and supply
are aggregated and analyzed with econometric research instruments. The information describing the macro-
environment is critical to investment planning in the forest industry, and important on the highest strategic level
of marketing planning. These analyses are also used in the policy planning of the whole forest sector.

The micro-environment contains information about the behavior of customers, competitors (size, structure, etc.),
and distribution systems. Although marketing channels would seem to be part of a company's own marketing
system, these channels must conform to the existing distribution system of the markets, and are thus considered
part of the marketing environment. As you will find in the next section, this model of the information environment
becomes a key component of the Integrated Model of Marketing Planning. Chapter 3 provides an in-depth
discussion of the use of information in marketing planning.
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Figure 2-7: The Information Environment Model

2.4 INTEGRATED MODEL OF MARKETING PLANNING

2.4.1 The Origin and Development of the Model

Many researchers and authors have presented their own models of marketing planning. This book utilizes the
Integrated Model of Marketing Planning (IMMP) (see Figure 2-8). The model and its operationalization were
developed at the University of Helsinki in Finland, and has been particularly influenced by the work of Ansoff'®
and Shirley et al."” While the model contains the usual components of marketing planning presented in marketing
textbooks, the central ideas differ notably. The differences in terms of the model's ideological background and
hierarchical structure are most evident when the model is compared, for example, to the traditional 4P model
described above.

The model contains four hierarchical levels: strategies, structures, functions and action plans. As one key activity
of the business unit, marketing gets its objectives from the whole unit. Because of its central position in the model,
most strategic decisions in marketing are also integral to the strategy of the business unit. This also means that
decisions concerning marketing strategies are made on the highest hierarchical level in the business unit.

The hierarchy in the model signifies that the highest decisions must be made first, and objectives for the following
levels must be subsequently established. Strategies come first and structures (and systems) follow. When there
are changes in strategies, there should also be changes in structures.

The other relationship between strategies and structures illustrated in Figure 2-8 indicates that there can be
institutional constraints in the structures. Structures can inhibit the realization of strategies, or - when properly
established - can function as frames and tools for realizing strategies. For example, a structure which includes
powerful intermediaries may make it difficult for a company to develop a detailed understanding of end-users,
which in turn inhibits the ability to produce special or custom-made products for these customers.

Marketing functions allow a company to realize its strategies and satisfy the needs of its customers. By contrast,
in many other models, these functions are seen only as tools for competing against other companies.

Strategies, structures, and functions form a strategic marketing plan that is implemented through action plans,
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often called annual marketing plans or budgets. Strategies act as objectives that guide the annual planning of
marketing. Plans related to marketing functions guide decisions concerning the marketing measures carried out
during the planning period.

Objectives of the SBU

Marketing Strategies Marketing Structures

1. Management

2. Organization

3. Planning and'Information
Systems

4. Contact Channels

5. Channels of Physical
Distribution

1. Products

2. Customers

3. GeographicallAreas
4. Core Competencies

Marketing Functions
Contact Functions Product Functions

1. Personal Relationships 1. Product Planning

2. Marketing Communication 2. Pricing

3. Market Information 3. Physical Distribution
4. Functional Communication

Action Plans

Quantitative objectives and means per
year or per shorter planning periods

Figure 2-8: The Integrated Model of Marketing Planning
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2.4.2 The Structural Elements of the Model

The core of the IMMP is organizational strategies, structures, functions, and action plans. These aspects can best
be described by operationalizing the model, that is by developing practical measures for each aspect and by
providing decision options for each of the elements, as explained below.

The company determines its strategy by making decisions concerning its products, target customer groups, the
geographical limits of its market, and core competencies. Each one of these four strategic decisions can be divided
into various alternatives, which are outlined broadly below. Product strategy can be divided into three alternatives:
+ Emphasis on commodity products
+ Emphasis on special products
+ Emphasis on custom-made products
For an individual company, these must be more specific. For example, if a company chooses to produce special

products, it must determine the specific product for a given market like components for the window industry or a
special paper for a certain type of printer.

