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Clean Edge Razor: Slipping Hairs in Product Positioning


Question 1
Paramount Health and Beauty Company is launching a new nondisposable razor, Clean Edge, in January 2011 and is looking to choose a positioning strategy for its newest product either as differentiated niche or mainstream and allocate the appropriate marketing budget. The company is also deciding between two brand names for the razor, “Clean Edge by Paramount” or “Paramount Clean Edge”.

	
	
PROS
	
CONS

	
Niche 
	· Reduced rate of cannibalization (35% of sales likely to come from Pro & Avail customers)
· With the Pro being positioned in the moderate segment and the Avail in the value segment, placing Clean Edge in the third segment (super-premium) would be logical and tending to this segment’s needs (builds brand loyalty)
· Clean Edge would appeal to the “Social and Emotional Shavers” (39% of nondisposable razors users) and to the “Aesthetic Shavers” (28% of nondisposable razors users)
	· Growth of the product might be limited due to the restricted portion of consumers that are targeted
· Advertising campaign destined to a specific type of consumer might drive out other customers that would’ve been interested in trying this new product (i.e. older consumers who use an electric shavers to reduce skin irritation might want to try Clean Edge, whose design decreases skin irriation)

	
Mainstream
	· Unit volume expected to capture over 3 times niche volumes in the first year
· Potential to become a new standard in men’s shaving & gain mass appeal with its superior design & innovative technology 
· Available to a larger portion of the market (opportunity to target the “Uninvolved Maintenance Shavers” and make them switch to another behavioural segmentation)
· Price of the razor would be cheaper ($11.19 vs. $12.99 in niche positioning), which might be more appealing to price-sensitive consumers
· Overall costs of production (production per unit and for cartridges) would be lower 

	· Increased risk of cannibalization (60% of Clean Edge sales would come at the expense of Pro and Avail razors)
· $42 million marketing budget allocation needed for the first year (vs. $15 million for the niche strategy)
· Extensive advertising campaigns and expenses needed to raise consumer awareness 
· In direct competition with Radiance’s newest razor, Naiv, for market shares and set to launch before Clean Edge (September 2010)


 
Question 2: Bottom Line Profitability 
A. Niche Positioning 


Total Profit: Revenue – Total variable Cost - Total Fixed Cost (-Cannibalization Cost) 
3.624M = 38.49M – 14.72M - 15.61M – 4.536M


1. Revenue 
Total Revenue = Revenue for razor + Revenue for cartridge 
38.49M = 9.09M + 29.4M 

 Revenue for Razor= Manufacturer Price x Planned Capacity 
9.09 M = 9.09 x 1M

Revenue for Cartridge =Manufacturer Prize x Planned Capacity
29.4 M= 7.35 x 4M



2. Total Variable Cost 

Total Variable Cost= Variable Cost for Razor + Variable Cost for Cartridge 

Total Variable Cost= (Variable Cost per Unit x Planned Capacity) + (Variable Cost per Unit for Cartridge x Planned Capacity) 
14.72M = (5x1M)+ (2.43x4M)


3. Total Fixed Cost
Total Fixed Cost = Advertising Cost + Consumer Promotion Cost + Trade Promotions + Capacity Cost 
15.61M =7M + 6M + 2M + 0.61M


4. Cannibalization Cost 
Total Cannibalization Cost = Cannibalization Cost for Razor + Cannibalization Cost for Cartridge                                                                                                                                                                              4.536M = 0.616M + 3.92M

Cannibalization Cost for razor = Cannibalization % x Unit sales (of new product) x contribution margin (of Pro/Avail)
a) Cannibalization Cost for Razor: 0.35 x 1M x 1.76$ = 0.616M
Cannibalization% = 35%
Unit Sales (of new Product) = 1M 
Contribution Margin (of Pro/Avail) for razor  = $1.76

b) Cannibalization Cost for Cartridge: 0.35 x 4M x 2.80$ = 3.92M
Cannibalization% = 35%
Unit Sales (of new Product) = 4M 
Contribution Margin (of Pro/Avail) for razor  = $2.80



B. Mainstream Positioning

Total Profit: Revenue – Total variable Cost - Total Fixed Cost (-Cannibalization Cost)
-14.23 M = 87.42M - 37.82M – 43.71M  – 20.12M



1. Revenue 
Total Revenue = Revenue for razor + Revenue for cartridge 
87.42M = 25.84M + 61.58M 

Revenue for Razor= Manufacturer Price x Planned Capacity 
25.84 M = 7.83 x 3.3M

Revenue for Cartridge =Manufacturer Prize x Planned Capacity
61.58 M= 6.22x 9.9M


2. Total Variable Cost 
Total Variable Cost= Variable Cost for Razor + Variable Cost for Cartridge 

Total Variable Cost= (Variable Cost per Unit x Planned Capacity) + (Variable Cost per Unit for Cartridge x Planned Capacity) 

37.82M = (4.74x3.3M)+ (2.24x9.9M)  


3. Total Fixed Cost
Total Fixed Cost = Advertising Cost + Consumer Promotion Cost + Trade Promotions + Capacity Cost 

43.71M =19M + 17M + 6M + 1.71


4. Cannibalization Cost 
Total Cannibalization Cost = Cannibalization Cost for Razor + Cannibalization Cost for Cartridge                                                                                                                                                                               
 20.1168M =3.4848 + 16.632
Cannibalization Cost for razor = Cannibalization % x Unit sales (of new product) x contribution margin (of Pro/Avail)
a) Cannibalization Cost for Razor: 0.60 x 3.3M x 1.76$ = 3.4848M
Cannibalization % = 60%
Unit Sales (of new Product) = 3.3M 
Contribution Margin (of Pro/Avail) for razor  = $1.76

b) Cannibalization Cost for Cartridge: 0.60 x 9.9M x 2.80$ =16.632M
Cannibalization % = 60%
Unit Sales (of new Product) = 9.9M 
Contribution Margin (of Pro/Avail) for razor  = $2.80
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