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Preface

Each of us continues to be gratified that both students and teachers of market-
ing find our book a useful and valuable resource. They have found both the con-
tentand the structure of the book to be “student-and instructor-friendly” for sev-
eral editions. Our goal in the first edition was to develop a complete student
resource for marketing management education. This goal has not changed in
this, the fifth edition; we continue to focus our efforts on enhancing student
knowledge of marketing management and on developing their skills in using this
knowledge to develop and maintain successful marketing strategies. However,
we have done more than just tinker with this edition. The basic structure has
been kept much as it was originally, but several major changes have been made
in our efforts to continuously improve our book:

* This edition includes 41 cases, 25 of which are new. Most cases concern well-
known companies, including both domestic and global companies, consumer
and industrial products, small and large businesses, products and services,
and manufacturers and channel members. It is truly an outstanding collection
of cases.

* Nine of the cases include in-class exercises that provide the instructor with ad-
ditional material to enhance student learning, participation, analysis, and
team-building.

* A number of the cases include video introductions and discussion questions
to enhance student thinking and analysis.

* The text material has been completely updated and revised to provide a current
overview of marketing management and marketing problem and case analysis.
The structure of this edition of our book developed over many years as we ex-

perimented successfully and unsuccessfully with various teaching philosophies.

Our five-stage learning approach includes (1) learning basic marketing princi-

ples; (2) learning approaches and tools for marketing problem analysis; (3) ana-

lyzing marketing management cases; (4) analyzing strategic marketing cases; and

(5) developing original marketing plans. These five stages are the focus of the

seven sections in this book and have as their objective both knowledge enhancement

and skill development. The framework for our book is presented in the following
diagram, which will be used throughout the text to integrate the various sections.

STAGE 1: LEARNING OF BASIC MARKETING PRINCIPLES

Itis clearly necessary for students to learn and understand basic definitions, con-
cepts, and logic before they can apply them in the analysis of marketing pr9b—
lems or attempts to develop marketing plans. Section 1 of the book contains
14 chapters which we believe present the essentials of marketing management.
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Marketing Management: Knowledge and Skilis

One problem we continually face in more advanced se-oriented marketing
management courses is that most students have long ago discarded or sold their
basic texts. Consequently, when they are faced with case problems to analyze
they have nothing to rely on but their memories. We believe this seriously de-
tracts from the usefulness of case analysis. Thus, we include this section as a ref- i
erence source for key marketing concepts. Our objective in this section is to fo-
cus on material that is more relevant for analyzing marketing problems. Several
of the chapters in this section have been completely revised and updated.

STAGE 2: LEARNING APPROACHES AND TOOLS FOR PROBLEM ANALYSIS |

The second stage in our approach involves offering students basic tools and ap-
progc.hes for solving marketing problems. Sections IT and III present these toolsin
addition toa framework which students can adapt when analyzing marketing prob-
lems. Section VII of the book, an annotated bibliography of important secondary
sources of marketing information, will aid students in researching a pza.rtiClllar in-
dl.xstry or ﬁrrp and can greatly improve their depth of analysis. A new section “On-
Line Marketing Information Services” has been added to this edition. We beli€ve
it adds significant value to our book as a resource. Nine classifications of secondary
sources are presented: (1) selected periodicals; (2) general marketing information
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sources; (3) selected marketing information services; (4) selected retail trade pub-
lications; (5) financial information sources; (6) basic U.S. statistical sources;
(7) general business and industry sources; (8) indexes and abstracts; and (9) on-
line marketing information services.

STAGE 3: ANALYZING MARKETING MANAGEMENT CASES

STA

It has been our experience that few students have the confidence and experi-
€Nnce necessary to analyze complex strategic marketing cases in their first ex-
posure to this type of learning. We believe it is far better for them to apply their
skills at analyzing cases for which traditional marketing principles can be ap-
plied somewhat directly before they attempt more challenging problems.
Accordingly, Section IV of the book has been expanded to include 31 market-
ing management cases, organized into six groups; market opportunity analy-
sis, product strategy, promotion strategy, distribution strategy, pricing strategy,
and selected issues in marketing management. Within each group, cases are
sequenced so that later cases contain more information and typically require
higher levels of marketing management skills than earlier ones.

G STRATEGIC MARKETING CASES

Unce students have developed sufficient skills to provide thoughtful analyses of
marketing management cases, we believe they are prepared to tackle strategic
marketing cases. These cases go beyond traditional marketing principles and fo-
cus on the role of marketing in cross-functional business or organization strate-
gies. Section V of our book contains 10 such cases. They are sequenced so that
the later cases contain more information and require higher levels of manage-
ment skifls to analyze them properly.

R ~ T DI RTINGC DT AN
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The final stage in our approach involves the development of an original mar-
keting plan. We believe that after a two-course sequence in marketing manage-
ment, students should be able to do one thing very well and should know that
they can do it well: Students should be able to construct a quality marketing plan
for any product or service. Section VI provides a framework for developing such
a plan. Instructors can consult the Instructor’s Manual which accompanies this
book for alternative ways to incorporate this stage into their course.

We have found that this five-stage process is very flexible and can easily be
adapted to the needs of the students and the objectives of the instructor. For ex-
ample, if the course is the first formal learning experience in marketing, then
emphasis could be placed on the first three stages. If students progress well
through these stages, then marketing management cases can be assigned on an
individual or a group basis.

If the course is for students with one or more previous courses in marketing
or is the capstone marketing management course, then major attention should
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shift to stages two through five. In this instance, Section.I becomes a resource
for review and reference, and the course can focus on skill development.
Finally, the text can be used for a two-course sequence in marketing manage-
ment. The first course can emphasize stages one through three and the second
concentrate on stages four and five.
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MARKETING MANAGEME]
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THE

The purpose of this introductory chapter is to present the marketing manage-
ment process and outline what marketing managers must manage if they are to
be effective. In doing so, it will also present a framework around which the re-
maining chapters are organized. Our first task is to review the organizational
philosophy known as the marketing concept, since it underlies much of the
thinking presented in this book. The remainder of this chapter will focus on
the process of strategic planning and its relationship to the process of market-
ing planning.

G CONCEPT

Simply stated, the marketing concept means that an organization should seek to
make a profit by serving the needs of customer groups. The concept is very straightfor-
ward and has a great deal of common sense validity. Perhaps this is why it is of-
ten misunderstood, forgotten, or overlooked. ~ g

The purpose of the marketing concept is to rivet the attention of marketing
managers on serving broad classes of customer needs (customer orientation),
rather than on the firm’s current products (production orientation) or on de-
vising methods to attract customers to current products (selling orientation).
Thus, effective marketing starts with the recognition of customer needs and
then works backward to devise products and services to satisfy these needs. In
this way, marketing managers can satisty customers more efficiently in the pres-
ent and anticipate changes in customer needs more accurately in the future.
This means that organizations should focus on building long-term customer
relationships in which the initial sale is viewed as a beginning step in the
process, notas an end goal. As a result, the customer will be more satisfied and
the firm will be more profitable.
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HIGHLIGHT 1-1
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Companywide managerial awareness and appre-
ciation of the consumer’s role as it is related to
the firm's existence, growth, and stability. As
Drucker has noted, business enterprise is an or-
gan of society; thus, its basic purpose lies outside
the business itself. And the valid definition of
business purpose is the creation of customers.

Active, companywide managerial awareness ol,
and concern with, interdepartmental implica-

Basic Elements of the Marketing Concept

A

4.

- T
’ pp r A IR t
(! v 1

General managerial concern with the effect of
new products and service introduction on the
firm's profit position, both present and future,
and recognition of the potential rewards that
may accrue from new product planning, in-
cluding profits and profit stability.

. General managerial appreciation of the role of

marketing intelligence and other fact-finding
znd reporting units within and adjacent to the

tions of decisions and actions of an individual

, firm in ransiating the general statements pre-
‘ department, That is, the firm is viewed as 4 net- sented
|
|

above into derailed statements of prof-
orket [_\1,!‘.(".“3.’11\'. iargets, and action.

work of forces focused on me=sting define: able n
tomer needs, and comprising a syste) finplicit io his statereent is not only an expan-
which actions taken in one depattinent Gr arca sion of the traditional fincuon and scope of for-
frequently result in significant repercussions in inal marks i1, bite also assimilation of

other areas of the firm. Also, 1t iy recognized ther souices of marketing data. such as the

1NE resear

that such actions may affect the company’s egiti- firm's distribuuon system #nd its advertising
librium with its external environyesns for cx- azcacy counsel, 040 2 poténtsl marketing in-
. ample, its customers, its compeutor t=iBgence service.
| 3. Active, companywide managerizl roncern with &, Cnmparywide managerzl efor:, based on
‘ innovation of products and services designed o pas i nation and mmction of company offis
solve selected consumer probleris. ers, in estabtishing corporzrr und deparnis
mienial objectives thal ar dovstood by and
Source: Robert 1. King, "The Marketing Concept: bact or lutefligen Cives . ; -
latitude,” The Marketing Covicept in Action, Proceeding: of the 4% aiceptabie to these ofncers, aus Giat are cons
National Conference (Chicago: American Marketing Associiton sistent with enhancemen of the firm's PTOﬁt
‘ 1964}, p. 657. For an up-to-date discussion of the marketng colrep |ltf:1»‘;‘i\JJ_.

| see Frederick E. Webster, Jr., “Defining the New Mar kering Conesnt,'

Marketzng Management 2, no. 4 (1994), pp. 22-51.

The principal task of the marketing function operating under the marketing
concept is not to manipulate customers to do what suits the interesis of the firm,
but rather to find effective and efficient means of making the business do what
suits the interests of customers. This is not to say that all firms practice marketing
in this way. Clearly, many firms still emphasize only production and sales.
However, effective marketing, as defined in this text, requires that consumer
needs come first in organizational decision making.

One qualification to this statement deals with the question of a conflict between
consumer wants and societal needs and wants. For example, if society deems clean
air and water as necessary for survival, this need may well take precédence over a
consumer’s want for goods and services that pollute the environment. : WAS et

i {
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One of the most persistent conceptual problems in marketing is its defini-
tion." The American Marketing Association has recently defined marketing as
“the process of planning and executing conception, pricing, promotion, and
distribution of ideas, goods, and services to create exchanges that satisfy in-
dividual and organizational goals.” This definition takes into account all par-
ties involved in the marketing effort: members of the producing organization,
resellers of goods and services, and customer or clients.” While the broadness
of the definition allows the inclusion of nonbusiness exchange processes, the
primary emphasis in this text is on marketing in the business environment.
However, this emphasis is not meant to imply that marketing concepts, prin-
ciples, and techniques cannot be fruitfully employed in other areas of ex-
change. In fact, some discussions of nonbusiness marketing take place later
in the text. |

Vs

A0 PLA NNING?

Sefore a production manager, marketing manager, and personnel manager can
develop plans for their individual departments, hopefully some larger plan or
blueprint for the entire organization has been developed. Otherwise, on what
would the individual departmental plans be based?

In other words, there is a larger context for planning activities. Let us assume
that we are dealing with a large business organization that has several business di-
visions and several product lines within each division (e.g., General Electric,
Philip Morris). Before any marketing planning can be done by individual divi-
sions or departments, a plan has to be developed for the entireorganization.* This
means that senior managers must look toward the future and evaluate their abil-
ity to shape their organization’s destiny in the years and decades to come.” The
output of this process is objectives and strategies designed to give the organiza-
fion a chance to compete effectively in the future. The objectives and strategies
established at the top level provide the context for planning in each of the divi-
sions and departments by divisional and departmental managers. It is worth not-
ing that, depending on the environmental challenges faced by the organization,
different planning approaches may be called for.°

Some of the most successful business organizations are here today because many
years ago they offered the right product at the right time to a rapidly growing
market. The same can also be said for nonprofit and governmental organiza-
tions. Many of the critical decisions of the past were made without the benefit of
strategic thinking or planning. Whether these decisions were based on wisdom
or were just luck is not important; they worked for these organizations. However,
a worse fate befell countless other organizations. Over three quarters of the 100
largest U.S. corporations of 70 years ago have fallen from the list.” These cor-

porations at one time dominated their markets, controlled vast resources, and
|
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HIGHLIGHT 1-2

lelines for the Market-Driven Manager

1. Create customer focus throughout the business. 7. Make customer value the guiding star.
2. Listen to the customer. 8. Let the customer define quality. .
3. Define and nurture your distinctive compe- 9. Measure and manage customer expectations.
tence. S auiin 10. Build customer relationships and I(?yalty. 9
4. Define marketing as marketing intelligence. 1]1. Define the business as a se rvice business.— 2
5. Target customers precisely. ' ‘ 12. Commit 10 continuous improvement and in-
6. Manage for profitability, not sales volume. novation. '
13. Manage culture along with strategy and strues
fure.
Source: Frederick E. Webster, Jr., “Executing the Mew Murkeing 14, Grow with part:iers and alliances. 1
Concept,” Marketing Management 3, no. 1 (1954), pp. 215, 15. Destroy marketing bureaucracy. |
had the best-traine 3 workers. in the end, they all made the sare critical mistake.
Their managemenss failed to recognize that husinzs: strategies need to reflect
changing environizenis and emphasis must he placed on developiig I)usiqe_s)§
systems that allow for continuous improvement. Instead, they ;.w:mpted to
carry on business
Present-day manarers sre incrsasingly recognizing that wséom and innova-
tion alone are no longer sufiicient to guide the destinies of organizations, both
large and smalf. i« ane managers also realize that the triie mission of the
organization is to provide value for three key consatuen 125 CUSLOIMErS, em-
ployees, and invesiors. Without this type outlook. no one, including sharehold-
ers, will profit in the lung run.” Indeed, this focus can be seen in the mission

statements contained in Hig
kets have become increasingly global, technology has evolved at an accelerated
pace, novel forms of distributing producis and services have proliferated, and
firms have continually invented new organizational forms—all occurring as cus-
tomer needs and preferences continually shift in sometimes unpredictable
ways.'’ Indeed, today’s challenge is to respond to rapid changes happening in
almost every sector of commercial life."' To be 21st century winners, most cur-
rent organizations will need to remake themselves fundamentally. How to
change is relatively easy to identify, but difficult to pull off.

For example, 15 years ago, few would have predicted that Sears, the world’s
largest retailer for half a century, would have to shed its catalog operations and
develop freestanding hardware and furniture stores to retain a fighting chance
to remain a top retailer. Further, five years ago, no one could guess that Kmart
would be fighting for its very survival while two relative newcomers, Wal-Mart
and Target, would become market leaders.'?

ghlight 1-3. Over the course of the past decade, mar-
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HIGHLIGHT 1-3

Mission Statements

Organization Mission

Goodyear Our mission is constant improvement in products and services to meet our
J customers’ needs. This is the only means to business success for Goodyear
\ and prosperity for its investors and employees.

. Intel Corporation Do a great job for our customers, employees, and stockholders by being the
‘ preeminent building block supplier to the computing industry.
[ Levi Strauss & Co. The mission of Levi Strauss & Co. is Lo sustain responsible commercial

success as a global marketing company of branded casual apparel. We

must balance goals of superior profitability and return on investment,

leadership market positions, and superior products and service. We will

conduct our business ethically and demonstrate leadership in satisfying
our responsibilities to our communities and to society. Our work

| environment will be safe and productive and characterized by fair
treatment, teamwork, open communications, personal accountability, and
opportunities for growth and development.

[ Merck & Co., fnc. he mission of Merck & Co., Inc., is to provide society with superior

‘ products and services—innovations and solutions that satisfy customer

\ needs and improve their quality of life—to provide employees with

‘ meaningful work and advancement opportunities and investors with a

’ superior rate of return,

Mairi Grow a worldwide lodging business using total quality management (TQM)
J principles to continuously improve preference and profitability. Our
commitment is that every guest leaves satisfied.
I Sor a long \d Lavry Kahaney, Say It And Live It The 50 Corporate Mission Statements That Hit the Mark (New York: Doubleday,

Change is not solely limited to the retail sector. For example, few would have
thought that IBM would have to link up with Lotus to compete for market su-
premacy against Microsoft, and that Digital Equipment Company (DEC) would
be undertaking massive change in the hopes of surviving as merely a middle-tier
player in the computer industry.'® Organizations today need not only function.in
a competitive and hostile environment but must also be able to cooperate w1th
other companies, perhaps even with ones that in other respects are competi-
tors."* For these and other countless reasons, strategic planning remains valuable
to ensure competitive viability.

Strategic planning includes all the activities that lead to the deve]qpment of
a clear organizational mission, organizational objectives, and ?ppropnate strate-
gies to achieve the objectives for the entire organization. While tl’{e form of the
process itself has come under criticism in some quarters for bem'g too struc-
tured; strategic planning, if performed successfully, plays a key role in achieving
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Figure 1-1  The Strategic Planning Process

Organizational
mission

Organizational
objectives

Crganizational
strategies

Organizational

portfolio plan

Implemeriation

an equilibrium between the short and the long ter:m by baitncing acceptable fi- 8
nancial performance with preparation for inevitnvle chianges i markets, tech-
nology, and competition, as well as in ecomemic apd political arenas.™
Managing principally for cuirent cash flows, market share gains, and earnings
trends can mortgage the firm’s future. An intense focus on the near term can
produce an aversion to risk that dooms a business to stagnation. Conversely, an
overemphasis on the long run is just as inappropriate. Companies that overex-
tend themselves betting on the future may penalize short-term profitability and
other operating results to such an extent that the company is vulnerable to
takeover and other threatening actions. R

The strategic planning process is depicted in Figure 1-1. In the strategic
planning process the organization gathers information about the changing el-
ements of its environment. Managers from all functional areas in the organi-
zation assist in this information-gathering process. This information is useful
in aiding the organization to adapt better to these changes through the
process of strategic planning. The strategic plan(s)'® and supporting plan are
then implemented in the environment. The end results of this implementa-
tion are fed back as new information so that continuous adaptation and im-
provement can take place.
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The output of the strategic planning process is the development of a strategic |
plan. Figure 1-1 indicates four components of a strategic plan: mission, objec- V
tives, strategies, and portolio plan. Let us carefully examine each one., '

Organizational mission e

The organization’s environment provides the resources that s\ustain the or-
ganization, whether it is a business, a college or university, or a government
agency. In exchange for these resources, the organization must supply the envi-
ronment with quality goods and services at an acceptable price. In other words,
EVery organization exists to accomplish something in the larger environment
and that purpose, vision, or mission usually is clear at the organization’s incep- . -
tion. As time passes, however, the organization expands, and the environment
and managerial personnel change. As a result, one or more things are likely to
occur. First, the organization’s original purpose may become irrelevant as the or-
ganization expands into new products, new markets, and even new industries.
For example, Levi Strauss began as a manufacturer of work clothes, Second, the
original mission may remain relevant, but managers begin to lose interest in it.
Finally, changes in the environment may make the original mission inappropri-
ate. The result of any or all three of these conditions is a “drifting” organization,
without a clear mission, vision, or purpose to guide critical decisions. When this
QeCurs, management must search for a purpose or emphatically restate and re-
inforce the original purpose.

The mission stateément, or purpose, of an organization is the description
ofits reason for existence.'” It is the long-run vision of what the organization
strives to be, the unique aim that differentiates the organization from simi-
lar ones and the means by which this differentiation will take place. In
essence, the mission statement defines the direction in which the organiza-
tion is heading and how it will succeed in reaching its desired goal. While
some argue that vision and mission statements differ in their purpose, the
perspective we will take is that both reflect the organization’s attempt to
guide behavior, create a culture, and inspire commitment.'® However, it is
more important that the mission statement must come from the heart, and
be practical, easy to identify with, and easy to remember so that it will pro-
vide direction and significance to all members of the organization regardless
of their organizational level.'?

The basic questions that must be answered when an organization decides to
examine and restate its mission are What is our business?. Who is the cus-
tomer?, What do customers value?, and What will our business be?*’ The an-
swers are, in a sense, the assumptions on which the organization is being run
and from which future decisions will evolve.?' While such questions may seem
simplistic, they are such difficult and critical ones that the major responsilgility
for answering them must lie with top management, not planning gurus.™ yn
fact, the mission statement remains the most widely used management tool in
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business today. In developing a statement of mission, management must take

. into account three key elements: the organization’s history, its distinctive com=__
4 o > v g

petencies, and its environment.”

1. The organization’s history. Every organization—large or small, profit or nonprofit—
has a history of objectives, accomplishments, mistakes, and policies. In formulat-
ing a mission, the critical characteristics and events of the past must be considered.

2. The organization’s distinctive competencies. While there are many things an organi-
zation may be able to do, it should seek to do what it can do best. Distinctive com-
petencies are things that an organization does well: so well in fact that they give
it an advantage over similar organizations. For Honeywell, it's their ability to de-
sign, manufacture, and distribute a superior line of thermostats.** Similarly,
Procter & Gamble's distinctive competence is its knowledge of the market for low-
priced, repetitively purchased consumer products. No matter how appealing an
opportunity may be, to gain advantage over competitors, the organization must
formulate strategy based on distinctive ¢ ompetencies.”

3. The organization’s environamer!. The organization’s environment dictates the opportu-
nities, constraints, and threats that must be identified before a imission statement is
developed. Forexample, managersin anyindustry that s affecied by technology break-
throughs should continually Le asking, How will the changes in technology affect my

customers’ hehavior and the rneans by which we need to conduct our business?2°

However, it 1s extramely difficuit to write a useful and stfective mission statement.
It is not uncommon o1 an erganization o spend one or wo years developing a
useful mission statement. When completed, an effectve niission statement will
be: focused on markels suitey ihov teoducts, acnienabie, motweling chd <per;iﬁc‘.27

Focused on markes By s fienis of an organiza-
tion are critical in deterznining it mission, T waliy. many organizations de-
fined their business iz terrs of what they made. “our buzisess is glass,” and in
many cases they named tie crganization for the product or service (e.g.,

National Cash Register, ifarbor View Savings and Loan Association). Many of
these organizations hove found th:at, when preducis and technologies become
obsolete, their mission is 110 ionger relevant and the name of the organization
may no longer describe what it does. Thus, 2 more enduring way of defining the
mission is needed. In recent years, therefore, a key feature of niission statements
has been an external rather than internal focus. In other words, the mission state-
ment should focus on the broad class of needs that the arganization is seeking
to satisty (external focus), not on the physical product or service that the orga-
nization is offering at present (internal focus). These market-driven firms stand
out in their ability to continuously anticipate market opportunities and respond

before their competitors.”” This has been clearly stated by Peter Drucker:

A business is not defined by the company’s name, statutes, or articles of incorpo-
ration. It is defined by the want the customer satisfies when he buys a product or
service. To satisfy the customer is the mission and purpose of every business. The
question “What is our business?” can, therefore, be answered only by looking at
the business from the outside, from the point of view of customer and market.??
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While Drucker was referring to business organizations, the same necessity exists
for both nonprofit and governmental organizations. That necessity is to state the
mission in terms of serving a particular group of clients or customers and meet-
ing a particular class of need.
Achievable. While the mission statement should “stretch” the organization toward
more effective performance, it should, at the same time, be realistic and achiew-
able. In other words, it should open a vision of new opportunities but should not
lead the organization into unrealistic ventures far beyond its competencies.
Motivational. One of the side (but very important) benefits of a well-defined
mission is the guidance it provides employees and managers working in geo-
graphically dispersed units and on independent tasks. It provides a shared sense
of purpose outside the various activities taking place within the organization.
Therefore, such end results as sales, patients cared for, and reduction in violent
crimes can then be viewed as the result of careful pursuit and accomplishment
of the mission and not as the mission itself.

beaific. As we mentioned earlier, public relations should not be the primary pur-
pose of a statement of mission. It must be specific to provide direction and guide-
lines to management when they are choosing between alternative courses of action.
In otherwords, “to produce the highest quality products at the lowest possible cost”
sounds very good, but it does not provide direction for management,

ranszasional objech g

Organizational objectives are the end points of an organization’s mission and
are what it seeks through the ongoing, long-run operations of the organization.
I'he organizationa! mission is distilled into a finer set of specific and achievable
organizational objectives. These objectives must be specific, measurable, action com-
mutments by which the mission of the organization is to be achieved.

As with the statement of mission, organizational objectives are more than good
intentions. In fact, if formulated properly, they can accomplish the following:

I. They can be converted into specific action.

2. They will provide direction. That is, they can serve as a starting point for more
specific and detailed objectives at lower levels in the organization. Each manager
will then know how his or her objectives relate to those at higher levels.

3. They can establish long-run priorities for the organization.

4. They can facilitate management control because they serve as standards against
which overall organizational performance can be evaluated.

Organizational objectives are necessary in all areas that may influence the
performance and long-run survival of the organization. As shown in Figure 1-2,
objectives can be established in and across many areas of the organization. The
list provided in Figure 1-2 is by no means exhaustive. For example, some orga-
nizations are specifying the primary objective as the attainment of a specific
level of quality, either in the marketing of a product or the providing of a ser-
vice. These organizations believe that objectives should reflect an organiza-
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Figure 1-2 Sample Organizational Objectives (manufacturing firm)

Area of Performance Possible Objective :

1. Market standing To make our brands number one in their

field in terms of market share. :
2. Innovations To be a leader in introducing new products

by spending no less than 7 percent of sales

for research and development.
3. Productivity To manufacture all products efficiently as

measured by the productivity of the work

force.

' 4. Physical and financial resources To protect and aintain all resources— |
equipment, buildings, inventory, and ‘
funds.

5. Profitability To achieve an annual rate of return on |
Imvestraent of at least 15 'pC}'CC]Il
6. Manager performance and To identify critical ars:s of wanagement |
responsibility depth and succession,
7. Worker performance and attitude  To maintain levels of emploves satafacrion ]
CONSsEnT with ovoong and sintiar ‘
| indusuics.
8. Social responsibilicy To vespond appropniately wieneser possible
0 doCietal ZupLlaBunE and envioranontal
needs.
|
RS PR SR RSSOy MW 1 v ML b DA S e L
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tion's commitment to the customer rather than its owa finances.”” The impor-
tant point is that management must translate the ocganizational mission into
specific objectives that support the realization of the wission. The objectives
may flow directly from the mission G

r be considered subordinate necessities for
carrying out the mission. As discussed earlier, the objectives are specific, mea-
surable, action commitments on the pasr of the organization. Because of these
traits, well-formulated objectives also gready facilitate the process of perfor-
mance measurement,

Qrganizational strategies

Hopefully, when an organization has formulated its mission and developed its
objectives, it knows where it wants to go. The next managerial task is to develop
a “grand design” to get there. This grand design constitutes the organizational
strategies. The role of strategy in strategic planning is to provide a clear, realis-
tic articulation of a desired competitive position and the underlying core strate-
gic goals and objectives related to achieving this position and enhancing it over
time.”” Strategy involves the choice of major directions the organization will take
in pursuing its objectives. Toward this end, it is critical that strategies are consis-
tent with goals and objectives and that top management ensures strategies are
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Figure 1-3  Organizational Growth Strategies

Products Prasent New
Markets Products Products
Present Market Product
customers penetration development
New Market Diversificati
cUstomers devalopimeds iversification

. : . 33 . -
implemented effectively.” As many as 60 percent of strategic plans have failed
because the strategies in them were not well defined and, thus, were unable to
1 " i . . 34 v . = ¢ . -
be implemented effectively.” What follows is a discussion of various strategies
organizations can pursue.

anizational strategies based on products /markets
One means to develop organizational strategies is to focus on products of-
fered and markets served. Using this focus, organizations can achieve their ob-
jectives in two ways. They can better manage what they are presently doing
and/or tind new things to do. In choosing either or both of these paths, the or-
ganization then must decide whether to concentrate on present customers or to
seek new ones, or both. Figure 1-3 presents the available strategic choices. This
figure is known as a product-market matrix and indicates the strategic alterna-
tuves available to an-organization for achievi ng its objectives. It indicates that an
organization can grow in a variety of ways by concentrating on present or new
;))'U(]U( ts and on present or new CLlS[Olnt‘l‘S,:m

larhet penetration strategies. These organizational strategies focus on improving
the position of the organization’s present products with its present customers.
For example:

— A snack products company conceritrates on getting its present cus-
tomers to purchase more of its products.

—4A charity seeks ways to increase donations from present supporters.

—A bank concentrates on getting present credit card customers to use
their cards more frequently.

A market penetration strategy might involve devising a marketing plan to
encourage customers to purchase more of a product. Tactics used to carry out
the strategy could include price reductions, advertising that stresses the many
benefits of the product, packaging the product in different-sized packages, or
making the product available at more locations. For example, Procter &
Gamble recently decided to implement an everyday low pricing strategy,
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slashing prices on over 40 percent of its product offerings, in order to stimu-
late consumer demand. Likewise, a production plan might be developed to
produce more efficiently what is being produced at present. Implerr'len.tation
of such a plan could include increased production runs, the subsUtut{on of
preassembled components for individual product parts, or the automation of
a process that previously was performed manually. In other words, maTrl_(gt
penetration strategies concentrate on improving the efficiency of various
functional areas in the organization.

Market development sitrategies. Following this strategy, an organization would seek
“to find new customers for its present products. For example:

—A manufacturer of industrial products may decide to develop products
for entrance into consumer markets.

—A governmental social service agency may seek individuals and families
who have never utilized the agency's services,

—A manufacturer of automobiles decides to seli automobiles in Eastern
Europe because of the recent transition 1o a free market systerm.

—An athletic clothing and footwear company decides io develop a line of
fitness clothing for children.

Market developrient strategies involve wmuch more than sirply getting the

product to a new ket Refure considering nzrkeing terhnigues viich as pack-
aging and promciion compenies often find they must esiubiish 2 focthold in the
market, sometimne 5 of doliars 2o ,,;“.lj L dIcAte Consumers as
to why they shoulc : of the pr i

Product deveing in choosing siher of e xomaining wo strategies,
the organization i« =¥ vt seeks new things w do Wi mis samicular sirategy, the
new y.>!;()dtle‘ts gevetoped Id bie directzd to preseni cusiomers. For example:

—A candy manufacrurer may decide © affer a far-free cady

—A social service agency may offer additional services to present clients.
—A college or university may develop programs for pontraditional stu-
dents.

—A soft drink manufacturer may develop a wid-calorie or clear cola.

Diversificalion, An urganization diversifies when it seeks new products for cus-
fomers it is not serving at present. For exampie: i

—A discount store purchases a savings and loan association.

—A cigarette manufacturer diversifies into real cstate development.

—A college or university establishes a corporation to find commercial uses
for the results of faculty research efforts.

—A cosmetics manufacturer acquires a baby-care products company.

Organizational sirategies based on competitive advantage

Michael Porter developed a model for formulating organizational strategy
that is applicable across a wicle variety of industries.”® The focus of the model is on
organizations devising means to gain competitive advantage. Porter’s generic
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strategy model suggests that firms should first analyze their industry and then de-
velop eithera cost leadership strategy or a strategy based on differentiation. These
strategies can be utilized on a marketwide basis or in a niche (segment) contained
within the total market. Businesses using a cost leadership strategy focus on being
the low-cost company in their industry. They attempt to be efficient and offer a
standard, no-frills product. They can accomplish this through efficiencies in pro-
duction, product design, manufacturing, distribution, technology, or some other
means. To succeed, the organization must continually strive to be the cost leader
in the industry or market segment they compete in. However, even a cost leader
must offer products and/or services that are acceptable to customers when com-
pared to competitors’ offerings. Wal-Mart, Southwest Airlines, Timex Group Ltd.,
and Toys R Us are examples of companies that have succeeded with this approach.

Second, an organization may pursue a competitive advantage through differ-
entation. With a differentiation strategy, a company attempts to be unique in its
industry or market segment along some dimension(s) that customers value.
These dimensions might pertain to design, quality, service, variety of offerings,
brand name, or some other factor. Because of the uniqueness of the product or
service, companies can charge a premium price. L. L. Bean, Rolex, Coca-Cola,
and Microsoft are all examples of companies that have successfully employed
this strategy.

Organmizational strategies based on value disciplines

More recently, Michaei Treacy and Fred Wiersma developed a model for de-
vising organizational strategy that is based on three core value disciplines that
organizations can strive to achieve.”” Their contention is that no firm in today’s
complex environment can succeed by trving to be all things to all people.
Instead, the firm must find the unique value that it alone can deliver to a given
market. The first value discipline, operational excellence, is pursued by companies
that are not product or service innovators, nor do they cultivate deep, one-to-
one relationships with customers. Instead. operationally excellent companies
provide middle-of-the-road products (in terms of quality) at the best price with
the least inconvenience. Their proposition to customers is simple: low price or
hassle-free service or both. Price/Costco and Dell Computer are examples of
this type of company.

