
Domino’s Pizza

INTRODUCTION

	This case discusses Domino’s Pizza’s industry standing among other major pizza companies and follows recent strategic initiatives taken by the firm’s leaders to maintain and improve the company’s position in the marketplace. From its beginnings in 1960, Domino’s Pizza stayed true to its simple menu concept and its emphasis on providing great customer service, until financial performance and market conditions in the past decade dictated that the company take dramatic strategic steps to right its course.

· Profile the conditions in the external environment that led to Domino’s Pizza’s revamped strategy. Have any new factors emerged that affect this decision?
· Compare and evaluate the company’s pre-2009 business strategy with its new approach. What leadership qualities were engaged to implement the revised strategy?
· Conduct a review of the company’s financial results. What does recent performance reveal about Domino’s Pizza’s current strategy?
· As strategies of the industry’s top competitors converge, what can Domino’s Pizza do to secure the best possible market position?

Based on this analysis, strategic recommendations can be devised to aid Domino’s Pizza’s new leader in his efforts to address ongoing strategic challenges facing the company.

ANALYSIS

· Profile the conditions in the external environment that led to Domino’s Pizza’s revamped strategy. Have any new factors emerged that affect this decision?

General Environment 

	Factors in the general environment that impact Domino’s Pizza are primarily economic and sociocultural. Recovery from the recent recession has been slow, with higher unemployment rates and lower discretionary spending in the US affecting all business sectors. Societal values fixed on healthy diets, reducing obesity, and fresher ingredients are especially important across the full spectrum of restaurant segments. Interestingly, as the following discussion illuminates, the technological sector is beginning to play a pivotal role in how businesses interact with their customers. Rapid change in the functionality and everyday use of technology in people’s lives has bigger implications for the pizza business than one would first think.  

Industry Environment

	With accumulated annual sales of $37 billion, the pizza segment of the food industry represents 11.7% of all restaurants and 10% of all food service sales. The pizza restaurant and delivery industry is made up of several significant chains and independent, local shops, all competing for a share of the market and against other fast-casual and delivery restaurants outside of the pizza industry. The sales dollars and store counts associated with the top chains and independent shops are broken down in the following table.  

	2009
	Sales Dollars
	% Sales
	Stores
	% Stores
	Sales per Store
	Ranked

	U.S. Pizza Sales
	 $  36,286,230,000 
	100.00%
	64,951
	100.00%
	 $     558,671 
	Average

	Independents
	 $  18,745,466,418 
	51.66%
	37,672 
	58.00%
	 $     497,602 
	6

	Pizza Hut
	 $    5,000,242,494 
	13.78%
	   7,567 
	11.65%
	 $     660,814 
	3

	Domino's
	 $    3,029,900,205 
	8.35%
	   4,936 
	7.60%
	 $     613,803 
	4

	Papa John's
	 $    2,057,429,241 
	5.67%
	   2,747 
	4.23%
	 $     748,857 
	1

	Little Caesars
	 $    1,128,501,753 
	3.11%
	   2,598 
	4.00%
	 $     434,367 
	7

	Other Top Chains
	 $    6,324,689,889 
	17.43%
	   9,431 
	14.52%
	 $     670,636 
	2



	These figures reveal that chains generate more revenue than independent shops. Papa John’s brings in the most sales dollars per store, whereas Little Caesars brings in the least. Domino’s comes in above average, but with the exception of Little Caesars, trails its main competitors and the average revenue for other top chains. Referring to Exhibits 10a and 10b, independents as a group have increased the percentage of sales with a lower percentage of stores over the past 5 years. With the exception of Little Caesars, the top-tier chains have lost market share to independents and to other, smaller top chains.

	Pizza is a very popular American meal—integral to American culture. And this popularity shows no signs of receding. Despite economic conditions, the lifestyle of pizza eaters will continue to drive customers to their favorite restaurants. However, according to the Rasmussen Report in Exhibit 4, 59% of the US population eats pizza less than once a month, occasionally, or not at all. 

	Approximately 84% of Americans eat their pizza at home. Of this group, the following applies:
		Source			   At-Home Share	
Picks up pizza to eat at home		52%		
Cooks pizza at home			30%		
Orders pizza for delivery		18%		

	Pizza trends vary according to the affluence of the neighborhoods being served. In lower-end geographic markets, pizza is becoming a low-cost commodity, but higher-prices and specialties are trending for prosperous neighborhoods. Industry participants compete for top spots in pizza delivery and take-out markets based on the dimensions of taste, price, location, and convenience.  

Competitor Environment

	The company’s major chain competitors are compared in the following section.  	 