The customer strategy alternatives are:

+ As many customer groups as possible

+ Few well-specified segments

+ Known end-users
At the company level, the choice for a sawmill might be the window industry or big box retailers. Market area
strategy is described with two alternatives:

+ As many regions/countries as possible

+ Few well-specified regions/countries

At the company level, market area might be defined as Southern Germany or a particular region such as New
England.

The following might be considered core competencies:

* Quality of the products

+ Efficient marketing channels
+ Customer relationships

+ Efficient personal selling

+ Technical and other services
+ Marketing communication
+ Advantageous price

+ Well-known trade mark

+ Efficient marketing

* Freedom in price policy
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+ Large market share

The combination of product, customer, and market area strategies, along with the appropriate core competencies,
leads to the development of a competitive advantage. Pursuing a sustainable competitive advantage is the
essential goal of strategic marketing planning. Marketing structures are the systems within a company which allow
marketing to be implemented through its various functions (Figure 2-8). Examples include:

+ The type of management system and organization used in the company

+ The type of information and planning system that is used in the company

« The marketing channel structure used
Marketing functions are the on-the-ground techniques that a company uses in the practical marketing of products.
There are basically two sets of functions. Communication functions are those that marketing controls directly,

while product functions are those where marketing is a player along with other functional areas of the company.
Examples of each include:

Communication Functions

* How the personal selling/personal relationships are implemented

* How advertising is designed and implemented
Product Functions

+ How marketing participates in new product development processes
+ How marketing participates in pricing decisions
+ How physical distribution is conducted

Action plans include quantitative goals for the next planning period, specific steps for obtaining goals, and metrics
to measure progress toward those goals. The process for creating action plans is often called budgeting.

2.4.3 The Decisions Needed for Marketing Execution

In many ways, marketing planning is decision-making, and implementation is putting those decisions into practice.
Once the marketing designer has internalized the modeling approach to marketing planning, identifying the
necessary decisions is straightforward.

Strategies

* What product(s) should the company produce?
+ To what group(s) of customers are the products targeted?
* In what geographical region will the operations take place?

* Upon what core competencies will marketing be based?
Structures

+ What management philosophy or system should be used?

+ What is the most appropriate way to organize the marketing?
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* Which planning and information systems will be used?

« Which marketing channels will be used?
Functions

+ How will personal selling be implemented?

* How will other forms of communication be implemented?
+ How will market information be collected?

+ How will customer support be implemented?

* How will new product development be implemented?

+ How will pricing be implemented?

+ How will physical distribution be implemented?

+ How will the daily marketing communication routines (customer service) be implemented?
Action Plans

+ What are the marketing targets per planning period?
+ What methods will be used?
« What amount of money will be used?

+ What is the schedule of the marketing measures?

2.5 NEW MARKETING DESIGNS AND BUSINESS MODELS

Marketing science and practice are constantly creating new tools to develop marketing. New paradigms are
responses to changing marketing environments and customer demands but also ways to make marketing more
efficient and business more profitable. It is important to remember that the basic idea of marketing remains even
though new ideas, e.g., for marketing structures, are created. In the same way it is important that the marketer
sees the connection between old structures and new tools as well as understands the role of new paradigms in
the comprehensive context of marketing.

In Chapter 5, when analyzing the evolution of marketing management, we describe, for example, customer
relationship management (CRM), strategic account management (SAM), supply chain management (SCM) and E-
commerce. Based on the IMMP, these new marketing paradigms can be seen as new ways to develop marketing
structures.

The comprehensive construct containing new marketing paradigms and describing the conduct of business and
marketing can be seen through a modified Integrated Model of Marketing Planning. The modification means that
a new way of thinking is needed and various aspects of marketing must be emphasized a bit differently. A key
for this new thinking is an innovative creation of knowledge based capabilities and customer benefit based value
propositions. A modified IMMP describing the comprehensive evolution of marketing can be seen in Figure 2-9.