The second value discipline, product leadership, is pursued by companies that
push performance boundaries. Their proposition to customers i's that they offer
the best product or service, period. These companies continually innovate year af-
ter year. For these productleaders, competition is not about price or customer ser-
vice (although those can’t be ignored), it’s about product performance.joh.nso_n
& Johnson, Nike, and Rubbermaid are examples of companies following this 418-
cipline. The final value discipline, customer intimacy, is adhered to by companies
not interested in what the entire market wants; rather, the focus is on providing
what specific customers want. Customer-intimate companies do not pursue one-
time transactions; they cultivate relationships. These companies specialize in sat-
isfying unique needs that are often only recognized by developing close relation-



18 Part A Introduction

ships with and intimate knowledge of select customers. Their proposition to cus-
tomers is that we have the best products for you, and we provide all the support
you nieed to achieve optimum results. Airborne Express, Roadway, and Cott Corp.
are examples of companies pursuing this final discipline.

Choesing an appropriate strategy
On what basis does an organization choose one (or all) of its strategies? Of ex-
treme importance are the directions set by the mission statement. Managem\ein
should select those strategies consistent with its mission and capitalize on the or-
ganization’s distinctive competencies that will lead to a sustainable competitive
advantage.”® A sustainable competitive advantage can be based on either the as-_
\ sets or skills of the organization. Technical superiority, low-cost production, cus-
tomer service/product support, location, financial resources, continuing prod-
uct innovation, and overall marketing skills are all examples of distinctive
competencies that can lead to a sustainable competitive advantage.” For exam-
ple, Honda is known for providing quality automobiles at a reasonable price.
Each succeeding generation of Honda automohiles has shown marked quality
improvements over previous generations. Likewise, VF Corporation, manufac-
turer of Wrangler and Lee jeans, has formed “quick response” partnerships with
both discounters and department stores to ensure the efficiency of product
flow.”” The key o sustaining a competitive advaniage is to continually focus and
build on the assets and skills that will lead to long-term performance gains.

Organiutional porifolio plan
The finzl phase of the strategic planning process is the formuistion of the or-
ganizational portfolio plan. In reality, most organizaiions at a particular time are
a portfolio of businesses, rhat is, product lines, divisions, scnools. To illustrate,
an appliance manufacturer may have several product iines (e.g., televisions,
washers and dryers, refrigerators, stereos) as well as two diwvisions, consumer ap-
pliances and industrial appliances. A college or university will have numerous
schools (e.g., educaticn, busiiiess, law, architecture) and several programs
within each school. Soime widely diversified organizations such as Philip Morris
are in numerous unrelated businesses, such as cigarettes, food products, land
development, industrial paper preducts, and a brewery.
Managing such groups oi businesses is made a little easier if resources are
_Myl, cash is plentiful, and each is experienciag growth and proﬁt‘s_?
Unfortunately, providing larger and larger budgets each year to all businessesis
& seldom feasible. Many are not experiencing growth, and profits and resources
(financial and nonfinancial) are becoming more and more scarce. In such a sit-
uation, choices must be made, and some method is necessary to help manage-
ment make the choices. Management must decide which businesses to build,
maintain, or eliminate, or which new businesses to add.*" Indeed, much of the
recent activity in corporate restructuring has centered around decisions relating
to which groups of businesses management should focus on.
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Obviously, the first step in this approach is to identify the various division’s
product lines and so on that can be considered a “business.” When identified,

these are referred to as strategic business units (SBUs) and have the following char-
acteristics:

—They have a distinct mission.

—They have their own competitors.

—They are a single business or collection of related businesses.

—T'hey can be planned independently of the other businesses of the total
organization.

Thus, depending on the type of organization, an SBU could be a single prod-
uct, product line, or division; a department of business administration; or a
state mental health agency. Once the organization has identified and classi-
fied all of its SBUs, some method must be established to determine how re-
sources should be allocated among the various SBUs. These methods are
known as portfolio models. For those readers interested, the appendix of this
chapter presents two of the most popular portfolio models, the Boston
Consulting Group model and the General Electric model.

The SBU concept is a powerful tool because SBUs partition a company ac-
cording to the principal markets served.*? A critical element of successful plan-
ning involves an organization possessing an outward orientation. However,
such an orientation must remain flexible. Last year's SBU may not be the best
unit for planning next year's strategy. It is all too common for larger companies
to overlook an important new competitor, tec hnology, or customer segment for
several planning cycles, simply because it does not show up clearly in the com-
pany’s reports. Managers must be aware that the optimal form of any individ-
ual SBU is likely to change over time and, as a result, companies must have flex-
ible organizational structures in place.*

Figure 1-1 indicates that at this point the strategic planning process is com-
plete, and the organization has a time-phased blueprint that outlines its mis-
sion, objectives, and strategies. Completion of the strategic plan facilitates
the development of marketing plans for each product, product line, or di-
vision of the organization. The marketing plan serves as a subset of the
strategic plan in that it allows for detailed planning at a target market level.
Several marketing plans, each one targeted toward a specific market, will
evolve from the strategic plan. For example, separate marketing plans would
be developed for the various markets that a firm that produces consumer ap-
pliances and industrial electrical products competes in. Given a Fompleted
strategic plan, each area knows exactly where the organization wishes to go
and can then develop objectives, strategies, and programs that are consis-
tent with the strategic plan.*" This important relationship between strategi.c
planning and marketing planning is the subject of the final section of this

chapter.
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Figure 14 Strategic Planning and Marketing Planning
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THE MARKETING MANAGEMENT

Marketing managem:=nt can be defined as “the process of planning and execut
ing the conception, pricing, BroMotion, and distribution of guods, services,and
ideds to create exchanges with rarget groups that satisfy custo:ner and organiza- ]I
tional objectives.”*” It should be noted that this definition is entirely consistent |
with the marketing concept, since it emphasizes the serving of target market

|

needs as the key to achieving organizational objectives. The remainder of this
section will be devoted to a discussion of the marketing management process in
terms of the model in Figure -4,

] |
Relau'lg Marketing activities should start with a clear understanding of the organization’s
Mafk_é'}nng mission and objectives. These factors provide marketing management direction
Actxvm'es t_o the by specifying the industry, the desired role of the firm in the industry (such as J
Ofga_mzwonal research-oriented innovator, custom-batch specialist, or mass producer), and, |
Mission and hopefully, a precise statement of what the firm is trying to accomplish. However, |

Objectives since written mission statements and objectives are often ambiguous or ill-
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A. Sales criteria.
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Some Commonly Used Performance Stand

ards
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Efficiency Standards

C. Costs.

1. Total sales. 1. Total costs.
| 2. Sales by product or product line. 2. Costs by product or product line.
| 3. Sales by geographic region. 3. Costs by geographic region.
4. Sales by salesperson 4. Costs by salesperson.
5. Sales by customer type. 5. Costs by customer type.
6. Sales by market segment. 6. Costs by market segment.
7. Sales by size of order. 7. Costs by size of order.
8. Sales by sales territory. 8. Costs by sales territory.
9. Sales by intermediary, 9. Costs by intermediary.
10. Market share. 10. Percentage change in costs.
11, Percentage change in sales.
B Chstomer subisjassin Effectiveness-Efficiency Standards
1. Quantity purchased. D. Profits.
2. Degree of brand loyalty, 1. Total profits.
) urchase rates. 2. Profits by product or product line.
ived product quality. 3. Profits by geographic region.
nd equity 4. Profits by salesperson.
mber of letters of complaint. 5. Profits by customer type.
6. Profits by market segment.
hewe; Marketing: Princibles el Stitepii 7. Profits by size of order.
} Coraw-Hill, Inc, p. 593, Re produce ll‘ by 8. Profits ;\.\ sales ter itory.
I'h liti Companie 9. Profits by intermediary.

defined. the marketing manager may have 1o consult with other members of top
management to determine precisely what the firm is trving to accomplish, both
overall and during a specific planning period. For example, a commonly stated
organizational objective is growth, Obviously, this objective is so general that it
is practically useless. On the other hand, a statement such as “sustained growth
of 14 percent in profits before taxes” provides a quantitative goal that the mar-
keting manager can use for determining desired sales levels and the marketing
strategies to achieve them. In addition, the marketing manager must monitor any
changes in mission or objectives and adapt marketing strategies to meet them.
Increasingly, organizations are also developing customer service mission state-
ments. These statements can outline which dimensions of customer service are im-
portant, how customers are and should be served, define customer service per-
formance standards, and describe the extent of the organization’s commitment to
customer service.'” In effect, a customer service mission statement serves to direct
management attention toward the all-important goal of serving the customer.
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Situation With a clear understanding of organizational objectives and mission, the mar-
'_I{nalysis' keting manager must then analyze and monitor the position of the firm and,
- specifically, the marketing department, in terms of its past, present, and future
situation. Of course, the future situation is of primary concern. However, analy-
ses of past trends and the current situation are most useful for predicting the fu-

ture situation.

The situation analysis can be divided into six major areas of concern: (1) the
cooperative environment; (2) the competitive environment; (3) the £conomic en-
vironment; (4) the social environment; (5) the political environment; and (6) the
legal environment. In analyzing each of these environments, the marketing exec-
utive must search both for opportunities and for constraints or threats to achiew
ing objectives. Opportunities for profitable marketing often arise from changes in
these environments that bring about new sets of needs to be satisfied. Constraints
on marketing activities, such as limited supplies of scarce resources, also arise from
these environments.

The cooperative environinent. The cooperative environment includes all firms
and individuals who have a vested interest in the firm accomplishing its objec-
tives. Parties of primary interest to the marketing executive in this environment
are (1) suppliers; (2) resellers: (3) other departments in the firm; and (4) sub-
departments and employees of the ma keting department. Opportunities in this
environment are primarily rclated 1o methods of 10 casing efficiency. For ex-
ample, a company might decide to switch from a competiy: bird process of ob-
taining materials to 2 single sowrce that is locaied neze the company’s plant.
Likewise, members of the muarkering, cugmeering, and mznufacturing fune-
tions may utilize a teamwork apuyoach 1o developing tew products versus a se-
quential approach. Consirainis conyet of such things as inzesolved conflicts and
shortages of materials. For examyle, a comparty manager may believe that a dis-
Yine the proguct, or a

1king the steps needed

tributor is doing an insufficient job of
marketing manager may fee! that manafact
to produce a quality product.

The competitive envirorwnent, 1h competitive environment includes primarily
other firms in the industry that rival the organization for both resources and
sales. Opportunities in this environment include such things as (1) acquiring
competing firms; (2) offering demonstrably better value to consumers and at-
tracting them away from competitors; and (3) in some cases, driving competi-
tors out of the industry. For example, one airline purchases another airline, a
bank offers depositors a free checking account with no minimum balance re-
quirements, or a grocery chain engages in an everyday low-price strategy that
competitors can’t meet. The primary constraints in these environments are the
demand stimulation activities of competing firms and the number of consumers
who cannot be lured away from competiton.

The economic environment. The state of the macroeconomy and changes in it also
bring about marketing opportunities and constraints. For example, such factors
as high inflation and unemployment levels can limit the size of the market that
can afford to purchase a firm’s top-of-the-line product. At the same time, these fac-
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tors may offer a profitable opportunity to develop rental services for such prod-
ucts or to develop less expensive models of the product. In addition, changes in
technology can provide significant threats and opportunities. For example, in the
communications industry, technology has developed to a level where it is Now pos-
sible to provide cable television using phone lines. Obviously such a system poses
a severe threat to the existence of the cable industry as it exists today.
The social environment. This environment includes general cultural and social tra-
ditions, norms, and attitudes. While these values change slowly, such changes of-
ten bring about the need for new products and services. For example, a change
in values concerning the desirability of large families brought about an opportu-
nity to market better methods of birth control. On the other hand, cultural and
social values also place constraints on marketing activities. As a rule, business
practices that are contrary to social values become political issues, which are of-
ten resolved by legal constraints. For example, public demand for a cleaner en-
vironment has caused the government to require that automobile manufactur-
ers’ products meet certain average gas mileage and emission standards,
bolitical environment. The political environment includes the attitudes and

reactions of the general public, social and business critics, and other organiza-
tions, such as the Better Business Bureau, Dissatisfaction with such business and
marketing practices as unsafe products, products that waste resources, and un-
ethical sales procedures can have adverse effects on corporation image and cus-
tomer loyalty. However, adapting business and marketing practices to these atti-
tudes can be an opportunity. For example, these attitudes have brought about
markets for such products as unbreakable children’s toys, high-efficiency air
conditioners, and more economical automobiles. ' '

ne legal environment. This environment includes a host of federal, state, and lo-
cal legislation directed at protecting both business competition and consumer
rights. In past years legislation reflected social and political attitudes and has been
primarily directed at constraining business practices. Such legislation usually acts
as a constraint on business behavior, but again can be viewed as providing oppor-
tunities for marketing safer and more efficient products. In recent years, there has
been less emphasis on creating new laws for constraining business practices. As an
example, deregulation has become more common as evidenced by recent events
in the airlines, financial services, and telecommunications industries.

In addition, political leaders are increasingly going to bat for their own
multinational organizations.”” For example, the U.S. vice president recently
lobbied on behalf of such organizations as AT&T and Guardian Industries,
trying to get foreign countries to open their markets to American companies.

In the previous sections it was emphasized that (1) marketing activit%e.s must be
aligned with organizational objectives; and (2) marketing opportunities are of-
ten found by systematically analyzing situational environments. Once an oppor-
tunity is recognized, the marketing executive must then plan an appropriate
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Key Issues in the Marketing Planning Process That Need to be Addressed : ! =

Issue Frequency of Planning. Too frequent reevaluation
of strategies can lead to erratic firm behavior.
However, when plans are not revised frequently
enough, the business may not adapt quickly
enough to environmental changes and thus suf-
fer a deterioration in its competitive position.

The Speed of the Process. There is the problem of ei-
ther being so slow that the process seems to go on
forever or so fast that there is an extreme burst of
activity to rush out a plan.

The Amount of Data Collected. Sufficient data are
needed to properly estimate customer needs and
competitive trends. However, the law of diminishing
| returns quickly sets in on the data-collection process.

Number of Alternative Sirategies Considered.
Discussing tao few alternatives raises the likelihood
of failure, while discussing too many increases the
time and cost of the planning effort.
Responsibility for Developing the Plan. 11 planning is
delegated to professional planners, valu ihle line
management input may be ignored. If the process
is left to line managers, planning may be relegated
L to secondary status.

Cross-Functional Acceptance. A common mistake
is to view the plan as the proprietary possession
of marketing. Successful implementation re-
quires a broad consensus including other fune-
tional areas

The Structure. Many execufives belicve the o

. : [y o Using the Plan us o Soles Document. A major but
important part of planning is not the plan sl b :

fren overlooked purpose of a plan and its pre-

the structure of thought about the stirege issue , i : funds § R
SefiLatls 1S Lo e R unda ot i -
facing the business. However the suracuare s i NP o p A e
: al or external conices. Therctore, the better the
not take precedence over the content si that plan- ; ey
: B 3 plan, thre batter the chance of zaming desired
ning becomes merely filling out formn rang ' 2

. tnding
ing numbers. )
| The h of the Plan. The lengih of 2 viaric!

2 .
plan must be balanced between being so lony it is e 2 . sy
- i Sowrcer Donawd K. Loelunann an wisesell B Wianer, Anaiysis jor
ignored by both staff and line managers and iokstne Plannine. Srd ed.. pp. 527, © Richand D, lewin, Inc., 1088
brief that it ignores key details. (457, 1994,

strategy for taking advantage of the opportunity. This process can be viewed in
terms of three interrelated tasks: (1) establishing marketing objectives; (2) se-
lecting the target market; and (3) developing the marketing mix.

Establishing objectives. Marketing objectives usually are derived from organiza-
tional objectives; in some cases where the firm is totally marketing-
oriented, the two are identical. In either case, objectives must be specified and
performance in achieving them should be measurable. Marketing objectives are
usually stated as standards of performance (e.g., a certain percentage of market
share or sales volume) or as tasks to be achieved by given dates. While such ob-
jectives are useful, the marketing concept emphasizes that profits rather than




Criteria
Overall marketing objectives are

clearly stated,

Behavioral objectives are clearly
stated

Chapter 1

Criteria for Setting Marketing Objectives

Poor Goal

To get people o buy our new Betty
Crocker Microwave Bread Shop
products,

To have sales increase.
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Good Goal

To obtain 5 percent of the fresh-
baked bread market in 12
months.

To stimulate 30 percent of all U.S.

Expectations are realistic

A(lt'n"i

progi

Source: P

Carl Mei

Cincinnat

'!‘[f

el h witl the

households to try one loaf of
Betty Crocker Microwave bread,

To obtain half the fresh-baked
bread market,

Given the strong name of Betty
Crocker in the baked bread goods
market and that Americans
consume 50 1bs. of bread a year.
we hope to achieve an 18 percent
share of the fresh-baked bread
market.

Given the commitment by General
Mills to grow in the baked goods
market, the budget for Bertty
GCrocker’s Microwave Bread Shop
over the next three years is $45
million, $41 million, and $35
million, respectively.

ort exists tor the No mention of budget dollars in the
program statement. No check to
make sure the program meshes

with cor porate goals.

taced from 7

inciples of Marketing, by Charles W. Lamb, Jr.. Joseph F, Hair, |1, and

permission of the South-Western Pul lishing Co. 1992

uth-Western Publishing Co, All nehis reserved

sales should be the overriding objective of the firm and marketing department.
In any case, these objectives provide the framework for the marketing plan.
Selecling the target market. The success of any marketing plan hinges on how well
it can identify customer needs and organize its resources to satisty them prof-
itably. Thus, a crucial element of the mai keting plan is selecting the groups or
segments of potential customers the firm is going to serve with each of its prod-
ucts. Four important questions must be answered:

. What do customers want and /or need?
. What must be done to satisfy these wants and /or needs?

L

. What is the size of the market?

Y

. What is its growth profile?

Present target markets and potential target markets are then ranked accord-
ing to (a) profitability; (b) present and future sales volume; and (¢) the maFch
between what it takes to appeal successfully to the segment and the organiza-
tion’s capabilities. Those that appear to offer the greatest potential are selec{ed.
One cautionary note on this process involves the importance of not neglecting
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present customers when developing market share and sales strategies. In a re-
cent study, it was found that for every 10 companies who develop strategies
aimed at increasing the number of first-time customers, only 4 made any serious
effort to develop strategies geared towards retaining present customers and in-
creasing their purchases.M Chapters 3, 4, and 5 are devoted to discussing con-
sumer behavior, industrial buyers, and market segmentation.
Developing the marketing mix. The marketing mix is the set of controllable vari-
ables that must be managed to satisfy the target market and achieve organi-
zational objectives. These controllable variables are usually classified accord-
ing to four major decision areas: product, price, promotion, and place (or
channels of distribution). The importance of these decision areas cannot be
overstated and, in fact, the major portion of this text is devoted to analyzing
them. Chapters 6 and 7 are devoted to product and new product strategies;
Chapters 8 and 9 to promotion strategies in terms of both nonpersonal and
personal selling; Chapter 10 to distribution strategies; and Chapter 11 to
pricing strategies. In addition, marketing mix variables are the focus of analy-
sis in two chapters on markeung in special fields, ihat is, the 1narketing of ser-
vices (Chapter 12) and international marketing (Chapter 1%). Thus, it should
be clear to the reader that the marketing mix is the core of the marketing
management process.

The output of the foregoing process is the marketing plan. It is a formal state-
ment of decisions thut have heen made on marketing activities; it is a blueprint
of the objectives, sirategics, and tasks to be performed.

Implementation Implementing the marketing plan involves prtiing the plan into a tion and per-

and Control forming marketng tasks accerding 1o the prede fined schedulz, Even the most

of the carefully developed plans offen cannot be executed with perfect timing. Thus,

Marketing Plan the marketing executive must ciosely momnitor and coordinate implementation
of the plan. In some cases, adjusiments may have to be made in the basic plan
because of changes in any of the situational environments. For example, com-
petitors may introduce a new product. in this event, it may be desirable to speed
up or delay implementation of the plan. In almost all cases, some minor adjust-
ments or “fine tuning” will be necessary in implementation.

Controlling the marketing plan involves three basic steps. First, the results
of the implemented marketing plan are measured. Second, these results are.
compared with objectives. Third, decisions are made on whether the plan is
achieving objectives. If serious deviations exist between actual and planned
results, adjustments may have to be made to redirect the plan toward achiev-
ing objectives.

Marketing

Information Throughout the marketing management process, current, reliable, and valid in-
Systems and formation is needed to make effective marketing decisions. Providing this in-
Markefing formation is the task of the marketing decision support system (MDSS) and mar-

Research keting research. These topics are discussed in detail in Chapter 2.
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THE RELATIONSHIP BETWEEN THE STRATEGIC PLAN
AND THE MARKETING PLAN

Strategic planning is clearly a top-management responsibility. However, there has
been an increasing shift towards more active participation of marketing profes-
sionals in corporate strategic analysis and planning.™ Management is finding that
a key strategic challenge is deciding how to best position a company in a market
to gain the greatest advantage over the competition. A critical prerequisite to mak-
ing successful decisions is gaining the necessary information regarding each mar-
ket opportunity. Toward this end, marketing managers are involved in the strate-
gic planning process in two important ways: (1) they often influence the strategic
planning process by providing inputs in the form of information and suggestions
relating to their particular products, product lines, and areas of responsibility; and
(2) they must be aware of what the process of strategic planning involves as well as
the results because everything they do, the marketing objectives and strategies
they develop, must be derived from the strategic plan. There is rarely a strategic

3 @
3

Two possible marketing
objectives derived from
the strategic plan 10 percent by yearend

Specific courses of action
undertaken by marketing
depariment to achieve
marketing objectives

a4

Re

lity objective from Figure 1--2)

sibke vrganizational ,
w2 rom the product ! 'mprove posifion of Find new customers
Hrix, Figure 1-3 present products with for present products.

T

planning question or decision that does not have marketing implications.

ioting the Marketing Plan 1o the Strategic Plan

—— ~————| Achieve an annual rate of return on
uxational ebjective (the investment of at least 15 percent

Market penetration Market development

resent customers.
o

Marketing objective Markefing objective

licrease rate of purchase Increase market share
by existing customers by by 5 percent by

attracting new market
segments for existing
products by year-end

Marketing strategies
and factics

Marketing strategies
and tactics
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Thus, if strategic planning is done properly, it will result in a clearly defined
blueprint for managerial action at all levels in the organization. Figure 1-5 il-
lustrates the hierarchy of objectives and strategies using one possible objective
and two strategies from the strategic plan (above the dotted line) and illustrat-
ing how these relate to elements of the marketing plan (below the dotted line).
Indeed, the ability that marketers have as cross-functional experts is one that al-
lows the melding of marketing vision with the financial goals and manufactur-
ing capabilities of the firm. The greater this ability, the better the likelihood is
that the firm will be able to achieve and sustain a competitive advantage, an 1m-
portant aim of the strategic planning prn(‘ess.m

CONCLUSION

This chapter has described the marketing management process and provided
an outline for many of the remaining chapters in this text. At this point it would
be useful for the reader to review Figure 1-4 as well as the Table of Contents.
This review will enable you to relate the content and progression of material to
the marketing manageiment process.
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Appendix
PORTFOLIO MODELS

Portfolio models remain a valuable aid to marketing managers in their efforts to
develop effective marketing plans. The use of these models can aid managers
who face situations that can best be described as ‘more products, less time, and
less money.” More specifically, (1) as the number of products a firm produces
expands, the time available for developing marketing plans for each product de-
creases; (2) at a strategic level, management must make resource allocation de-
cisions across lines of products and, in diversified organizations, across different
lines of business; and (3) when resources are limited (which they usually are),
the process of deciding which strategic business units (SBUs) to emphasize be-
comes very complex. In such situations, portfolio models can be very useful.

Portfolio analysis is not a new idea. Banks manage loan portfolios seeking to
balance risks and yields. Individuals who are serious investors usually have a port-
folio of various kinds of investments (common stocks. preferred stocks, bank ac-
counts, and the like), each with different characteristics of risk, growth, and rate
of return. The investor seeks to manage the portfolio to maximize whatever ob-
jectives he or she might have. Applying this same idea, most organizations have
a wide range of products, product lines, and businesses, each with different
growth rates and returns. Similar to the investor, managers should seek a desir-
able balince among alternative SBUs, Specifically, management should seek to
develop « business portfolio that will assure long-run profits and cash flow.

Portfolio models can be used to classify SBUs to determine the future cash
contributions that can be expected from each SBU as well as the future resource
requirement that each will require. Remember, depending on the organization,
an SBU could be a single product, product line, division, or a distinct business.
While there are many different types of portfolio models, they generally exam-
ine the competitive position of the SBU and the chances for improving the
SBU’s contribution to profitability and cash flow.

There are several portfolio analysis techniques. Two of the most widely used
are discussed in this appendix. To truly appreciate the concept of portfolio
analysis, however, we must briefly review the development of portfolio theory.

A REVIEW OF PORTFOLIO THEORY

The interest in developing aids for managers in the selection of strategy was
spurred by an organization known as the Boston Consulting Group over 25 years
ago. Its ideas, which will be discussed shortly, and many of those that followed
were based on the concept of experience curves.
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Figure A-1 Experience Curve and Resulting Profit Civoe

Experience curves are similar in concept o learning curves. Learning curves
were developed to express the idea that the number of labor hours it takes to
produce one unit of a particular product declines in a predictable manner as the
number of units produced increases. Hence, an accurate estimation of how long
it takes to produce the 100th unit is possible if the production time for the 1st
and 10th units are known. '

The concept of experience curves was derived from the concept of learning
curves. Experience curves were first widely discussed in the ongoing Profit
Impact of Marketing Strategies (PIMS) study conducted by the Strategic
Planning Institute. The PIMS pr« ject studies 150 firms with more than 1,000 in-
dividual business units. Its major focus is on determining which environmental
and internal firm variables influence the firm’s return on investment (ROI) and
cash flow. The researchers have concluded that seven categories of variables ap-
pear to influence the return on investment: (1) competitive position; (2) in-
dustry/market environment; (3) budget allocation; (4) capital structure; (5)
production processes: (6) company characteristics; and (7) “change action” fac-
tors.”"

The experience curve includes all costs assoc iated with a product and implies
that the per-unit costs of a product should fall, due 1o cumulative experience, as
production volume increases. In a piven industry, therefore, the producer with the

largest volume and corresponding market share should have the lowest marginal
cost. This leader in market share should be able to underprice competitors, dis-

courage entry into the imarket by potential compettors. and, as a result, achieve an
acceptable return on investmend. The linkage of experience to cost to price to mar-
ket share to RO is exhibiied in Figure A-1. The Boston Consulting Group's view
of the experience curve wd the members to develop what has hecome known as the
BCG Portfolio Mocde!.

Cost

4 = —_——

Experience curve - Profit curve bosed

on experience curve -

Market share
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THE BCG MODEL

The BCG is based on the assumption that profitability and cash flow will be closely

related to sales volume. Thus, in this model, SBUs are classified in terms of their

relative market share and the growth rate of the market the SBU is in. Using these
dimensions, products are either classified as stars, cash cows, dogs, or question
marks. The BCG model is presented in Figure A-2,

—Stars are SBUs with a high share or a high-growth market. Because high-
growth markets attract competition, such SBUs are usually cash users be-
cause they are growing and because the firm needs to protect their mar-
ket share position.

—Cash cows are often market leaders, but the market they are in is not
growing rapidly. Because these SBUs have a high share of a low-growth
market, they are cash generators for the firm.

—Dogs are SBUs that have a low share of a low-growth market. If the SBU
has a very loyal group of customers, it may be a source of profits and cash.
Usually, dogs are not large sources of cash.

—Question marks are SBUs with a low share of a high-growth market. They
have great potential but require great resources if the firm is to success-
fully build market share,

As you can see, a firm with 10 SBUs will usually have a portfolio that in-

cludes some of each of the above. Having developed this analysis, manage-
ment must determine what role each SBU should assume. Four basic objec-
tives are possible:

Figure A-2  The Boston Consulting Group Portfolio Model

Relative Market Share

High Low
: Question
High Stars mtirks
Market
Growth
Rate
Cash
Low Awd Dogs
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1. Build share. This objective sacrifices immediate earnings to improve market share.
It is appropriate for promising question marks whose share has to grow if they are
ever (o become stars.

9. Hold share. This objective seeks to preserve the SBU’s market share. It is very ap-
propriate for strong cash cows to ensure that they can continue to yield a large
cash flow.

3. Harvest. Here, the objective seeks to increase the product’s short-term cash flow
without concern for the long-run impact. It allows market share to decline in or-
der to maximize earnings and cash flow. It is an appropriate objective for weak
cash cows, weak question marks, and dogs.

4. Divest. This objective involves selling or divesting the SBU because better invest-
ment opportunities exist elsewhere. It is very appropriate for dogs and those
question marks the firm cannot afford to finance for growth.

There have been several major criticisms of the BCG Portfolio Model, revolv-
ing around its focus on market share and market growth as the primary indica-
tors of preference. First, the BCG model assumes market growth is uncontrol-
lable.” As a result, managers can become preoccupied with setting market share
objectives. instead of trying to grow the market, Second, assumptions regarding
market share as a critical factor affecting firm performance may not hold true, es-
pecially in international markets.”™ Third, the BCG model assumes that the ma-
jor source of SBU financing comes from internal means, Fourth, the BCG matrix
does not take into account any interdependencies that may exist between SBUS,
such as shared distribution.”® Fifth, the BCG matrix does not take into account
any measures of profits and customer satisfaction.” Sixth, and perhaps most im-
portant, the thrust of the BCG matrix is based on the underlying assumption that
corporate strategy begins with an analysis of competitive position. By its very na-
ture, a strategy developed entirely on competitive analysis will always be a reactive
one.”® While the above criticisms are certainly valid onies, managers (especially of
large firms) across all industries continue to find the BCG matrix useful in as-
sessing the strategic position of SBUs.””

THE GENERAL ELECTRIC MODEL

Although the BCG model can be useful, it does assume that market share is the
sole determinant of an SBU’s profitability. Also, in projecting market growth
rates, a manager should carefully analyze the factors that influence sales and any
opportunities for influencing industry sales.

Some firms have developed alternative portfolio models to incorporate
more information about market opportunities and competitive positions. The
GE model is one of these. The GE model emphasizes all the potential sources
of strength, not just market share, and all of the factors that influence the long-
term attractiveness of a market, not just its growth rate. As Figure A-3 indi-
cates, all SBUs are classified in terms of business strength and industry atiractive-

ness. Figure A—4 presents a list of items that can be used to position SBUs in
the matrix.
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Figure A-3  The General Flectric Portfolio Model
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Industry attractiveness is a composite index made up of such factors as those
listed in Figure A-4. For example: market size—the larger the market, the more
attractive it would be: market growth—high-growth markets are more attractive
than low-growth markets; profitability—high-profit-margin markets are more at-
tractive than low-profit margin industries.

Business strength is a composite index made up of such factors as those listed
in Figure A—4. For example: market share—the higher the SBU’s share of market,
the greater its business strength; quality leadership—the higher the SBU’s qual?ty
compared to competitors, the greater its business strength; share compared with
leading competitor—the closer the SBU’s share to the market leader, the greater

its business strength.,
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Once the SBUs are classified, they are placed on the grid (Figure A-3).
Priority “A” SBUs (often called the green zone) are those in the three cells at the
upper left, indicating that these are SBUs high in both industry attractiveness
and business strength, and that the firm should “build share.” Priority “B” SBUs
(often called the yellow zone) are those medium in both industry attractiveness
and business strength. The firm will usually decide to “hold share” on these
SBUs. Priority “C” SBUs are those in the three cells at the lower right (often
called the red zone). These SBUs are low in both industry attractiveness and busi-
ness strength. The firm will usually decide to harvest or divest these SBUs.

Whether the BCG model, the GE model, or a variation of these models is
used, some analyses must be made of the firm’s current portfolio of SBUs as part
of any strategic planning effort. Marketing must get its direction from the orga-
nization’s strategic plan.
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[Lis obvious that the American business system has been capable of producing a
vast quantity of goods and services. However. in the past two decades the
American business system has also become cxtremely capable of producing mas-
sive amounts of information and data. In fact, the last few decades have been re-
ferred to as the “Information Era” and the “Age of Information.”

