© SYMPHONYA Emerging Issues in Management, n. 020
www.unimib.it/symphonya

Ouverture de ‘Over-Supply and
Global Markets — 1’

Silvio M. Brondoni

Abstract

Since the start of the third Millennium, manufaatgr globalisation (with the
delocalisation of manufacturing activities from sdly advanced countries to
new areas), the opening of new consumer and in@agrort markets, and finally
the digitalisation of communications, have combiteedush many markets into a
state of over-supplyin a state of over-supply, global corporate managetnis
defined by the supremacy of intangible assets @ t@and and by the crucial
importance of a dynamic and complex competitiorcepan the other (market-
space management).
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1. Overture

Globalisation draws new competition boundaries iiyodj traditional
competitive time and space relationships; they ifipalty highlight time as a
competitive factor (time-based competition) on ¢r@ed and the end of closed
dominions coinciding with particular physical or naidistrative contexts (a
country, region or geographical area, etc.) orother".

Globalisation therefore sweeps away the statidtduinconcept of competition
space, while it encourages specific geographicatests to develop peculiar
partial competitive advantages (regarding manufagju marketing, R&D, etc.),
to be coordinated in a vaster system of corporgierasions and profitability
(market-space management).

Globalisation therefore provides businesses witrargety of spaces/items for
comparison and to this end presupposes an infamatistem that is consistent
with vast, differentiated and very short-term dmeeismaking horizons. It must
necessarily be based on digitalised communicatieith open knowledge
exchange processes (replacing traditional one-vedieqms, from the issuer to a
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passive recipient). Global markets also reflecew miew of market research and
of marketing research, consistent with the needkimowledge expressed by
organisations with complex structures, often in fbem of a network, which

operate with numerous decision-making points (withigh level of delegation

and responsibility) and very short action-reactiimes. In recent decades,
numerous large corporations have been inducedvel@e plans to expand their
activities, based on a global business vision, gaasing their distinctive

competitive skills and developing vaster boundardseconomies of scale
(market-space competition).

2. The Competitive Boundaries of the Global Company

Corporate development based on an ‘extended’ catigpespace (market-
space management) tends to generate mega-orgamssatiith global networks
that operate at numerous competitive levels (enhgnand exploiting their
‘corporate intangible assets’, i.e. corporate galtinformation system and brand
equity). They have access to market informationm ihao extensive and detailed
that they vie with the government for leadershipestablishing guidelines for
local developmerit

Global managerial economics therefore tends to generconditions of strong,
continuous competitive tension, in contexts that gpen (where socio-economic
growth is increasingly influenced by the comparsgsivities, while local public
powers are less able to intervene in managemerigx)land subject to political,
social and technological instabilftyNo company can therefore rely solely on its
own resources, knowledge and skills as it did i@ fgast, because corporate
development is the result of a combination of défe ‘vectors’ (stockholders,
management, employees, intermediate and end custosagpliers, competitors).

The basic characteristics of global managerial esoos are significantly
influenced by certain phenomena of the ‘new economgluding:

- the globalisation of supply and outlet marke&sce the late Nineties, the
internationalisation of the world economy has beamsolidated, and for a
growing number of sectors, their geographical targarket is no longer
the nation or the continent, but industrialised ritdes in general. This
evolution creates planet-wide competitive relatiops (particularly
crucial in Europe because of the size of the damesdrkets) which make
traditional multi-national (or multi-domestic) ongaations obsolete,
replacing them with forms of transnational orgamisa What is more,
economic interdependence increases and domestletsaran no longer
be considered separately, but must be seen asopatsingle target
market. In other words, whatever happens in onekenaaffects the
others;

- the globalisation of retailing.The power of the retail brands has
strengthened and expanded on mass consumer markétsin Europe
and in the United States. From active intermedsatieey now compete
with manufacturers, with their own brand strategieg have developed in
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step with the global growth of the largest indwdthrands. This evolution
transforms the bases for recognition of the largesamer brands and
naturally modifies the balance of power betweemgtiy and retail;