	
	Domino’s
	Pizza Hut
	Papa John’s
	Little Caesars

	Locations
	9,351
	13,000
	3,646
	2,600

	Countries
	65
	95
	32
	11

	Market Share
	8.35%
	13.78%
	5.67%
	4.00%

	Domestic – Company
		454	454
	4.85%
	Reducing
	612
	16.79%
	

	Domestic – Franchise
	4,475
	95.15%
	Increasing
	3,034
	83.21%
	
	80%

	Int’natl – Franchise
	4,422
	
	
	
	
	
	

	SSS 2010
	Up 9.9%
	Up 8.8%
	
	



	Operated and licensed by Yum! Brands, Pizza Hut is Domino’s Pizza’s fiercest rival and holds the market leader position for pizza delivery restaurants. Little Caesars is the fastest growing US pizza chain, which suggest that its low-cost strategy is resonating with customers. More information about each competitor’s status and strategy is included below.
			
Pizza Hut	Differentiation – FAMILY RESTAURANT 
Offering a decent meal served quickly
Competitively priced menu items, promotions 
Shifting from pizza only to “pizza, pasta, wings” brand
Improving service levels
Concentrating on lowering administrative costs 
Seeking a steady stream of increased franchise revenue
Adding franchises to dilute company-owned-to-franchise ratio 
Transnational global strategy – toppings tailored to local tastes
Brand power – advantage when entering new international markets
Aggressive expansion into China’s rapidly growing marketplace to gain world market share

Papa John’s	Differentiation – BETTER INGREDIENTS, BETTER PIZZA
		Turnaround efforts in early 2000’s 
Re-energizing the brand
Advertising heavily
Sponsoring high-visibility sports events
Initiating promotional activities to engage customers

Little Caesars Strategy – LOW COST
Family-owned business
Located for convenience in strip malls and popular shopping areas
Lack of delivery service
Party catering service
Strong marketing identity

	Within the industry, Domino’s had come under increasing consumer fire for low quality pizzas, inferior ingredients, and poor taste. The company’s reputation hit rock bottom when it tied with Chuck E. Cheese as the worst tasting pizza chain. Its negative image in the marketplace correlated with falling domestic revenues, which were only bolstered by continued international expansion. (Domino’s is the 4th largest international publicly traded restaurant brand, and royalty payments for retail sales and supply chain sales to franchisees are the principle source of the company’s international revenues.)  Despite efforts to increase visibility and profits by strategically relocating store sites, Domino’s Pizza’s market position became compromised by 2004. At this point, significant changes were necessary to regain the company’s footing, become more competitive, recoup lost customers, and gain new ones. A new strategy was in order. 

	Since that time, several conditions have increased in relevance to Domino’s strategy. They include:

· The interconnectivity (spurred by the proliferation of the Internet) that raised general awareness of consumer dissatisfaction with Domino’s product quality has accelerated even further. Rapidly changing technological advancements, trends, and capabilities impact the company’s ordering process and are stimulating new methods of communicating and relating with customers. 
· Food and gasoline costs are escalating substantially.
· Unemployment rates remain high, which diminishes disposable income.
· The fluctuating value of the dollar affects international transactions and increases domestic consumer uncertainty.
· The growing quality, selection, and affordability of frozen pizzas contribute to the value of sourcing pizzas at the supermarket rather than at restaurants.  
· As Domino’s has expanded its menu options, it has widened the competitive playing field against new rivals. For instance, the introduction of the company’s new Oven Baked Sandwiches was a direct attack against Subway in the sandwich segment. The measure was taken to grow the customer base and expand lunch revenues, but the aggression of the advertising campaign sparked a competitive response from a well-resourced and popular rival.
· Awareness and emphasis on obesity and health consciousness is a strengthening social force.
· Markets are notably shifting toward locally grown and organic foods, which have grown 17–20% annually since 2004. 

· Compare and evaluate the company’s pre-2009 business strategy with its new approach. What leadership qualities were engaged to implement the revised strategy?

	Domino’s 2009 strategy was a radical departure from its long-time low-cost business model. A comparison of the old and new strategies is detailed below.
	
	Was
	Is

	COST LEADERSHIP
	DIFFERENTIATION

	Quality pizza
	Re-formulated pizza recipe, better ingredients; better taste of key product

	cont.
Was
	
Is

	Simple menu
	Careful expansion of menu to appeal to larger demographic; added side dishes, desserts, new entrees; expanded overall offerings

	Delivery niche, known for quick delivery; regional manufacturing and supply chain to support delivery model
	Continued heavy emphasis on delivery and locations to support core strategy of carry-out and delivery 

	Consistent logistical operations to keep overhead costs down; routing strategies to optimize delivery speeds
	Logistical emphasis on delivery and store productivity

	Streamlined ordering process
	In-house e-commerce to respond more quickly to changing technologies
Online ordering; iPhone application

	Great service
	Responsiveness to customer feedback

	 “Total Satisfaction Guaranteed” – cornerstone of brand
	Marketing campaign “Oh yes we did” – TV advertising

	Creative solutions to industry problems and use of best practices across regions
	New website, social media links, strong social media presence; 1.2 million Facebook fans and 20,000 Twitter followers

	Core competency – delivery leader, efficiency



	The company’s damaged reputation (in terms of taste and quality) was a by-product of its low-cost leadership strategy. Under the strategic guidance of David Brandon, it was determined that Domino’s needed a candid, fresh approach to reposition the brand to better compete with the family restaurant quality strategy of Pizza Hut and the “Better Ingredients, Better Pizza” strategy of Papa John’s. The transition from the old to the new strategy was declared “one of the riskiest marketing campaigns of all time.”