This situation is a complete reversal from what previously existed. In the past,
marketing executives did not have to deal with an oversupply of information for
decision-making purposes. In most cases they gathered what little data they
could and hoped that their decisions would be reasonably good. In fact, it was
for this reason that marketing research came to be recognized as an extremely
valuable staff function. It provided marketing management with information
where previously there had been little or none and. thereby, alleviated to a great
extent the paucity of information for marketing decision making. However, mar-
keting management in many companies has failed to store marketing informa-
tion, and much valuable marketing information is lost when marketing person-
nel change jobs or companies.

Today, some marketing managers feel buried by the deluge of information and
data that comes across their desks. How can it be, then. that marketing managers
complain that they have insufficient or inappropriate information on which to
base their everyday operating decisions? Specifically, managers complain that:

I. There is too much marketing information of the wrong kind and not enough of
the right kind.

2. Marketing information is so dispersed throughout the company that great effort
is usually needed to locate simple facts.

3. Vital information is sometimes suppressed by other executives or subordinates
for personal reasons. , ' :

4. Viwal information often arrives too late to be useful.

5. Information often arrives in a form that provides no idea of its accuracy, and
there is no one to turn to for confirmation.

39
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HIGHLIGHT 2-1

tions for Developing an MDSS

The following is a list of suggestions to aid in the 4. Involve users of the system in its design and im-

effective implementation of an MDSS. plementation. . '
5. Build a flexible system to meet the information

needs of various levels of management and

1. Develop small systems first before coordinating types of managers.
them into an overall system. 6. Monitor early usage of the system to ensure suc- |
2. Develop systems relevant (o current manage- cess and make sure future users of the system
ment practices and organizational structures. are aware of the success. 4
3. Develop decision support system skills inter- 7. Build the systera in an evolutionary manner,
nally and do not rely too heavily on outside ex- adding complex models only after data storage
perts. and retrieval systeins are suceessfully in place.

Source: From Principles of Marketing, 3rd ed., pp- 938-19 by Thomas O Kinnear and Kenneth L. Berichardt. Copyzight © 195U, 1986 by Scott,
Foresman and Company. Reprinited by permission of [zmpesTaliins P

plishers

Marketing mz ment reguires current, reliable information before it can
function efficiei ceanse of this need, and the information explosion of the
past decades, many lasge carporations have bank d their total marketing knowl-
edge in compuiers. designed marketing decision support systems (MDSS)
can eliminate corpo: isses of millions of dollars from lost information and
lost opportunities.

This chapter is concemed with marketing Jdecision support systems and mar-
keting research. Since the two concepts are easily confased, 1t inportant initially

to di:‘*tinguish one from the other. In general terms, 4 inarketing decision sup_p_gr_t_
system is concerned with the continuous gathering, processing, and utilization of
pertinent information for decision-making purposcs. 1 he primary objective of the
MDSS is to ensure that the right information is available 1o the right decision
maker at the right time. Marketing research, on the other hand, usually focuses on
a specific marketing problem with the objective of providing information for a par-
ticular decision. As such, marketing research is an integral part of the overall mar-
keting decision support system but usually is project oriented rather than a con-
tinuous process.

MARKETING DECISION SUPPORT SYSTEMS

A marketing decision support system is a new type of marketing information sys-
tem. This type of information system is designed to support all phases of mar-
keting decision making—from problem identification to choosing the relevant
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Figure 2-1 The Marketing Decision Support System

Information

Actions

data to work with. picking the approach to be used in making the decision, and
evaluating alternative courses of action. This type of information system can be
defined as:

a coordinated collection of data, system tools, and techniques with supporting
software and hardware by which an organization gathers and interprets relevant in-

formaton from business and the environment and turns it into a basis for making

- !
management decisions.

Figure 2-1 illustrates the concept of an MDSS. There are two main changes
depicted in this figure: ( I) the conversion of data to information; and (2) the
conversion ol information to action, The first conversion is the task of the mar-
keting information center, while the second is the major purpose of marketing
decision making.

Although the growth of the concept of a marketing decision support system has
been fairly recent, most experts agree that a single, separate marketing infor-
mation center must exist to centralize responsibility for marketing information
within the firm. This is necessary because both the users and suppliers of such
information are widely scattered throughout the organization, and some unit is
needed to oversee the entire operation.

The general purpose of this organizational unit is to maintain, as well as to im-
prove and upgrade, the accuracy, completeness, and timeliness of information for
marketing management decisions. Operationally, this means that the information
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Figure 2-2 Examples of MISs and MDSSs

A Marketing Information System (MIS) at Savin Corporation
Savin Corporation has installed a computer terminal in each of its warehouses to keep tra
of every item in its inventory. The system identifies the quantity on hand, the location
and movement of stock, and the status of all orders. The system is used to plan
shipments, locate single items in inventory, and locate customer records.

A Marketing Information System (MIS) at United Services Automobhile Association
The United Services Automobile Association, the nation’s eighth largest insurer of passenger:
cars, purchased a $4 million system that now contains virtually all of the company’s
written records. When a customer reports an accident, an adjuster can call up the
customer’s file, check the coverage, and keep track of all the paperwork through the final
setlement of the claim. The company figures that it used to wke five people a day-and-a-
half to perform tasks that one person now handles in 20 minutes.

A Marketing Decision Support System (MDSS) at Crocker National Bank
The Crocker National Bank in San Francisco has purchased deskiop terminals for most of
is tapped into the huge computers that record all

its top-level executives. Fach terminal
able to make comparisons, anal; ze problems, and

bank transactions. The executives are
prepare charts and rables in response to simple commands, For example, they can
analyze emerging trends in deposits and loans and moniter the fluence of yarious

interest rates and loan maturnnes.

\

I

t A Marketing Decision Support System (MIDSS; at Gould, Inc.

' Gould, Inc., has develaped a decision support system 10 help managers refrieve,
manipulate, and display wformaton needed for making decisions, The system combirnes

~ large visual display and video erminals with a compurerized nformanon system, The

\ system is designed solely 1o assist managess 1o make comparisens and analyze problems
for decision-making purposes, The MDSS instanily prepares tables aned color chartsin

( response Lo simple sniands

center must gather raw data from various €nvironments and markets and process
them so they can be obtained and analyzed by marketing executves. Data must be
gathered from both internal and external sources. Intert vally, such data as sales, costs,
and profits, as well as other company reports, need to he converted to information
and stored in the computer. Externally, data from trade journals, magazines, NEws-
papers, government publications, and other sources of pertinent information used
by marketing executives for decision making also must be converted and stored.

A critical point here is that the MDSS converts raw data into information that
marketing management can actually use for making intelligent decisions. An MDSS
must produce information in a form marketing executives can understand when it
is needed and have it under the manager’s control. In other words, a key distin Hon
that separates an MDSS from other types of marketing information systems is that
an MDSS has the directed and primary objective of supporting marketing manage-
ment decision making.” Figure 2-2 provides examples of two firms with conven-
tional MISs and two firms with MDSSs to illustrate this important difference.
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Figure 2-1, two up-and-down arrows connect marketing decision making with
the marketing information center. These arrows represent an important as-
pect of the MDSS (i.e., it is an interactive system in which marketing executives
Sit at computer terminals and actively analyze information and convert it to
actions).

In previous types of marketing information systems, the information cen-
ter often attempted to prepare reports to meet the individual needs of dif-
ferent marketing executives at different levels in the organization. More of-
ten than not, such attempts provided too much information of the wrong
kind and not enough information of the right kind. However, in addition to
the ﬂexibility. timeliness, and detail provided by an MDSS, such problems do
not occur because marketing executives themselves retrieve and manipulate
the information.

Many experts believe that, in a few years, most marketing executives will be
sharing their desk space with a personal computer. Personal computers have the
capability of increasing both the productivity of marketing managers and the
quality of their decisions. First, the capacity of the computers to extract, process,
and analyze data swiftlv and accurately is awesome. Second, computers have got-
ten smaller, faster, and smarter in a shorter time than any other technological
innovation in history. A desktop personal computer can solve ordinary arith-
medtc problems 18 times faster than the world’s first large-scale computer built
less than 50 years ago (weighing 30 tons). Finally, computers have become ex-
tremely inexpensive in comparison to earlier models, Just 30 years ago a
medium-sized computer cost a quarter of a million dollars. A firm can now buy
a desktop computer with three times the memory capacity for less than $2,000.
While it may take some time for marketing executives to learn to use the equip-
ment, the potential for better, more profitable decision making may outweigh
the brief inconvenience,

ARCH

Marketing research should be an integral part of a marketing decision support
system. In essence, marketing research combines insights and intuition with the
research process to provide information for making marketing decisions. In
general, marketing research can be defined as:

the function that links the consumer, customer. and public to the marketer through
information—information used to identify and define marketing opportunities and
problems; generate, refine, and evaluate marketing actions; mqnilor marketing per-
formance; and improve understanding of marketing as a process. Marketing research
specifies the information required to address these issues; design§ the method for
collecting information; manages and implements the data collfzcu.on process; ana-
lyzes the results; and communicates the findings and their implications.
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HIGHLIGHT 2-2
Marketing Research that Influenced Marketing Strategies

Marketing research can be a useful aid in decision
making. Below are several examples of marketing
research that helped firms develop their market-
ing strategies.

Kraft USA

Kraft USA, realizing the growing importance of us-
ing research for storespecific marketing, staged an
experiment combining a demographic profile of
cream cheese buyvers with data showing which su-
permarkets drew most of those shoppers, Kraft pin-
pointed 30 stores where people frequently hought
items from special displays and installed coolers in
them, tailoring the types of cream cheese in each to
the tastes of the store's shoppers. Shoppers in a big
Midwestern city found extra rows of strawberry-fla-
vored cream cheese at one supermarket. Just miles
away, another store had almost no strawberry cream
cheese but lots of diet versions, Still another had
mostly large, 12-ounce cartons of Philadelphia
cream cheese. Sales in these supermarkets jumped
147 percent over the previous year. Such experi-
ments are possible due to the new insights provided
by checkout scanners, which are generating more
sophisticated data on consumers’ buying habits,

Chrysler Corporation

Chrysler Corporation, as part of the introduction
of its new LH lines of cars, spent $30 million to

Sourge: Gilbert A, Churchill, |r., Marketing Research: Methodological
Foxndations, 61h ed, (Fort Worth, TX: Diryden Press, 1995), pp- 3.

Today's marketing managers should understand the role of research in deci-
rstated that marketing research is an aid to decision
i. In other words. marketing research does not

sion making. It cannot be ove
making and not a substitute Jor
make decisions but it can substantially
cision will be made. Unfortunately, :

ing research reports
managers should re

as the final answer to their problems. Instead, marketing
: cognize that (1) even the most carefully controlled reseagh

reeducate the more than 100,000 employees in its
dealerships. Chrysler wants to win back young

Dodge Intrepid, and Eagle Vision. In simulated -
test drives, Chrysler will use microphones to see |
how salespeople treat different types of customers |
(played by wrainers). Chrysler trainers will coach i}
the dealership staffers on better ways to present “':
both the new cars and older models. The company
is offering cash incentives (o dealers with high cus

o . it
tomer satisfaction scores. |
|

!
Quaker Direct, a direct-marketing program estab- |
lished by Quaker Oats, sent out packets of |

coupons to some 18 million homes. A household:
identification number was ¢

Quaker Oats

mbedded in the bar J‘
“Widun four months,
Quaker's research departinernt was able to under-
stand how well the promotion worked by tracking
exactly which coupons cach household redeemed.
All of the information gatheced by household is
appended to a database recording specific trans
actions. Quaker execuuves call this “household
management” because they know exactly which
coupons were redeemed by which household.
Using this information, the company is able to tar- |
get future mailings, offering higher incentives to 1
resistant shoppers or dropping from the packet
products consumers are not interested in.

code of each coupon

increase the probability that the best de-
too often marketing managers view market-

/
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projects can be fraught with pitfalls and (2) decisions should be made in the
light of their own knowledge and experience and other factors that are not
explicitly considered in the research project. The problems that the Coca-
Cola Company faced when it dropped its original formula and introduced
New Coke were brought about by both faulty marketing research and fail-
ure of Coke executives to use sound judgment in interpreting the research
results.*

Although marketing research does not make decisions, it is a direct means of
reducing risks associated with managing the marketing mix and long-term mar-
keting planning. In fact, a company’s return on investment from marketing re-
search is a function of the extent to which research output reduces the risk in-
herent in decision making. For example, marketing research can play an
important role in reducing new product failure costs by evaluating consumer ac-
ceptance of a product prior to full-scale introduction.

In a highly competitive economy, a firm’s survival depends on the marketing
manager’s ability to make sound decisions, to outguess competitors, to antici-
pate consumer needs, to forecast business conditions, and to plan for company
growth. Marketing research is one tool to help accomplish these tasks. Research
is also vital for managerial control, because without appropriate data, the valid-
ity of past decisions on the performance of certain elements in the marketing
Sysiem (e.g., the performance of the sales force or advertising) cannot be eval-
uated reliably.

Although many of the technical aspects of marketing research, such as sam-
pling design or statistical analysis, can be delegated to experts, the process of
marketing research begins and ends with the marketing manager. In the begin-
ning of a research project, it is the marketing manager’s responsibility to work
with researchers to define the problem carefully. When the research project is
completed, the application of the results in terms of decision alternatives rests
primarily with the marketing manager. For these reasons, and since the market-
i‘ng manager must be able to communicate with researchers throughout the
course of the project, it is vital for Mmanagers to understand the research process
from the researcher’s point of view.”

Marketing research can be viewed as a systematic process for obtaining informa-
ton to aid in decision making. Although there are many different types of mar-
keting research, the framework illustrated in Figure 2-3 represents a general ap-
proach to defining the research process. Each element of this process will be briefly
discussed.

Purpose of the research

The first step in the research process is to determine explicitly the purpose of
the research. This may well be much more difficult than it sounds. Quite often
a situation or problem is recognized as needing research, yet the nature of the
problem is not clear or well defined. Thus, an investigation i§ requnred to.clarlfy
the problem or situation. This investigation includes such things as interviewing
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Figure 2-3  The Five Ps of the Research Process
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Purpose of the research

Plan of the research

Paerformance of the ressarch

corporate executives, reviewing records, and studying exisiing information re-

lated to the problem. At the end of this stage the researchesr should know (1)
the current situation: (2) the nature of the problem: and (3) the specific ques-

|

- . . 'l

tion or questions the research is to find answer to— that 15, whv the researchis
being conducted. =5

Plan of the research

The first step in the research plan is to formalize the specific purpose of the
study. Once this is accomplished, the sequencing of tasks and responsibilities for
accomplishing the research are spelled out in detail. This stage is critical since
decisions are made that determine the who, what, when, where, and how of the

- research study.

An initial decision in this stage of the process is the type of data that will be
required. The two major types of data are primary and secondary. Primary data
are data that must be collected from original sources for the purposes of the
study. Secondary data are information that has been previously collected for
some other purpose but can be used for the purposes of the study.

If the research project requires primary data, decisions have to be made con-
cerning the following issues:
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External Sources of Information

Source

Business and industry
publications

Research services
Irade groups

[ Customer survevs
Government TEPOTLs

Computer databases

Examples

Mallion Dollay Diye, tory (details about companies with assets over 35500,0()0);
Directory of ) latling List Houses (sources ol mailing lists): Sales & Marketing Management;
The Wail Street Journal: Encyclopedia of Associations

A. C. Nielson Co.. Arbitron Co., IMS International, Information Resources, Ine.,

American Medical Asso lation; National Association of Realtors; National Association of
Retail Dealers of Ameri. a

Mail surveys, telephone suiveys, personal surveys (ing luding mall intercepts, focus group
interviews, and in-home interviews)

Matistical Abstract of the United States; Survey of Curvent Business; state employment and
econamic data; United Nations Statistical Yearbook (worldwide data)

NEXIS (full text of articles from 125 periodicals): [E XIS (legal cases and documents):
PATSEARCH (U S. patents filed since 1975). CompuServe; Dow Jones News/Retrieval:
Dialog: The S nirce; Mead Data Central

Sot Citbert A Churchill, Tr. and . Paul Peter: Ma keting: Cronting Vol for Customers, (Burt Ridyge, IL: Austen Press Irwin, 1995), p. 199,

I. How will the data be collected? Personal interviews? Mail questionnaires?

lelephone interviews?

How much data is needed?

(S I N

What measures will be used. and how will they be checked for reliability and va-
lidity?

.

4. Who will design the measures and ¢ ollect the data?
3. Where will the data be collected? Nationally? Regionally? Locally? At home? At
work?

6. When and for how long will data be collected?

[f secondary data will suffice for the research question (s), similar decisions have
to be made. However., since the data are already in existence, the task is much sim-
pler (and heaper). For example, most of the sources of secondary data listed in
Section 5 of this text are available in a public o university library.

In addition to determining data requirements, the research plan also speci-
fies the method of data analysis, procedures for processing and in[t"rpre[ing the
data, and the structure of the final report. In other words, the entire research
project is sequenced, and 1('\])<)nsil')ilil"\ for the various tasks is assigned. Thp_lg,__r
the research plan provides the framework for the coordination and control of
the entire project.

When the research plan is fully specified, the time and money costs of the pro-
ject are estimated. Ifmanagement views the benefits of the research as wor.th the
costs, the project proceeds to the next phase. A sample research plan is pre-
sented in Figure 2—4,
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L. Planning. 2. What kinds of incentives should we of-
, A. What kinds of people buy our product? fer to induce the trade to push our
' Where do they live? How much do they product? |
earn? How many of them are there? D. Promotion ‘
B. Is the market for our product increasing or L. How effective is our advertising? ‘
| decreasing? Are there promising markets Are the right people seeing it?
' that we have not yet reached? How does it compare with the
C. Are there markets for our products in competition’s advertising?
other countries? 2. What Kinds of sales promeotional
II. Problem Solving. devices coupons, contests,
| A. Product rebates, and so forih—should we
: 1. Which, of various product designs, employ:
! is likely to be the most successtul? 3. What combinaticn of media—
2. As production costs decline, newspapers, radio, television, maga-
should we lower our prices or try zines—should we user
to develop a higher-quality product? I1I. Control.
B. Price A. What is our market shaie overall? In each

1. What price should we charge for geographic area? By cacli customer type?
our new product? B. Are customers satisfied with our product?
2. As production costs decline, How is our record for sevvice? Are there
should we lower our prices or try many remns?
to develop a higher-quality product: C. How does the public perceive our com-
C. Place

pany: What is our repuiation with the
1. Where, and by whom, should ou trade?

product be sold?

Serce: Table from Marketing Research; Methodalogical Foundatsons, 61y ed. by Gilbert A, Churchill, Jr.@ 1

995, Fore Worth, TX. The
Dryden Press, reproduced by permission of the publisher.

Performance of the research

~ Peformanceis used here in the narrow sense: of pre
and actually collecting the data. It is
into action,

paring for data collection
at this point that the research plan is put

The preparations obviously depend on the type of data desired and method of
data collection. For primary research, questions

A COo and questionnaire items must be
pretested and validated. In addition, preparations for mail surveys include such
things as sample selection, ¢

juestionnaire printing, and envelope and postage
considerations. For telephone or personal interviews, such things as interviewer
scoring forms, instructions, and scheduling must be taken care of. For secondary
data, such things as data recording procedures and instructions need attention.

In terms of actual data collection, a cardinal rule is to obtain and record the max-
imal amount of useful information, subject to the constraints of time, money, and




Figure 2-4  Sample Research Plan

|

I
1

I

VII.

XI.

. Tabulatis

o
Tentative projective title. G
Statement of the problem.
One or two sentences to outline or to describe the general problem under consideration,
Define and delimit the problem.

Here the writer states the purpose(s) and scope of the problem, Purpose refers to goals or objectives. Close!
related to this is Justification. Sometimes this is a Separate step, depending on the urgency of the task. Scope
refers to the actual limitations of the research effort; in other words, what is nol going to be investigated. Here is
the point where the writer spells out the various hypotheses to he investigated or the questions to be answered.
Outline.

Generally, this is a tentative f ramework for the entire project by topics. It should be flexible enough to

accommodate unforeseen difficulties, show statistical tables in outline form, and also show graphs planned.
Tables should reflect (he hypotheses.

Method and data sources,

The types of data (o he sought (primary, secondary) are briefly identified. A brief explanation of how the
necessary information or data will be gathered (e.p., surveys, experiments, library sources) is given. Sources refer
to the actual depositories for the information, whether from sovernment publications, company records, actual
people, and so forth. If measurements are involved, such as consumers' attitudes, the techniques for making
such measurements are state. All of the 1¢ chniques (statistical and nonstatistical) should be mentioned and
discussed about their relevance for the task at hand. The nature of the problem will probably indicate the types
of techniques to be ¢ mployed, such as factor analysis, depth interviews, or focus groups.

Sample design,

[his provides the limits of the unjverse or population to be studied and how it will be listed (or prepared).

vnter specifies the population, states the sample size, whether sample stratification will be employed, and
Row. IF 4 nonrandom sample is to be used, the justification and type of sampling strategy to be employed, such

myemence sample, are stated.
Data collection forms.
turins to be employed in gathering the data should be discussed and. if possible, included in the plan. For
this will involve either a questionnaire or an interview schedule, For other types of methods, the forms could
nac LSM cards, inventory torms, psychol gical tests, and so forth, The plan should state how these instruments
have been or will be validated, and the reades should be given some indication of their reliability and validity.
Pore i requirements.
f wovides a complete list of al) persanuel who will be required, indicating exact jobs, time duration, and
r L ol pay. Assignments should be made indicating each person’s responsibility and authority.
e study with a time schedule.
his is a dawiled outline of the plan to complete the study. The entire study should be broken into workable

picces. Then, considering the person who will be employed in each phase, their qualifications and experience,
el s forth, the dme in months for the job is estimated. Some jobs may overlap. This plan will help in estimating
i) wh months required. The overall ime for the project should allow for time overlaps on some jobs,
' 12y n,
2 Preannmy y mvestigation—iwo months.

¢ al questionnaire—one month,

e selection—one month.,

I.‘n‘ stonnaires, field follow-up, and so forth—four months,
3. Additional phases.

iz plamns,

[his is a discussion of editing and proot ol questionnaires, data processing, and the type of computer
analysis. An outline of some of the major tables required is Very important,
Cost estimate for doing the study. .

Personnel requirements are combined with time on different phases 1o estimate total personnel costs.
Estimiates on travel, materials, supplies, drafting, computer charges, and printing and mailing costs must also be
included. If an overhead charge is required by the administration. it should be calculated and added to the
subtotal of the above items.




|
|
50 Part B Marketing Information, Research, and Understanding the Target Market :l!

~ HIGHLIGHT 2-5

A Comparison of Survey Data Collection Techn

Basis of - Personal Interview
Comparison Mail Surveys Telephone Surveys Surveys :
Cost per completed Usually the least expen- Moderately expensive, as- Most expensive because
survey sive, assuming ade- suming reasonable of interviewer's time
quate returm rate cv‘\mplc‘*rmn rate and travel expenses
Ability to probe and ask Little, since self-adminis- Same, since inteiviewer Much, since mterviewer \
corﬁplex tered format must be can probe and slabo- can show visual materi-
questions short and siniple IBEE 11 quiestions W o als, gain rapport, and
icpree probe X
Opportunity for inter- None, since form is com- Sume becaune of voice Significant because of i
viewer to bias results pleted without inter- inflection of nler voice and facial express
viewer viewer nans of iInterviewer ‘

i 3 M 1CP A0 Sie Some bescanse af - B ¢ 1use offac -to- B
Anonymity given Complete.. since no sig r ; st eto- &
respondent nature 1s reqgiered DITORS COniac! Lontact :
Source: Exic N. Berkowitz, Roger A. Kerin, Steven W. Harthey ol Wilkiam Roiefius, Mo Jatig 42l e (B Kadkge, £ Richar D, ovin, 1994), pr 216,08

interviewee Pf'i\"cl("'. Failare to cbtain and record data cleaciv ¢z ob i-)!lSly lead to
a poor research study, while failsie to consider the rights of subjects or interviewees
raises both ethical and practical guestions, Thus, both th: stectives zod constraints

of data collection must be closely monitored.

Processing research «!xi»

- Processing research data includes the preparation of data for analysis and the
actual analysis of the data. Preparations include such things as editing and struc-
turing the data, and perhaps coding and preparing it for computer analysis. D::iLé_
sets should be clearly labeled to ensure that they are not misinterpreted or mis-
placed. The data are then analyzed according to the procedure specified in the
research plan and are interpreted according to standard norms of the analysis.

,~ Preparation of research report

The research report is a complete statement of everything accomplished rel-
ative to the research project and includes a writeup of each of the previous
stages. Figure 2-5 illustrates the types of questions the researcher should ask
prior to submitting the report to the appropriate decision maker,

The importance of clear and unambiguous report writing cannot be over-
stressed, since the research is meaningless it it cannot be communicated. Often
the researcher must trade off the apparent precision of scientific jargon for every-
day language that the decision maker can understand. It should always be re-
membered that research is an aid for decision making and not a substitute for it.
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Figure 2-5  Six Criteria for Evaluating Marketing Research Reports

L. Under what conditions was the study made? The report should provide:
a. Full statement of the problems to be investigated by the study.
b. Source of financing for the study.
¢. Names of organizations participating in the study, together with their qualifications
and vested interests,
- Exacttime period covered in data collection.
. Definitions of terms employed.
Copies of data collection instruments,
- Source of collateral data,
- Complete statement of method,

| omoe a

2. Has the questionnaire been well designed?
| 3. Has the interviewing been adequately and reliably done?

4. Has the best sampling plan been followed, or has the best experimental design been used?
- Was there adequate supervision and control over the editing, coding, and tabulating?

6. Have the conclusions been drawn in a logical and forthright manner?

Diems in the » Cl process

Although the foregoing discussion presented the research process in a sim-
plified framework, this does not mean that conducting research is a simple task.
There are many problems and difficulties that must be overcome if a research
study is to be of value. For example, consider the difficulties in one type of mar-
keting research, fes markeling.

The major goal of most test marketing is to measure new product sales on a lim-
ited basis where competitive retaliation and other factors are allowed to operate
treely. In this way, future sales potential can be estimated. Test market research is
avital element in new product marketing. Listed below are a number of problem
areas that can invalidate test market study results.®

1. Representative test areas are improperly selected from the standpoint of size, ge-
ographical location, population characteristics, and promotional facilities.

2. Sample size and design are incorrectly formulated because of ignorance, budget
constraints, or an improper understanding of the test problem.

3. Pretest measurements of competitive brand’s sales are not made, which means
that the researcher has no realistic base to use for COMPparison purposes.

4. Attempts are not made to control the copperation and support of test stores.
Consequently, certain package sizes might not be carried, or pricing policies
might not be adhered to.

5. Test market products are overadvertised or overpromoted during the test.

6. The full effect of such sales-influencing factors as sales force, season, weather con-
ditions, competitive retaliation, shelf space, and so forth are not fully evaluated.

7. Market test periods are too short to determine whether the product is fully ac-

cepted by consumers or only tried on a limited basis. § ;
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CONCLUSION

Similar problems could be listed for almost any type of marketing research.
However, the important point to be recognized is that careful planning, coordina-
tion, and control are imperative if the research study is to accomplish its objective.

This chapter has been concerned with marketing decision support systems
and with marketing research. In terms of marketing decision support systems,
one of the major reasons for increased interest has been the rapid growth in in-
formation-handling technology. However, as we have seen in this chapter, the
study of MDSSs is not the study of computers. The study of MDSSs is part of a
much larger task: the study of more efficient methods for marketing manage-
ment decision making.

In terms of marketing research, this chapter has emphasized the importance
of research as an aid for marketing decisicn making. just 25 planning is integral
for marketing management, the research plan is critical for marketing research.
A research plan not only formalizes the objectives of the study but also details
the tasks and responsibilities of the research team as well a5 cost estimates.
Conducting research is a matter of following the research piwi and reporting
the events of each stage clearly and unambiguously. Finally, emiphasis was placed
on the extreme care that must be taken to avoid research difficulties and pitfalls.
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The marketing concept emphasizes that profitable marketing begins with the
discovery and understanding of consumer needs and then develops a marketing
mix to satisfy these needs. Thus, an understanding of consumers and their needs
and purchasing behavior is integral to successful marketing.

Unfortunately, there is no single theory of consumer behavior that can totally
explain why consumers behave as they do. Instead, there are numerous theories,
models, and concepts making up the field. In addition, the majority of these no-
tions have been borrowed from a variety of other disciplines, such as sociology,
psychology, social psychology, and economics, and must be integrated to un-
derstand consumer behavior.

In this chapter some of the many influences on consumer behavior will be ex-
amined in terms of the buying process. The reader may wish to examine Figure
3-1 closely, since it provides the basis for this discussion.

The chapter will proceed by first examining the buying process and then dis-
cussing the group, product class, and situational influences on this process.

i Overview of the Buying Process

' sroup influences ';;Tg l Product class influences Situational influences
o % QS s i
i it SN

!

[ e e

,QQFd
recogniiion

Postpurchase
feelings

Purchase
decision

Alternative
evaluation

Alternative
search
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THE BUYING PROCESS

The buying process can be viewed as a series of five stages: need recognition, al-
ternative search, alternative evaluation, purchase decision, and postpui

feelings. In this section, each of these stages will be discussed. It should be
noted at the outset that this is a general model for depicting a logical sequence
of buying behavior. Clearly, individuals will vary from this model because of per-
sonal differences in such things as personality, self-concept, subjective percep-
tions of information, the product, and the purchasing situation. However, the
model provides a useful framework for organizing our discussion of consumer

behavior.

Need Recognition

—

L

The starting point for this moael of the
unsatisfied need by b
stimuli-may activate needs or we
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needs, starting with physiological and safety, must be atienced to before higher-
level needs can be satisfied. Maslow’s hierarchy is described below.

Physiological needs. This category consists of the primary needs of the human
body, such as food, wafer, and sex. Physiological needs will dominate when all
needs are unsatisfied. In such a case, none of the other needs will serve as a ba-

sis for motivation.

Safety needs. With the physiological needs met, the next higher level assumes im-

portance. Safety needs consist of such things as protection from physical harm,
ill health, economic disaster, and avoidance of the unexpected.

Belongingness and love needs. These needs are related to the social and gregari-
. ous nature of humans and the need for companionship. This level in the hier-
archy is the point of departure from the physical or quasi-physical needs of the
two previous levels. Nonsatisfaction of this level of need may affect the mental

health of the individual.

Esteem needs. These needs consist of both the need for the self-awareness of
Importance to others (self-esteem) and actual esteem from othe
Satisfaction of these needs leads to feelings of self-confidence and prestige.
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Self-actualization needs. This need can be defined as the desire to become more
and more what one is, to become everything one is capable of becoming. This
means that the individual will fully realize the potentialities of given talents and
capabilities. Maslow assumes that satisfaction of these needs is only possible af-
ter the satisfaction of all the needs lower in the hierarchy.

While the hierarchy arrangement of Maslow presents a convenient explana-
tion, it is probably more realistic to assume that the various need categories over-
lap. Thus, in affluent societies, many products may satisfy more than one of
these needs. For example, gourmet foods may satisfy both the basic physiologi-
cal need of hunger as well as esteem and status needs for those who serve
gourmet foods to their guests,

Once a need is recognized, the individual then searches for alternatives for sat-
isfying the need. There are five basic sources from which the individual can col-
lect information for a particular purchase decision, '

L. Internal sources. In most cases the individual has had some 'eren'ous experience
in dealing with a particular need. Thus, the individual will usually “search™
through whatever stored information and experience is in his or her mind for
dealing with the need. If a previously acceptable product for satisfying the
need is remembered, the individual may purchase with little or no additional
information search or evaluation. This is quite common for routine or habit-
ual purchases.

2. Group sources. A common source of information for purchase decisions comes
from communication with other people, such as family, friends, neighbors,
and acquaintances. Generally, some of these (i.e.. relevant others) are selected
that the individual views as having particular expertise for the purchase deci-
sion. Although it may be quite difficult for the marketing manager to deter-
mine the exact nature of this source of information, group sources of infor-
mation often are considered to be the most powerful influence on purchase
decisions.

Marketing sources. Marketing sources of information include such factors as ad-

vertising, salespeople, dealers, packaging, and displays. Generally, this is the pri-

mary source of information about a particular product. These sources of infor-
mation will be discussed in detail in the promotion chapters of this text.

4. Public sources. Public sources of information include publicity, such as a newspa-
per article about the product, and independent ratings of the product, such as
Consumer Feports. Here product quality is a highly important marketing manage-
ment consideration, since such articles and reports often discuss such features as
dependability and service requirements.