- global, interconnected communication.New instruments of
communication register phenomena of radical chapgdicularly due to
the pervasive nature of the internet and the tdolgical convergence of
telecommunications, audiovisual aids and IT. Compation thus
becomes global and interconnected, with the reabalt different players
with different roles (suppliers, sellers, purchaselistributors, consumers,
shareholders, etc.) are no longer separate, autmmormstitutions or
entities, but organisations that work together, regp themselves,
understand each other and listen to each othes. fakiburs knowledge,
dialogue and individual one-to-one relations. lrttfainterconnected,
global electronic communications processes ragicalbdify relations
with the market, because the following distinctoreracteristics emerge:
communications with two-way flows and active exgbgparties, selective
communications with personal messages and immedtkatgback/feed-
forward, paid communication and communication omaled;

- the new consumerThe spread of economic well-being and the
globalisation of consumption models tend to makesamers more expert
and professional in their purchasing behaviour. €igonorant and easily
manipulated, today purchasers are an organised,foiith very structured
knowledge and experience, who modify the very rmatirthe relationship
between the company and the consumer. Well-inforrmaed expert,
consumers are increasingly aware, up-to-date aledtatthoose between
brands, and above all they do not hesitate to conkee offering firms
directly, as requests for consumer services ungeriaving satisfied his
primary needs, the consumer looks for greater ltsheemands products
suitable for specific needs, examines new use ifumEt(exploiting time,
tasting change, etc.) and makes opportunistic eloignass luxury
products one day, low cost products the next, ddipgnon the
consumption situation.

o In numerous industrialised countries, governmeatept eco-
fees and eco-tax systems to cover refuse manageamwstst thus
creating new markets for recycled products (ocaasily also
introducing protectionist measures for national ustties, like the
car industry in the US and Europe). Similarly, retlast ten years,
a socio-economic approach to consumption has tdiad in all
the industrialised countries. This environmentsidey approach
derives from the greater purchasing power of the parchasers of
various countries, which alters the very view ofhsamption.
Consumption is no longer limited to an asset feelit but extends
to the implications upstream (cost opportunitiesd alownstream
(prevention and/or repair costs) of this consumptibor example,
suppliers are asked to specify the presence anginsriof given
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components, or the means of eliminating, recoveangecycling
raw materials at the end of their useful life. Tamlogical view of
consumption is evident in European directives faghigle
scrapping, and in advice to consumers that animaisection is
banned from the clinical testing of beauty producsd
pharmaceuticals.

The globalisation of the economy and of trade does therefore
standardise consumption in different countries,Hgihlights the existence
of consumers with identical needs, who respond dmmon corporate
policies (brand, price, advertising, etc.);

- the new role of the Nation-StafEhe globalisation of the economy, trade
and communications highlights the problem of tHe o modern nations,
because the authority of the national states han heeakened at a
transnational level to the point that the statesrehdost certain
prerogatives. However, supranational institutiomssteto maintain the
important macroeconomic balances, guaranteeingldaitcompetitive
rules. They include the European Commission (f@mgxe, in the area of
privacy protection), the Commission for Competitidor example, in the
case between Boeing and Airbus), or the OECD (kan®le, regarding
the fight against corruption), and issue bindingeclives for member
states. The World Bank. the International Monetampd (IMF) and the
World Trade Organisation (WTO) also play an effeetiole;

- the new values of Corporate Responsibility and Owmafe Social
Responsibilitywhich, in more industrialised economies that arerem
exposed to globalisation, are based on certainafmeadtal principles:
corporate development presupposes a healthy, pmspenvironment;
the welfare state and tax pressure raise the ¢osappower and reduce
domestic competitiveness; whether it is small, medior large, an
organisation must, in addition to pursuing an dffecand efficient core
activity, protect its social and natural environmewith sustainable
economic growth (Corporate Responsibility) thatcansistent with the
development of the community in which it operat€orporate Social
Responsibilityj.