In Figure 2-9 the knowledge based capabilities are described through raw material, technology and other core
competencies. An emphasized feature of New Marketing Design (NMD) is the close contact between producer
and customer - the customer interface. Marketing activities are realized on the customer interface. To reconfigure
the customer interface we use, for example, the above mentioned CRM, SAM and SCM. The marketing structures
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and functions of the company are arranged according to these management philosophies or some other new
management paradigms which may emerge.

New marketing approaches will only be successful if customers can directly see the benefits arising from them. If
marketing is genuinely based on creating benefits and value to the customer, a profitable, long-term partnership
can be created. The value proposition (i.e., the product offered, availability, enhanced services and marketing
communication) is the most visible aspect of customer interface. The biggest difference between traditional
thinking and NMD is how we see all marketing measures creating value for the customer. If optimized logistical
systems have traditionally been the key points when planning distribution solutions, now according to NMD we
emphasize availability for the customer. We aim at availability which is more beneficial for the customer and
makes the value proposition more attractive. The same holds true with service and information planning. If
traditionally the marketing communication messages tried to persuade the customer to buy, now according to
NMD, more attention is paid to customer benefits and value when planning marketing communication.

The definition of served customers is also changing. In Figure 2-9 the change is made explicit when describing
the customer as “a structure or network”. To take an example, the main end-use for wood products is in the
construction industry. The buying process for this market includes decisions made by a number of actors,
such as architects and designers, construction business owners, specifiers and purchasing managers, as well
as people who use the product. This group of actors directly influences the demand for wood products and
their decision-making process calls for a new understanding of customers. Communicating with this customer
structure, gathering information about its needs and serving it, and promoting wood products are the functions
carried out on the customer interface. Example 2-4 contains consequences of new thinking in the wood industry.

2.6 MAKING THE FUTURE OF MARKETING

Marketing has changed over time by responding to challenges which arise in the business environment. For
example, mass production gave rise to the sales approach to marketing, while recent trends toward specialized
products have prompted more tailored marketing strategies. Marketing must continue to evolve in order to
effectively deal with fast-paced changes in the business environment. Although long-term predictions are
inherently inaccurate, we can reasonably forecast the following trends in the market:

+ Local markets will continue to grow global

+ Customer needs will become more diverse

+ Companies will continue to grow in size and global reach

« The information environment will be even more transparent, global, and fast changing

+ Stakeholders will increasingly demand social and environmental responsibility

+ Services will become a bigger proportion of forest industry revenue
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Figure 2-9: An Expanded Integrated Model of Marketing Planning

Given the current state of the business environment, appropriate marketing practices can play an increasingly
important role in company success. The foundation of “Making the Future of Marketing” is the concept that
success through marketing is based on the ability of the company to do the right thing, do things the right way,
and utilize the best available technologies.

2.6.1 The Ability to Do the Right Thing

As our discussion of responsibility shows, companies will increasingly be judged not only on their profitability but
also on their ability to do the right thing. A major challenge here is to take the needs of various stakeholders
into account and to recognize how culture and other local characteristics influence those needs. Social and
environmental responsibility are especially important because the forest industries are using a globally important
natural resource - forests. The living conditions of people are heavily dependent upon forests on both local and
global levels. Responsible use of forests is vital for the future of mankind and the challenge for the forest industry
is to balance company profits, customer needs, community interests, and local and global environmental needs.
In the future, those companies which can properly identify key responsibility issues and efficiently implement
strategies to deal with those issues will reap a competitive advantage.
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Example 2-4: Applications of New Marketing Designs and Business Models in the Wood industry

Based on New Marketing Designs it is possible to generate ideas for evolution of wood products marketing. In
the future, there will be demand for new products, new ranges of services and opportunities to reconfigure the
customer interface. Examples of these new business ideas can be seen below:

+ Increasing requirements for product development and innovations, e.g., system solutions.

+ Increasing requirements for sustainable development. Environmental Management Systems (EMS) and
CSR are becoming more important in business operations.

+ Move from simple product manufacturing to service and solution providers.