5. -Experiential sources. Experiential sources refer to handling, examining, and per-
haps trying the product while shopping. This usually requires an actual shopping
trip by the individual and may be the final source consulted before purchase.

[&8]
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Fis Getting Clo»e and %mng Cloge 10 Customers
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|

A number of leading companies have recognized while the Force (up to $150) incorporates the

l that understanding consuiners and offering them latest designs, such as a custom air bladder, for
| the products and services that they want is the key  consumers who want a snug fit. The company up-
| to success. Below are several examples dates its shoes at least every six months to tempt
‘ new customers to lace on new pairs before last

year's wear out. By carefully segmenting the mar-
Nike kei, coming out with frequent innovaﬁions and
style changes, and continually researching to de-
velop the most effeciive and stylish athletic
shoes, Nike offers quality products that con-
Sumers want. k-

While there are many strong competitors in the
sports shoe market, Nike is at the top. In 1990,
sales jumped 31 percent to $2.2 billion, about

$75 million higher than archrival Feebok
International. Nike's profits were $243 million d
compared to $177 million for Reebok. The com Harley-Davidson, Inc.
" - + Al “)A"‘ ) .
pany sells over 800 models for use in 2l 5 By the early 1G80s, _I;: panese n ‘;'\‘m'('fy'(‘le manu-

sports. It makes three lines of basketbal' “hoes,
each expressing what Nike calls a differci 2
tude. The Air Jordan (retail price $125) 5 for
consumers who want to follow in the footst ps of
the Chicago Bulls superstar. The Flight (ip 10
$115) is for players who value the lightesi “ikes

facturers dominated the 1.8, iarket. The
Japanese bikes were more sophisiicaied, of better
quality, and cheaper than Harleys. Harley-"8
Davidson was days awav from filing for bank-
ruptcy by the end of 1585 However, it got refi-
nanced and continued to work hard to improve
Source:]. Paul Peter and Jerry C. Olson, Consumer Behavioy ool Morzeling the ql‘aliﬁ' of its motorcveles through bettering
Strategy, 4th ed. (Burr Ridge, IL: Richard D. Irwin, 19961, . # the design, getting emplovees more committed

Information collected from these sources is then processed by the consumer.”
However, the exact nature of how individuals process information to form eval-
uations of products is not fully understood. In general, information processing_
is viewed as a four-step process in which the mdmrlqul is (1) exposed to infor-
‘mation; (2) becomes attentive to the mformdmm (3) understands the infor-
mation; and (4) retains the information.” '

Alternative Evaluauon

; e N

During the process of collecting information or, in some cases, after information
is acquired, the consumer then evaluates alternatives based on what has been
learned. One approach to descnbmg the evaluation process can be found in the
logic of attitude modeling.” The basic logic can be described as follows:

1. The consumer has information about a number of brands in a product class.

2. The consumer perceives that at least some of the brands in a product class are vi-
able alternatives for satisfying a recognized need.
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to quality, working with dealers, and interacting
continuously with consumers to get feedback on
its products and ideas for improvements, By
1990, Harley-Davidson dominated the super-
heavyweight motoreycle market with a market
share of over 62 percent.

Monroe Auto Equipment

Japanese methods and focused on having zero
defects, which satisfies both organizational and
consumer buyers.

Wal-Mart

Sam Walton, founder of Wal-Mart, had a simple
idea on how to be a successful retailer: be an
agent for consumers, find out what they want,
and sell it to them for the lowest possible price.
To do so effectively, Wal-Mart has developed a
corporate culture focused on consumers. The
company has 2 sophisticated computerized ware-
house and inventory system that carefully tracks
sales and communicates sales data with manufac-
furers to ensure stores remain well stocked with
high-demand merchandise. Wal-Mart bargains
hard with maunufacturers to get the lowest possi-
ble price and keeps overhead low, in fact, the low-
est in the industry. Wal-Mart stays close to cus-
tomers. Is it any wonder that in 1991 it became
the number one retailer in the United States,
with sales of aver $32 billion?

3. Each of these brands has a set of attributes (color. quality, size, and so forth).

different brands vary in terms of how much of each attribute they possess.
5. The brand that is perceived as offering the greatest number of desired attributes
in the desired amounts and desired order will be the brand the consumer will like

wiributes is velevant to the consumer, and the consumer perceives that

6. The brand the consumer likes best is the brand the consumer will intend to pur-

in the past decade, nine « ompanies from Japan
md Europe stormed the U.S. market for shock
absorbers and struts—under-the-body parts that
iV ars a smooth ride Monroe Auto
Equipment rec ognized that to survive in this ma-
ture magket, it had to increase the quality of its
ind reduce costs. Since 1986, produc-
i 1ts 36 plants increased 26 percent. an-
il increased 70 percent to $900 miliion.
3 Hits increased 20 percent. In the $1.F hil-
lo-a-vear market, Monroe sells mor than half
! eptacement shocks and close to one-
i . Til :'-Ht OF 1eW cars. ""»14 111 )¢€ ".'.vlfill_"l
id better qualiry products by studying
4. A set of thesc
best,
chase.
Purchase Decision

If no other factors intervene after the consumer has decided on the brand that is
intended for purchase, the actual purchase is a common result of search and eval-
uation. Actually, a purchase involves many decisions, which include product type,
brand, model, dealer selection, and method of payment, among other factors. In
addition, rather than purchasing, the consumer may make a decision to moc!ify,
postpone, or avoid purchase based on an inhibitor to purchase ora perceived risk.
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Factors Affecting Information Search by Consumers

Increasing the Influencing

Influencing Factor Factor Causes Search to:

L Market characteristics |

|

‘ A. Number of alternatives Increase “
\ B. Price range ot A

' C. Store concentration Increase

‘ D. Information availability [ncrease

1. Advertising
2. Point-of-purchase
3. Sales personnel
4. Packaging
5. Experienced consumers
6. Independent sources
I1. Product characteristics

A, Price Ilucipane
B. Differentiation [hcyease )
C. Positive products Ty eTeT s
III. Consumer characteristics
A. Learning and experience Decreass

B. Shopping orientation cecd
C. Social status Ine

D. Age, gender, and household life cycle Mixed
E. Perceived risk Increase
IV. Situational characteristics

A. Time availability
B. Purchase for self
C. Pleasant surroundings

Il]('l\,‘l:}»t"
Decrease
Increase

D. Social surroundings

Mixed
E. Physical/mental energy

Increase

Source: Del 1. Hawkins, Kenneth A. Coney, and Roger Best, [r., Consumer Behavior: Implications for Marketing Strategy, 6th ed. (Burr Ridge, IL:
Richard D. Irwin, 1995), p. 454,

Traditional risk theorists believe that consumers tend to make risk-minimiz-
ing decisions based on their perceived definition of the particular purchase. The
perception of risk is based upon the possible consequences and uncertainties in-
volved. Consequences may range from economic loss, to embarrassment if a new
food product does not turn out well, to actual physical harm. Perceived risk may
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be either functional (related to financial and performance considerations) or
psychosocial (related to whether the product will further one’s self- or reference
group image). That amount of risk a consumer perceives in a particular prod-
uct depends on such things as the price of the product and whether other peo-
ple will see the individual using the product.

The perceived risk literature emphasizes that consumers generally try to
reduce risk in their decision making. This can be done by either reducing
the possible negative consequences or by reducing the uncertainty. The pos-
sible consequences of a purchase might be minimized by purchasing in small
quantities or by lowering the individual’s aspiration level to expect less in the
way of results from the product. However, this cannot always be done. Thus,
reducing risk by attempting to increase the certainty of the purchase out-
come may be the more widely used strategy. This can be done by seeking ad-
ditional information regarding the proposed purchase. In general, the more
information the consumer collects prior to purchase, the less likely postpur-
chase dissonance is to occur.

'T143

In general, if the individual finds that a certain response achieves a desired
goal or satisfies a need, the success of this cue-response pattern will be re-
membered. The probability of responding in a like manner to the same or sim-
ilar situation in the future is increased. In other words, the response has a
higher probability of being repeated when the need and cue appear together
again, and thus it can be said that learning has taken place. Frequent rein-
forcement increases the habit potential of the particular response. Likewise, if
aresponse does not satisfy the need adequately, the probability that the same
response will be repeated is reduced.

For some marketers this means that if an individual finds a particular prod-
uct fulfills the need for which it was purchased, the probability is high that the
product will be repurchased the next time the need arises. The firm’s promo-
tional efforts often act as the cue. If an individual repeatedly purchases a prod-
uct with favorable results, loyalty may develop toward the particular product or
brand. This loyalty can result in habitual purchases, and such habits are often
extremely difficult for competing firms to alter.

Although many studies in the area of buyer behavior center around the
buyer’s attitudes, motives, and behavior before and during the purchase deci-
sion, emphasis has also been given to study of behavior after the purchase.
Specifically, studies have been undertaken to investigate postpurchase disso-
nance, as well as postpurchase satisfaction.

The occurrence of postdecision dissonance is related to the concept of cog-
nitive dissonance. This theory states that there is often a lack of consistency or
harmony among an individual’s various cognitions, or attitudes and beliefs, af-
ter a decision has been made—that is, the individual has doubts and second
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thoughts about the choice made. Further, it is more likely that the intensity of
the anxiety will be greater when any of the following conditions exist:

Pt

. The decision 1s an important one psychologically or financially, or both.
. There are a number of forgone alternatives.
. The forgone alternatives have many favorable features.

[*5 3 B

These factors can relate to many buying decisions. For example, postpurchase
dissonance might be expected to be present among many purchasers of such
products as automobiles, major appliances, and homes. In these cases, the deci-
sion to purchase is usually an important one both financially and psychologi-
cally, and there are usually a number of favorable alternatives available.

These findings have much relevance for the marketer. In a buying situati
when a purchaser becomes dissonant it is reasonable to predict such a person
would be highly receptive to advertising and sales promotion that suppert-the
purchase decision. Such communication presents favorable aspects of the prod-
uct and can be useful in reinforcing the buyer’s wish 1o believe that a wise pur-
chase decision was made. For example, purchasers of mnajor appliances or auto-

mobiles might be given a phone call or sent a letter reassuring them thatthey
= o
have made a wise purchase. >
" As noted, researchers have also studied posipurchase consumer satisfacti

Much of thiswork has been based on what is catled the “dizconfirmation para-
digm.” Basically, this approach views satisfaction with producti znd brands as a re-
sult of two other variables. The first variable is the expectz2iions a consumer has
about a product before purchase. These expectations concern the beliefs the
consumer has about the product’s performance.

The second variable is the difference between expeciations aud postpurchase
perceptions of how the product actually performed. If the product performed
as well as expected or better than expected, the consumer will be satisfied with
the product. If the product performed worse than expected, the consumer will
be dissatisfied with it.

One implication of this view for marketers is that care must be taken not to
raise prepurchase expectations to such a level that the product cannot possibly
meet them. Rather, it is important to create positive expectations consistent with—
the product’slikely performance.”

4
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GROUP INFLUENCES ON CONSUMER BEHAVIOR

Behavioral scientists have become increasingly aware of the powerful effects of
the social environment and personal interactions on human behavior. In terms
of consumer behavior, culture, social class, and reference group influences have
been related to purchase and consumption decisions. It should be noted that
these influences can have both direct and indirect effects on the buying pro’c—’_.’:
By direct effects we mean direct communication between the individual and

other members of society concerning a particular decision. By indirect effects
_/
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we mean the influence of society on an individual’s basic values and attitudes

as well as the important role that groups play in structuring an individual’s
personality.

Cultural and Subcultural Influences

Social C

Culture is one of the most basic influences on an individual’s needs, wants, and
behavior, since all facets of life are carried out against the background of the so-
ciety in which an individual lives. Cultural antecedents affect everyday behavior,
and there is empirical support for the notion that culture is a determinant of
certain aspects of consumer behavior.

Cultural values are transmitted through three basic organizations; the family,
religious organizations, and educational institutions, and, in today’s society, ed-
ucational institutions are playing an increasingly greater role in this regard.
Marketing managers should adapt the marketing mix to cultural values and con-
standy monitor value changes and differences in both domestic and interna-
tional markets. To illustrate, one of the changing values in America is the in-

creasing emphasis on achievement and career success. This change in values has
been recognized by many business firms that have expanded their emphasis on
time-saving, convenience-oriented products.

In a nation as large as the United States the population is bound to lose a sig-
nificant amount of its ilomogeneity, and thus subcultures arise. In other words,
there are subcultures in the American culture where people have more frequent

interactions than with the population at large and thus tend to think and act
alike in some respects. Subcultures are based on such things as geographic ar-
eas, religions, nationalities, ethnic groups, and age. Many subcultural barriers
are (!a-(;i:e;\sm;{ because of mass communication, mass transit, and a decline in
the influence of religious values. However, age groups, such as the teen market,
baby boomers, and the mature market, have become increasingly important for
marketing strategy. For example, since baby boomers (those born between 1946
and 1962) make up about a third of the U.S. population and soon will account
tor about half of discretionary spending, many marketers are repositioning
products to serve them. Snickers candy bars, for instance, used to be promoted
to children as a ireat but are now promoted to adults as a wholesome, between-
meals snack.

While one likes to think of America as a land of equality, a class structure can
be observed. Social classes develop on the basis of such things as wealth, skill,
and power. The single best indicator of social class is occupation. However, in-
terest at this point is in the influence of social class on the individual’s be-
havior. What is important here is that different social classes tend to have dif-
ferent attitudinal configurations and values, which influence the behavior of
individual members. Figure 3-2 presents a social class hierarchy developed
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Reference Groups

A Summary of American Cultural Values
It is important for marketers 10 understand cultural values and to create and adapt products to the values
held by consumers. Below is a description of American cultural values and their relevance to marketing.
Value General Features Relevance to Marketing
Achievement and success Hard work is good; success flows Acts as a justification for acquisition
from hard work of goods (“You deserve it”)
Activity Keeping busy is healthy and Stimulates interest in products that
’ natural are time-savers and enhance
leisure-time activities
Efficiency and practicality Admiration of things that solve prob- Stimulates purchase of products
lems (e.g., save time and effort) that furcton well and save time
Progress People can improve themselves; Sumulates desive for new products
tomorrow should be better that fulfil unsatisfied needs; ac-
ceptance «f products that claim
to be “new” or “-1:1[)!0\’8(]”
Material comfort “The good life” Fosters avecptance of convenience
and hizery products that make
life more 240 yable
Source: Consumer Behavior, 5th ed,, p. 437 by Leon G, Schiffman and Leslie Lazar Kanuck, © 1994, Beprinied by poonsion of Prentice-Hall,
Inc., Upper Saddle River, NJ.
specifically for marketing analysis and describes some of these important dif-

ferences in attitudes and values.

For the marketing manager, social class offers some insi¢hts into consumer
behavior and is potentially useful as a market segmentation variable. However,
there is considerable controversy as to whether social class is superior to income
for the purpose of market segmentation.

Groups that an individual looks to (uses as a reference) when forming attitudes

and opinions are described as reference groups.” Primary reference groups in-
clude family and close friends, while secondary reference groups include fra-
ternal organizations and professional associations. A buyer may also consult a
single individual about decisions, and this individual would be considered a ref-
erence individual.

A person normally has several reference groups or reference individuals for
various subjects or different decisions. For example, a woman may consult one
reference group when she is purchasing a car and a different reference group
for lingerie. In other words, the nature of the product and the role the individ-

L —
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Value

Individualism

Freedom

External conformity

Humanitarianism

il health

General Features

Being one’s self (e.g., self-reliance,
self-interest, and self- esteem)

Freedom of choice

Uniformity of observable behavior:
desire o be accepted

Caring for others, particularly the
underdog

Astate of mind that stresses being
young at heart or appearing

Uy

Relevance to Marketing

Stimulates acceptance of cus-
tomized or unique products that
enable a person to “express his
or her own personality”

Fosters interest in wide product
lines and differentiated products

Stimulates interest in products
that are used or owned by oth-
ers in the same social group

Stimulates patronage of firms that
compete with market leaders

Stimulates acceptance of products
that provide the illusion of
maintaining or fostering youth

Caring about one’s body, includ-
+ desire to be physically fit

alvhes
caltny

Stimulates acceptance of food
products, activities, and equip-
ment perceived to maintain or
increase physical fitness

N L

ual 1s playing during the purchasing process influence which reference group
will be consuited. Reference group influence is generally considered to be
stronger for products that are “public” or conspicuous—that is, products that
other people see the individual using such as clothes or automobiles.

As noted, the family is generally recognized to be an important reference
group. and it has been suggested that the household, rather than the individual,
is the relevant unit for studying consumer behavior.” This is because within a
household the purchaser of goods and services is not always the user of these
goods and services. Thus, it is important for marketing managers to determine
not only who makes the actual purchase but also who makes the decision to pur-
chase. In addition, it has been recognized that the needs, income, assets, debts,
and expenditure patterns change over the course of what is called the Jamaly life
cycle. Basic stages in the family life cycle include:

1. Bachelor stage: young, single people not living at home.

2. Newly married couples: young, no children.

3. Full nest I: young married couples with youngest child under six.
4. Full nest IT: young married couples with youngest child six or over.
5. Full nest I1I: older married couples with dependent children.
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1983), “The Continuing Significance of Social Class to Marketing,” by Richard P Coleman, pp. 265-80. © 1983 by the
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versity of Chicago.

Empty nest I: older married couples, no children living with them, household
head(s) in labor force.

Empty nest II: older married couples, no children living at home, household
head(s) retired.

Solitary survivor in labor force.

Solitary survivor, retired.

e 1
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Because the life cycle combines trends in earning power with demands

placed on income, it is a useful way of classifying and segmenting individuals
and families.”

PRODUCT CLASS INFLUENCES

The nature of the product class selected by the consumer to satisfy an aroused
need plays an important role in the decision-making process. Basically, the na-
ture of the product class and the brands within it determine (1) the amount of
information the consumer will require before making a decision, and, conse-
quently (2) the time it takes to move through the buying process. In general,
product classes in which there are many alternatives that are expensive, com-
plex, or new will require the consumer to collect more information and take
longer to make a purchase decision. As illustration, buying an automobile is
probably one of the most difficult purchase decisions most consumers make. An
automobile is expensive, complex, and there are many new styles and models to
choose from. Such a decision will usually require extensive information search
and time before a decision is made.

A second possibility is referred to as limited decision making. For these pur-
chases a lesser amount of information is collected and less time is devoted to
shopping. For example, in purchasing a new pair of jeans the consumer may al-
ready have considerable experience, and price and complexity are somewhat
limited. However, since there are many alternative styles and brands, some in-
formation processing and decision making are generally needed.

Finally, some product classes require what is called “routinized decision mak-
ing.” For these product classes, such as candy bars or other food products, the
consumer has faced the decision many times before and has found an accept-
able alternative. Thus, little or no information is collected, and the consumer
purchases in a habitual, automatic manner.

. [ TERIFEC
WELUENCES

Situational influences can be defined as all those factors particular to a time and
place of observation that have a demonstrable and systematic effect on current be-
havior. In terms of purchasing situations, five groups of situational influences have
been identfied.” These influences may be perceived either consciously or sub-
consciously and may have considerable effect on product and brand choice.

1. Physical surroundings are the most readily apparent features of a situation. These
features include geographical and institutional location, decor, sounds, aromas,
lighting, weather, and visible configurations of merchandise or other material
surrounding the stimulus object.

2. Social s urmu}z(lings' provide additional depth to a description of a situation. Other
persons present, their characteristics, their apparent roles and interpersonal in-
teractions are potentially relevant examples.
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HIGHLIGHT 3-4

Some Common Verbal Tools Used by Reference Groups

| Below are a number of verbal tools used by reference groups to influence consumer behavior. If the state-

ments listed below were made to you by a close friend or someone you admired or respected, do you think |
that they might change your behavior? ]
Tools Definitions Examples
Reporting Talking about preferences and “All of us drink Budweiser.” '
‘ behaviors. , , . . :
| Recommendations Suggesting appropriate behaviors, “You should ger a Schwinn High Sierra.”
Invitations Asking for partcipation in events. “Do vou want 1o go to the Michael Jackson 1
concert with we?” v
| Requests Asking for behavior performance. “Would you run dova to the corner and :
| get me a newspaper” |
: Prompts Suggesting desired behaviors, "It sure would be nice if someone would
DUY US & pPrzzal |
Commands Telling someone what 1o do. "Get me some Kiecnex, and be quick
abour it!” '
Promises Offering a reward for performing a “If you'll go 1 P with me, I'll take™ 88
behavior. you to lunch ke 1
Coercion Threatening to punish for inappropriate “If you don'cshutus. P'm going to stuffa s
behavior. sock in your zeae il |
Criticism Saying something negative about a “Quit hassling e vicsclerk. You're acting W
behavior. like a jerk,” |
Compliments Saying something positive about a “You really know hive wo shap. 1 betyou got
behavior. every bargain n il zicrel” E
Teasing Good-natured bantering about behavior or "Man, that shirt izia2s 204 look like Bozo
appearance, the clown!” :

3. Temporal perspectiveis a dimension of situations that may be specified in units rang- ,|
ing from time of day to season of the year. Time also may be measured relative to. §
some past or future event for the situational participant. This allows such con-
ceptions as time since last purchase, time since or until meals or paydays, and
time constraints imposed by prior or standing commitmerits.

4. Task definition features of a situation include an intent or requirement to select
shop for, or obtain information about a general or specific purchase. In addition,
task may reflect different buyer and user roles anticipated by the individual. For
instance, a person shopping for a small appliance as a wedding gift for a friend is
ina dilfferent situation than when shopping for a small appliance for personal use.

5. Antecedent states make up a final feature that characterizes a situation. These are

~ momentary moods (such as acute anxiety, pleasantness, hostility, and excitation)
or momentary conditions (such as cash on hand, fatigue, and illness) rather
than chronic individual traits. These conditions are further stipulated to be im-
mediately antecedent to the current situation to distinguish the states the indi-
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vidual brings to the situation from states of the individual resulting from the sit-
uation. For instance, people may select a certain motion picture because they
feel depressed (an antecedent state and a part of the choice situation), but the
fact that the movie causes them to feel happier is a response to the consumption
situation. This altered state then may become antecedent for behavior in the
next choice situation encountered, such as passing a street vendor on the way
out of the theater.

The purpose of this chapter was to present an overview of consumer behav-
ior in terms of an analysis of the buying process. The buying process is viewed
as a series of five stages: need recognition, alternative search, alternative eval-
uation, purchase decision, and postpurchase feelings. This process is influ-
enced by group, product class, and situational factors. Clearly, marketing man-
agers must understand consumer behavior to formulate effective marketing

.\'(l’;!t,t_‘g'l(.‘ﬁ,

NWNT'S

YOl

Assael, Henry. Consumer Behavior and Marketing Action. 5th ed. Cincinnati: South-
Western College Publishing, 1995.

Engel, James F.; Roger D, Blackwell; and Paul W. Miniard. Consumer Behavior. 8th ed.
Fort Worth, TX: Dryden Press, 1995.

Hawkins, Del; Kennedh A. Coney; and Roger Best, Jr. Conswmer Behavior: Implications for
Marketing Stratezy. 6th ed. Burr Ridge, IL: Richard D. Irwin, 1995.

Mowen, John C. Consumer Behavior. 4th ed. New York: Macmillan Publishing, 1995.

Onkvisit, Sak, and John |. Shaw. Consumer Behavior: Stralegy and Analysis. New York:

Macmillan Publishing, 1994.
Peter, |. Paul, and Jerry C. Olson. Consumer Behavior and Marketing Strategy. 4th ed. Burr
Ridge, IL: Richard D. Irwin, 1996.
. Understanding Consumer Behavior. Burr Ridge, IL: Richard D. Irwin, 1994.
Schiffman, Leon G.. and Leslie Kanuck. Consumer Behavior. 5th ed. Englewood Cliffs,
NJ: Prentice Hall, 1994.
Solomon, Michael R. Consumer Behavior. 2nd ed. Boston: Allyn & Bacon, 1994.
Wilkie, William L. Consumer Behavior. New York: John Wiley & Sons, 1994.






Appendix
SELECTED CONSUMER BEHAVIOR
DATA SOURCES

1. Demographic information:
U.S. Census of Population.
Marketing Information Guide.
A Guide to Consumer Markets.
State and city governments.
Media (newspapers, magazines, television, and radio stations) make demo-
graphic data about their readers or audiences available.

2. Consumer Research Findings:

Journal of Consumer Research Journal of Advertising Research
Journal of Mavketing Journal of Consumer Marketing
Journal of Marketing Research Jeurnal of Applied Psychology

Journal of Advertising Advances in Consumer Research

3. Marketing Applications:

Aduvertising Age Nation’s Business

Marketing Communicaticns Fortune

Sales Management Forbes

Business Week Industry and trade magazines
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Chapter 4 7 i
ORGANIZATIONAL

BUYER BEHAVIOR '

b AN

P |

Fig

Organizational buyers include individuals involved in purchasing products
for businesses, govermment agencies, and other institutions and agencies.
Those who purchase for businesses include industrial buyers who purchase
goods and services to aid them in producing other goods and services for sale,
and resellers who purchase goods and services to resell at a profit.
Government agencies purchase products and services to carry out their re-
sponsibilities to society, and other institutions and agencies, such as churches
and schools, purchase to fulfill their organizational missions.

The purpose of this chapter is to examine the organizational buying
process and the factors that influence it. Figure 4-1 provides a model of the
organizational buying process that will be used as a framework for discussion
in this chapter.

i Model of the Organizational Buying Process

Behavioral influences

Organizational buying process

l Assignment of buying
Lresponsibility and

Choice

procedures

Search
procedures

Problem

recognition authorify

71
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PURCHASE-TYPE INFLUENCES ON ORGANIZATIONAL BUYING

Straight Rebuy

Modified Rebuy

New Task

Purchase

A major consideration that affects the organizational buying process is the
complexity of the purchase that is to be made. Three types of org?nizationaé_ﬂ;
purchases based on their degree of colmplexity include the straight rebuy,
modified rebuy, and new task purchase.

The simplest and most common type of purchase is called a straight rebuy. This
type of purchase involves routinely reordering from the same supplier a IRE
uct that has been purchased in the past. Organizations use a straight rebuy when
they are experienced at buying the product, have an ongoing need for it, and
have regular suppliers of it. In many cases, organizations have computer systems
that automatically reorder certain commonly used products. Organizations use
this simple approach to purchasing because it is fast and requires relatively few
employees.

Straight rebuys are common among organizations that practice just-in-time
inventory, which is a system of replenishing parts or goods for resale just before
they are needed. Such buyers do not have time to hunt around for potential sup-
pliers and solicit bids. Instead they regularly place their orders with a supplier
whose quality and timely delivery can be counted on. If a supplier delivers items
that are late or of unacceptable quality, these buyers will not have a reserve in in-
ventory to draw on. Therefore, organizations that use just-in-time inventory tend
to favor suppliers with a strong commitment to quality.

To retain customers who use straight rebuys, the markeicr needs to maintain
high-quality products and reliable service so that the customers will continue to
be satisfied with their purchases.

When some aspects of the buying situation are unfamiliar, ihe organization will
use a modified rebuy. This type of purchase involves considering a limited num-
ber of alternatives before making a selection. Organizational buyers follow this
approach rather than a straight rebuy when a routine purchase changes in some
way; for example, a supplier discontinues a product or stops satisfying the cus-
tomer, the price of a usual product rises, or a new product becomes available to
meet the same need.

In such situations, the organizational buyer considers the new information
and decides what changes to make. If the change proves satisfactory and the
product is one needed routinely, the buyer may then make it part of a strai
rebuy. Marketers seek to win new organizational customers by giving them rea-

sons to change from a straight rebuy to a modified rebuy in which they conside
the marketer’s products,

Organizations purchase some products only occasionally, especially in the cas€
of large investments such as machinery, equipment, and real estate. In these
cases, the organization may use a new task purchase. This type of purchase ins
volves an extensive search for information and a formal decision process.
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r Modified rebuy
\
\

New task
purchase

S

[

Ji}f:‘
Mak

Purchase Type

‘ Straight rebuy

Complexity Time Frame  Number of Suppliers Applications

Simple Short One Frequently purchased, routine
products, such as printer ribbons

Moderate Medium Few Routine purchase that has changed in
some way, such as air travel (new fares,
flights, destinations)

Complex Long Many Expensive, seldom-purchased
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Figure 4-2  Differences in Types of Organizational Purchases

products, such as new location for
a department store

New task purchases are most often used for big-ticket items, so the cost of a
mistake is great. Therefore, a new task purchase is time consuming and involves
a relatively large number of decision makers, who consider many alternatives.
[his is the type of purchase decision that is most likely to involve joint decision
making because many kinds of expertise are required to make the best decision.

A new task purchase is an opportunity for the marketer to learn about the
needs of the organizations in its target market and to discuss with the organiza-
tion ways to meet its needs, such as through the use of new products and tech-
nology. Figure 4-2 summarizes the differences in the three types of purchases.

FLUENCES OM ANIZATIONAL BUYING

The term struciural influences refers to the design of the organizational envi-
ronment and how it aftects the purchasing process. Two important structural
influences on organizational buying are joint decision making and organiza-

tion-specilic factors.

[t is common in organizational buying for more than one department and sev-
eral persons to be involved in the purchasing process. These people may also play
avariety of difterent roles in arriving at a purchase decision. These roles include:

L. Users, who are the people in the organization who actually use the product, for
example, a secretary who would use a new word processor.

2. Influencers, who affect the buying decision, usually by helping define the specifi-
cations for what is bought. For example, an information systems manager would
be a key influencer in the purchase of a new mainframe computer.

3. Buyers, who have the formal authority and responsibility to select the supplier and
ncgol.i;m* the terms of the contract. For example, in the purchase of a mainframe
computer, the purchasing manager would likely perform this role.

4. Deciders, who have the formal or informal power to select or approve the supplier
that receives the contract. For important technical purchases, deciders may come
from R&D, engineering, or quality control.
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HIGHLIG_HT_ 4-1

Major Differences between Organizational Buyers and Final Consumers

I
Differences in Purchases 7. Organizational buyers more frequently employ
.t 1 . competitive bidding and negotiation. .
| 1. Organizational buyers acquire for further pro- P B 5
‘ duction, use in operations, or resale to other
consumers. Final consumers acquire only for Differences in the Market
personal, family, or household use.

1. The demand of organizational buyers is derived

2. Organizational buyers commonly purchase in- F
' : from the demand of final consumers.

stallations, raw materials, and semifinished ma-

) : 9 mand of Oroanizati rora 4
terials. Final consumers rarely purchase these 2. The demand of organizational buyers is more

subject to cvelical fluciuations than final-con-

goods.

3. Organizational buyers purchase on the basis ol . ’m”wr.('l“f'“”d' : :
specifications and techmical data. Final con- ™ Organizauonal };”""‘ vz are fewer in number and
sumers frequently purchase on the busis of de- more geographically ;oncentrated than final

‘ seription, fashion, and style. Cm“mpe"f'

4. Organizational buyers utilize multipic-buying 4. Q"-‘n‘_’"‘”"’-”‘v““"‘” buyers ofien employ buying spes
and team-based decisions more often an final cialists. |
CONnsumers. 5. The distribution chorn:! for organizational 1

5. Organizational buyers are more likels ppls buyers is shorter than ivf fial CONSUMELS. i
value and vendor analysis. ‘ 6. Organmizational buyers i juire special ser- |

6. Organizational buyers more commonly lfease A ;
equipment. 7. Organizational buyers ar- incre likely than final 8

consumers to be able w make goods and ser=

Source: Marketing, 5th ed., p: 174 by Joel R. Evans and Pasry Berman vices as alternatives 10 purchasing them. ‘|

@ 1992, Reprinted by permission of Prenuce Hall, Inc., Uppor Sacddle I

River, NJ.

5. Galekeepers, who control the flow of information in the buying center. Purchasing
personnel, technical experts, and secretaries can all keep marketers and their in-
formation from reaching people performing the other four roles.”

When several persons are involved in the organizational purchase decision,
marketers may need to use a variety of means to reach each individual or group.
Fortunately, it is often easy to find which individuals in organizations are involved
in a purchase because such information is provided to suppliers. Organizations
c!o this becaus§ it makes suppliers more knowledgeable about purchasing prac
tices, thus making the purchasing process more efficient.” Also a number of firms

hflve developed closer channel relationships that facilitate these transactions, as
discussed in Chapter 10.