Global markets redefine corporate competition spéeyond physical and

administrative boundaries, and specifically unaerlihe importance of certain

distinctive factors that characterise global manageeconomics (and
differentiate it from international global econosjiewhich can be put down
to:

- a corporate organisation that is structured to catgoon global markets.
Globalisation modifies the role of strategic altas by imposing the logic
of the collaborative network between groups of canips, and promoting
numerous forms of competitive cooperation. Compatirat compete on
vast markets without geographical or administratbaindaries, adopt
very flexible management behaviour in which intdtgi assets
predominate, designed to exploit global economiesaale. In other
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words, economies of size based on key corporatetsagsypically

technology, communications, intangible assets), sehwvalue does not
increase proportional to the degree of exploitatioh elementary
manufacturing factors, but to the ‘intensity of shg of specific

resources in a networking context, i.e. in an oig@ion with close
collaborative links between internal and externauctures and co-
makers. In extremely competitive environments, cetitipe relationships
tend increasing to intertwine with ‘closed’ collahtion and cooperation
relationships, which aim — at least in part — tontool competitive

dynamics in the long term and from a global masketvpoint. To this

end, companies may forge competitive strategi@raies with a wide
range of solutions, in which there may be jointtipgration in the

controlling capital stock (Equity Alliances), or rfos of long-term
collaboration, with no joint participation in themtal stock (Non-Equity
Alliances};

- corporate activities developed in hybrid sectofbe emergence of new
technologies and technological convergence crogkes elementary
demarcation boundaries of the traditional sectdr&awporate activity.
One obvious example of this is the growing overlagtween the
telephone, television and cable communicationsosectEven in very
traditional sectors, new activities are generatimgprid sectors, for
example in the automotive industry, which incorpesaa growing number
of emerging industries (computers, robots, lasés,),eor the medical
products and manipulated food products industndsch are gradually
being ‘invaded’ by genetics and chemistry);

- distinctive competitive factors managed with pekcof continuous and
planned instability. The competitive advantage acquired by a given
company, in a given time and competition spaceioismaintained as a
distinctive connotation in the long term, because company itself will
‘break’ the balance between competitors, develogmgpvation with
continuous advances in its products and the inoésseeation and
abandon of demand ‘vacuums’ (market-bubble managgme

3. Market-Driven Management in Global Companies

Globalisation and new competition boundaries obtigmpanies to adopt a new
‘market-oriented competitive management philosophy'market-driven
management’), in which ‘competitive customer vat@nagement’ predominates,
i.e. sales to instable aggregates of clientele {leuldemand) by direct and
continuous benchmarking with competitbrs

In fact, the ‘market-driven’ management of comparoperating with a global
economic viewpoint is defined by:

- activities organised around the markets (i.e. rafgr directly to

competitors first and then to demand), rather thacusing on the
‘customer satisfaction’ of segments of demand;
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- market policies based on continuous innovation &ethrchanging and
instable demand;

- and finally, new evaluation metrics of the factofabove all the
intangibles) that determine the corporate perfocaan

Market-driven management becomes crucial in theeldgment of companies
competing on the open markets, where the competinentation starts from the
bottom up, to ‘force’ the meeting of supply and @, generating transactions
and communication flows simultaneously (push/pdmmunication). Market-
driven management configures a market policy spatly able to effectively
combat the local protectionist measures put inelacindividual countries. As a
result, market-based organisations are communicatiented and permeable to
information, and they also presuppose that all @@e functions (production,
sales, programming and control, marketing and teaare aware of the conduct
of competitors, anticipate the expectations of denand decide to propose
solutions that go beyond the tasks of individualctions.

Market-driven management therefore favours an idets1' view, structured
around: the identification of products whose valge higher than that of
competitors, the creation of the maximum tempoxaiye, planning and offering
goods to specific demand ‘bubbles’, and the ‘tinasdd’ acquisition of market
knowledge.

