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“Well, we’ve come this far. Now how should we continue moving forward?”
This was the question put by Félix Tena at the beginning of March 2001.
Tena was the Chairman and majority shareholder of Step Two, S.A.,
the company with headquarters in Zaragoza (Spain) that owned the
Imaginarium toy store chain.

At the end of 2000, the chain consisted of 168 stores, 54 of which were
Imaginarium’s own, while 114 were franchised. There were 119 stores in
Spain, and the other 49 were located in nine different countries. During the
2000 fiscal year, which ended on 31 January 2001, retail sales amounted to
approximately €34 million (with earnings of €2.4 million). However, these
figures did not include the subsidiaries in Italy, France and Switzerland,
sales made on the Internet or those of the franchise stores.

A modern Pied Piper of Hamelin capable of casting a spell over children
and, particularly, their parents, Tena had shattered the laws of the toy
market. For toymakers such as Mattel and Hasbro, an attractive box, a
resounding TV campaign and an enticing price were the crux of the
business. But Tena spent little on advertising, and neither did he believe in
selling at bargain prices. His toys stayed on the market longer than the
latest Harry Potter gadgets, and some products, such as his plastic lions and
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elephants, had been selling well for ten years. Whereas his competitors made 70% of
their turnover at Christmas, Imaginarium had regular sales throughout the year, and
Christmas only accounted for 30% of its turnover. And now, at a time when the
industry was going through one of the worst crises in living memory, Imaginarium’s
turnover was increasing by between 40% and 50% per year.

Tena and his team were now faced with a number of dilemmas and challenges for the
future. They included:

1.

At what speed should the business expand in terms of new stores? Where
should they be located? Should the company open more stores of its own or
give priority to franchises? In the latter case, should the franchises be granted
individually by the company, or should agreements be reached with master
franchisers?

Now that the company had stores in ten different countries, should it
concentrate on and penetrate these markets further (by opening more stores in
these countries) or expand to other markets (by opening stores in new
countries)?

The company had been compiling data on its customers (in the Imaginarium
Club) ever since the first store was opened in November 1992. By the beginning
of March 2001, they had data on almost 400,000 families. What should they do
now to develop a deeper relationship with these families?

Besides its sales outlets, the company had a customer service hotline through
which 20 to 30 orders were received every day. Its non-interactive website was
launched in August 1999. A new interactive site (http://www.imaginarium.es)
capable of receiving online orders was launched in October 2000, and had
registered nearly 4,500 customers by the beginning of January 2001. Should the
company devote time and money to expanding its Internet sales? How should it
go about offering customers the possibility of buying Imaginarium toys on line
while ensuring - if possible — that the website would promote and stimulate
sales at the stores?

How should the company support its Internet, new-technology and IT systems
and adapt them to cater for the constant expansion of stores and sales?

How should the company approach its marketing plan for the new year? The
marketing budget had amounted to €1,461,000 in 2000. What should its 2001
marketing plan consist of? What action should be taken and what should the
budget be?

Background

Félix Tena was 40 at the beginning of 2001. After studying Business Administration in
Spain, he had continued his studies in the United States, which had enabled him to
witness first hand the American way of life and way of doing business.
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When he returned to Spain in the early 1980s, he founded Publijuego, a small
company devoted to manufacturing' and selling educational toys. His first product was
a game similar to Monopoly, where the streets of a real city appeared on a board. This
produced two different sources of income: income from sales of the games themselves
and income from space sold to the businesses that advertised on the board.

Eight years later, by which time the company had a turnover of €7 million and 80
employees, Tena sold 50% of his shares in Publijuego to some Italian colleagues, who
were leaders in the educational toy field in Italy. However, this partnership was not a
success, because what the Italians really wanted was to take advantage of a Spanish
company for the distribution of their own products, without taking the Spanish
company’s product range into account. Publijuego was consequently wound up in
1990.

The Publijuego experience had been very interesting for Tena, among other reasons
because a number of corner franchises had been set up in some of the large mass-
distribution centers. At the time, Publijuego was being wound up, Tena had observed
that the Spanish toy industry was becoming rather “boring”, possibly partly due to the
fact that mass merchandisers were entering the market. In fact, the growing importance
of these outlets (superstores, etc.) contributed to the development of Publijuego,
because its managers were young and able to adapt to the new rules of distribution
through these retail outlets. It was what some were calling "modern distribution”.

However, market dynamics and procedures were changing. Toy manufacturers were
convinced that major advertising campaigns were indispensable, especially before
Christmas, because only the toys that were advertised massively had massive sales. This
situation also affected the range of toys available at stores because, mass
merchandisers only bought products they knew would be backed by a strong TV
campaign. But this meant that price was the retailers’ main sales argument, so
manufacturers were forced to lower their prices. Furthermore, these practices placed
greater emphasis on seasonal sales, because the mass merchandisers were only
interested in selling toys at Christmas, and their strong seasonal competition almost did
away with traditional toy stores that were open all year round.

According to Tena, a war was waged along the lines of “let’s see who can sell at the
lowest price”. All the stores sold the same toys. Toys received the same marketing
treatment as any other consumer product. No one seemed to place any importance on
identifying and promoting the role that toys, as children’s companions, should play.

This situation made a strong impact on Tena and he began wondering whether
something could be done to change it. Perhaps he could find a different collection of
toys that would transmit or contribute something new for children: imagination,
relations, games to play with their parents, far from fads and cartoon characters;
games in which children were active participants rather than mere spectators, and
which they would really enjoy playing. “I wasn’t happy with the situation that had

1 Essentially design and assembly.
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