(S)rga.x?zalglon- Thex:e are three primary organization-specific factors that influence the pur-
pecific Factors chgsmg process: orientation, size, and degree of centralization. First, in terms of
orientation, the dominant function in an organization may control purchasing
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decisions. For example, if the organization is technology oriented, it is likely to
be dominated by engineering personnel, and buying decisions will be made by
them. Similarly, if the organization is production oriented, production person-
nel may dominate buying decisions.

Second, the size of the organization may influence the purchasing process. If
the organization is large, it will likely have a high degree of joint decision mak-
ing for other than straight rebuys. Smaller organizations are likely to have more
autonomous decision making. ™ 1

Finally, the degree of centralization of an organization influences whether de-
cisions are made individually or jointly with others. Organizations that are highly
centralized are less likely to have joint decision making. Thus, a privately owned,
small company with technology or production orientations will tend toward au-
tonomous decision making, while a large-scale, public corporation with consider-
able decentralization will tend to have greater joint decision making.

FLUENCES ON ORGANIZATIONAL BUYING

Organizational buyers are influenced by a variety of psychological and social
factors. We will discuss two of these, personal motivations and role perceptions.

Organizational buyers are, of course, subject to the same personal motives or
motivational forces as other individuals. Although these buyers may emphasize
nonpersonal matives in their buying activities, it has been found that organiza-
tional buvers often are influenced by such personal factors as friendship, pro-
tessional pride. fear and uncertainty (risk), and personal ambitions in their buy-
ing activities.

For example, professional pride often expresses itself through efforts to at-
tain status in the firm. One way to achieve this might be to initiate or influence
the purchase of goods that will demonstrate a buyer’s value to the organization.
If new materials, equipment, or components result in cost savings or increased
profits, the individuals initiating the changes have demonstrated their value at
the same time. Fear and uncertainty are strong motivational forces on organi-
zational buyers, and reduction of risk is often important to them. This can have
a strong influence on purchase behavior. Marketers should understand the rel-
ative strength of personal gain versus risk-reducing motives and emphasize the
more important motives when dealing with buyers.

Thus, in examining buyer motivations, it is necessary to consider both per-
sonal and nonpersonal motivational forces and to recognize that the relative im-
portance of each is not a fixed quantity. It will vary with the nature of the prod-
uct, the climate within the organization, and the relative strength of the two
forces in the particular buyer.

A final factor that influences organizational buyers is their own perception of
their role. The manner in which individuals behave depends on their percep-
tion of their role, their commitment to what they believe is expected of their
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HIGHLIGHT 4-2

Funcuonal Areas and Their Key boncerns in Purchasmg

! Functional Area Key Concerns in Purchase Decision Making 0‘
Design and development Name, reputation of vendor; ability of vendors to meet design specifications J
engineering 7 ;
[ “Production Delivery and reliability of purchases such that interruption of production ;
‘. schedules is minimized - ‘ ‘
i Sales/ marketing Impact of purchased items on marketability of the company's products -. 1
Maintenance Degree 1o which purchased items are compatible with existing facilities and -
equipment; maintenance services offered by vendar; installation arrange- 14
menis offered by vendo o ‘!
Finance,/accounting Effects of purchases on cash flow, balance sheet, and income statement :
positions; variances in costs of aterials over estin:zicw ieasibility of make- i ‘.
or-buy aad lease options 1o purchasing ; ‘;
Purchasing Obtaining lowest possible price at acceprable guality Te v=ls maintaining good !
relations with: vendors ‘
Quality control Assurance that purchased items meet prescribed specifications and tolerances; ‘ |
goveriunental regutations, and customer ragalre metas :
Sowrce; Industrial and Organizational Marketing, by Michael H. bioovis (Columbus, OH: Merrill Publishing, 19505, p. &1 © 1954, Reprinted by per-
mission of Prentice-Hall, Inc., Upper Saddle River, Nj.

role, the “maturity” of the role type, and the extent to which the institution is
committed to the role ivpe.

Different buyers will have different degrees of commitment fo their buying
role, which will cause variations in role bcluuos from one buyer to the next. By
commitment we mean willingness to perform their job in the manner expected by
the organization. For example, some buvers seek to take charge in their role as
buyer and have little commitment to company expectations. ] hr: nnpllcatlon for
marketers is that such buyers expect, even demand, that they be kept constantly
advised of all new developments to enabie them to more effeciively shape their
own role. On the other hand, other buyers may have no interest in prescribing
their role activities and accept their role as given to them. Such a buyer is most
concerned with merely implementing prescribed company activities and buying
policies with sanctioned products. Thus, some buyers will be highly committed to
play the role the firm dictates (i.e., the formal organization's perception of their
role) while others might be extremely innovative and uncommitted to the ex-
pected role performance. Obwousl), roles may be heavily influenced by the or- =
ganizational climate existing in the particular organization.

Organizations can be divided into three groups based on differences in de-
gree of employee commitment. These groups include innovative, adaptive,and
lethargic firms. In innovative firms, individuals approach their occupational roles
with a weak commitment to expected norms of behavior. In an adaptive organi-

zation, there is a moderate commitment, while in a lethargic organization, individ-
B

R o o



Twenty Potential Decisions Facing Organizational Buyers
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Is the need or problem pressing enough that it
must be acted upon now? If not, how long can
action be deferred?

What types of products or services could con-
ceivably be used to solve our need or problem?
Should we make the item ourselves?

Must a new product be designed, or has a ven-
dor already developed an acceptable product?
Should a value analysis be performed?

What is the highest price we can afford 1o pay?
What trade-offs are we prepared to make be-
tween price and other product/vendor attrib-

10.

11,
12.

13.

14.

15.

Which attributes will be stressed in evaluating
vendors?

Should bids be solicited?

Should the item be leased or purchased out-
right?

How far can a given vendor be pushed in ne-
gotiations? On what issues will that vendor
bend the most?

How much inventory should a vendor be will-
ing to keep on hand?

Should we split our order among several ven-
dors?

nformaton sources will we relv on 17. What contractual guarantees will we require?
ny vendors should be considered: 18. How shall we establish our order routine?

Crganeational Marketing, Ty Michae! 4 Morris

16. Is a long-term contract in our interest?

19. After the purchase, how will vendor perfor-
mance be evaluated?
Merrill Publishing, 1988). p. 87, © 1988, 20. How will we deal with inadequate product or

on ol Prentice Hali, Inc.,, Upper Saddis River, N vendor performance?
€ss 2 slrong commitment to traditionally accepted behavior and behave
accordingly. Thus, a buyer in a lethargic firm would probably be less innovative
in order to mainiain acceptance and status within the organization and would
Keep conflict within the firm to a minimum.

Buyers: perception of their role may differ from the perception of their
role hield by others in the organization. This difference can result in variance
in perception of the proper and the actual purchase responsibility to be held
by the buyer. Cinc siudy involving purchasing agents revealed that, in every
firm included in the study, the purchasing agents believed they had more re-
sponsibility and control over certain decisions than the other influential pur-
chase decision makers in the firm perceived them as having. The decisions
were (1) design of the product, (2) cost of the product, (3) performance life,
(4) naming of the specific supplier, (5) assessing the amount of engineering
help available from the supplier, and (6) reduction of rejects. This variance
in role perception held true regardless of the size of the firm or the signifi-
cance of the item purchased to the overall success of the firm. It is important,
therefore, that the marketer be aware that such perceptual differences may
exist and to determine as accurately as possible the amount of control and re-
sponsibility over purchasing decisions held by each purchase decision influ-
encer in the firm.
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HIGHLIGHT 4-4

An Operational Vie of the Organizatiqnal'Buyh@g; Pr(;cgss

Although there is no single format dictating howor- 6. Proposals are compared with the cost of pro:

| ganizations actually purchase goods and services, a ducing the product in-house in a make‘or‘buy
| relatively standard process is followed in most cases: decision: if it is decided that the buying firm
i ] . ) can produce the product more economically,
oL ‘.A‘ c?c:partmer‘u discovers or anticipates a probiem the buying process for the product i quemoﬁ‘
‘ in 15 operaian that it behf‘fves caxl g bVEICOmE is terminated; however, if the inverse is true, the
( with the addition of a certain product or service. process continues. .
2. The department head ‘dmws up a requisition % A source or sources of supply selected Frol
form df:scnbmg the desired Sp(‘.clﬁ(,‘:umn.\. he or those who have submitted proposals. :
she believes the product or service mist have to 8. The order is placed, and copies of the purchase 1
solve the problem. ) y order are sent to the ‘,,-r"i_f,;'ms.ting deparnneﬁt;;.
3. The departrnen} head S?nd“' ine requusition accounting, credit, anid v other interested de- 1
form to the firm’s purch.usmg de[)‘m'l,«.gi"z‘.o. partments within the corpany.
= Base.d on the SpCClﬁC;}tlnns FEGUIrea, Lhe Pt 9, After the ]’)X'Oducl 15 “~ia‘37'r> ré;cc‘ived, anduserl'z" |
f:hasmg QEpariment conducts a search for qual- a follow-up with the orgnanng departmetit i& 1 q
ified sources of supply. conducted to deieiinine 1 e ’;urchased ; d,- lll
5. Once sources have been located, propascis based o i " ‘
: . e el uct solved the departpent's problem. \
on the specifications are solicited, receind, and ] ‘
analyzed for price, delivery, service, atitl 59 o Although there arc man? “oriations of this "
process in actual operanin, his i typical of the |
Source: Reproduced from Business Marketing Managin it p'l”!)CCSS b\ REIEA, Argas irgal gOOds and S:ﬁl'if i
Hass, 5th ed., p. 174. Reproduced with the pcnv'ﬁ:-i st oof Hovti- VICK St I)ler1)i‘S“f":;' ; - understood thﬁ% |
Western College Publishing. © 1992 PWS-Kent Publiziie: < all in actual practice tie ’
rights reserved. separate. \]

STAGES IN THE BUYING PROCESS

As with consumer buying, most organizational purchases are made in response
to a particular need or problem faced by the firm. Recognition of the need, how-
ever, is only the first step in the organizational buying process. The following
four stages represent one model of the industrial buying process:

RN,

1. Problem recognition.

2. Organizational assignment of buying responsibility and authority.

3. Search procedures for identifying product offerings and for establishing selec-

tion criteria.

4. Choice procedures for evaluating and selecting among alternatives.
ll;l::;tc,)lgnniltion As ment?oned previously, most organizational purchases are made in respol'lse-j

to a particular ne'ed or problem. The product purchased is hopefully the means

to solve the particular problem. Buyers must be concerned with budgets and
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profits since the firm cannot put forth a great amount of financial resources if
it does not have sufficient funds, regardless of the benefits that might be de-
rived from the purchase. However, as was mentioned, there is more subjective
buying and persuasion in the organizational buying process than some earlier
writers indicated.

The influence of individuals on the buying decision will be determined in part
by their responsibility as defined by the formal organization. An individual’s re-
sponsibility in a given buying situation will be a function of (1) the technical
complexity of the product, (2) the importance of the product to the firm either
in dollar terms or in terms of its relationship with the process or system that will
use the product, (3) the product-specific technical knowledge that the individ-
ual has, and (4) the individual’s centrality in the process or system that will use
the product.

In some organizations the responsibility for the purchasing decision is as-
signed to a centralized purchasing unit. When centralization of the buying func-
tion occurs, it is usually based on the assumpuon that knowledge of the market
and not knowledge of the physical product itself is the major consideration in
the buying decision, Therefore, the purchasing agent will concentrate on such
market variables as price, delivery, and seller performance, rather than on the
technical aspects of the product.

I'his stage involves the search procedures for identifying product offerings and
for establishing selection criteria. Basically, buyers perform two key tasks related
to the collection and analysis of information. First, the criteria against which to
evaluate potential seilers have to be developed. These are usually based on a
judgment abour what is needed compared to what is available. Second, alterna-
tive product candidates must be located in the market. The important point
here is that buyers seek sellers just as sellers seek buyers.

The final stage in the organizational buying process involves establishing choice
procedures for evaluating and selecting among alternatives. Once alternative
products and alternative suppliers have been identified, the buyer must choose
from among the alternatives. The choice process is guided by the use of decision
rules and specific criteria for evaluating the product offering. These decision
rules evolve from objectives, policies, and procedures established for buying ac-
tions by management. Often some type of rating scheme or value index is used.

These stages in the organizational buying process have particular significance
tor marketers ini their method of approach to potential buyers. This is not to say
that these stages are the only activities organizational buyers go through before
making a purchase, or that they are even aware that they are going through
them. The stages are presented here only as a convenient way to examim? the or-
ganizational buying process and the importance of certain activities during par-
ticular stages.
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CONCLUSION

Organizational buying has long been regarded as the stepchild of marketing
in terms of the amount of research effort devoted to its problems. However, con-
siderable recent research has been conducted and in this chapter an overview
of the organizational buying process has been presented. Basically, the model
viewed organizational buying as a process of problem recognition, assignment
of buying authority, search procedures, and choice procedures. Purchase-type
structural, and behavioral influences were recognized as playing important roles
in terms of the speed and complexity of this process.
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Market segmentation is one of the most important concepts in the marketing lit-
erature. In fact, a primary reason for studying consumer and organizational
buyer behavior is to provide bases for effective segmentation, and a large por-
tion of marketing research is concerned with segmentation. From a marketing
management point of view, selection of the appropriate target market is para-
mount to developing successful marketing programs.

The logic of market segmentation is quite simple and is based on the idea that
a single product item can seldom meet the needs and wants of all consumers.
Typically, consumers vary as to their needs, wants, and preferences for products
and services, and successful marketers adapt their marketing programs to fulfill
these preference patterns. For example, even a simple product like chewing
gum has multiple flavors, package sizes, sugar contents, calories, consistencies
{e.g., liquid centers), and colors to meet the preferences of various consumers.
While a single product item cannot meet the needs of all consumers, it can al-
most always serve more than one consumer. Thus, there are usually groups of con-
sumers who can be served well by a single item. If a particular group can be served
profitably by a firm, itis a viable market segment. In other words, the firm should
develop a marketing mix to serve the group or market segment.

In this chapter we consider the process of market segmentation. We define
market segmentation as the process of dividing a market into groups of similar con- ., -
sumers and selecting the most appropriate group(s) for the firm to serve. We— =
break down the process of market segmentation into six steps, as shown in '
Figure 5-1. While we recognize that the order of these steps may vary, depend-
ing on the firm and situation, there are few if any times when market segmen-
tation analysis can be ignored. In fact, even if the final decision is to “mass mar-
ket” and not segment at all, this decision should be reached only aftera market
segmentation analysis has been conducted. Thus, market segmentation analysis
is a cornerstone of sound marketing planning and decision making.

DELINEATE THE FIRM’S CURRENT SITUATION

As emphasized in Chapter 1, a firm must do a complete situational analysis when
embarking on a new or modified marketing program. At the marketing planning
level, such an analysis aids in determining objectives, opportunities, and con-
straints to be considered when selecting target markets and developing market- _
ing mixes. In addition, marketing managers must have a clear idea of the amount

81
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Figure 5-1 A Model of the Market Segmentation Process

Decide segmentation sirateg
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of financial and other resources that will be available for developing and execut
ing a marketing plan. Thus, the inclusion of this first step in the market segmen=2
tation process is intended to be a reminder of tasks to be perfonmed priortom 1
keting planning.

DETERMINE CUSTOMER NEEDS AND WANTS

As emphasized throughout this text, successful marketing strategies depend on_
discovering and satisfying customer needs and wants. In some cases, this idea is
quite operational. To illustrate, suppose a firm has a good deal of venture capital
and is seeking to diversify its interest into new markets. A firm in this situation
may seek to discover a broad variety of unsatisfied needs. However, in most situa-
tions, the industry in which the firm operates specifies the boundaries of a firm’s
need satisfaction activities. For example, a firm in the communication industry
may seek more efficient methods for serving consumers’ long-distance telephone
needs. |

As a practical matter, new technology often brings about an investigation of
consumer needs and wants for new or modified products and services. In these
situations, the firm is seeking the group of consumers whose needs could best
be satisfied by the new or modified product. Further, at a strategic level, con-
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sumer needs and wants usually are translated into more operational concepts.
For instance, consumer attitudes, preferences, and benefits sought,,whicb;aj'e
determined through marketing research, are commonly used for segmentation
purposes.

DIVIDE MARKETS ON RELEVANT DIMENSIONS | /"

Relevance of
Segmentation
Dimensions

In a narrow sense, this step is often considered to be the whole of market seg-
mentation (i.e., consumers are grouped on the basis of one or more similarities
and treated as a homogeneous segment of a heterogeneous total market). There

are three important questions to be considered here:
/

1. Should the segmentation be a priori or post hoc?
2. How does one determine the relevant dimensions or bases to use for segmentation?
3. What are some bases for segmenting consumer and industrial buyer markets?

Real-world segmentation has followed one of two general patterns. An a pri-
or segmentation approach is one in which the marketing manager has decided
on the appropriate basis for segmentation in advance of doing any research
on a market. For example, a manager may decide that a market should be di-
vided on the basis of whether people are nonusers, light users, or heavy users
of a particular product. Segmentation research is then conducted to deter~
mine the size of each of these groups and their demographic or psycho-
graphic profiles.

Fost hoc segmentation is an approach in which people are grouped into seg-
ments on the basis of research findings. For example, people interviewed con-
cerning their attitudes or benefits sought in a particular product category are
grouped according o their responses. The size of each of these groups and their
demographic and psychographic profiles are then determined.

Both of these approaches are valuable, and the question of which to use de-
pends in part on how well the firm knows the market for a particular product
class. If through previous research and experience a marketing manager has
successfully isolated a number of key market dimensions, then an a priori ap-
proach based on them may provide more useful information. In the case of seg-
mentation for entirely new products, a post hoc approach may be useful for de-
termining kev market dimensions. However, even when using a post hoc
approach, some consideration must be given to the variables to be included in
the research design. Thus, some consideration must be given to the relevant seg-
mentation dimensions regardless of which approach is used.

Unfortunately, there is no simple solution for determining the relevant di-
mensions for segmenting markets. Certainly, managerial expertise and exPe-
rience are needed for selecting the appropriate dimensions or bases on »-vhlcb
to segment particular markets. In most cases, however, at least some initial di-



HIGHLIGHT 5-1

Hitting Target Markets in the 1990s

By combining data from several sources, a com-
pany can have extensive information on its target
| markets and where they shop. Below are examples
of the target market profiles for three producis

per income, subur-
ban and urban
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Iravel by plane
Give parties, cookouts
flent ideas

Heavy TV sports viewers

Source: The Wall Street fournal, *Marketers Zera in on Their Custamers.” by Michael |. McGarthy, March
Company, Inc. All rights reserved worldwide.

and the stores in the New York area where they are
most likely to purchase them. Marketers could de
sign special promotions in these stores to furth
increase the probability of purchase.

Heavy User Lifestyle and Media
Brand Profile Profile Top Stores
Peter Pan Households with Kids Heavy video renters foodiown Super Market d
peanut headed by 18-54 Go to theme parks levittown, N.Y.
butter year olds, in subur- Below average TV viewers Pathoaark Supermarket
ban and rural areas Above average radio hsteners Levittown, N.Y. |
King Fullen Market %
Bethpage, N.Y. -
Stouffers Households headed by Ge to ganbling casinos an's Supreme Super Market 1
Red Box people 55 and older, (ive pasties Flushing, NY. 3 l
frozen and up-scale subur- Invalved in public activines Fond donporium ol |
entrees ban households i squently Ve Yook City o
headed by 35-54 Heavy newspaper readers Waldbaom Super Market J
vear olds Abave average TV viewers Phasharg, NUY.
Coors Light Head of household., Befoug to a health club Frod Eovp oviom 1
beer 21-34, middle 1o up- Buy rock music New Verk Gity i

Gristasies Supermarket
New York City ]

mensions can be determined from previous rescarch, purchase trends, and
managerial judgment. For instance, suppose we wish to segment the market
for all-terrain vehicles. Clearly, several dimensions come to mind for initial
consideration, including sex (male), age (18 to 35 years), lifestyle (outdoors- |

man), and income level (perhaps $25,000 to $40,000). At 2 minimum, these

mam

variables should be included in subsequent segmentation research. Of
course, the most market-oriented approach to segmentation is on the basis of
what benefits the potential consumer is seeking. Thus, consideration and re-
search of sought benefits is a strongly recommended approach in the mar-
keting literature. This approach will be considered in some detail in the fol

lowing section.



Bases for
Segmentation

Chapter 5 Market Segmentation 85

A number of useful bases for segmenting consumer and organizational mar-
kets are presented in Figure 5-2. This is by no means a complete list of pos-
sible segmentation variables but represents some useful bases and categories.
Two commonly used approaches for segmenting markets iniclude benefit seg-
mentation and psychographic segmentation. We will discuss these two in
some detail.

Benefit segmentation

The belief underlying this segmentation approach is that the benefits people
are secking in consuming a given product are the basic reasons for the existence
of true market segments.' Thus, this approach attempts to measure consumer
value systems and consumer perceptions of various brands in a product class. To
tllustrate, the classic example of a benefit segmentation was provided by Russell
Haley and concerned the toothpaste market. Haley identified five basic seg-
ments, which are presented in Figure 5-3. Haley argued that this segmentation
could be very useful for selecting advertising copy, media, commercial length,
packaging, and new product design. For example, colorful packages might be
appropriate for the Sensory Segment, perhaps aqua (to indicate fluoride) for
the Worrier Group, and gleaming white for the Social Segment because of this
segment’s interest in white teeth.

|
f Consumer Markets

: Segmentation Base Examples of Base Categories
Geographic:
Region Pacific, Mountain, West North Central, West South Central,
East North Central, Fast South Central, South Atlantic,
‘ Middle Atlantic, New England
|
!
i
|
|

City. county, or Under 5,000; 5.000-19,999; 20,000—49,999: 50,000-99.,999;
SMSA size 100,000-249,999; 250,000-499.999; 500,000-999.999;
1.000.000-3,999,999; 4,000,000 or over
Populaton density Usban, suburban, rural
Climate Warm, cold
Demographic:

. Age Under 6; 6-12; 13-19; 20-29; 30-39; 40-49; 50-59; 60+
' Sex Male, female
' Family size 1-2; 3-4; 5+
I Family life cycle Young, single; young, married, no children; young, married,

voungest child under 6; young, married, youngest child 6 or
over; older married, with children; older, married, no children
under 18; older, single; other

Income Under $10,000; $10.000-$14.,999; $15,000-§24,999;
$25,000-$34,999; $35,000 or over
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Figure 5-2 (continued)

Segmentation Base

Occupation

Education

Religion
Race
Nationality
Psychographic:
Social class
Lifestyle
Personality
Cognitive and behavioral
Attitudes
Benefits sought
Readiness stage

Perceived risk
Innovativeness
Involvement
Loyalty status
Usage rate
User status

Examples of Base Categories

Professional and technical; managers, officials, and proprietors;
clerical, sales; craftsmen, foremen; operatives; farmers;
retired; students; housewives, unemployed 3

Grade school or less; some high school; graduated high school;
some college; graduated college; some graduate work; .
graduate degree

Catholic, Protestant, Jewish, other

White, black, oriental, other

American, British, German, Italian, Japanese, other

-

Upper Americans, middle class, working class, lower Americans
Traditionalist, sophisticate, swinger
Compliant, aggressive, detached

Positive, neutral, negative

Conyenience, economy, presuge

Unaware, aware, informed, intevestod. desivous, intention to
purchase 2|

High, moderate, low i

Innovator, early adopter, early majocity, late majority, laggard

Low, high -

Naone, some, total 1

None, light, medium, heavy

Nonuser, ex-user, potential user, ciiyrent user W

QCrganizational Buyer Markets

Source loyalty

Size of company
Average size of purchase
Usage rate

Product application
Type of organization
Location

Purchase status

Attribute importance

Purchase from one, two, three, fuar, or more suppliers

Small, medium, large relative to indusin

Small, medium, large

Light, medium, heavy

Maintenance, production, final product component, )
administration

Manufacturer, wholesaler, retailer, government agency

North, East, South, West sales tervicories

New customer; occasional purchaser, frequent purchaser, |
nonpurchaser x

Reliability of supply, price, service, durability, convenience, ‘
reputation of supplier

-

Calantone and Sawyer also used a benefit segmentation approach to segment
the market for bank services.? Their research was concerned with the question
of whether benefit segments remain stable across time. While they found some
stability in segments, there were some differences in attribute importance, Size,
and demographics at different times. Thus, they argue for ongoing benefit seg-
mentation research to keep track of any changes in a market that might affect

marketing strategy.
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Figure 5-3  Toothpaste Market Benefit Segments

Sensory Sociable Worrier Independent
Segment Segment Segment Segment
Principal benefit Flavor and Brightness of Decay Price
sought product teeth prevention
appearance
Demographic Children Teens, young Large families ~ Men
strengths people
Special behavioral Users of Smokers Heavy users Heavy users
characteristics spearmint-
flavored
toothpaste
| Brands Colgate Macleans, Ultra  Crest Cheapest
disproportionately Brite brand
favored
Lifestyle Hedonistic Active Conservative Value-
| charvacteristics oriented
Source: Adapted from Russell I Haley, “Benefit Segmentation: A Decision-Oriented Research Tools.” fournal of Marketing,
July 1968, pp. 30-35.

Benefit segmentation is clearly a market-oriented approach to segmentation
that seeks to identify consumer needs and wants and to satisfy them by provid-
ing products and services with the desired benefits. It is clearly very consistent
with the approach to marketing suggested by the marketing concept.

Psychograph esmjentalion

Whereas benefit se gmentation focuses on the benefits sought by the con-
sumer, psychographic segmentation focuses on the personal attrlbutes of the
consumer. Lhe psvchographic or lifestyle approach typically follows a post hoc
model of segmentation. Generally, a large number of questions are asked con-
cerning consumers’ activities, interests, and opinions, and then consumers are
«rrouu@d together empirically based on their responses.-Although questions
have been raised about the validity of thls segmentation approach, it provides
much useful information about markets.”

A well-known p‘svrhnqx'aphxc segmentation was developed at SRI
International in California. The original segmentation divided consumers in the
United States into nine groups and was called VALS,® which stands for “values
and lifestyles.” However, while this segmentation was commercially successful, it
tended to place the majority of consumers into only one or two groups, and SRI
felt it needed to be updated to reflect changes in society. Thus, SRI developed a
new typology called VALS 2.7™"

VALS 2 is based on two national surveys of 2,500 consumers who responded
to 43 lifestyle questions. The first survey developed the segmentation, and the
second validated it and linked it to buying and media behavior. The question-

| f_:')
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HIGHLIGHT 5-2
Market chimeﬂtation at Campbelj Soup Q@m .;; : -

Campbell Soup Company cooked up its own ver-
sion of market segmentation, which it calls region-
alization. Basically, the company divided the
United States into 22 regions, each with its own

nacho cheese soup is spicier than in oth ¢
parts of the country. ‘
In New York, when the Giants were bound for
the Super Bowl, a local sales manager used p

marketing and sales force. Each regional staff stud-
ies marketing strategies and media buying and has
its own ad and trade-promotion budget.

Regional staffs came up with a number of innova-
tive methods to sell Campbell's producis. incinding:

of her ad budget to arrange a football-rela ed
radio promotion for Swanson frozen dinners.

® In Nevada, Campbell treats skiers at Ski Incline

resort to hot samples of its soup of the day,. =

¢ In the South, Campbell has experimented wi

® In Texas and California, where consumers a Creole soup and a red-bean soup for the

like their food with a bit of a kick. Campbell’s Hispanic market. -

naire asked consizines to respond to whether they agieed or disagreed with
statements such 25 v iclea of fun at a national park would be to stay at an ex-

pensive lodge iress up for dinner” and “I could siand to skin a dead ani-

mal,” Consuimer ‘e ihen clustered into the eigiit groups shown and de
scribed in Figure 5-4

The VALS 2 graaps sre arranged in a rectangle and are based on two dimen<
sions. The vertical iwrsion represents resources, which inciude income, edu-%
cation, self-confidenie. hiealth, eagerness to buy, inteligence, and energy level
The horizontal dinieosion represents self-orientations, and includes three dif
terent types. Principle-oriented consumers are guided by their views of how the
world is or should be; siatus-oriented consumers by the action and opinions of oth-
ers; and action-oviented corisumers by a desire for social or physical activity, variety,
and risk taking.

Each of the VALS 2 groups represents from 9 to 17 percent of the U.S.
adult population. Marketers can buy VALS 2 informarion for a variety of
products and can have it tied to a number of other consumer databases.

DEVELOP PRODUCT POSITIONING

By this time the firm should have a good idea of the basic segments of the mar-
ket that could potentially be satisfied with its product. The current step.is.cop=—
cerned with positioning the product in the minds of consumers relative to com-
peting products. Undoubtedly, the classic example of positioning is the 7UP
“Uncola” campaign. Prior to this campaign, 7UP had difficulty convincing con-
sumers that the product could be enjoyed as a soft drink and 1{ot justas a mixer
Consumers believed that colas were soft drinks but apparently did not perceiVE

7UP in this way. However, by positioning 7UP as the “Uncola” the company was.
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Examples of Items Used in Psychographic Segméntatibn Resear;:h ar

e . k. A0

1. Toften watch the newspaper advertisements for 5. My children are the most important thing in
announcements of department store sales. my life.
2. 1 like to watch or listen to baseball or football 6. I will probably have more money to spend next
games. year than I have now.
3. I often try new stores before my friends and 7. 1 often seek out the advice of my friends re-
neighbors do. garding which store to buy from.
4. 1 like to work on community projects. 8. I think I have more self-confidence than most
people.
(These items are scored on an “agree strongly” to *disagree sirongly’ 9. I enjoy going to symphony concerts.
scale.) 10. Itis good to have charge accounts. -
capable of positioning the product (1) as a soft drink that could be consumed in
the same situations as colas and (2) as an alternative to colas. This positioning was
very successtul
In determining the appropriate positioning of the product, the firm must
consider its offering relative to competition. Some experts argue that different
pmmrmm“ strategies should be used depending on whether the firm is the mar-
ket leader or a follower, and that followers usually should not attempt position-
ing directly against the industry leader.” While there are many sophisticated re-
search tools available for investigating p(mlmmn“. they are beyond the scope of
this text. The main point here is that, in segmenting markets, some segments
otherwise appearing to be approachable might be forgone, since competitive
products may already dominate that segment in sales and in the minds of con-
sumers. Product positioning studies are useful for giving the marketing manager
a clearer idea of consumer perceptions of market offerings and for selecting ap-
propriate attributes for positioning products or stores.
DECIT (ENTATION STRATEGY

The firm is now ready to select its segmentation strategy. There are four basic al-
ternatives. First, the firm may decide not to enter the market. For example, analy-
sis to this stage may reveal there is no viable market niche for the firm'’s offering.
Second, the firm may decide not to segment but to be a mass marketer. There are
at least three situations when this may be the appropriate decision for the firm:

1. The market is so small that marketing to a portion of it is not profitable.

2. Heavy users make up such a large proportion of the sales volume that they are
the only relevant target.

3. The brand is the dominant brand in the market, and targeting to a few segments
would not benefit sales and profits.
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Figure 5-4 VALS 2™ Eight American Lifestyles

N oriented

g

Third, the firm may decide to market to one segment. And fourth, the firm
~ may decide to market to more than one segment and design a separate ma#

-}-UM@EE_Eh- In any case, the firm must have some criteria on which to base
its segmentation strategy decisions. Three important criteria on which to b
such decisions are that a viable segment must be (1) measurable, (2) meaning
lﬁll: and (3) marketable. — L
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Marketers often use a variety of segmentation di- three of its models, the Chrysler Concorde, Eagle

mensions to understand and describe their target  Vision, and Dodge Intrepid. The Concorde is the

markets. Below is a description of a profile of the most expensive model and the Intrepid is the least

most likely buyers Chrysler Corporation found for expensive.

Targets for the Concorde .. . For the Vision - . . For the Intrepid

Family status: Married, two children Family status: Married, two children Family status: Married, up to three
between the ages of 20 and 25. under the age of 10. kids ranging in age from 6 to 16.

Eduecation: Four-year college. Education: Graduate school., Education: 2 to 4 years of college.

Income and occupation: $52,000 Income and occupation: $50,000 Income and occupation: $35,000 to
(median). He is a commodites (median). He sells commercial $75,000 range. He installs com-
broker who has worked 25 years real estate. She develops com- puter systems. She is a nurse, para-
for the same fiem, She is a home- puter software, legal, or homemaker.
s

Media habits: Lats of prime-ume TV.  Media habits: Critical of most TV, Media habits: Moderate TV, family
Reac ! id Gurden, TV Guide. Read Vawnity Fair. Car radio prese- shows and sports. Read how-to, in-
Gol VCR ears ago, but still lects ave jazz, classical, public ra- vesting magazines, and about par-
( . i dis ticipant sports like golf or fishing.