Market-driven management therefore has: a cultdiraknsion, with standards
and values of behaviour (corporate responsibititysistent with the complexity
and transparency of the global markets; an analytdimension based on
continuous monitoring of the competitive systemaadmg to modern business
economics in conditions of instability, and sustainby push-pull corporate
communication flows; and finally, a dimension otian, where time is the vital
factor (time-based competition), in a logic of cargte management oriented to
the changeability of relations between demand apgly.

Global managerial economics thus interfaces wittmenous competition
spaces, all with different levels of competitiveteimsity, and market-driven
corporate management thus refers to a complex myefeenvironments with
specific competitive conditions, which may typigdile summed up as:

- conditions ofscarcity of supplyD>S), dominated by forms of market
monopoly, with business economics focused on prazapetition and on
local markets;

- conditions ofdemand and supply in dynamic bala€g1S), or markets
with static oligopoly andcontrolled competition where management
economics embodies widespread internationalisateord non-price
competition policies (typically focused on adveriis and sales
promotion);

- conditions of over-supply(D<S), or markets with dynamic oligopoly,
where management economics underlines the cemti@lof intangible
assets (both corporate and product intangible §saat the crucial role
of continuous innovation for intermediate demand famal demand
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4. Intangible Assets and Market-Space Management iGlobal Managerial
Economics

Since the start of the third Millennium, manufaatgrglobalisation (with the
delocalisation of manufacturing activities from isdly advanced countries to
new areas, in search of ever-lower product costs)ppening of new consumer
and import-export markets (with the redrawing & BlU boundaries, and the new
socio-economic role of India and China, the Asiarih and South America), and
finally the digitalisation of communications (withe revolution of information
flows, from ‘linear’ to ‘circular’), have combinetb push many markets into a
state ofover-supply(D<S), i.e. when consumption of numerous assetsois
longer able to grow in proportion to the quantit@®duced and/or imported,
even with falling prices.

The state of over-supply results in new competitiogics, with a profound
rethinking of theories of management and marketifgese, on the other hand,
have developed in very different conditions of dathand supply. The basic
principles of corporate ‘rational management’ wereated to ‘pilot’ demand that
was superior to supply (tteearcity economicstage, which prevailed in the USA
until the 1940s and in Italy until the late 1950s3ter, the evolving international
scenario introduced new business management paraditimulating demand
that was in a continuous dynamic balance with sugwkll-being economics
which persisted at an international level until ke 1980s¥.

The structural excess of the manufacturing capafitgver-suppliedmarkets,
results in products with falling direct costs asdmade all the more crucial by
digital communications, which impose an urgencycmmpetition (time-based
competition), generating: rapid imitation, acceliema of technological
innovation, global dissemination of innovationsdafalling selling prices. In
these conditions, the long-term development of sirnmss does not depend so
much on undifferentiated selling volumes or the git®l characteristics of
specific products (easily imitated itangible asse)s but rather on sales
differentiated byproduct intangible assétand in particular differentiated by the
level of sophistication aforporate intangible asséfs

In a state obver-supply relations between goods produced and sold becomes
complex, breaking down as followspld goodsi.e. goods purchased by end
demand at a price that is clearly higher than finect variable transaction cost;
unsold goodsi.e. goods that have been purchased by interneedemand, but
were not chosen at full price from alternativesrirdifferent brands and must
therefore be proposed at a discount — for shorogerof time, up to the limit of
the variable direct transaction cost — coming iptmchasing competition in the
choice between different product classes; and lyinainsellable goodswhich
would not in fact be sold even at prices belowdhect variable transaction cost.
The capacity and real possibility of minimising tlé&er determines the level of
real profitability of a given product and, in a te&scontext, qualifies a given
organisation’s degree of market-orientation.