+ Cost competitiveness achieved through shortening the value-added chain - forming relationships
directly with customers.

+ Business opportunities may exist in new positions in the value-added chain, which forest industry
companies can fill, e.g., a potential role as project managers in the construction industry rather than just
manufacturers of building products.

+ Value management as a performance improvement tool.

+ New management systems to operate closer to the customer, e.g., CRM, TQM (total quality
management) and SAM are core issues of marketing development, enabled because of increased
knowledge management and information sharing through IT.

+ Simultaneous provision of bulk and customized products - Mass Customization.

+ The development of E-business environment provides more new business solutions. '

2.6.2 The Ability to Do Things Right

Doing things right means choosing an appropriate approach to the problem, knowing the right tools to use, and
efficiently implementing plans. Experience has shown that a marketing philosophy and a market orientation (in
which customer demand guides production) produce the most efficient production system at both societal and
company levels. Consequently, marketing thinking should drive all corporate strategies toward the goal of creating
maximum value for the customer.

Developments in the field of information technology require and enable business partners to integrate their
information systems. Current activities used by companies to improve the efficiency of the production system
include supply chain management, customer relationship management, and e-business. Knowledge management
and information sharing are clearly relevant to marketing development. Thus, in order to “do things right,”
companies must have knowledge of the operating environment for marketing planning; provide value-oriented
information to customers with regard to products and services; and maintain a high-level of information
connected to business processes (e.g., transparency in the supply chain).

In this text, we stress a modeling approach to marketing. This modeling approach provides a structure around
which marketing problems can be analyzed and appropriate analysis tools can be brought to bear. This in turn
allows for efficient implementation of the developed marketing plans.
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2.6.3 The Ability to Identify and Use the Best Available Tools

Information technology (IT) is altering the context within which firms operate, the role of marketing within those
firms and is changing the nature of communication with customers. Essentially, IT is allowing marketers to
develop better marketing information systems and better marketing planning systems, thereby increasing the
sophistication of marketing. In the future, information will become ever more crucial as a basis for improved
decision-making and more advanced marketing systems. Marketing planning and implementation must evolve as
the company's ability to manage and use information improves. An essential question is whether applying IT in
forest products marketing promises to create stronger, closer relationships among stakeholders since the most
important benefits of IT will come from its potential for facilitating deeper customer relationships and greater
sharing of information.

An example of an underutilized tool in the forest sector is innovation management. Forest industry companies
are noted as being traditional in culture and tending to focus on low costs as a core competency. Accordingly,
innovation efforts have generally been in the area of manufacturing process improvement. However, with
increased sophistication of customers and the general trend toward market orientation described above, a low-
cost, commodity mentality will not be sufficient to maintain competitiveness. Innovation in other areas, especially
in new product development will be necessary. Accordingly, companies must invest in managing for innovation,
something that in most cases will require a significant shift in corporate culture. This shift may be essential for
companies to make the transition to the future bioeconomy.

2.7 THE STRUCTURE OF THE BOOK VERSUS THE IMMP

The remainder of the text follows the structure of the Integrated Model of Marketing Planning. As can be seen in
Figure 2-10, Chapter 3 explores issues of the information environment, or the context within which a company
operates and how one can obtain information about its various elements. Chapter 4 covers strategy, beginning
with corporate strategy and moving on to the details of marketing strategy. Chapter 5 covers marketing structures
and Chapter 6 marketing functions. Finally, Chapter 7 ties all the concepts together and addresses the creation of
a strategic marketing plan.
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2.8 CHAPTER QUESTIONS

textbook?

+ How can marketing be defined and what are its various potential roles?

+ How and why has marketing evolved over time?

+ What does environmental marketing mean, and how does it differ from traditional marketing?
+ What is marketing planning and why is it needed?

« What is the value of models in marketing planning?

+ What is the Integrated Model of Marketing Planning (IMMP), and what is its role in the remainder of the

+ How may marketing evolve in the future?
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Chapter 3: The Marketing Environment, an Information
Approach

After reading Chapter 3 you should understand the following:

+ The important role of information in marketing and marketing planning.
+ How changes in marketing practice influence the perceived importance of various types of information.