First 1ong \f CAT? First important car First important car:

His: ‘57 Chevy: Hers: ‘60 Impala Fis: BMW 2002; Hers: Alfa Romeo His and Hers: Mustangs.

pides

Vacation hab Vinter at Florida Vacetion habits: Three annually, one Vacation habits: Two family-cen-
£ : snaner at friends’ 1t faonidy resort; one without kids tered vacations, one to destina-
hen i lake L semi-obscure location; third tions like Disney World or big

hiomie catching up on projects. cities, the other for camping and
backpacking.

Habitat: Colonial hbome ina suburban  Habitat: Reaovated 1930s home in Habitat: Split-level home in newer
subdivision ouside Philadelphia. northern Chicazo suburb. suburbs around the country.

Leisure dme: He has a wood shop: Leisure time: Work oul twice a week Leisure time: Split between partici-
hie pandens They dance to oldies at health <lub, rent videos, collect pant sports like softball, and fam-
ar bi ndd music at least once a Art Deco objects and furniture, ily activities like Boy or Girl
manth. Scouls.

Soure, Doron £, Levin, “Chrysler's New L/H, as in Last Hope," The New York Times, July 12, 1992, p. 6F.

1. Measurable. For a segment to be selected, the firm must be capable of measuring
its size and characteristics. For instance, one of the difficulties with segmenting
on the basis of social class is that the concept and its divisions are not clearly de-
fined and measured. Alternatively, income is a much easier concept to measure.

2. Meaningful. A meaningful segment is one that is large enough to have sufficient
sales potential and growth potential to offer long-run profits for the firm.

3. Marketable. A marketable segment is one that can be reached and served by the
firm in an efficient manner.
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‘ HIGHLIGHT 5-5 i
Segmentation Bases for Particular Marketing Deci‘_siqn. \r

For general understanding of the market: For pricing decisions: ey
Benefits sought Price sensitivity
Product purchase and usage patterns Deal proneness |

| Needs Price sensitivity by purchase /usage patterns |

Brand lovalty and switching patierns = .
‘ NSRS - 51 For advertising decisions:
A hybrid of the variables above = >
| ' Benefits soughs

For positioning studies: Media usage
‘* Product usage Psychographic/litestyle |
| Product preference A hybrid {of the variabies above or |
. Benefits sought purchase/uszge pattern, or both) 4
| A hybrid of the variables ahove W =L
‘ : For distrilvkion docietns: ‘
| For new product concepts (and new product Store loyalty 214 pasonage [
' introduction): Benefits souabt in srore selceton 5

Reaction to new concepts (intention to buy, pref- -
{ erence over current brand, and so on) Source: Yovaps Vind, ~hsuer and Auvanices in Segmcma‘ﬁbn.;“-
| Benefits sought Reseavah,” fournai of [ dsskesing fisszin, Augist 1078, p. 820,
|

Segments that meet these criteria are viable markets for the firm'’s offering. The

firm must now give further attention to completng its marketing mix offering.

DESIGN MARKETING MIX STRATEGY

The firm is now in a position to complete its marketing plan by finalizing the

marketing mix or mixes to be used for each segment. Clearly, selection of the

target market and designing the marketing mix go hand in hand, and thus many

marketing mix decisions should have already been carefully considered. To il-

lustrate, the target market selected may be price sensitive, so some consideration

has already been given to price levels, and clearly product positioning has many

implications for promotion and channel decisions. Thus, while we place mar-

keting mix design at the end of the model, many of these decisions are CT_eiIﬁL
made in conjunction with target market selection. In the next six chapters of this

text, marketing mix decisions will be discussed in detail.

CONCLUSION

The purpose of this chapter was to provide an overview of market segmenta-
tion. Market segmentation was defined as the process of dividing a market into
groups of similar consumers and selecting the most appropriate group(s) for the
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Differences in Marketing Strategy for Three Segmentation Alternatives
Multiple
Strategy Mass Single Market Market
Elements Marketing Segmentation Segmentation
Market definition Broad range of One well-defined con- Two or more well-defined
consumers sumer group CONSUMET Eroups
Product strategy Limited number of prod- One brand tailored to Distinct brand for each
ucts under one brand one consumer group consumer group
for many types of
consumers
Pricing strateg One “popular” price One price range tailored Distinct price range for
range Lo the consumer group each consumer group
Distribution strateg All possible outlets All suitable outiets All suitable outlets—dif-
fers by segment
Promotion siratery Mass media All suitable media All suitable media—dif-
fers by segment
Strategy eraphasis \ppeal to various types of Appeal to one specific Appeal to two or more
consumers through a consumer group distinct market seg-
uniform, broad-hased through a highly spe- ments through differ-
marketing program cialized, but uniform, ent marketing plans
marketing prograin catering to each
segment
Source: Lia theed by oel R Evans and Barry Berman (New York: Macmillan, 1992), p. 219. © 1992, Reprinted by permission of Prentice
Hall, In dle River, NJ.

firm to serve. Market segmentation was analyzed as a six-stage process: (1) to de-
lineate the firm's current situation; (2) to determine consumer needs and wants;
(%) to divide the market on relevant dimensions; (4) to develop product posi-
tioning; (5) to decide segmentation strategy; (6) to design marketing mix strategy.
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Chapter 6 s
PRODUCT STRATEGY
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Y
ol |

Product strategy is a critical element of marketing and business strategy, since it
is through the sale of products and services that companies survive and grow.
This chapter discusses four important areas of concern in developing product
strategies. First, some basic issues are discussed, including product definition,
product classification, product quality and value, product mix and product line,
branding and brand equity, and packaging. Second, the product life cycle and
its implications for product strategy are explained. Third, the product audit is
reviewed, and finally, five ways to organize for product management are out-
lined. These include the marketing manager system, product (brand) manager
system, product planning committee, new product manager system, and venture
team approaches.

RODUCT MANAGEMENT

~~

Successful marketing depends on understanding the nature of products and ba-
sic decision areas in product management. In this section, we discuss the defi-
nition and classificationn of products, the importance of product quality and
value, and the nature of a product mix and product lines. Also considered is the
role of branding and packaging.

o

The way in which the product variable is defined can have important implica-
tions for the survival, profitability, and long-run growth of the firm, For exam-"
ple, the same product can be viewed at least three different ways. First, it can be
viewed in terms of the tangible product—the physical entityot service that is
offered to the buyer. Second, it can be viewed in terms of the extended prod-
uct—the tangible product along with the whole cluster of services that accom-
pany it. For example, a manufacturer of computer software may offer a 24-hour
hotline to answer questions users may have, free or reduced-cost software up-
dates, free replacement of damaged software, and a subscription to a newslet-
ter that documents new applications of the software. Third, it can be viewed in
terms of the generic product—the essential benefits the buyer expects to re-
ceive from the product. For example, many personal care products bring to-the
purchaser feelings of self-enhancement and security in addition to the tangible
benefits they offer.

97
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Elements of Product Strategy

1. An audit of the firm’s actual and polential resources 3. Approaches to new or potential markets
a. Financial strength a. Geographical expansion of domestic sales
b. Access to raw materials b. New socioeconomic or ethnic groups
c. Plant and equipment c. Overseas markets
d. Operating personnel d. New uses of present products
| e. Management e (Imnplemcn[an_ goods
: f- Engineering and technical skills J. Mergers and acquisitions

g Patents and licenses 4. State of competition )
2. Apprroaches to current markets a. New entries into the industry 1

a. More of the same prodncis b, Product imitation

b. Variations of present producis in {enmns of c. Competitive mergers or acquisitions

grades, sizes, and packages ‘
c. New ]ll'u(i!!(“lﬂ Lo l‘('[)‘zu ¢ O w,np[)lc':;';,':x'» Clir-
rent lines

d. Product deletionus

From the standpoint of the marketing manager, to define the product solely

in terms of the tangible product is to fall into the error of *marketing n"ly()pi?a_?H
Executives who are guilty of committing this error define their company’s prod-
uct 100 narrowly, since they overemphasize the physical object itself. The classic

exariple of this mistake can be found in railroad passenger service. Although no
amount of product improvement could have staved off its decline, if the indus-
try had defined itself as being in the transportation business, rather than the rail-
road business, it might still be profitable today. On the positive side, toothpaste
manufacturers have been willing to exercise {lexibility in defining their product.
For years toothpaste was an oral hygiene product where emphasis was placed
solely on fighting tooth decay and bad breath (e.g., Crest with fluoride). More
recently, many manufacturers have recognized the need to market toothpaste as
a cosmetic item (to clean teeth of stains), as a defense against gum disease (to
reduce the buildup of tartar above the gumline), as an aid for denture wearers,
and as a breath freshener. As a result, special purpose brands have been de-
signed to serve these particular needs, such as Ultra Brite, Close-Up, Aqua-Fresh,
Aim, Dental Care, and the wide variety of baking soda, tartar-control formula,
and gel toothpastes offered under existing brand names.
/ In line with the marketing concept philosophy, a reasonable definition of
/ product is that it is the sum of the physical, psychological, and sociological satisfactions
the buyer dertves from purchase, ownership, and consumption. From this standpoint,
products are consumer-satisfying objects that include such things as accessories,
packaging, and service.
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Product A product classification scheme can be useful to the marketing manager as an

Classification analytical device to assist in planning marketing strategy and programs. A basic
assumption underlying such classifications is that products with common attrib-
utes can be marketed in a similar fashion. In general, products are classed ac-
cording to two basic criteria: (1) end use or market; and (2) degree of process-
ing or physical transformation. o :

1. Agricultural products and raw materials. These are goods grown or extracted from
the land or sea, such as iron ore, wheat, sand. In general these products are fairly
homogeneous, sold in large volume, and have low value per unit or bulk weight.

2. Organizational goods. Such products are purchased by business firms for the pur-
pose of producing other goods or for running the business. This category in-
cludes the following:

a. Raw materials and semifinished goods

b. Major and minor equipment, such as basic machinery, tools, and other pro-
cessing facilities

¢. Parts or components, which become an integral element of some other fin-
ished good.

d. Supplies or items used to operate the business but that do not become part of
the final product.

Consumer goods. Consumer goods can be divided into three classes:

(o

a. Convenience goods, such as food. which are purchased frequently with mini-
mur effort. Impulse goods would also fall into this category.

b. Shopping goods, such as appliances, which are purchased after some time and
energy are spent comparing the various offerings.

e. Specialty gocds, which are unique in some way $o the consumer will make a
special purchase effort to obtain them.

In general, the buying motive, buying habits, and character of the market
are different for organizational goods vis-a-vis consumer goods. A primary
purchasing motive for organizational goods is, of course, profit. As men-
tioned in a previous chapter, organizational goods are usually purchased as
means to an end, and not as an end in themselves. This is another way of say-
ing that the demand for goods is a derived demand. Organizational goods are
often purchased direc tly from the original source with few middlemen, be-
cause many of these goods can be bought in large quantities; they have high
unit value: technical advice on installation and use is required; and the prod-
uct is ordered according to the user’s specifications. Many organizational
goods are subject to multiple-purchase influence and a long period of nego-
tiation is often required.

The market for organizational goods has certain attributes that distinguish it
from the consumer goods market. Much of the market is concentrat.ed geo-
graphically, as in the case of steel, auto, or shoe manufacturing. For certaim prf)df
ucts there are a limited number of buyers; this is known as a vertical market, which

means that () it is narrow, because customers are restricted to a few industries;
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HIGHLIGHT 6-2

A. Classes of Consumer Goods—Some Characteristics and Marketing Co

Type of Product

Characteristics

and Marketin,

Considcraliongs Convenience Shopping Specialty
Characteristics: Verv little Considerable Cannot generalize; con-
Time and effort devoted Very little S e 8 1, GOIE

\ sumer may go to
by consumer to shop- b dbe
it nearby store and buy
with minimum effort
or may have to go to
distant store and
spend much time and
effort
Time spent planning the Very little CnsiderAs Considerable
purchase
How soon want is satis Immediately sarvedl looir B Relatively long time
fied alter 1t arises
Are price and quality NOo No
( n.m\.p.nrdf
Price [sually low : High
Frequency of purchase Usually frequent ‘ !nfrequent
Importance Unimportant : 1% Cannot generalize
Marketing considerations: '
Length of channel Long Short to very short
Importance of retailer Any single store is 1ok NPorEn Very important
tvely unimportan
Number of cutets As many as possible L Few; often onlyone-ini_
market
Stock turnover High 1.ow Lower
Gross margin Low High High
Responsibility for adver Producer's Ketailey’s Joint responsibility
sing
Importance of point-of- Very important Less important Less important
purchase display
Brand or store name im- Brand name Store name Both
portant
Importance of Very important Less important Less important
packaging

| Source: William |. Stanton, Michael J. Etzel, and Bruce |. Walker, Fundamentals of Marketing, 9th ed. © 1991, New York, McGraw-Hill,
Inc.. pp. 171, 174. Reproduced by permission of The McGraw-Hill Companies.
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i,""[i'!""xl L

Advance buying

contract

Important; long-
term con-
tracts used

Important; long-
term con-
tracts used

Not usually used

Not usually used

Type of Product
Characteristics Fabricating
and Marketing Parts and Accessory Operating
Considerations Raw Materials Materials Installations Equipment Supplies
Example: Iron ore Engine blocks Blast furnaces Storage racks Paper clips
Characteristics:
Unit price Very low Low Very high Medium Low
Length of life Very short Depends on fi- Very long Long Short
nal ln'mhl\ L8
Quantities pur- Large Large Very small Small Small
cn :
Frequer Frequent deliv- Infrequent pur- Very Medinm Frequent
irel ery; long-term chase, but fre- mfrequent frequency
ourchase con- auent delivery
Iract :
St 10 y muach; ery inuck Very litte; Little Much
' grading is im- custom-made
por Lant
Q Limited; supply ~ Usually no prob-  No problem Usually no prob-  Usually no prob-
can be in fem lem lem
creased slowl
LS
not at all
Ms iag considerations:
. Short: no Stiort; middle- Short; no Middlemen Middlemen
ch nuiddlemen men for small middlemen used used
buyers
NE Hard to Medium Long Medium Short
generalize
T ti- Important Important Not important Not main factor ~ Important
Py e Not important Important Very important Iraportant Very little
() |
Promotiona Very little Moderate Sales people Important Not too
activil yery important
important
Brand None Generally low High High Low

Not usually used
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Product Quality

and Vaiue

and (b)itis deep, in that a large percentage of the producers in the market use

the product. Some products, such as office supplies, have a hoﬁzfohfcﬂ—rmél;‘
which means that the goods are purchased by all types of firms in many differ-
entindustries. In general, buyers of organizational goods are reasonably well in-

formed. As noted previously, heavy reliance is often placed on price, quality con-

trol, and reliability of supply source.

In terms of consumer products, many marketing scholars have found the con-
venience, shopping, and specialty classification inadequate and have attempted
to either refine it or to derive an en tirely new typology. None of these attempts
appears to have met with complete success. Perhaps there is no “best” way to deal
with this problem. From the sta ndpoint of the marketing manager, product clas-
sification is useful to the extent that it assists in providing guidelines for devel-
Oping an appropriate marketing mix. For example, tonvenience goods gener-
ally require broadcast promotion and long channels of distribution as opposed
16 shopping goods, which generally require more targeted promotion and
somewhat shorter channels of distribution.

Quality can be defined as the degree of excellence or superiority that an organiza-
tion’s product possesses.' Quality can encompass both the tangible and intangible
aspects of a firin's preducts and/or services. In a technical sense, quality can refer
to physical tra:is such as features, performarnice, reliability, durability, aesthetics, ser-
viceability, and conformance to specifications. Although quality can be evaluated
from many per: pectives, the customer is the key perceiver of quality because
his/her purchiase decision deiermines the success of the organization’s product or
service and often the fate of the oreanization itself.

Many organizations have formalized their interest in providing quality
products by undertaking Total Quality Management (TQM) programs. TQM
I& an organizationwide commitment to satisfying customers by continuously
improving every business process involved in delivering products or services.
Instead of merely correcting defects when they occur, organizations that prac-
tice TOM train and commit employees to continually look for ways to do
things better so defects and problems don't arise in the first place. The result
of this process is higher quality products being produced at a lower cost.”
Indeed, the emphasis on quality has risen to such a level that over 70 coun-
tries have adopted the 1SO 9000 quality system of standards, a standardized
approach for evaluating a supplier’s quality system, which can be applied to
virtually any business.”

The term quality is often confused with the concept of value. Value
passes not only quality but also price. Value can be defined as what the customer
gets in exchange for what the customer gives. In other words, a customer, in
MOsL cases, receives a product in exchange for having paid the supplier for the
product. A customer’s perception of the value associated with a product is gen-
erally based both on the degree to which the product meets his or her specifi-
cations and the price that the customer will have to pay to acquire the product.
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Some organizations are beginning to shift their primary focus from one that
solely emphasizes quality to one that also equally encompasses the customer’s
viewpoint of the price/quality trade-off. Organizations that are successful at this
process derive their competitive advantage from the provision of customer
value. In other words, they offer goods and services that meet or exceed cus-
tomer needs at a fair price. Recall that Chapter 1 described various strategies
based on value disciplines.

The product mixis the composite of products offered for sale by the firm; product
line refers to a group of products that are closely related, either because they sat-
isfy a class of need, are used together, are sold to the same customer groups, are
marketed through the same types of outlets, or fall within given price ranges.
There are three primary dimensions of a firm’s product mix: (1) width of the
product mix, which refers to the number of product lines the firm handles; (2)
depth of the product mix, which refers to the average number of products in
each line; and (3) consistency of the product mix, which refers to the similarity
of product lines. Thus, McDonald’s hamburgers represent a product item in its
line of sandwiches, whereas hotcakes or Egg McMuffins represent items in a dif-
ferent line, namely, breakfast foods.

Development of a plan for the existing product line has been called the most
critical element of a company’s product planning activity.” In designing such
plans, management needs accurate information on the current and anticipated
performance of its products, which should encompass:

1. Consumer evaluation of the company’s products, particularly their strengths and
weaknesses vis-i-vis competition (i.e., product positioning by market segment n-
formation).

2. Objective information on actual and anticipated product performance on rele-
vant criteria. such as sales, profits, and market share.”

An integral component of product line planning revolves around the ques-
tion of how many product variants should be included in the line.”
Manufacturing costs are usually minimized through large-volume production
runs. and distribution costs tend to be lower if only one product is sold, stocked,
and serviced. At a given level of sales, profits will usually be highest if those sales
have been achieved with a single product. However, many product variants are
offered by many firms.

There are three reasons why organizations offer varying products within a
given product line. First, potential customers rarely agree on a single set of spec-
ifications regarding their “ideal product,” differing greatly in the importance
and value they place on specific attributes. For example, in the laundry deter-
gent market, there is a marked split between preferences for powder versus l.iq-
uid detergent. Second, customers prefer variety. For example, a person may like
[talian food, but does not want to only eat spaghetti. Therefore, an Italian restau-
rant will offer the customer a wide variety of Italian dishes to choose from. Thlr_c},
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class (e.g., Jello pudding pops, Ivory shampoo).'? L

the dynamics of competition lead to multiproduct lines. As competitors seek to
increase market share, they find it advantageous to introduce new products that
subsegment an existing market segment by offering benefits more precisely taj-
lored to the specific needs of a portion of that segment. For example, Proctor &
Gamble offers Jif peanut butter in a low-salt version to target a specific subseg-
ment of the peanut butter market.

All too often, organizations pursue product line additions with little regard
for consequences.” However, in reaching a decision on product line additions,
organizations need to evaluate whether (1) total profits will decrease and/or (2)
the quality/value associated with current products will suffer. If the answer to ej-
ther of the above is yes, then the organization should not proceed with the ad-
dition. Closely related to product line additions are issues associated with brand-
ing. These are covered next.

For some organizations, the primary focus ol strategy development is placed
: 3 COREIN bl

on brand building, developing, and nurturng actuvities.” Many other com-

panmies use branding strategies in order (o increase the strength of the prod-

2eiimage. Factors that serve to increase the brand image strength include®
(1) product quality when preducts do what thev do very well (e.g., Windex

and Lasy-fr ) {2) consistent ady ertising and other marketing communica-
Hons i which brands tell theie story often and well (e.g., Pepsi and Visa); (3)
distribition ; nsity wherebv customers see the brand wherever they shop
=g, Marlbore}; and (4) brand personality where the brand stands forsome-
thing \e.g ney). The strength of the Coca-Cola brand, for example, is
widely attributed to its universal availability, universal awareness, and trade-
Glark protection, which came as a result of strategic actions taken by the par-

!|"
rFanization

e brand name is perhaps the single most important element on the pack-
age, serving as a unique identifier. fsin'rii'u;xily, a brand is a name, term, design,
symbaol, orany other feature that identifies one seller’s good or service as distinct
trom those of other sellers. The iegal term for brand is trademark.'’ A good
brand name can evoke feelings of trust, confidence, security, strength, and many
other desirable characteristics.'® To illustrate, consider the case of Bayer
Aspirin. Bayer can be sold at up to two tumes the price of generic aspirin due to
the strength of its brand image.

Many companies make use of manufacturer branding strategies in carrying
out market and product development strategies. The line extension approach
uses a brand name to facilitate entry into a new market segment (e.g., Diet_(_lgnkz)-
and Liquid Tide). An alternative to line extension is brand extension. In bran

extension, a current brand name is used to enter a complelely different product

A third form of branding is Jranchise extension or family branding whereby a
company attaches the corporate name to a product either to enter a new mar-
ket segment or a different product class (e.g., Honda lawnmower, Toyota
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Lexus). A final type of branding strategy that is becoming more and more com-
mon is dual branding. A dual branding (also known as joint or cobranding) strat-
egy is one in which two or more branded products are integrated (e.g., Bacardi
Rum and Coca-Cola, Archway cookies and Kellogg cereal, USAIR and
Nationsbank Visa)."" The logic behind this strategy is that if one brand name on
a product gives a certain signal of quality, then the presence of a second brand
name on the product should result in a signal that is at least as powerful, if not
more powerful than, the signal in the case of the single brand name. Each of the
above four approaches is an attempt by companies to gain a competitive advan-
tage by making use of its and/or others’ established reputation.

Companies may also choose to assign different or multiple brand names to re-
lated products. By doing so, the firm makes a conscious decision to allow the
products to succeed or fail on their own merits. Major advantages of using mul-
tiple brand names are that 1) the firm can distance products from other offer-
ings it markets: 2) the image of one product (or set of products) is not associ-
ated with other products the company markets; 3) the product(s) can be
targeted at a specific market segment; and 4) should the product(s) fail, the
probability of failure impacting on other company products is minimized. For
example, many consumers are unaware that Dreft, Tide, Oxydol, Bold, Cheer,
and Dash laundry detergents are all marketed by Proctor & Gamble. The major

disadvantage of this strategy is that because new names are assigned, there is no
consumer brand awareness and significant amounts of money must be spent fa-
miliarizing customers with new brands.

[ncreasingly, companies are finding that brand names are one of the most
valuable assets thev possess. Successful extensions of an existing brand can lead
to additional loyalty and associated profits. Conversely, a wrong extension can
cause damaging associations, as pcrceptiom l_ii".h’(l to the brand name are trans-
ferred back from one product to the other.'” Brand equily can be viewed as the
set of assets (or liabilities) linked to the brand that add (or subtract) value.'® The
value of these assets is dependent upon the consequences or results of the mar-
ketplace’s relationship with a brand. Figure 6-1 lists the elements of brand eg-
uity. Brand equity is determined by the consumer and is the culmination of the

consumer’s assessment of the product, the company that manufactures and mar-
kets the product, and all other variables that impact on the product between
manufacture and consumer consumption. Highlight 6-3 lists the 25 most valu-
able brands in the world

Before leaving the topic of manufacturer brands, it is important to note that,
as with consumer products, organizational products also can poss&legs brand eq-
uity. However. several differences do exist between the two sectors. First, orga-
nizational products are usually branded with firm names. As a result, loyalty (or
disloyalty) to the brand tends to be of a more global nature, extending across all
the firm'’s product lines. Second, because firm versus brand lo.ya.lty exists, at-
tempts to position new products in a manner differing from existing products
may prove to be difficult, if not impossible. Finally, loyalty to organlzauF)n?.l prf)d-
ucts encompasses not only the firm and its products, but also the distribution
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Figure 61 Elements of Brand Equity

Name Perceived g,
awareness quqlifx ~a

Brand
loyalty

M ™™

Sarce Beprintedowhh the permission of The Free Pres, o divison of Simon & Schuster from Managing Brand Equily

ny Lavidk A Aaker @ 15 New York, by David A, Aakeer,

channel membeis employed to distribute the product. Therefore, attempts to es
tat:lish or change brand image must also take into account distributor image.
As a related branding strategy, many retail firms produce and/or market their
products under a so-called private label. '® For example, Kmart has phased in
own store-brand products to compete with the national brands. There’s Nature's
Classics, a line of fancy snacks and cookies; Oral Pure, a line of dental care pr¢
ucts: Prevail house cleaners; B.E.,, a Gap-style line of weekend wear; and
Benchmark, a line of “made in the U.S.A.” tools. Such a strategy is highly impor-
tant in industries where the middleman has gained control over distribution
the consumer. The growth of the large discount and specialty stores, such
Kmart, Wal-Mart, Target, The Gap, Limited, and others has accelerated the
velopment of private brands. If a manufacturer refuses to supply certain midd
men with private branded merchandise, the alternative is for these middleme!
to go into the manufacturing business, as in the case of Kroger supermarkets.
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25 Most Valuable Brands (Based on Quality)

5 are based on 2 ]d..u;..- survev of US, consumers asked to rate each brand name 'dCC()l'dillg

| responses are then averaged to yield the quality score.

Rank Brand Name Quality Score

Kodak photographic film 8.34

2 Disney World 8.26
3 Mercedes-Benz automobiles 8.21
4 Disnevland 8.13
5 Hallmark greeting cards 8.11
G Fisher-Price toys 8.09
7 Levi's jeans 8.08
8 UPS 8.01
9 Arm & Hammer baking soda 7.99
10 Reynolds Wrap aluminum foil 7.97
1 Ziploc bags 7.95
12 Craftsman power tools 7.95
13 Duracell batteries 7.90
14 Leco toys 7.90
1‘» l-_ NLUS Attoni ‘3;;1' T‘l\".)
16 IBM personal computers 7.87
17 ATE&T Long Distance service 7.84
18 Hershey's Milk Chocolate candy bars 7.76
19 Rubbermaid household products 7.73
20 FedEx 7.72
21 Michelin antomaobile ures 7.69
22 Playskoo! tovs 7.69
23 BMW automaobiles 7.67
24 Ivienol pain reliever 7.67
25 Universal Stucios Flonda 7.66

in of brand quality. The survey uses a scale from 0 (poor quality) to 10 (exceptional qual-

How They Rate,” Brandweek, Aprid 5. 1995, pp. 4548, @ 1995 ASM Commumnications, Inc. Used with permission from

e e

Private label products differ markedly from so-called generic products that
sport labels such as “beer,” “cigarettes,” and “potato chips.” Today’s house brands
are packaged in distinctively upscale containers. The quality of the products uti-
lized as house brands equals and sometimes exceeds those offered by name
brands. Indeed, the number of consumers who say that store brands are equal to
or better than manufacturer brands has increased steadily in the last decade."
While generic products were positioned as a means for consumers to struggle
through recessionary times, private label brands are being marketed as value
brands, products that are equivalent to national brands but are priced much
lower. Private brands are rapidly growing in popularity. For example, it only took
J. C. Penney five years to nurture its private label jeans, the Arizona brand, into a
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HIGHLIGHT 6-4

Top Five Brands in Major Product Categories

Potato Chips
Lay's

Ruffles
Pringles
Private Label
Eagle Thins

Tortilla Chips

Doritos
Tostitos

Eagle

Private Labels
Santitas

Market Share

20.0%
18.8%
8.7%
7.4%
6.7%

39.0%
25, 1('()

5.5%

4.8%
4.3%

Market Share
20.4%
17.8%

8.8%
6.4%

;—’ /(w

Pretzels

Rold Gold

Snyder's of Hanover
Private Label

Eagle

Mister Salty

Popcorn (unpopped)
Orville Redenbacher
Betty Crocker
Private Label

Jolly Time

Cousin Willies

13, Brandweek, March 27, 1995, p. 40, © 1995 ASM Communications, Inc. Used with permission from Branduweek.

Regular Coffee

Folgers Regular
Maxwell House Regular
Masterblend

Hills Brothers

Folgers Flakes

Instant Coffee

Folgers Regular
Maxwell House Regular
Taster's Choice Regular
Nescafe Regular
Folgers Decaf

|17, 1995, p. 48, © 1995 ASM Communications, Inc. Used with permission
sl Sales Fall,” Advertising Age, June 5,

Il nghits reserved.

1995, p, 43, Reprinted with permis-

Market Share |

20.6%
15.1%
8.2%
6.3%
5.3%

42.2%
29.6%
12.4%
5.7%
1.6%

Market Share
22.3%
15.2%
7.6%
7.3%
4.6%

19.6%
16.1%
10.5%
7.2% |
6.6% |

powerhouse with annual sales surpassing $500 million. Recently, sales of private
label grocery products in the United States exceeded $30 billion and are con-

tinuing to grow.™

The popularity of private label products is not confined to

the United States. In the United Kingdom, sales of private label products have
claimed 31 percent of grocery store sales, while in Canada, 21 percent of all gro-
cery products sold are marketed under a private label banner.”’

Consolidation within the supermarket industry, growth of “super centers,”
and helghumd product nuuketmg are poised to strengthen private brands
even further.” However, these gains will not come without a fight from national
manufacturers who are undertaking aggressive actions to defend their brands’
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market share. Some have significantly rolled back
tuted increased promotional campaigns. The ultimate winner in this ongoing
battle between private (store) and manufacturer (national) brands, not surpris-
ingly, should be the consumer who is able to play off these store brands against
national brands. By shopping at a mass merchandiser like Wal-Mart or
Walgreens, consumers are exposed to and able to choose from a wide array of

both national and store brands, thus giving them the best of both worlds: value
and variety.

prices while others haye insti-

Distinctive or unique packaging is one method of
mogeneous product. To illustrate, shelfstable mic
than tubes of toothpaste or bars of soap,
packages are attempts to differentiate a
isfy consumer needs at the same time.

differentiating a relatively ho-
rowave dinners, pumps rather
and different sizes and designs of tissue
product through packaging and to sat-

In some cases, companies have begun utilizing packaging strategies to
strengthen their brands by updating the look. For example, in the cold pill
product segment, there are over 240 varieties of products consumers can
choose from.*” SmithKline Beecham, the maker of Contac, saw its share of this
market had been slipping steadily. To combat increasing competition, espe-
cially from private brands, SmithKline decided to radically redesign the pack-
age. The formerly white background is now blue, with the color growing
darker from the bottom of the box to the top. A clock in the bottom right cor-

ner, indicating 12-hour relief was replaced by a globe, also meant to represent
the passage of time. The Contac logo was maintained but underneath it was
placed a yellow banner that indicated what cold symptoms each formula is for.
There were two equally important net results of these changes. First, the new
packaging made it very obvious to the consumer that they were purchasing the

Contac brand. Second, due to all the color sc hemes, the package was Very ex-
pensive to replicate, thus decreasing the likelihood of a look-alike private
brand emerging.

In other cases, packaging changes have succeeded in creating new attributes
of value in a brand. A growing number of manufacturers are using green labels
or [>€1)§}‘k:),gi1'1g their products totally in green wrap to SIgmfy low or no fat con-
tent.” Frito-Lay, Quaker Oats, ConAgra, Keebler, Pepperidge Farm, Nabisco,
and Sunshine Biscuits are all examples of companies involved in this endeavor.

Finally, packaging changes can make products urgently salable to a ta.rgeted
segment. For example, the products in the Gillette Series grooming llpe, lpclud-
ing shave cream, razors, aftershave, and skin conditioner, come in aned,
rounded, metallic-gray shapes, looking at once vaguely sexual and like precision
engineering.*’ . .