In a state ofover-supply global corporate management is defined by the
supremacy of intangible assets on one hand andhéygrucial importance of a
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dynamic, ramified and complex competition spacetlma other (market-space
management). These conditions impose: a corporgnisation structured in a
network (geographically ramified in numerous braxkith a number of centres
that drive the business); results evaluated byiptalindices, which nonetheless
express ‘time’ in partial and overall evaluatiofer (example, EVA and rotation

indices prevail over margins), and where corporatangibles and product

intangibles support (and often condition) the pryra@nd tangible components of
the business and the product; and finally, unigoyernance to harmonise the
variety and specificity of management designedxidat the market, ethnic and

cultural diversities.

In competitive conditions adver-supply global corporate economics is defined
by certain specific factors:

- competitive trad¥. Commercial brokers take part in the chain of
transactions with an autonomous role of ‘intermed@emand’, which is
expressed in partnerships with key suppliers on baad and the
definition of brand portfolio policies on the othe&xtended from private
labels to own brands (retail marketing);

- pull 'trade & consumer' policyThe state obver-supplygoes beyond the
elementary state of competition between goods, qwiog complex
consumption situations (i.e. choices between differ types of
consumption, such as the choice between purchgsang or sunglasses),
where the goods themselves only account for somehef choice
motivations. Trade is the most sensitive and reactixpression of this
situation, because of its closeness to consumeaé@and the availability
(almost in real time) of digital information flow3he motivation of end
demand is achieved by coordinating: the ‘pull’ pgliadopted by
manufacturers, the ‘push’ policy put in place bynofacturers with trade
marketing commercial incentives, and the ‘pull’ iaties implemented
directly by the trade in relation to final purchesse

- consumer pricewhich is dynamic in time and space. Even vergidigar
prices in different selling times and places cantbe result of the
continuous intermediation (in network structures)etween the
manufacturer, the distributor and the end purcha3ére latter, in
particular, ceases to be a passive element irrdinsdction chain. On the
other hand, he often participates in the purchapmgess according to
patterns ohon-loyalbehaviour;

- direct variable transaction costshat is the critical factor of competition,
which can be put down to a cost centre of a mahufac or a trader.
Manufacturer and trade together determine the aims cost which, in
situations of over-supply, must overcome the iaertowards the
consumption of certain products (product choice)ptivating and
supporting the choice between alternative brandm(bchoice).

In over-suppliedmarkets, therefore, global managerial economigaesoup
against the instability of global and corporate deth (choice of purchase
between different product classes with differenéssvolatility of preferences,
non-loyalty and disloyalty of purchasing) with aquelly instable supply from
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competitors (accelerated planning of innovationnufacturing delocalisation,
creation of demand bubbles).

A state of over-supply emphasises the consistemteelen the contingent
expectations of groups of consumers and the avi#jabf goods over time and
in places with a higher purchasing probability. sTlebnsistency is pursued by
manufacturers and by the trade with specific ‘spelicies’ designed to maximise
the opportunities and profitability of the physiaal virtual presence of specific
products. In general, the ‘shelf policy’ of manutacng companies usually
favours product choices on the basis of the exaeddrom the point of sale (thus
focusing attention primarily on product rotationther than on the margin of
contribution, as is the case with segmentation siees on stable markets);
manufacturers’ ‘shelf policy’ also entails coveringiail outlets on the basis of
traffic flows, and of privleged commercial relat® generally in the
medium/long-term, to preserve, develop and displaglucts. Manufacturers and
the trade generally cooperate with non-antagonistjics, to create temporary
supplies that satisfy the specific expectationsstable aggregates of consumers
(demand bubbles) with the common goal of ‘preparsignulating supply
prop;%sals’, obviously with different ‘shelf polisie and respecting their different
roles”.

Demand bubbles are the result of a process of ggtjoe which aims to form
particular and very instable demand, very differaherefore from the
disaggregation that underpins the segmentationdfamstable markets. On the
other hand, management of market instabilities yppesses the rapid
development and exploitation of the demand bubibeich in turn requires
continuous action in order to identify suppliesttfalow each other in time,
appealing to and satisfying groups of consumers.