	Brandon was the architect of the “Oh yes we did” campaign and was responsible for decisions to introduce innovative products and to expand the scope of the brand. Decisive and proactive, he oversaw the development of new menu offerings that matched the company’s operational platform. His effective strategic decision making and management style were enhanced by a willingness to abandon poor decisions and by the use of inclusive management techniques. Reactive to employee feedback and a fan of empowerment techniques, Brandon cultivated a flexible and valued workforce that embraces change in the environment. He promotes an unconventional philosophy of implementing change when doing well—when the organization’s resilience and resources are at their strongest level.

· Conduct a review of the company’s financial results.  What does recent performance reveal about Domino’s Pizza’s current strategy?

	Domino’s has a balanced mix of domestic and international business. 53% of retail sales ($3.317 billion) are generated in the US, and 47% ($2.952 billion) come from international operations. Since the new strategy and marketing campaign were launched, financial news has been good. Returns are healthy, cost of sales has decreased by 3.25%, profits are up, and total debt is down 16%. Net income has risen accordingly:

	2007	$37.9 million
	2008	  54.0 million	up 42.5%
	2009	  79.8 million	up 47.7%
	2010	  87.9 million	up 10.25%

Net income gains slowed in 2010, but annual same store sales grew a remarkable 9.9% across the board, including domestic stores for the first time since the measure dipped in 2007. Financial metrics show significant gains resulting from Domino’s Pizza’s new market positioning and advertising.

	According to the calculations below, the company earns slightly more retail sales per store domestically than outside of the US. However, when franchise and other revenues are included, this advantage jumps substantially. Even though unit growth is stagnant in the US and international units grew by 350 in 2010, growth in domestic same store sales has exceeded that in international markets by 3 points.  

	
	Domino's Stores
	Retail Sales
	Retail per Store
	SSSG

	Domestic
	4,929
	  $3,316.7 
	  $672,895 
	9.90%

	Internat'l
	4,422
	  $2,952.0 
	  $667,571 
	6.90%



	
	Domino's Stores
	Retail and Non-retail Sales
	Sales
 per Store
	SSSG

	Domestic
	4,929
	  $4,711.1 
	   $955,792 
	9.90%

	Internat'l
	4,422
	  $3,128.4 
	   $707,463 
	6.90%


	
	Competitive financial performance figures are incomplete in the case; however, some comparisons can be made with Papa John’s. It has already been determined above that Papa John’s has the highest revenue per store in the industry. The competitor appears to make considerably more in its company-owned stores than in its franchises.
		
	Papa John's Stores
	Retail Sales
	Retail per Store

	Co. Owned
	612
	 $503.3 
	$822,386

	
	
	Revenues
	Revenue per Store

	Franchise
	3,034
	 $590.0 
	$194,451



In addition, Pizza Hut stores increased their sales per unit to $855,000 in 2010, which makes it a contender for the top spot. (Refer to Exhibit 7.)

	Further analysis of income statements and employee performance shows that Domino’s has a significantly higher operating margin than Papa John’s, and its net 
	
	Domino's
	Papa John's
	

	Revenue
	 $   1,570.9 
	 $   1,126.4 
	

	Gross Margin
	27.8%
	31.1%
	

	Op. Inc.
	 $      227.7 
	 $         86.7 
	

	OI%
	14.5%
	8.7%
	

	Net Inc.
	 $         87.9 
	 $         51.9 
	

	NI%
	5.6%
	4.6%
	

	Employees
	10,200
	16,000
	

	Sales/Employee
	 $  154,010 
	 $    70,400 
	

	
	
	
	


income is one percentage point higher. Also, Domino’s sales per employee is more than double its rival’s, an indicator of the company’s strength in productivity. On the other hand, Papa John’s has a lower cost of sales by several points. This is notable because the competitor employs a differentiation strategy, which typically results in a higher cost position. In light of the fact that Papa John’s uses high quality, fresh ingredients, this is an even more noteworthy accomplishment.

