Steinway & Sons Case
Brand Equity

Background

On April 18, 1995, Selmer Company (a maker of band instruments) announced the purchase of Steinway & Sons for $101.5 mm.  Selmer is owned by two individuals, Dana Messina and Kyle Kirkland.  

The acquisition was considered unattractive for the following reasons:

1. No synergies between Selmer and S&S.

2. Unit sales at S&S have dropped from 3,576 in 1990 to 2,698 in 1994.

3. Yamaha is a very strong, aggressive competitor.

4. S&S had recently introduced a mid-priced line of pianos marketed under the name Boston Piano.

The acquisition was considered attractive for the following reasons:

1. S&S has the highest quality product and reputation in the marketplace.

2. Economic conditions are improving in S&S’s two largest markets – U.S. and Europe.

3. S&S has yet to take advantage of the growing Asian market.

4. S&S is a company that would be “fun to own.”

Distribution: 85% of sales were through a network of independent dealers – very concentrated (15 largest dealers had 28% of sales).  Remaining 15% of sales were through four company-owned retail outlets.  

Three basic product types:

	
	Retail price ranges
	Global Market Size in 1994

	Steinway Grands
	$26,400 – 70,000
	60,000 – 80% home

	Steinway Verticals
	$11,900 – 16,000
	540,000 – 90% home

	Boston Pianos
	$6,395 – 31,000
	


Four major trends in the piano industry:

1. Downturn in sales – global sales had dropped 40% since 1980.

2. Consolidation of piano manufacturers in the U.S. and Europe.

3. Emergence of Asian manufacturers.

4. Opening of new markets – i.e. Japan, South Korea and China

Questions

1. Would you consider acquiring S&S?

S&S is an attractive acquisition as a turnaround play.  The prior owners, the Birminghams, executed an inconsistent strategy, resulting in poor performance.  S&S has components of a healthy company – strong product, recognizable name, niche market and effective distribution system – however, they deviated from their core competency.  Once the company refocuses their business, it should be more profitable. There are, however, two major concerns which should be considered prior to acquisition:

· The competing used-Steinway commercial market

· Strategy for the Asian markets – particularly in light of Asian manufacturers

2. What do you think of S&S’s 1992 decision to launch the Boston line of pianos?  Having just purchased the company in 1995, what should Messina & Kirkland do with the Boston line?

The launch of the Boston line of pianos was not a good strategic decision.  Given that the company was attempting to reestablish its reputation of quality in the marketplace, particularly after the defection of Andre Watts, it was not a good strategy to sell lower quality pianos with the Steinway name on them.  

In the consumers’ mind, it is difficult to differentiate between the quality levels of the Steinway and Boston lines – the consumer would have no way to know that the Boston line is not only made in a different factory, but by a different company.  This problem is exacerbated by the fact that the Bostons are sold in the same retail outlets as the Steinways.  This detracts from the cache and exclusivity that has been synonymous with the S&S name.  

Furthermore, S&S is completely reliant on Kawai for supply of the Boston line – this suggests that S&S does not have leverage over Kawai or control of the Boston line, particularly if Kawai decides to enter the U.S. retail market.

Thus, I would recommend that Messina & Kirkland divest the Boston line of business, or, at a minimum, sell the product without the Steinway name on it and through different retail outlets.  Perhaps sell the Boston line with the Selmer products and under the Selmer name.

3. Moving forward, what is S&S’s single biggest strength?  Weakness?

S&S’s single biggest strength is its brand equity – the Steinway name communicates certain attributes and benefits to the consumer.  This equity, though, has been declining in recent years, particularly with events like the defection of Andre Watts.

S&S’s single biggest weakness is its competitive position.  There are many aggressive competitors in this industry, and S&S is not well-placed.  They used to own a particular niche – producing only concert grand pianos on a mass scale.  This is no longer true; hence they have lost their biggest competitive advantage.

4. If you were advising Messina & Kirkland, what near-term and long-term actions would you recommend?  

Long-term, Messina & Kirkland’s goal should be to reestablish the company’s reputation for delivering products of the highest quality and recapture the niche they once held.  The Birminghams began to do this in 1985, but then launched the Boston Piano line.  This has diluted their brand equity and caused them to lose focus on their core business – i.e. expanding their product line at retail stores at the expense of quality of service to the Steinway Artists.  Short term actions to accomplish this include:

· Separate or sell the Boston line (see #2)

· Create an aggressive marketing plan in Asia – perhaps focus on Steinway artists there in order to get their name out

· Consolidate retail stores – sales appear to be quite concentrated in larger markets (exhibit 5)

· Continue to introduce lines such as the Steinway Limited Editions and the Crown Jewel Collection – these were both very successful lines in 1993 and 1994, reinforcing the idea that S&S needs to focus on its niche of high-end grand pianos.