+ Efficient management of information and knowledge can lead to enhanced performance and competitive
advantage.

+ The use of models in describing and measuring the information environment.

+ The nature and content of the Information Environment Model and its relationship to the Integrated Model of
Marketing Planning.

+ The types and potential sources of information about the marketing environment.

+ How market information may be actualized, based on the Information Environment Model, for analysis in
marketing planning.

The previous chapter suggested that a valuable approach to understanding markets and customers is through
modeling and planning. This chapter is a continuation of that approach, and adds a model that guides efficient
gathering of information from both the external and internal environments. As we have learned, marketing helps
a company adapt to its environment, and specifically the information environment in the case of marketing
planning. Recall the various decisions necessary in marketing planning that were derived from the IMMP in
Chapter 2. The Information Environment Model complements the IMMP by outlining where information needed
for these decisions can be found.

This chapter provides some examples of market information sources that are especially relevant to the context
of markets in the United States. The reader should remember that although the information sources will differ
depending on sector and market area, the principles and concepts apply across the forest products industry.
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3.1 INTEREST IN INFORMATION

In our current, information-rich society, the business environment is changing at an accelerating rate. Companies
are growing larger and more global, serving more diverse geographical markets. Managers need more
information and they need it quicker and more accessible. The type of information most critical in this dynamic
environment is information about change - change in the environment, change among competitors, change in
customer behavior, and so forth.

The level of interest in information within a company varies according to its marketing philosophy and marketing
focus. When planning future strategies, the company is interested in market attractiveness, opportunities, and
threats. Different categories and types of information may be emphasized depending on the focus of the
company. For example, some companies may focus on their competition while drafting a strategic plan, while
others may focus on customer information.

The need for information is intricately tied to the planning process. A company that sees information as a
central resource must learn to efficiently manage that information and turn it into useable knowledge. Knowledge
management turns both internal and external information into knowledge that serves the aims of the company.

3.1.1 Changing Focus of Marketing

A shift in marketing philosophy from a production orientation to a market orientation necessitates a new level of
knowledge about markets and customers. It requires an ability to understand, predict, and satisfy the wants and
needs of industrial customers and final consumers. To succeed in this, high quality information is needed.

One example of a critical type of information might be a given product’s stage of development in the marketplace.
Product demand is said to follow a saturation curve, created by slow initial demand and then a fast increase which
creates a steep upward slope in the curve. Then, as the market becomes saturated, the curve begins to level off.

A construction material like engineered wood i-joists might follow the saturation curve. At the time of introduction
there is low production abilities, minimal demand, and low demand growth. As the product diffuses through the
marketplace, demand increases and the product gains market share. At some point, this level of growth is no
longer possible and the product begins to reach saturation and the increase in demand slows (Figure 3-1).
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The nature of marketing planning and the need for information follow
the development of market demand. When demand is growing fast,
companies may have little interest in customer or competitor behavior.
Those conducting marketing planning are mainly interested in demand
and supply figures. Strategic planning in this situation typically
emphasizes product and market decisions. An example of this is the
popularity of Ansoff's strategic thinking (see Chapter 4) in the 1960s and
1970s - as we can see from Ansoff's Window, product and market
decisions are emphasized while competition and competitors have a
minor role.

Demand

When markets are saturating, however, companies can no longer
depend on increasing demand, and must seek to take market share Time
from competitors in order to grow. In this situation companies are

interested in information about competition in the marketplace, the Figure 3-1: Demand Saturation Curve
behavior of competitors, and competitive advantage. Porter's models

of sustainable competitive advantage were so popular in the 1980s

because they provided a framework for this kind of information.

Since the 1990s the importance of customer decisions in strategic planning has clearly increased. Concepts
such as customer relationship marketing and strategic account management reflect a distinct focus on customer
information.