	It is also relevant to remember that Little Caesars is the fastest growing pizza chain in the US. As the only top rival employing a low-cost approach, it appears that Little Caesars’ low-cost strategy is resonating with customers. It also has a lower share of franchises than the other top chains. Though we don’t have all of Little Caesars’ financial results, both Domino’s and Papa John’s seem to make more money at their company-owned shops. If this condition translates to Little Caesar’s, it might be assumed that the low-cost competitor has an additional earnings advantage over its larger rivals.

STRATEGY

· As strategies of the industry’s top competitors converge, what can Domino’s Pizza do to secure the best possible market position?

	New CEO Patrick Doyle is responsible for maintaining, if not advancing, Domino’s Pizza’s position in the pizza industry. Although the favorability of its position has improved with the company’s new strategy, several areas still require attention. Most importantly, to better its competitiveness, Doyle must guide the execution of the company’s strategy to generate more revenue per store. Currently, Domino’s ranks below its key competitors and below the cumulative average sales per store for other top chains. To boost SSS, the company can focus on increasing how often infrequent customers eat pizza (again, 59% of the population are rare pizza eaters) and/or promoting non-pizza items to raise awareness and increase consumption. The company must also seek ways to increase the profitability of its international stores and franchises.

 	Domino’s delivery niche is the smallest in the industry. Recall that restaurants only attract 16% of pizza eaters (which impacts market potential for Pizza Hut); and even though 84% of Americans eat their pizza at home, just 15% opt for delivery. Meanwhile, the price, quality, and convenience of frozen pizzas are becoming more attractive to the market, and most pizza eaters pick up their food to eat at home. Given the current economic conditions and the rising costs of food and gasoline, a campaign to stimulate use of the delivery method aligns market conditions with the company’s operational strengths and reputation as the industry’s leader in delivery.          
	The company’s ability to innovate, react, and adapt to the market will be a key determinant of its future success. To further the positive results Domino’s achieved by adopting a differentiated approach, the company should seek new ways in which it can improve competitiveness in terms of price, quality, location, and convenience dimensions.  Two major challenges facing Domino’s are described below.

· Given the constantly changing needs and methods of communication with customers, the company must determine how to become and remain relevant to its market.

	First, Domino’s needs to monitor the new and emerging trends in communications and in interactive technology to anticipate tomorrow’s best and most cost-efficient media vehicles. The world of social media has introduced new focus points for customer service and promotion, and the company must be able to expand and evolve with its loyal customers. (New forms of customer loyalty benefits should also be explored to increase retention and to grow incremental sales.)  

	Customer expectations regarding brand communication have gone up, and bringing its technology development in-house has positioned Domino’s to better respond to and satisfy consumer demands. The measure was a thoughtful attempt to acquire internal skills to pursue distinct market opportunities. Domino’s should continue to commit the necessary resources to keep up with the latest technology trends and to optimize its systems, which will enable the company to be at the forefront of change in the industry.

· The shift to higher-quality foods comes at significant cost. Therefore, Domino’s must find a balance between the changing demands of consumers for healthier alternatives and the increased costs associated with satisfying them.  

	The company has already turned its focus away from its position as a low-cost provider, shifting to a more health-conscious approach at a higher cost. In addition, Domino’s has expanded its product offerings to keep pace with the changing tastes of the market and shifts in eating habits. Though the company’s core product will remain pizza, it now embraces the increasing importance of selecting the right ingredients and complementary products to meet changing consumer preferences. Again, its strategy is well-aligned with market conditions and takes advantage of the company’s strong willingness and ability to offer new products. Domino’s adaptability not only applies to menu additions, but extends to the removal of underperforming items, based on customer research and market trend analysis.

	To support this decision, Domino’s can look to the performance of the company’s most direct low-cost competitor, Little Caesars. Based on the analysis, Little Caesars has a substantially lower sales per store level than any of its industry competitors. It is, however, growing more quickly than any other US pizza chain, which indicates that its low pricing is attracting customers. 
	So, while Domino’s differentiation strategy is justified by higher sales results for this approach, there are definite advantages to offering lower prices. Two factors give Domino’s an edge in this regard. (1) The company’s profits are up, which gives it room for competitive pricing as needed, and (2) margins are up because of streamlined processes and productive operations, which lower the company’s overhead costs. Due to the benefits of both approaches and to Domino’s particular competencies, it may be suitable for the company to pursue an integrated cost leadership/differentiation strategy to maximize performance in the marketplace.  

[bookmark: _GoBack]	With a strategy decision made, Domino’s must also address the following implementation issues and functional considerations.  

· Does the shift away from a low-cost strategy require that the company relocate its shops into neighborhoods that value and are willing to pay for the higher quality and diversity of food?
· Do new menu items fit with the company’s internal capabilities in a way that supports its productivity and streamlined operations? 
· Does the new strategic focus threaten to compromise the company’s exceptional delivery reputation?  
· Would the company benefit from abandoning its focus on delivery, seeking instead to maximize carry-out orders?
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