Marketing managers must consider both the consumer and COSts in ;pzﬂgpg
packaging decisions. On one hand, the package must be capable of protecting
the product through the channel of distribution to the consumer. In addition,

it is desirable for packages to have a convenient size and be easy to open for the
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Figure 6-2 The Product Life Cycle

consumer, For example, singleserving soups and zip-lock packaging in cereal
boxes are stempts by manufacturers to serve consumers better. Hopefully,
vackage is also attractive and informative, capable of bemg used as a competi-
(l\( weapon to project a product’s image. However, maximizing these objectives
imay increase the cost of the product to such an extent that consumers are no
longer willing to purchase it. Thus, the marketing manager must determine | ;
optimal protection, convenience, positioning, ancl promotional SII'engtlls '
packages, subject 10 cost consirainis. -

PRODYUCY £ YK CYTLE
A firm's product strategy must take into account the fact that products have a
life cycle. Figure 6-2 illustrates this life-cycle concept. Products are introduced;
grow, mature, and decline. This cycle varies according to industry, product, tech-
nolog}. and market. Marketing executives need to be aware of the life-cycle con-
cept because it can be a valuable aid in developing marketing strategies.

During the introduction phase of the cycle, there are usually high—proﬁ
tion and marketing costs, and, since sales are only beginning to materia
profits are low or nonexistent. Profits increase and are posmvely correla
with sales during the growth stage as the market begins trying and adoptir
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the product. As the product matures, profi
Keep pace with sales because of competition.
‘remarket” the product, which may

ts for the initiating firm do not
Here the seller may be forced to

involve making price concessions, in-
creasing product quality, or expanding outlays on advertising and sales pro-

motion just to maintain market share. A some time sales decline, and the
seller must decide whether to (1) drop the product; (2) alter the product; (3)
seek new uses for the product; (4) seek new markets; or (5) continue with
more of the same " UA ,

The usefulness of the product life-cycle concept is primarily that it forces
management to take a long-range view of marketing planning. In doing so, it
should become clear thar shifts in phases of the life cycle correspond to changes
in the market situation, competition, and demand. Thus, the astute marketing
manager should recognize the necessity of altering the marketing mix to meet
these changing conditions. It is possible for managers to undertake strategies
that, in effect, can lead to a revitalized product life cycle. For example, past ad-
vancements in technology led to the replacement of rotary dial telephones by
touch-tone, push-button phones. Today, newer technology is allowing the cord-
less and cellular phone to replace the traditional touch-tone, push-button
phone. When applied with sound judgment, the lite-cycle concept can aid in
forecasting, pricing, advertising, product planning, and other aspects of mar-
keting management.”” However, the marketing manager must also recognize
that the life cycle is purely a tool for assisting in strategy development and not
let the life cycle dictate strategy development.™®

£l 8}

THE P% {51 AUDIT

The product andit is a marketing management technique whereby the com-
pany’s current product offerings are reviewed to ascertain whether each prod-
uct should be continued as is. improved, modified, or deleted. The auditis a task
that should be carried out at regular intervals as a matter of policy. Product au-
dits are the responsibility of the product manager unless specifically delegated
Lo someone else.

Deletion:

In today's environment, there are a growing number of products being intro-
duced each year that are competing for limited shelf space. This growth is pri-
marily due to: (1) new knowledge being applied faster, and (2) t}(]’e decrease in
time between product introductions (by a given organization).?” In addition,
companies are not consistently removin ‘“Products fro'm LhF ma.rkeF at [h'e same
time they are introducing new products.” The result is a sttuaton in which too
many products are fighting for too little shelf space. One of the main purposes
of the product audit is to detect sick products and then bury them. Rather than

let the retailer or distributor decide which products should remain, organizations
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Marketing Strategy Implications of the Product Life Cycle

Strategy
Dimension

Basic objectives

Product

rricing

Channels

COmnunication

Introduction
Establish a market

for product type;

persuade early
adopters to buy

Provide high qual-
ity; select a good
brand; get
patent and/or
trademark pro-
tection

Often high to re-
cover develop-
ment costs;
saometimes low
to build demand
rapidly
iited number of

als

\;,4’.-“.“.!3'!‘ 1=

CONUVeS St h as
samples and
coupons to mn

duce trial

Life-Cycle Stage

Growth

Build sales and
market share;
develop prefer-
ence for brand

Provide high qual-
ity; add services
to enhance value

Somewhat high be
cause of heavy

demand

Greater number of
channels to meet
demand

Aimed at wider au-
dience; messages
focus on brand
benefits; for con-

umer products,
eiiphasis on ad-
vernsing

Maturity

Defend brand’s
share of market;
seek growth by
luring customers
from compet-
tors

Improve quality:
add features to
distinquish
brand from com-
petitors

Low, reflecting
heavy competi-
ton

Greater number of
¢ hannels and
more incentives
o resellers

Messages focus on
differentiating
brand from its
compeuiors;
heavy use of in-
centives such as
coupons to in-
duce buyers to
switch brands

Decline
Limit costs or seek
ways Lo revive
sales and profits

Continue provid-
ing high quality
1o maintain
brand’s reputa-
tion; seek ways to
make the prod-
uct new again

Low to sell off re-
maining inven-
tory or high to
serve a niche
market

Limited number of

channels

Minimal, to keep
costs down

Sowrce: Gilbert A. Chuvehill, Jr., and |, Paul Peter, Marketing: Creating Value For Customers, 1sted. (Burr Ridge, IL: Richard D. Irwin, 1995).

themselves should take the lead in developing criteria for deciding which prod-
ucts should stay and which should be deleted. Some of the more obvlousjactors
to be consl(lelcd are:

Sales trends. How have sales moved over time? What has happened to mar-
ket share? Why have sales declined? What changes in sales have occurred in
competitive plo(lm ts both in our line and in those of other manufacturers?




Pro:

Imp:
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Profit contribution. What has been the profit contribution of this product to
the company? If profits have declined, how are these tied to price? Have
selling, promotion, and distribution costs risen out of proportion to sales?
Does the product require excessive management time and effort?

Product life cycle. Has the product reached a level of maturity and saturation
in the market? Has new technology been developed that poses a threat to
the product? Are there more effective substitutes on the market? Has the
product outgrown its usefulness? Can the resources used on this product
be put to better use?

Customer migration patterns. If the product is deleted, will customers of
this product switch to other substitute products marketed by our firm?

In total, will profits associated with our line increase due to favorable
switching patterns?

The above factors should be used as guidelines for making the final decision
to delete a product. Deletion decisions are very difficult to make because of
their potential impact on customers and the firm. For example, eliminating a
product may force a « ompany to lay off some employees. There are other fac-
tors to consider, such as keeping consumers supplied with replacement parts
and repair service and maintaining the goodwill of distributors who have an in-

ventory of the product. The deletion plan should provide for clearing out of
stock in question.”!

One of the other important objectives of the audit is to ascertain whether to al-
ter the product in some way or to leave things as they are. Altering the product
means changing one or more of the product’s attributes or marketing dimen-
s1ons. Attributes refer mainly to product features, design, package, and so forth.
Marketing dimensions vefer to such things as price, promotion strategy, and chan-
nels of distribution.

It is possible to look at the product audit as a management device for con-
trolling the product strategy. Here, control means feedback on product perfor-
mance and corrective action in the form of product improvement. Product im-
provement is a top-level management decision, but the information needed to
make the improvement decision may come from the consumer or the middle-
men. Suggestions are ofien made by advertising agencies or consultants. Reports
by the sales force should be structured in a way to provide management with cer-
tain types of product information; in fact, these reports can be the firm’s most
valuable product improvement tool. Implementing a product improvement de-
cision will often require the coordinated efforts of several specialists, plus some
research. For example, product design improvement decisions involve engi-
neering, manufacturing, accounting, and marketing. When a firm becomes
aware that a product’s design can be improved, it is not always clear how con-
sumers will react to the various alterations. To illustrate, in blind taste tests, the
Coca-Cola Company found that consumers overwhelmingly preferred the taste
of a reformulated sweeter new Coke over old Coke. However, when placed on
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HIGHLIGHT 6-6

Advantages of Rejuvenating a ff?d@tl "

Instead of abandoning or harvesting an older, mature product, many companies are looking instead to re-
juvenate that product and extend its product life cycle. The advantages of product rejuvenation include

the following:

Less Risk, Past experience in all phases of the product’s life cycle permits the company to focus on im-

| proving business practices instead of formulating completely new, untested methods. -
! Lower Costs. Most, if not all, of the product’s start-up costs are now avoided. Plus, prior experience in

' both marketing and producing the product makes spending more efficient.

Less Time. Because the beginning stages of product development have already occurred, the time in- A
volved in rejuvenating a product is significantly less than a new venture.
Cheaper Market Share. The money new products need to invest to create initial brand recognitionas |
well as the lower costs mentioned above can be saved, used to enhance the product offering, or enable
the product to be offered at a lower price. :
Higher Profits. Efficiency, brand recognition, superior product quality, and the ability to have a nar-
row focus ail contribute 1o lower costs and/or increased sales, thus increasing the potential for higher

Hesinets Honzons, " Product Rejuvenation: A Less Risky Alwernative to Product Innovation,” by Conrad Berenson and Iris
Devembier 1994, pp 51-57. © 1994 by the Foundaton for the School of Business at Indiana University. Used with) =

the market in labeled containers, new Coke turned out to be a failure due to
smotional attachments to the classic Coke. Consequently, it is ad-
vhie 1 conduct some market tests in realisiic settings.
i be remiss on our part if the discussion on product improvement was
yithont taking into account the benefits associated with benchmarking,

: 32
pecially as they relate to the notion of the extended product.”™ The formal de-
fuition of senchmarking is the continuous process of measuring products, ser-
vices, and practices against those of the toughest competitors or companies

renowned as leaders. In other words, benchmarking involves learning about
best practices from best-performing companies—how they are achieving strong
performance. It is an effective tool being used by organizations to improve on
existing products, activities, functions, or processes. Major corporations, such as
[BM. AT&T DuPont, Ford, Eastmen Kodak, Miliken, Motorola, and Xerox, all
have numerous benchmarking studies in progress. For example, IBM has ak-
ready performed more than 500 benchmarking studies. Benchmarking can as-
sist companies in many product improvement efforts including (1) boosting
product quality, (2) developing more user-friendly products, (3) improving cus-
tomer order-processing activities, and (4) shortening delivery lead times. In the
case of benchmarking, companies can achieve great success by copying others.
Thus, by its very nature, benchmarking becomes an essential element in the on-
going product auditing process.
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ORGANIZING FOR PRODUCT MANAGEMENT

\

\

A firm can organize for mana

ging its products in a variety of ways.*? Figure
6-3 describes five methods ar

1d the types of companies for which they are
most useful. Under a marketing-manager (category management) system, one indi-
vidual is responsible for overseeing an entire product line with all the func-
tional areas of marketing reporting to this individual. These include sales, ad-
vertising, sales promotion, and product planning. This type of system works
well for companies with a line (or lines) of similar products or one dominant
productline. The practice of category management has been advocated as be-
ing superior to brand management because one manager oversees all brands
within a given line, thus avoiding brand competition. Companies such as
PepsiCo, Purex, Eastman Kodak, and Levi-Strauss use some form of the mar-
keting-manager system.

With the product (brand) ma nager system, there is a middle manager in the or-
ganization who focuses on a single product or a small group of new or existing
products. Typically, this manager is responsible for everything from marketin
research to package design to advertising. There are several drawbacks to the
brand manager system. First, brand managers often do not have authority
commensurate with their responsibilities. Second, these managers often pay
inadequate attention to new products. Third, brand managers are often more
concerned with their own brand’s profitability than with the profitability of all
the organization’s brands within a product line. Despite these drawbacks,
Mmany companies including RJR Nabisco and Black & Decker have operated
under this system type.

A product-planning committee is staffed by executives from functional areas, in-
cluding marketing, production, engineering, finance, and R&D. The commit-
tee handles product approval, evaluation, and development on a part-time basis
and typically dishands after a product is introduced. The product then becomes
the responsibility of a product manager. This method is best used to supplement
other methods.

A new-product manager system uses separate managers for new and existing
products. After a new product is introduced, the new-product manager turns
it over to a product manager. This system can be expensive and can cause dis-
continuity when the product is introduced. However, such firms as General
Foods, General Electric, and Johnson & Johnson have used this system suc-
cessfully.

A venture team is a small, independent department consisting of a broad
range of specialists who manage a new product’s entire development process.
The team disbands when the product is introduced. While it can be an ex-
pensive method, Xerox, Polaroid, Monsanto, and 3M have used a venture
team approach. . . ‘ 7 1

Which method to use depends on the diversity of a firm’s offenngs, the num-
ber of new products introduced, the level of innovation, company resources,
and management expertise. A combination of product management methods
also can be used and many firms find this desirable.
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Figure 6-3  Five Methods of Organizing for Product Management
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This chapter has been concerned with a central element of marketing manage-
ment—product strategy. The first part of the chapter discussed some basic issues
in product strategy, including product definition and classification, prodl.lct,
quality and value, product mix and product lines, branding and brand equity,
and packaging. The product life cycle was discussed as well as the product audlg.
Finally, five methods of organizing for product management were presented.
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Although product considerations are extremely important, remember that the
product is only one element of the marketin

g mix. Focusing on product deci-
sions alone, without consideration of the other marketing mix variables, would
be an ineffective approach to marketing strategy.
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New products are a vital part of a firm’s competitive growth strategy. Leaders

of successful firms know that it is not enough to develop new products on a spo-
radic basis.' What counts is a climate of product development that leads to one
triumph after another. It is commonplace for major companies to have 50 per-
cent or more of their current sales in products introduced within the last 10
years. For example, the 3M Company derives 30 percent of its revenues from
products less than four years old.2 At Rubbermaid, the product development
process has evolved to a point where, on average, over 400 new products are de-
veloped per year, and products that are five yvears old or less account for over a
third of its $2 billion in annual sales.® One should not think the success of this
process is limited to just the largest companies. New Pig Corp., a manufacturer
and direct marketer of industrial cleaning products, introduced 392 new prod-
ucts in a recent year.*
Some additional facts about new products are:

* Many new products are failures. Estimates of new product failures range from
33 percent to 90 percent, depending on industry.”

New product sales grow far more rapidly than sales of current products, po-

tentially providing a surprisingly large boost to a company’s growth rate.® For

example, Mentadent toothpaste, after only 10 months in national distribution

had achieved sales of over $91 million for its manufacturer, Cheesebrough-

Ponds.”

Companies vary widely in the effectiveness of their new product programs.

° A major obstacle to effectively predicting new product demand is limited
vision.®

* Common elements appear in the management practices that generally distin-
guish the relative degree of efficiency and success between companies.’

In one recent year, almost 22,000 products were introduced in supermar-
kets, drugstores, mass merchandisers, and health food stores.10 Of these, only
a small percentage (less than 20 percent) met sales goals. The cost of intro-
ducing a new brand in some consumer markets can range from $50 million to
hundreds of millions of dollars. To illustrate, Alpo Petfoods spent over $70 mil-

119



120 Part C The Marketing Mix

Three Common Misconceptions about the New Product Development Process

Since successful new product development is of vital importance to an organization, corporations are
searching for numerous methods to improve the NPD process. However, in the mad rush, managers can
overlook their greatest ally . . . common sense. What follows are three misconceptions that are commonly
held by managers involved in the new product development process.

1. It worked there; it will work here. What works well at one company may not be as easily transferable
with equal success to another company. There is no one common formula to the new product devel-
opment process.

2. It worked once; it will work again. There will be peaks and valleys in every new product development

process. Failure, as well as success, should be viewed as a common outcome.

» The cart can come before the horse. Successful implementation of a means to improve the new prod-

uct development process is heavily dependent on assumed conditions already existing within the cor-
poration. Before the process can be improved, other organizational changes may have to be imple-

]

o Lkl n Geoffiey Gordon, Douglas Ayers, Nessim Hanna, and Rick Ridnour, “The Product Development Process: Three

Viistonceptinns VWhies Can Deral Even the ‘Bestl xid” Plans,” /‘y;uv;,n' of Product and Brand

Vanagement, 1995, Vol. 4, no, 1, pp. 7=17.

i Jaunching a new hne of cal food. The Gillette Company spent
t n on R&D and promotion costs in introducing its initial line
' In addition to the outlav cost of product failures, there are

. v =

osts. These OppoOrtunity costs refer not unly to the alterna-

pent on product failures, but also to the time spent in un-

profitable pro development,
nent can take many years. For example, Hills Brothers
‘ le) spent 22 years in developing its instant coffee, while it
ook General Foods (now owned by Philip Morris) 10 years to develop Maxim.
However, the success of one new product is no guarantee that the way will be
paved for additnonal and successful low-cost brand extensions. For example, on

the positive side, Gillette was able to leverage the research and monies spent
on the original Sensor o successfully develop and launch the Sensor razor for
women and the Sensor Excel razor. On the negative side, Maxwell House
(Philip Morris), Folgers (Procter & Gamble), and Nestle are still struggling to
develop commercially successful lines of fresh whole bean coffee, having been
beaten to the punch by smaller companies such as Millstone Coffee, Inc., and
Brothers Gourmet Coffees.'”

Good management, with heavy emphasis on planning, organization, and in-
teraction among the various functional units (e.g., marketing, manufacturing,
engineering, R&D), seems to be the key factor contributing to a firm'’s success
in launching new products. The primary reason found for new product failure
is an inability on the part of the selling company to match up its offerings to the
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Ten Steps in the Development of a New Product'Pblicy'

! 1. Prepare a long-range industry forecast for ex- 6.

Pre Determine market areas for new products.
isting product lines. 7. Prepare a statement of new product objectives.
2. Prepare a long-range profit plan for the com- 8. Prepare a long-range profit plan, incorporat-
| pany, using existing product lines. ing new products.
| 3. Review l'hc long-range profit plan. 9. Assign new product responsibility.
| 4. Determine what role new products will play in 10.

Provide for evaluation of new product perfor-
‘ the company’s future, mance,

5. Prepare an inventory of company capabilities.
i
needs of the customer. This inability to satisfy customer needs can be attributed
to three main sources: inadequacy of upfront intelligence efforts, failure on the
part of the company to stick close to what the company does best, and the in-
ability to provide better value than competing products and technologies.
NE} "OLIC

In developing new products, the first question a marketing manager must ask is:
“In how many ways can a product be new?" C, Merle Crawford developed a defini-
ton of new products based on the following five different categories: !

1. Neaw-to-the-orld producis. Products that are inventions. for cxumple, Polaroid cam-
era, the first car, ravon, the laser printer, in-line skates.

2. New category entries. Products that take a firm into a category new to it. Products
are not new to the world: for example, P&G's first shampoo, Hallmark gift items,
ATE&T’s Universal Card.

Additions to product lines. Products that are line extensions. flankers, and so on, to

the firm's current markets, for example, Tide Liquid detergent, Bud Light,
Apple’s Power Mac.

(Y]

4. Product improvements. Current products made better; virtually every product on
the market has been improved, often many times.

5. Repositionings. Products that are retargeted for a new use or application; a classic
case is Arm & Hammer baking soda, which was repositioned several times as drain
deodorant, refrigerator freshener, tooth paste, deodorant, and so on.

The new product categories listed above raise the issue of imitation products,
strictly me-too or improved versions of existing products. If a firm introduces a
new form of dry beer that is new to them but is identical or similar to those on
the market, is it a new product? The answer is yes, as it is new to the firm.
Managers should not get the idea that to imitate is bad and to innovate is good,
for most of the bestselling products on the market today are improvements over
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Figure 7-1  Growth Vector Components

Products
Markets Present New
Present Market penetration Product development
New Market development Diversification

another company’s original invention. The best strategy is the one that will max-
imize company goals. It should be noted that Crawford’s categories don't en-
compass variations such as new to a country, new channel of distribution, pack-
aging improvement, and different resources or method of manufacture, which
he considers to be variations of the five categories, especially as they relate to ad-
ditions to product lines.

A second broader approach to the new product question is the one developed
by H. Igor Ansoff in the form of growth vectors.' This is the matrix first introduced
in Chapter 1 that indicates the direction in which the organization is moving with
respect Lo ts current products and markets. It is shown again in Figure 7-1.

Market penetration denotes a growth direction through the increase in mar-
kel share for present product markets. Product development refers to creating
new products o replace existing ones. Firms utilizing either market penetra-
tion or product development strategies are attempting to capitalize on exist-
markets and combat competitive entry and/or further market incur-
stons. Market development refers to finding new customers for existing
producis. Deversification refers 1o developing new products and cultivating new
markets. Firms utilizing market development and diversification strategies are

king 1o establish footholds in new markets and/or preempt competition in
CIMCTEINE MArkel Segments. .

As shown in Figure 7-1, market penetration and market development strate-
gies utilize present products. A goal of these types of strategies is to either in-
crease frequency ol consumption or increase the number of customers utilizing
the firm’s product(s). A strategic focus is placed on altering the breadth and
depth of the firm'’s existing product lines. Product development and diversifi-
cation can be characterized as product mix strategies. New products, as defined
in the growth vector matrix, usually require the firm to make significant invest-
ments in research and development and may require major changes in its orga-
nizational structure. Firms are not confined to pursuing a single direction. For
example, Miller Brewing Co. has decided four key strategies should dictate its
activities for the balance of the decade, including: (1) building its premium-
brand franchises through investment spending, (2) continuing to develop
value-added new products with clear consumer benefits, (3) leveraging local
markets to build its brand franchise, and (4) building business g]obally]5
Success for Miller depends on pursuing strategies that encompass all areas of the
growth vector matrix.
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It has already been stated that new products are the lifeblood of successful
business firms. Thus, the critical product policy question is not whether to de-
velop new products but in what direction to move. One way of dealing with this
problem is to formulate standards or norms that new products must meet if they
are to be considered candidates for launching. In other words, as part of its new
product policy, management must ask itself the basic question: ‘What is the po-
tential contribution of each anticipated new product to the company?”

Each company must answer this question in accordance with its Jong-term
goals, corporate mission, resources, and so forth. Unfortunately, some of the
reasons commonly given to justify the launching of new products are so general
that they become meaningless. Phrases such as additional profits, increased growth,
or cyclical stability must be translated into more specific objectives. For example,
one objective may be to reduce manufacturing overhead costs by utilizing plant
capacity better. This may be accomplished by using the new product as an off-
season filler. Naturally, the new product proposal would also have to include pro-
duction and accounting data to back up this cost argument.

In every new product proposal some attention must be given to the ultimate
economic contribution of each new product candidate. If the argument is that
a certain type of product is needed to “keep up with competition” or “to estab-
lish leadership in the market,” it is fair to ask, “Why?” To put the question an-
other way, top management can ask: “What will be the effect on the firm'’s long-
run profit picture if we do not develop and launch this or that new product?”
Policymaking criteria on new products should specify (1) a working definition
of the profit concept acceptable to top management; (2) a minimum level or
floor of profits; (3) the availability and cost of capital to develop a new product;
and (4) a specified time period in which the new product must recoup its oper-
ating costs and begin contributing to profits.

It is critical that firms not become solely preoccupied with a short-term focus
on earnings associated with new products. For example, in the materials market,
there has been found to be a 20-year spread between the development and wide-
spread adoption of products, on average.!” Indeed, an advantage Japanese firms
possess is that their management is free from the pressure of steady improve-
ment in earnings per share that plagues American managers who emphasize
short-term profits.'® Japanese managers believe that market share will lead to
customer loyalty, which, in turn, will lead to profits generated from repeat pur-
chases. Through a continual introduction of new products, firms will succeed in
building share. This share growth will then ultimately result in earnings gr.owth
and profitability that will be supported by the stock market in terms of higher
share prices over the long term.

NEW PRODUCT PLANNING AND DEVELOPMENT PROCESS

Ideally, products that generate a maximum dollar profit with a minimum
amount of risk should be developed and marketed. However, it 1s very diffi-
cult for planners to implement this idea because of the number and nature
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Idea Generation

Figure 7-2  The New Product Development Process

T T -

of the variables involved. What is needed is a systematic, formalized process
for new product planning. Although such a process does not provide man-
agement with any magic answers, it can increase the probability of new prod-
uct success. Initially, the firm must establish some new product policy guide-
lines that include the product fields of primary interest, organizational
responsibilities for managing the various stages in new product development,
and criteria for making go-ahead decisions. After these guidelines are estab-
lished, a process such as the one shown in Figure 7-2 should be useful in new
product development. B

Every product starts as an idea. But all new product ideas do not have equal merit
or potential for economic or commercial success. Some estimates indicate that as
many as 60 or 70 ideas are necessary to yield one successful product. This is an av-
erage figure, but it serves to illustrate the fact that new product ideas have a high
mortality rate. In terms of money, almost three-fourths of all the dollars of new prod-
uct expense go to unsuccessful products.

]
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The problem at this stage is to ensure that all new product ideas available to
the company at least have a chance to be heard and evaluated. Ideas are the raw
materials for product development, and the whole planning process depends on
the quality of the idea generation and screening process.'” Since idea genera-
tion is the least costly stage in the new product development process (in terms
of investment in funds, time, personnel, and escalation of commitment), it
makes sense that an emphasis be placed first on recognizing available sources of
new product ideas and then on funneling these ideas to appropriate decision
makers for screening.

Top management support is critical to providing an atmosphere that stimu-
lates new product activity. Many times, great ideas come from some very unusual
sources. For example, a successful new snack food was created when product de-
velopers looking to make a soft, filled, crunchy snack borrowed technology used
by a pet food company to make “bone” snacks with marrowlike centers.*’ A top
management structure that is unwilling to take risks will avoid radical, new prod-
uct and other innovation activities and instead solely concentrate on minor ar-
eas of improvement such as line extensions, which more and more are being
viewed with growing disinterest by consumers and retailers alike.?! In order to
facilitate top management support, it is essential that new product development
be focused on meeting market needs.

Both technology push and market pull research activities play an impor-
tant role in new product ideas and development. By taking a broad view of
customer needs and wants, basic and applied research (technology push) can
lead to ideas that will vield high profits to the firm. For example, Compaq bet
millions (and won) on PC network servers in the early 1990s even though
business customers said they would never abandon their mainframes. In a
similar vein, Chrysler forged ahead with the original minivan despite re-
search showing people disliked the odd-looking vehicle.”* Marketing, on the
other hand, is more responsible for gathering and disseminating informa-
tion gained from customer and other contacts. This information relates
mainly to specific features and functions of the product that can be improved
upon or market needs that current products are not satisfying. For example,
product ideas at Rubbermaid often come from employees roaming the aisles
at hardware stores and conversations with family and friends.?? Both tech-
nology push and market pull approaches are essential to the generation of
new product ideas.

Some firms use mechanisms such as “out-rotation,” outsider involvement, and
rewards for boundary-spanning to foster cooperation between design engineers
and marketers.2* Out-rotation involves placing employees in positions that re-
quire direct contact with customers, competitors, and other key outside groups.
For example, Hewlett-Packard regularly rotates design engineers to retai! sales
positions on a temporary basis. Other organizations actively involve “outsiders”
in planning or reward engineers for making external customer contacts.
Regardless of method used, the primary lesson is to keep the communications
flow going in all directions throughout the organization.*”
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Idea Screening

Project Planning

The primary function of the idea screening process is twofold: first, to elimi- ‘
|

nate ideas for new products that could not be profitably marketed by the f
and, second, to expand viable ideas into full product concepts. New product
ideas may be eliminated either because they are outside the fields of the firm’s
interest or because the firm does not have the necessary resources or tech-
nology to produce the product at a profit. Generally speaking, the organiza-
tion has to consider three categories of risk (and their associated risk toler-
ance) in the idea screening phase prior to reaching a decision. These three
risk categories are:2°

1. Strategic risk. Strategic risk involves the risk of not matching the role Or purpose
of a new product with a specific strategic need or issue of the organizatio . If an
organization feels it necessary to develop certain types of radical innovaZOns or
products new to the company in order to carry out long-term strategies, then
management must be willing to dedicate necessary resources and time to pursue
these tvpe projects.

Markat rich. Market risk is the risk that a new product won't meet a market need
hie-added, differentiated way. As products are being developed, customer
rements change and new technologies evolve. Management must be willing

to shift its new product efforis 10 keep pace with change.

el sk Internal risk is the risk thar a new product won't be developed within

¢ ume and budget. Up front, management must decide the level of
citment it will extend in terms of nine and budgetary expenditures to ade-
ure the completion of specific projects. Concurrently, progress goals

tablished so that “proceed” or “do not proceed” decisions can be

d regarding continuation of projects

nating these risks, firms should not act too hastily in discounting new

sduct ideas solely because of a lack of resources or expertise. Instead, firms
Bould consider forming joint or strategic alliances with other firms. Potential
benefits io be gained from alliances include: (1) increased access to technology,
funding, and information; (2) market expansion and greater penelration of cur-

rent markets; and (3) de-escalated competitive rivalries. Motorola is a company
that has prospered by forming numerous joint ventures with both American and
foreign companies.®’

Ideas that appear to have adequate profit potential and offer the firm a com-
petitive advantage in the market should be accepted for further study.

This stage of the process involves several steps. It is here that the product pro-
posal is evaluated further and responsibility for the project is assigned to a proj-

ect team. The proposal is analyzed in terms of production, marketing, finan-

cial, and competitive factors. A development budget is established, and some
preliminary marketing and technical research is undertaken. The productisac-
tually designed in a rough form. Alternative product features and component

specifications are outlined. Finally, a project plan is written up, which includes
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HIGHLIGHT 7-3

Sbmé Sources of New Pmduct Ideas

1. Customers 4. Research and Engineering
a. Customer requests a. Product testing
b. Customer complaints/compliments b. Product enhancement
¢. Market surveys c. Brainstorming meetings
d. Focus groups d. Accidental discovery
2. Competitors 5. Other Internal Sources
a. Monitoring competitors’ developments a. Management
b. Manitoring testing of competitors’ products b. Sales force
e. Monitoring of industry movements c. Employee suggestions
d. Innovation group meetings
3. Distribution Channels e. Stockholders
a. Supphers
b. Distributors 6. Other External Sources
r. Remilers a. Consultants
d. Trade shows b. Academic journals

¢. Periodicals and other press

estimates of future development, production, and marketing costs along with
capital requirements and manpower needs. A schedule or timetable is also in-
cluded. Finally, the project proposal is given to top management for a go or no-
go decision.

" Various alternatives exist for creating and managing the project teams. Two
of the better-known methods are the establishment of a skunkworks whereby
a project team can work in relative privacy away from the rest of the organi-
zation, and a rugby or relay approach whereby groups in different areas of the
company are simultaneously working on the project.?® The common tie that
binds these and other successful approaches together is the degree of inter-
action that develops between the marketing, engineering, production, and
other research staff. The earlier in the process that interactive, cooperative ef-
forts begin, the higher the likelihood is that development efforts will be suc-
cessful. A key component contributing to the success of many companies’
product development efforts, relates to the emphasis placed on creating cross-
functional teams early in the development process. Members from many dif-
ferent departments come together to jointly establish new product develop-
ment goals and priorities and to also develop new product development
schedules. Frequently, marketing and/or sales personnel are called in to lead

these teams.??
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HIGHLIGHT 7-4

Measurements of New Product Performance

Financial Criteria

Return on investment (ROI)
Various profit margin measures
Sales and sales growth

Various profit measures
Payback and payback period
Internal rate of return (IRR)

Nonfinancial Criteria

Performance of new products
Market share achieved :
Satisfy customer needs y
Other market-related benefits //
Strategic issues/fit/synergy '
Technical aspects of production

Return on assets (ROA) Uniqueness of the new products ‘
Return on eguity (ROE) [ !

Breakeven and breakeven point Source: Reprinted by permission: of the publisher from |
Share aned L oy Mbort L Page, “Assessing New Product Development ; {‘
"""{“ HAA '_‘ O Fracores and Pecformance: Establishing Crucial Norms,®
Returm on saies fors / wet Innevation Management, September 1998,
Net present vaine (NFV) pp. 27390, @ (995 by Elsevier Science Inc.
|
. |
Jur 1e product idea has been evaluated from the standpoint of "%
Y anufacturing, finance, and marketing. If it has met all expec-
~ ; idered a cand ther research and testing. In the
| yroduct is cenverted oo a finished good and tested. A de-
pment r Lort to management is prepared that spells out in fine detail:
\C T f the studic ering department; (2) reqm red
design, (3) production faciliti sign; (4) ((mllng requirements; (5)
ung iest plan; (6) financial progiam survey; and (7) an esnmatgc_l_n&» ;

Test Marketing Up until now the product has been a campany secret. Now management goes
outside the company and submits the product candidate for customer ap-
proval. Test market programs are conducted in line with the general plans for
launching the product. Several of the more commonly utilized forms of test

marketing are:”! ‘

1. Pseudo sales. Potential buyers are asked to answer survey questions or pick items
off a shelf in a make-believe store. The key factor is that no spending or risk for
the consumer takes place. ;

2. Controlled sale. Here the buyer must make a purchase. The sale may be quite for- |
mal or informal, but it is conducted under controlled conditions. The producl
has not been released for regular sale.
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Ten Factors Associated with New Product Success

l 1. Product superiority/quality. The competitive ad- 5. Familiarity to the company. How familiar or

! vantage the product has by virtue of features, “close to home” the product is to the com-

‘ benefits, quality, uniqueness, and so on. pany's current products and markets (as op-

“\ 2. Economic advantage to user. The product’s qual- posed 1o being targeted at new customers or
ity for the customer’s money. markets).

