Optical Distortion Inc. Case Analysis


Company Background


Today chicken farming is a high-tech industry where efficiency and economy are essential for survival.  This is a long-shot from years past, where chicken farming consisted of nothing more than backyard coops or small local farms.  The competitive landscape in the farming industry has led chicken farmers to streamline every portion of their business.  Whereas chickens were allowed room to roam freely in the past, today they are confined in small groups into cages not much larger than their body.  Living in such small locations leads to many conflicts between the chickens.  Conflicts between chickens commonly end with one of the chickens being incapacitated.  Occurrences of unnatural death are unacceptable, as a dead chicken cannot provide any source of future revenues for the farmer.  To address this issue, farmers of the past have used methods such as “debeaking” the animals, where the beaks are actually trimmed so that the chickens cannot attack one another, but even this method does not stop the fundamental issue of the chickens pecking at one another.  In 1965 Optical Distortion Inc. (ODI) developed an innovative product that could revolutionize the chicken farming industry:  a contact lens to alter a chicken’s vision.  These lenses distorted a chicken’s vision to an extent that they could no longer recognize one another which reduced the number of conflicts between chickens.  Although one would think that ODI’s product would immediately be successful, there are many factors that will influence its acceptance by the farming community.  In the following sections I will discuss several key issues regarding the success and survival of ODI.
What product characteristics make ODI lenses appealing?

In comparison with the alternative of debeaking the chickens, ODI lenses are clearly superior.  Below is a list of advantages of using the ODI lenses in comparison with debeaking the animal:
· No physical or psychological trauma from debeaking
· No weight loss from traumatic experience of having beak trimmed
· No loss of egg production, even in long term

· No possibility of cutting beak too long or too short

· Greater  reduction in mortalities 

The debeaking process itself is extremely traumatic on the chickens.  Short-term effects consist of loss of egg production for a week, as well as weight loss.  Long-term effects include increased social stress and a permanent decrease in egg production.  Other possible negative outcomes can come from debeaking.  If the beak is cut too short, the animal can enter a permanent regression, halting egg production indefinitely, or if the beak is cut too long, it may grow back.  Even after a chicken has been debeaked, the mortality rate is still at a high 9%.

ODI has many competitive advantages that will make their product easy to market.  Using ODI’s lenses the mortality rate due to cannibalism drops to 4.5%.  This percentage is significantly lower than the percentage of debeaked chickens killed due to cannibalism.  With less chickens falling victim to cannibalism there will be more chickens able to produce eggs and generate more revenue.  Next, the process of installing the lenses is much less traumatic on the animal than debeaking.  Within hours the chicken was up and about, without the symptoms of weight loss or a reduction in egg production.  Lastly, the ODI lens could potentially reduce a farmer’s feed cost.  Studies showed that debeaked birds required a deeper food trough because of the variation in the length of their upper and lower beak.  Using a smaller trough could possibly save a medium size farm thousands of dollars annually (Appendix B).  
What are the market segments that ODI should focus on?


In the short-term, ODI should initially focus their marketing efforts on medium size farms, which hold between 10,000 and 50,000 birds.  These farms are operated by professionals who are looking for ways to increase profits for their farm, and that is just what ODI’s lenses can do for them.  


When compared with the alternatives, small and large farms, medium farms are the ideal starting point for a multitude of reasons.  The number of small farms has been declining at a rate of approximately 25% annually.  Marketing towards a dying market is not an intelligent decision.  ODI should be looking for a market that is growing as well as is able to provide stable income in the future to allow for growth.  Although marketing their product to larger farms would generate more revenue, I believe that convincing their decision makers of the validity of the lenses’ effectiveness would be more difficult.  If ODI were to initially market their product to the medium size farms, they could later use their success stories as a marketing tool as they move on to the larger farms.
Should ODI employ skimming or penetration pricing?  

ODI should employ a price skimming pricing policy and sell their lenses for 20 cents per pair.  This policy will maximize revenues while still providing a quality product at a reasonable rate to customers.  This conclusion is drawn from analysis of the internal and external key decision factors that affect the pricing strategy decision.
Internal Decision Factor(s):


The financial situation at ODI was not in good shape, and it was imperative that revenues were increased in the short term, not in the long term.  Olson said, “Because of our limited resources, we have to try to obtain maximum contribution as soon as possible.”  If ODI is anticipating posting a profit after year one sales, it is definitely recommended that they stick with the price skimming strategy.  When comparing the financial requirements needed by our two alternative pricing strategies, we can see that it would take nearly three times the volume of sales made from price skimming in order to break-even using the penetration pricing method (Appendix A).  

External Decision Factor(s):

If ODI were to initially sell the lenses for a lower price then raise the price later on, farmers could see these actions as unfavorable.  Olson stated, “Chicken farmers, even the big ones, are an independent-minded breed of men who might react very unfavorably if they get the idea that they have been taken.”  If ODI were to use penetration pricing techniques, it is possible that their clients could feel as if they are being taken advantage of, and would react accordingly.  ODI cannot run the risk of losing clients further down the road; therefore it would be advantageous for ODI to implement the price skimming policy to keep prices steady and customers happy.

After considering the superiority of the lenses in comparison with the alternative methods, farmers would be willing to pay a higher price for ODI lenses.  Farmers will see the added financial benefits from the use of ODI lenses (Appendix B) and use this as a justification for purchasing the product, even if it is at a higher initial cost.
Conclusions:


In the competitive farming marketplace, efficiency and cost management are key to the success of a business.  With the development of ODI’s lenses for chickens farmers will be able to increase profits, reduce the number of cannibalistic fatalities among their chickens, increase egg output, all with minimal long-term costs.  Although it will take some time before ODI’s lenses are the standard in the marketplace, there is a high likelihood that they will be successful.  The primary steps towards success include a skimming pricing strategy with a marketing and sales campaign aimed at medium size farms.  Once these actions are going strong, ODI can then expand its target market to include the larger and more profitable ranches, using their success with the smaller ranches as a testimony of the quality of their product.  In the long run ODI’s competitive advantages will be that they will hold a large portion of the market share and they will already be established.  Once ODI has a sufficiently large client-base the company itself will prosper and they will be able to take the farming industry by storm.
Appendix A
Cost analysis of medium size farm
	Alternative
	Profit / Box
	Number of Boxes to Break-Even

	Penetration Pricing
	$0.0455
	18,351,649

	Price Skimming
	$0.1255
	6,653,387


	Method
	Number of Chickens
	Number of Boxes to Break-Even
	Fixed Costs
	Variable Costs
	Farmers Total Cost

	Penetration
	30,000
	18,351,649
	$785,000
	$642,308
	$2,400

	Skimming
	30,000
	6,653,387
	$785,000
	$232,869
	$6,000


Appendix B
Possible savings for medium size farm
	Number of Chickens
	Chickens Saved from Cannibalism
	Annual Savings from Lower Food Consumption

	30,000
	6,150
	$6,748
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