3.1.2 SWOT Analysis

SWOT analysis (strengths, weaknesses, opportunities, threats) is a popular method used in strategic planning.
Information about both the internal and external environment of the company is used in the SWOT analysis,
allowing the company to assess its position in the market (strengths and weaknesses), as well as the market's
attractiveness (opportunities and threats). Strengths and weaknesses are under the control of the company and
reflect the company’s position and potential. Opportunities and threats are part of the external environment and
reflect market attractiveness. The information generated from a SWOT analysis can be useful in its own right, or
as input into other tools for analyzing the portfolio.

Johnson and Scholes' suggest that a SWOT analysis is much more than creating a laundry list of strengths,
weaknesses, opportunities, and threats. In fact, they recommend that the list should be limited to approximately
eight key points. The first step is to identify the key changes in the external environment and then to do the same
for company competencies. These can then be placed into a matrix showing where the company is strong and
where it is weak in relation to the external issues. The matrix gives an indication of the key opportunities and
threats. Further analysis of opportunities and threats can be done by comparing, for example, the attractiveness
of an opportunity with the probability of success in exploiting that opportunity.2 With this information the
company can poise itself to capitalize on the opportunities and retrench against the threats.

The SWOT analysis illustrates how important it is for a company to be aware of its internal strengths and
weaknesses, as well as its external opportunities and threats. However, the SWOT analysis is only as good as
the information used in it. It is important to carefully evaluate the information upon which conclusions regarding
opportunities and threats are made. The Information Environment Model (IEM) can be used in connection with
SWOT analysis. The IEM guides the collection of market information. SWOT helps to draw the conclusions based



CHAPTER 3: THE MARKETING ENVIRONMENT, AN INFORMATION APPROACH 46

on that information. Results of SWOT analysis support strategic decisions made according to the Integrated Model
of Marketing Planning (IMMP).

3.1.3 Special Interest in Competition Information

Marketing strategies can be resource, competitor, or customer oriented. Michael Porter is perhaps the most well
known advocate of competition-oriented strategic planning. He has had a dramatic impact on the study and
understanding of strategy during the last three decades. His concepts became popular after the post-World War
Il economic boom, when inflation in developed nations was a significant problem and economic growth was very
low. This meant that companies accustomed to growing along with the market were suddenly faced with the need
to gain a more in-depth understanding of their competitors. In a low-growth market, the only road to growth was
to take markets away from the competition.

Porter® claims that the environment within which a company operates can be viewed with respect to five forces
(Figure 3-2):

+ Threat of Entry

+ Rivalry Among Existing Firms

+ Pressure from Substitute Products

+ Bargaining Power of Buyers

+ Bargaining Power of Suppliers

By analyzing these five forces, a company can develop a better understanding of its key strengths and weaknesses,
as well as the trends which present the biggest opportunities and threats.
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Figure 3-2: The Five Forces of Competition from Porter

Threat of Entry

The environment within which a company operates is heavily influenced by the ease with which competition can
enter the market. Markets with high barriers to entry have a low threat of entry by competitors and vice versa.
There are a number of factors that influence the relative threat of entry into an industry.

« Economies of Scale - where economies of scale exist potential entrants must either enter the market on
a large scale, risking retaliation from existing firms, or enter on a smaller scale and suffer a cost
disadvantage.

+ Product Differentiation - strong brand and customer loyalty toward existing companies is difficult for a
potential entrant to overcome. For instance, the Trus Joist Silent Floor System had this sort of brand
recognition and loyalty from builders in some markets.

+ Capital Requirements - high capital requirements make entry into a market more difficult. These capital
requirements might be for items beyond plant and equipment, such as customer credit and inventories.
For instance, a new paper mill costs in excess of $1 billion; this level of investment means market entry
is almost impossible for most companies. Historically in Scandinavia, it was so easy to enter the
sawmilling industry that when markets were attractive, new sawmills were created. This relative ease of
entry resulted in a highly competitive marketplace for sawmillers.
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+ Switching Costs - the one-time costs associated with switching from one supplier to another are typically
low for commodity products, but increases as the product becomes more tailored to specific customers.
For example, a home center that has developed a proprietary lumber grade with a specific supplier will
face costs of training a new supplier on the details of its specific grade if it wishes to switch.