In over-suppliedcompetitive contexts, the instability and inhomogiéy of
demand therefore determine a precise hierarchydagtwnarketing research and
market research.

The primacy of marketing research is the fruithe treation and management
of demand bubbles, in other words, of company E®ee to exploit consumer-
product relations that are highly distinctive ardiatile, characterised by:

- acquisition, elaboration and sharing of data arfdrimation inside the

organisation;

- rapid collection, processing and use of information

- choice of significant information to open the budgbl

- use of collection methods and data evaluation pettbased on physical

or virtual aggregation process$és

In the case of demand bubbles, marketing resedreiously cannot be based
on the extrapolation of historical data, as it wbble in stable contexts, This
research underlines association techniques (fanpbe data mining), applicable
to enormous data bases regarding the clienteleentepurchasing behaviour on
one hand, while it underlines critical selectioohigiques on the other, to obtain a
small amount of information, with a high symbolialwe, concentrated on the
dynamics of specific phenoména
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This is borne out by market research which hasndiste connotations in the
context of ‘shelf policies’ conditioned by intensempetition. Market research in
global, over-supplied markets reveals the sigmiteaof competitive intelligence
(of the active and defensive type), to understdral ttends of uncontrollable
environmental phenomena, and of data base managémacquire ‘information
signals’ regarding environmental phenomena thatbeaimfluenced.

o Competitive intelligence regards the use of sosirad
information that are accessible to the public tdlect data about
competition, about competitors and about the maeketronment.
Specific analysis is therefore undertaken to trarmmafthe data into
systematic information. Public access to sourcescompetitive
intelligence’ means that all the information may legally and
ethically identified, made available and used.

o Database management specifically identifies theaiwon,
updating and use of customers’ databases and odatabases
(products, suppliers, retailers), to contact custosy perform
transactions and establish new relationships. Inegal, a business
database contains ‘the previous purchases from cones to
customers, the volume, prices and profits of thmsehases; the
name of the team member in charge of these pursh@sal his
age, date of birth, hobbies, favourite foods); gtate of current
contracts, with an estimate of the company sharh@fcustomer’s
purchases; competitive suppliers; an assessmenbnefs own
strengths and weaknesses (compared to the coropgimi the sale
of products and services offered to the customesstamers’
purchasing habits, models and policies’. A custoneiabase, for
example, contains a great deal of information, Wwhaompanies
accumulate through: any transactions or other cotdgawith
customers, the data collected with registration dhd ‘telephone
free number’, the information contained in cookiets, .

The competitive instability that distinguishes théshelf policies’ determines
overall demand made up of inhomogeneous demand cthraprises a large
number of very similar or very dissimilar unitseie are aggregated — but not
occasionally or casually — because they share ahpsing motivation for a
temporary company products. The socio-demographiaracteristics of the
various units are not therefore significant to defoverall demand, because the
factor shared by the various units is the systemooporate products which, at
given times and in given spaces, is composed wélehd consumer’s choices.

To conclude, over-supplied markets where global petitive tension is high
reveal the critical points of the processes tograte corporate information flows
(external, internal and with co-makers’), and sfieally the central role of digital
communication. Electronic information flows makepdssible to dialogue with a
large number of contacts (about products, pricemnptional offers, etc.), even
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simultaneously and in real time. They also makeyassible to extend the
competitive fronts and the availability of an infmation system with very short
action-reaction times.
In over-supplied markets, global managerial econendefines competitive
environments in which:
1. space becomes a factor of competition (markatesgompetition), which is
defined by very dynamic and instable charactegstdue to the variability
induced by the continuous innovation of supply #me growing selectivity of
demand;
2. the tangible characteristics of supply and malsi boundaries
(administrative and geographical) do not deterntimeecompetition space. On
the contrary, corporate competitive behaviour isnohated by intangible
characteristics of supply and virtual spatial camates™® which supplement
and specify the physical dimension (market-spaceagmenty.
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