+ Access to Distribution Channels - intermediaries may be hesitant to carry products from new entrants.
The forest industry has seen a large move toward disintermediation. Those intermediaries that have
been left out in the disintermediation process will be anxious to support new entrants. However, those
that are serving large suppliers may not be accessible at all.

+ Cost Disadvantages Independent of Scale - patents or other forms of proprietary technology, access to
raw materials, and company location can all impact the relative advantage open to a potential entrant.

Rivalry among Existing Firms

Some industries are known to be more highly competitive than others. Most sectors of the forest industry are
mature, with relatively low growth rates, which results in high levels of competition and rivalry. A long list of factors
can impact the level of competition and rivalry among firms in an industry:

+ Many equally balanced competitors - no one firm controls the dynamics of the marketplace, so
competitors will be constantly looking for an edge against the others, resulting in intense rivalry.

+ Slow industry growth - companies must steal market share from competitors rather than relying on
overall market growth. Thus, softwood lumber manufacturers that wish to gain market share cannot rely
on the growth of the marketplace, they must go and take share from the competition.

+ High fixed costs - this creates pressure for companies to maintain full capacity, and cut prices when
necessary; this characterizes the situation (historically) in many sectors of the paper industry.

+ Lack of differentiation or switching costs - if products within a sector are similar, buyers are likely to
make product choices based simply on low price; this naturally creates significant price competition
among suppliers.

+ Capacity increases come in large increments - capacity is often added in large increments, requiring a
high level of investment and contributing to high fixed costs in the paper sector.

+ High exit barriers - exit barriers exist when a high level of investment makes getting out of an industry
or market costly for a company. This could result from specialized or high value assets such as those in
the paper sector. It could also result from the need to carry a specific business as a compliment to
another part of the company. This has been the case for many paper companies that see the lumber
business as a necessary but not attractive component of their business portfolio.

Pressures from Substitute Products

Substitute products are products which serve the same function or meet the same need for the customer. For
instance, engineered wood I-joists are substitutes for solid sawn 2x10s and 2x12s, just as plastic lumber is often
a substitute for treated radius edge decking. In the paper industry, there has been significant concerns about
electronic media and its potential for serving as a substitute for various types of paper. Thus far, however, while
electronic media has reduced demand for newsprint, online shopping has increased demand for packaging and
the move towards a paperless society anticipated by some has not materialized. In the final analysis, substitutes
that should be of particular concern are those that are exhibiting trends of improved price performance, products
which are produced by industries earning high profits, and those produced by industries with deep pockets.
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Bargaining Power of Buyers

Where buyers are powerful, suppliers will be subject to high pressures to alter products and/or reduce prices.
Buyers are especially powerful when the following conditions are present:

+ There are few large buyers or the buyer purchases large volumes relative to the supplier’s total sales.
Paper companies supplying food packaging have customers who are gaining a worldwide presence, and
the power that comes with increasing size. One way paper companies are trying to deal with buyer
power is by becoming bigger themselves in order to effectively supply worldwide buyers. Large retailers
(e.g., big box retailers) such as The Home Depot and Obi are examples from the mechanical forest
industry.

+ The product purchased represents a high proportion of the buyer’s total costs. This situation provides a
significant incentive for the buyer to look for low prices and to negotiate aggressively.

« The product being purchased is an undifferentiated commodity. In this situation, the buyer will likely buy
from whichever supplier offers the lowest price.

+ The buyer faces few switching costs. Conversely, the buyer's power is enhanced if the seller faces high
switching costs.

« The buyer operates in a low-profit industry. This creates greater need to lower purchasing costs.
+ The product being purchased has little importance in the quality of the final product.

+ The buyer has full information about the supplier and the marketplace.
Bargaining Power of Suppliers

The bargaining power of suppliers largely parallels the power of the buyer, though in the opposite direction.
Suppliers are more powerful when the following conditions exist:

« There are few suppliers and the supplying industry is more concentrated than the industry to which it
sells.

+ There are few competitive substitute products.

+ The buying industry is not an important customer group.

« The supplier's product is a critical input for the buyer.

+ The supplier's product is differentiated or the supplier has developed switching costs.

« The supplier has the ability to integrate forward.
3.1.4 Marketing Planning and Knowledge Management

Regardless of the size of a company, planning is essential for its business operations. Of course, if the environment
were static, no changes in strategy would ever be necessary - the company could define a proper set of goals,
objectives, and plans, and would not need to continually analyze and appraise these strategies. The environment
does change continuously, however, as do the companies’ capabilities. Hence, continuous monitoring of the
environment is necessary in order to modify and update strategies.

According to Webster* there are three distinct elements of the environment that are relevant for the marketing
strategist:
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+ Those parts of the environment that cannot be influenced by the firm (economic, political, social and
legal forces)

+ Competition within the markets selected by the company. This includes direct competitors that have
similar strategies and indirect competitors that offer substitute products

+ Customer information, including the customer’s markets and their strategic challenges

Intuitively, it is clear that a company that knows more about the market environment, its customers, and its
competitors, will perform better. Therefore, the ability to acquire, store, share, integrate, and apply knowledge is
considered the most important capability for creating competitive advantage.5 Still, knowing more is not enough;
this knowledge must be managed so that it is an integral part of planning and everyday decision-making. When
knowledge is emphasized as an important resource for a company, it is the role of marketing to assure that
the company not only possesses sufficient information about the marketing environment, but also makes this
information available in a user-friendly format. This is part of the integrative function of marketing.

Knowledge management has been defined in various ways in the literature, but most definitions contain several
common factors, including:

+ Managing information, knowledge, and company experiences

+ Creating and capturing knowledge

+ Using knowledge to enhance organizational performance6'7
Information technology provides a pipeline and storage system for the exchange of knowledge.8 Enhanced
market knowledge means better, real-time information regarding customers, competition, and the marketing
environment, as well as a network of partners and resources upon which a company can draw when making
decisions. However, knowledge management is not only about computers, connectivity, and databases. An equally
important aspect is face-to-face interaction of employees and social relationships that result in the exchange of
ideas and knowledge among members of the organization.9

We see that the starting point is to understand the environment as information and to be able to specify it so that
collecting, analyzing and filing appropriate information for marketing planning and implementation is possible.
That is our aim in the following sections.

3.2 THE INFORMATION ENVIRONMENT MODEL

Chapter 2 outlined the fundamental concepts of modeling the marketing environment. Traditionally, the external
environment is analyzed using a PEST approach, which represents the political, economic, social, and technological
aspects of the environment. Although our approach contains similar components as those in traditional
textbooks, it goes into more depth and detail. Our Information Environment Model is portrayed in Figure 3-3,
where it can be seen in the context of marketing planning. The model has been created, tested, and used in
numerous market analyses, both at the University and company level. It has served as a frame of reference
for market environment analyses supporting the marketing development projects of Finnish forest industry
companies. In these projects market analyses have produced market and customer information to be used in
marketing plans structured according to the IMMP.

The model is designed to fit different approaches and levels of marketing planning. Various information blocks
in the model are emphasized depending on the planning situation. It is up to the user which blocks are included
and how they are stressed. It is often difficult for the marketing researcher or planner, especially a beginner, to
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know what sort of information should be collected. This leads us to the most important aspect of the model -
measurement. To be able to use the model to produce information concerning markets and customers, we must
find a way to measure the concepts of the model. For instance, it is too general to say that demand must be
measured; we must define exactly what aspects of demand will be measured.

It is easier to understand theoretical concepts when one knows how they can be implemented and measured
in practice. In the following sections, we provide an example of how the elements in the IEM can be measured.
Note that there are numerous ways to measure the model, and the most appropriate method will depend on the
context of the specific planning situation.

R