’ 3. Overall company/project fit. The product’s syn- 6. Market need, growth, and size. The magnitude of
ergy with the company—marketing, manager- the market opportunity. '
ial, business fit. 7. Competitive situation. How easy the market is to |

| 4. Technological compatibility. The product’s tech- penetrate from a competitive standpoint.
nological synergy with the company—R&D, 8. Defined opportunity. Whether the product has a

engineering, production fit. well-defined category and established market
LO enter.

9. Market-driven process. The new product processis |
Sowre: Based on research conducted by Robert G. Cooper well planned and executed receiving adequate |
Distinguishes the Top Performing New Products in resources suited to the customer’s needs, wants, |
I ' S : and buving behavior.

nl 1904, . 281-99: and “The NewProd Svsiem: The ¢ . ‘ .
Exporience™ T , LT 10. Customer service. The product is supported by
Manag June 1992, pp. 113-27. friendly, courteous, prompt, and efficient cus-
\ tomer service.

ke Journal  of

3. Full sale. In this case. the firm has decided to fully market the product (not so in
the above methods). But it wants to do so on a limited basis first, to see if every-
thing is working right. For example, Taco Bell carried out this type of test mar-
keting in 1994, prior to launching its Border Lights menu. >

4. National launch. Here the firm just launches the product on a national scale and

makes adjustments as needed.

The main goal of a test market is to evaluate and adjust, as necessary, the gen-
eral marketing sirategy to be used and the appropriate marketing mix,
Additionally, producers can utilize the early interaction with buvers, occurring
in test markets, to begin exploration of issues related to the next generation of
product development. " Especially in cases where new technologies and markets
are emerging, firms can benefit greatly from knowledge gained in test markets.
Throughout the test market process, findings are being analyzed and forecasts
of yolume developed. In summary, awell-done test market procedure can reduce
the risks that include not only lost marketing and sales dollars but also capital—

- : : . ORI S R _
the expense of installing production lines or building a new factory.” Upon com
pletion of a successful test market phase, the marketing plan can be finalized
and the product prepared for launch.
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Commerciali-
zation

The
Importance of
Time

This is the launching step. During this stage, heavy emphasis is placed on the or-
ganization structure and management talent needed to implement the market-
ing strategy. Emphasis is also given to following up such things as bugs in the de-
sign, production costs, quality control, and inventory requirements. Procedures
and responsibility for evaluating the success of the new product by comparison
with projections are also finalized.

Over the course of the last five years, companies have placed an increasing
emphasis on shortening their products’ “time to market.” Time to market can
be defined as the elapsed time between product definition and product avail-
ability. It has been well documented that companies that can bring their
products to market first enjoy a competitive advantage both in terms of prof-
its and market share.® Successful time-based innovations can be attributed to
the use of short production runs whereby products can be improved on an in-
cremental basis, the use of cross-functional teams, decentralized work sched-
uling and menitoring, and a responsive system for gathering and analyzing
customer feedback.

: LS. companies, including Proctor & Gamble, have taken steps to

{

Z the new product development cycle by giving managers, at the prod-

class and brand family level, more ded ision-making power. Increasingly, com-

. ypassing ime-consuming regional test markets, when feasible, in fa-

vor of atioual launches. It is becoming important, more than ever, that firms

do a suzcessfinl job of developing new products right the first time. To accom-

' sipanies must have the iight people with the right skills and talents
' key rositions within the new product framework. 36

(TRE

Many new products with satisfactory potential have failed to make the grade
Many of the reasons for new product faiiure relate to execution and control
problems. Below is a brief list of some of the more important causes of new prod-
uct failures after they have been carefully screened, developed, and marketed.*

1. No competitive point of difference and/or unexpected reactions from compettors.
2. Poor positioning.

Product was of poor quality.

Product didn’t deliver on promised benefits.

Too litde marketing support.

Poor perceived price/quality (value) relationship.

Faulty estimates of market potential and other marketing research mistakes.
Faulty estimates of production and marketing costs.

Improper channels of distribution selected.

Rapid change in the market (economy) after the product was introduced.

(=TS - AT TS

—




Need for
Research
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Some of these problems are beyond the control of management; butitis clear
that successful new product planning requires large amounts of reliable infor-
mation in diverse areas. Each department assigned functional responsibility for
product development automatically becomes an input to the information sys-
tem needed by the new product decision maker. For example, when a firm is de-
veloping a new product, it is wise for both engineers and marketers to consider
both the kind of market to be entered (e.g., consumer, organizational, interna-
tional) and specific target segments. These decisions will be of paramount in-
fluence on the design and cost of the finished good, which will, of course, di-
rectly influence price, sales, and profits.

In many respects it can be argued that the keystone activity of any new prod-
uct planning systern is research—not just marketing research, but technical
research as well. Regardless of the way in which the new product planning
function is organized in the company, new product development decisions by
top management require data that provide a base for making more intelli-
gent choices. New product project reports ought to be more than a collec-
tion of “expert” opinions. Top management has a responsibility to ask certain
questions, and the new product planning team has an obligation to generate
answers to these questions based on research that provides marketing, eco-
nomic, engineering, and production information. This need will be more
clearly understood if some of the specific questions commonly raised in eval-
uating product ideas are examined:

1. What is the anticipated market demand over time? Are the potential applications
for the product restricted?

2. Can the item be patented? Are there any antitrust problems?

3. Can the product be sold through present channels and sales force? What will be

the number of new salespersons needed? What additional sales training will be
required?

4. At different volume levels, what will be the unit manufacturing costs?

5. What is the most appropriate package to use in terms of color, material, design,
and so forth?

6. What is the estimated return on investment?

What is the appropriate pricing strategy?

-~

While this list is not intended to be exhaustive, it serves to illustrate the seri-
ous need for reliable information. Note, also, that some of the essential facts re-
quired to answer these questions can only be obtained through time-consgming
and expensive marketing research studies. Other data can be\genferated in tbe
engineering laboratories or pulled from accounting records. Certain types of in-
formation must be based on assumptions, which may or may not hold true, and
on expectations about what will happen in the future, as in the case of “antici-
pated competitive reaction” or the projected level of sales.
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Examples of Misfires in Test Marketing

1. Example: Procter & Gamble claims that com-
petitors stole its patented process for Duncan
Hines chocolate chip cookies when they saw
how successful the product was in test market.

2. Example: When Campbell Soup first test mar-
keted Prego Spaghetti Sauce, Campbell mar-
keters say they noticed a flurry of new Ragu ads
and cents-off deals that they feel were designed
to induce shoppers to load up on Ragu and to
skew Prego’s lest results. They also claim that
Ragu copied Prego when it developed Ragu

4. Example: Campbell Soup spent 18 months de-
veloping a blended fruit juice called Juiceworks,
By the time the product reached the market,
three competing brands were already on store
shelves. Campbell dropped its product.

5. Example: Spurred by its incredible success with
Fruit "N” Juice Bars, Dole worked hard to create
@ pew fruity ice cream novelty product with the
same lype of appeal. Company officials expected
thar the product that resulted from this develop-
ment activity, Fruit and Cream Bars, which it test

Homesivle spagheiii sauce. which was thick, red, marketed in Orlando, Florida, would do slightly
fiecked with oregano aid basil, and which Ragu less well becanse it was more of an indulgence-
moved into nattonal distribution hefore Prego. tvpe procduct. However, the test market results :
3. Example: A health and beands aids firm devel- were so positive that Dole became the number ‘
oped a deodorant centaining baking soda. A oie brand in the market within three months. '
competitor spuited twe proditet in a test market Hhe company consequently shortened the test |
rolled ot it islom of the deodorant na- mateci o osiy months. When it rolled out the |
tionally be ihe firse 6 mnpleted its test- produc, though, the company unhappily found |
mg, and laicr sucorssiull I the product oy unexpecied entrants in the ice cream now
originator tor copyvicht 1 rerment when it elty catezory Due to the intense competition, |
launched s doodors, it nationalis frat and @ "J"'\-llL‘Sﬁ_‘”ShOl‘l()fCXpCCla[ions.
|
Source: O, Churchill, s IKAH A woi, 2ad ed. (Hinsdale, 1L Dryvden Press, 149 A 150 ‘ ‘J

Another complication is that many different types of information must be gath- ‘
ered and formulated into a meaningful program for decision making. To illus-
trate, in trying to answer questions about return on investment of a particular proj- ?
ect, the analyst must know something about (1) the pricing strategy to be usedand
(2) the investment outlay. Regardless of the formula used to measure the invest
ment worth of a new product, difterent types of information are required. Using |
one of the simplest approaches—the payback method (the ratio of investment
outlay to annual cash flow)—one needs to estimate the magnitude of the product
investment outlay and the annual cash flow. The investment outlay requires est-
mates of such things as production equipment, R&D costs, and nonrecurring i
troductory marketing expenditures; the annual cash flow requires a forecast of
unit demand and price. For development projects that are dealing with more rad-
ical innovations, the difficulty in estimating cash flows in future years is immense -!
due to the uncertainty of demand and competitive reaction (s).*® In cases where
uncertainty exists, more sophisticated analytical methods, including those which
incorporate sensitivity analysis, must be utilized.
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CONCLUSION

This chapter has focused on the nature of new product planning and devel-
opment. Attention has been given to the management process required to have
an effective program for new product development. It should be obvious to the
reader that this is one of the most important and difficult aspects of marketing
management. The problem is so complex that, unless management develops a
plan for dealing with the problem, it is likely to operate at a severe competitive
disadvantage in the marketplace.
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Chapter 8

PROMOTION STRATEGY:

ADVERTISING AND SALES
PROMOTION

THE

To simplify the discussion of the general subject of promotion, the topic has
heen divided into two basic categories, personal selling and nonpersonal selling.
Personal selling will be discussed in detail in the next chapter, and this chapter
will be devoted to nonpersonal selling.

Nonpersonal selling includes all demand creation and demand maintenance
activities of the firm other than personal selling. It is mass selling. In more spe-
cific terms, noupersonal selling includes (1) advertising, (2) sales promotion,
and (3) publicity. For purposes of this text, primary emphasis will be placed on
advertising and sales promotion. Publicity is a special form of promotion that
amounts to “free advertising,” such as a writeup about the firm’s products in a
newspaper article. It will not be dealt with in detail in this text.

w Y e R
A M

The promotion mix concept refers to the combination and types of promotional
effort the firm puts forth during a specified time period. In developing product
strategy, marketers strive for the right mix of promotional elements to make sure
that their product is well received.! If the product is new, the promotional effort
will probably rely heavily on advertising, sales promotion, and publicity in order
to: (1) make potential buyers aware of the product; (2) inform these buyers about
the benefits associated with the product; (3) convince buyers the product pos-
sesses high value; and ;(4) entice buyers to purchase the product. If the product
is more established but the objective is to stabilize sales during a weak season, the
promotional mix will most likely contain short-term incentives (sales promotion)
for people to buy the product immediately. If the product is highly technical and
needs a lot of explanation, the promotional mix will probably contain more per-
sonal selling, so that potential buyers can ask questions of a salesperson.

As seen by the examples above, a firm’s promotion mix is likely to change over
time. The mix will need continual altering and adapting to reflect changes in the
market, competition, the product’s life cycle, and the adoption of new strategies.

135
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Some Strengths and Weaknesses of the Major Promotion Elements

Element

Advertising

Personal selling

Sales promotion

Strengths Weaknesses
Efficient for reaching many buyers Reaches many people who are not potential
simultaneously, effective way to create im- buyers, ads are subject to much criticism,
age of the brand, flexible, variety of media exposure time is usually short, people tend
to choose from to screen out advertisements, total cost |
may be high t
Salespeople can be persuasive and influential, Cost per contact is high, salespeople may be
Gyo-way communication allows for ques- hard to recruit and motivate, presentation
tons and other feedback, message can be skills vary among salespeople
targeted o specitic individuals
Stipports short-term price reductions de- Risks inducing |)r;md-luyﬂl customers to stock
signed to stimulate demand, variety of up while not influencing others, impact
ales promotion tools available, effective i may be hmited to short term, price-related
crhanging shoreterm behavior, easy to link sales promotion may hurt brand image,
] 0T commanicanons easy fur rulllpt‘[i!()l's 1o copy
il cosl may be low; media-generated mes Media may not cooperate, heavy competition
s man'e credible than markete: for media attention, marketer has little
vd inesis res ontiol over message
8 LT Feting: Creating Valve far Crstiorers {Bugy Ridee, 112 Richared D. Irwin, 1995), p, 543. |
|
In essence, the firm should take into account three basic factors when devising

its promotion mix: (1) the role of promotion in the overall marketing mix, (2)
the nature of the product, and (3) the nature of the market. Highlight 8-1 pro-
ides an overview of the major advantages and disadvantages associated with the

elements ol the promoton mix.

PLANNING AND STRATEG

\dvertising seeks to promote the seller’s product by means of printed and elec-
tronic media. This is justified on the grounds that messages can reach large nunr
bers of people and inform, persuade, and remind them about the firm's offerings.
I'he traditional way of defining advertising is as follows: It is any paid form of non-
personal presentation of ideas, goods, or services by an identified sponsor.* .

From a management perspective, advertsing is a strategic device for main-
taining or gaining a competitive advantage in the marketplace. For example, in
arecent year, Procter & Gamble spent $1.5 billion advertising their products. On
an individual brand basis, Ralston Purina spent approximately $62 million solely
to advertise their Eveready line of batteries. In total, over $55 billion was spent
on media advertising.?
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For manufacturers and resellers alike, advertising budgets represent a large
and growing element in the cost of goods and services. For example, in 1995,
Bayer Corp. relaunched its flagship aspirin line in order to (1) educate con-
sumers on the benefits of taking aspirin as a means of warding off heart disease,
and (2) fend off competitive actions by private label brands.* Bayer spent $40
million on this promotion campaign, an amazing amount considering total an-
nual sales for the Bayer Aspirin line were only $110.5 million prior to the cam-
paign. As part of the seller’s promotion mix, advertising dollars must be appro-
priated and budgeted according to a marketing plan that takes into account
such factors as:

1. Nature of the product, including life cycle.
2. Competition.
3. Government regulations.

Nature and scope of the market.
Channels of distribution,

3 G W

6. Pricing strategy.

7. Availability of media.

8. Availability of funds

9. Outlays for other forms of promotion.

[n attempting to evaluate the contribution of advertising to the economic
health of the firm, there are at least three different viewpoints on the subject.
[he generalist viewpoint is primarily concerned with sales, profits, return on
investment, and so torth. At the other extreme, the specialist viewpoint is rep-
resented by advertising experts who are primarily concerned with measuring
the effects of specific ads or campaigns; here primary attention is given to such
matters as the Nielsen Index, Starch Reports, Arbitron Index, Simmons
Reports, copy appeal, and so forth. A middle view, one that might be classified
as more of a marketing management approach, understands and appreciates
the other two viewpoints but, in addition, views advertising as a competitive
weapon. Emphasis in this approach is given to the strategic aspects of the ad-
vertising function. Following are the five major, sequential categories of ob-
jectives generally assigned to the advertising function as part of the overall

)

marketing mix:

1. Create awareness. Before a new product is introduced, prospective customers are
totally unaware of it. Advertising needs to acquaint these customers with the com-
pany, product, service, or brand.

2. Aid comprehension. Advertising’s role is to communicate enough information so
some percentage of the aware group recognizes the product’s purpose, image, or
position; and perhaps, some of its features.

3. Induce conviction. Next, advertising needs to persuade a certain number of people
to believe in the product’s value.
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The Top 20 Brands in Terms of Media Advertising Spending

Measured Ad Spending
Brand, Product, or Service Parent Company (in millions)

. AT&T telephone services AT&T Corp. $698
2. Ford cars and trucks Ford Motor Co. $549
3. Sears stores Sears, Roebuck & Co. $401
l. Kellogg's cereals Kelloge Co. $483
5. McDonalds restaurants .\l([)ull.‘t[(ls(]nrp. $424
6. Chevroiet cars and trucks General Motors ('IL)rp. $419
7. Tovota cars and trucks loyota Motor Corp. $374
8. MCI telephone services MCI Communications Corp. $325
9. Circuit City store Circuit City Stores $311
10, Chrysier cars and trucks Chrysler ¢ orp. $204
11. General Mills cereals General Mills 5280
12, . C. Penney stores . C. Penney Co $276
1 en L3mne: Wait D ey L0 5275

NISSAN s ana ek Nissan Mator Co. $264 |

Dode nd ks Chrysler Corng $234 \‘

Hi i ca tu Wt gupnent Haor 1 (T O $232 )

Mazda cars. and o i fotar Go $225 ‘
| { lumbi ' i YO 1Y f 3209
19, Buweiset Anhe usarsci { 5203
20. But 111 Cerand Vi pulitan $203

1995, pp ision from Advertising Age, May 1, 1995, © Crain

Of those who become convinced that the product has high value,

ome can be moved to desire or want the ! rocduct
Produce action. Finally, after accomphshing all of the preceding steps, some per
centage of those who desire the product will take action—request additional in-

tormation, send in a coupon, visit a store, or buy the product.

Within each category, specific objectives can be formulated that also take into
account time and degree of success desired. Figure 8-1 depicts the progression
of elfects advertising has on its targeted audience—especially for new products.
Compared to the large number of people advertising makes aware of the prod-
uct (base of the pyramid), the number actually motivated to action is usually
quite small.

[n the long run and often in the short run, advertising is justified on the ba-
sis of the revenue it produces. Revenue in this case may refer either to sales or
profits. Economic theory assumes that firms are profit maximizers, and the ad-
vertising outlays should be increased in every market and medium up to the
point where the additional cost of gaining more business equals the incremen:
tal profits. Since most business firms do not have the data required to use the
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Figure 8-1  The Advertising Pyramid: Five Categories of Advertising Objectives

Awareness

Sowrce; William Arens and Courdand Bovée, Contemporary Aduvertising, 5th ed., p. 214. © Richard D. Irwin. Inc., 1982,
1986, 1989, 1992, and 1994

marginal analysis approach, they usually employ less sophisticated decision-mak-
ing models. There is also evidence to show that many managers advertise to max-
imize sales on the assumption that higher sales mean more profits (which may
or may not be true).

The point to be made here is that the ultimate objective of the business ad-
vertiser is to make sales and profits. To achieve this objective, the actions taken
by customers must encompass purchase and continued repurchases of the ad-
vertised product. Toward this end, an approach to advertising is needed that
provides for intelligent decision making. This approach must recognize the
need for measuring the results of advertising, and these measurements must be
as valid and reliable as possible. Marketing managers must also be aware of the
fact that advertising not only complements other forms of selling but is subject
to the law of diminishing returns. This means that for any advertised product, it
can be assumed a point is eventually reached at which additional advertising
produces little or no additional sales.

LCISIONS

In line with what has just been said, the marketing manager must make two key
decisions. The first decision deals with determining the size of the advertising
budget, and the second deals with how the advertising budget should be allocated.
Although these decisions are highly interrelated, we deal with them separately to
achieve a better understanding of the problems involved. Today's most success-
ful brands of consumer goods were built by heavy advertising and marketing in-
vestment long ago.® Recently, many marketers have lost sight of the connection
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Developing Advertising Objectives: Nine Questions

1. Does the advertising aim at immediate sales? If so, ® Secure universal distribution.
objectives might be: ° Establish a “reputation platform” for launch-
ing new brands or product lines.

* Perform the complete selling function. Establish brand recognition and acceptance

* Close sales to prospects already partly sold.
* Announce a special reason for buying now 4. Does the advertising aim at helping increase
(price, premium, and so forth). sales? If so, objectives would be:

) ?('n?md.piu,:}.)lc .l(; :)m‘i * Hold present customers.
® » STt P . "o

R g e * Convert other users to advertiser's brand.
* Stumulate impulse sales. .

Cause people to specify advertiser’s brand.

2. Does the advertising aim at near-term sales? If so, * Convert nonusers (o users.
objectives might be: * Make steady customers out of occasional
ones.
* Create awareness ¢ Advertise new uses.

¢ Enhance "brand image.” * Persuade customers to buy larger sizes or mul-

¢ lmpiant inforimagon orattitude. tiple umnits.

¢ Combat or »fiset cox 1pefuve clatms. * Remind users to ])u"'_
¢ Correct fatse tmipressions, misinformation. * Encourage greater frequency or quantity of
* Build fanulianty snd easy cecogniltion. use.

3. Docs ihe adveriising aimr a1 building a “long- 5. Does the advertising aim at some specific step
range constmer franch It so. objectives that leads to a sale? If so, objectives might be:
!'!1'_\'-311 e . . - -

‘ ¢ Persuade prospect to write for descriptive litera-
e Build contfidence in company and brand fure, return a coupon, enter a contest.
e Build customer demand * Persuade prospect to visit a showroom, ask for
o Select preferred disinbutors and dealers. a demonstration.

between advertising spending and market share. They practice the art of dis-
counting: cutting ad budgets to fund price promotions or fatten quarterly earn-
mgs. Companies employing these tactics may benefit in the short term but may
be at a severe competitive disadvantage in the long term.

Marketers at some companies, however, know that brand equity and consumer
preference for brands drive market share. They understand the balance of ad-
vertising and promotion expenditures needed to build brands and gain share,
market by market, regardless of growth trends in the product categories where
they compete. For example, Procter & Gamble has built its Jif and Folger's brands
from single-digit shares to being among category leaders. In peanut butter apd
colfee, P&G invests more in advertising and less in discounting than its major
competitors. What P&G and other smart marketers such as Kellogg, General
Mills, Coke, and PepsiCo hold in common is an awareness of a key factor in ad-
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* Induce prospect 1o sample the product (trial 8. Should advertising build confidence and good-
offer). will for the corporation? Targets may include:
6. How important are supplementary benefits of ® Customers and potential customers,
advertising? Objectives would be: ® The trade (distributors, dealers, retail peo-
ple).
® Help salespeople open new accounts. .
* Employees and potential employees.
e Help salespeople get larger orders from g . ,
s ® The financial community.
wholesalers and retailers. . ; ' \
. * The public at large. \
e Help salespeople get preferred display space. :
¢ Give salespeople an entree. 9. What kind of images does the company wish to i
* Build morale of sales force. build? "
* Impress ihe trade. 3 . - L
¢ Product quality, dependability. I
7. Should the advertsing impart information e Service. ‘
needed 1o consummate sales and build cus- e Family resemblance of diversified ‘
Lo atislacuonrs If so, objectives may be 1o products. I
use * Corporate citizenship. ;
. : . o * Growth, progressiveness, technical
o “Whi ¢ buy it” advertsing, -
: i leadership.
I tc use 1t advertsing,

‘
eis, feamres, package ‘
[
]

L \
* Spy torms, trade-in offers, and so forth.
e N pasicies (such as gnarantees),
\
Source md Courtland Bovée, Conlemporary Advertising, 5th ed., p. 217. © Richard D. Irwin, Inc., 1982, 1986, 1989, |
1992 aad |
vertising: consistent investment spending. They do not raid their ad budgets to
increase earnings for a few quarters, nor do they view advertising as a discre-
rionary cost.
The Most firms determine how much to spend on advertising by one of the follow-
Expenditus: ing methods:
Questior Percent of sales.  This is one of the most popular rule-of-thumb methods, and its

appeal is found in its simplicity. The firm simply takes a percentage 1‘lgure and
applies it to either past or future sales. For examiple, suppose next year's sales are
estimated to be $1 million. Using a 2-p(—'rcenl-ui—s;\lcs criterion, the ad budget
would be $20,000. This approach is usually justified by its advocates in terms of

. 5 S e e e TETET e e o
the following argument: (1) advertising is needc d to generate sales; (2) a num
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HIGHLIGHT 8-4
Preparing the Advertising Campaign: The Eight-M Formula

Effective advertising should follow a plan. There is 5. The media question: What types and combina-

no one best way to go about planning an advertis- tions of media should be used?

ing campaign, but, in general, marketers should 6. The macroscheduling question: How long should
have good answers to the following eight ques- the advertising campaign be in effect before
tions: changing ads or themes?

7. The microscheduling question: At what times and
dates would it be best for ads to appear during
the course of the campaign?

The measurement question: How will the effective-
ness of the advertising campaign be measured

L. The management question: Who will manage the
advertsing program?

2. The money question: How much should be spent 8.
on advertising as opposed to other forms of sell-

; inge : ; _ and how will the campaign be evaluated and
3, ‘//14' )nr‘u‘l.‘/'/' qgitest 2 Io whom should the adver- controlled?
1sing be dire ‘
} he 4 ; 758 hould the ads say
- |
f
118, the percentage used, out of each dollar of sales should be
tvertising in order to generate needed sales; and (3) the percent-
adjusted and can be readily understood by other executives. The
s approach is popula
are. Closely related 1o the above technique is one in which a
v amount is spent on adverusing for each unit of the product ex- '
pecter sold. This method is popular with higher priced merchandise,
1ch utomobiles or appliances. For instance, if a company is marketing
color televisions priced at $500, it m ‘cide thatit should spend $30 per set
on advertising. Since this $30 is a fixed amount for each unit, this method
amournts to the same lllillg‘ as the perce -oi-sales method. The blg difference
s in the rationale used to justify each of the methods. The per unit expendi-

ture method attempts to determine the retail price by using production costs
as a base. Here the seller realizes that a reasonably competitive price must be
established for the product in question and attempts to cost out the gross mar-
gin. All this means is that, if the suggested retail price is to be $500 and manu-
facturing costs are $250, there is a gross margin of $250 available to cover cer-
tain expenses, such as transportation, personal selling, advertising, and dealer
profit. Some of these expense items are flexible, such as advertising, while o}h-
ers are nearly fixed, as in the case of transportation. The basic problem with
this method and the percentage-of-sales method is that they view advertising as
a funcuon of sales, rather than sales as a function of advertising.

|
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All you can afford. Here the advertising budget is established as a predetermined
share of profits or financial resources. The availability of current revenues sets
the upper limit of the ad budget. The only advantage to this approach is that it
sets reasonable limits on the expenditures for advertising. However, from the
standpoint of sound marketing practice, this method is undesirable because
there is no necessary connection between liquidity and advertising opportunity.
Any firm that limits its advertising outlays to the amount of available funds will
probably miss opportunities for increasing sales and profits.

Competitive parity. This approach is often used in conjunction with other ap-
proaches, such as the percent-of-sales method. The basic philosophy underlying
this approach is that advertising is defensive. Advertising budgets are based on
those of competitors or other members of the industry. From a strategy stand-
point, this is a “followership™ technique and assumes that the other firms in the
industry know what they are doing and have similar goals. Competitive parity is
not a preferred method, although some executives feel it is a “safe” approach.
This may or may not be true depending in part on the relative market share of
competing firms and their growth objectives.

The research approach. Here the advertising budget is argued for and presented on
the basis of research findings. Advertising media are studied in terms of their pro-
ductivity by the use of media reports and research studies. Costs are also estimated
and compared with study results. A typical experiment is one in which three or
more test markets are selected. The first test market is used as a control, either with
no advertising or with normal levels of advertising. Advertising with various levels
of intensity are used in the other markets, and comparisions are made to see what
effect different levels of intensity have. The marketing manager then evaluates the
costs and benefits of the different approaches and intensity levels to determine the
overall budget. Although the research approach is generally more expensive than
some other models, it is a more rational approach to the expenditure decision.

The task approach. Well-planned advertising programs usually make use of the
task approach, which initially formulates the advertising goals and defines
the tasks to accomplish these goals. Once this is done, management deter-
mines how much it will cost to accomplish each task and adds up the total.
This approach is often in conjunction with the research approach.

This question deals with the problem of deciding on the most ?ffective way of
spending advertising dollars. A general answer to the question is that manage-
ment’s choice of strategies and objectives determines the media and appeals to
be used. In other words, the firm’s or product division’s overall marketing plan
will function as a general guideline for answering the allocation question.
From a practical standpoint, however, the allocation question can be framed
in terms of message and media decisions. A successful ad campaign has two re-
lated tasks: (1) say the right things in the ads themselves and (2) use the appro-
priate media in the right amounts at the right time to reach the target market.
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Message strategy. The advertising process involves creating messages with words,
ideas, sounds, and other forms of audiovisual stimuli that are designed to affect con-
sumer (or distributor) behavior. It follows that much of advertising is a communj-
caton process. To be effective, the advertising message should meet two general cri-
teria: (1) itshould take into account the basic principles of communicati
itshould be predicated upon a good theory of consumer motivation and behavior.?
The basic communication process involves three elements: (1) the sender or
source of the communication; (2) the communication or message; and (3) the
receiver or audience. Advertising agencies are considered experts in the com-
munications field and are employed by most large firms to create meaningful
messages and assist in their dissemination. Translating the product id’e_g_p_r_mar;
keting message into an effective ad is termed encoding. In advertising, the goal of
encoding is to generate ads that are understood by the audience. For this to oc-
cur, the audience must be able to decode the message in the ad so that the per-
ceived content of the message is the same as the intended content of the mes-
sage. From a practical standpoint, all this means is that advertising messages
must be sent to consumers in an understandable and meaningful way.
Advertising messages, of course, must be transmitted and carried by par-
beular communication channels commonly known as advertising media.
these media or channels vary in efficiency, selectivity, and cost. Some chan-
nels are preferred to others because they have less “noise,” and thus messages

are more eastly received and understood. For example, a particular newspa-
per ad must compete with other ads, pictures, or stories on the same page. In
the case ol radio or TV, while ouly one firm’s message is usually broadcast at
une, there ave other disttactions (noise) that can hamper clear communi-
ions, suen as driving while listening to the radio.
Fhe relationship between advertising and consumer behavior is quite obvi-

Formany products and services, advertising is an influence that may affect
the consumer s decision to purchase a particular product or brand. It is clear
that consamers are subjected to many selling influences, and the question arises
about how mportant advertising is or can be. Here is where the advertising ex-
pertmust operate on some theory of consumer behavior. The reader will recall
from the discussion of consumer behavior that the buyer was viewed as pro-
gressing through various stages from an unsatisfied need through and beyonda
purchase decision. The end goal of an advertisement and its associated cam-
paign is to make the consumer feel that, “Hey, this brand is right for me.” By
doing so, the advertisement will have succeeded in moving the consumer to the
trial and repeat purchase stage of the consumer behavior process, which is the
end goal of advertising strategy.

The planning of an advertising campaign and the creation of persuasive mes-
sages require a mixture of marketing skill and creative know-how. Relative to the
dimension of marketing skills, there are some important pieces of marketing in-
formation needed before launching an ad campaign. Most of this information
must be generated by the firm and kept up to date. Listed below are some of the
critical types of information an advertiser should have: B
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Some Relative Merits of Major Advertising Media
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Newspapers

Advantages

1. Flexible and tumely.

2. Intense coverage of local markets.
3. Broad acceptance and use.

4. High believability of printed word.

Disadvantages
1. Short life

2. Read hastily
3. Snl\\“ P

ss-along” audience.,

Radio
Advaniuge

1. Mass wer 25 million radios sold
animial

2. Audiens

3. Los

4, G« b

chvity via station format.
unit of time)
hility.

Disadv
1. At w1 only
yan TV.
3. Chaon ¢ (1

mstandardized rate

-

1=

-~
s

3. Repest exposure.
4. Relatvely inexpes

iSIVe,

Disadvantng.

1. Creative limitations.

2. Many distractions for viewer.

3. Public attack (ecological implications).
4. No selectivity of andience.

e of competing advertisements.

Television

Advantages

1. Combination of sight, sound, and motion.
2. Appeals to senses.

3. Mass audience coverage.

4. Psychology of attention.

Disadvantages

1. Nonselectivity of audience.
2. Fleeting impressions.

3. Short life.

4. Expensive.

Magazines

Aduvantages

1. High geographic and demographic
selectivity.

2. Psychology of attention.

3. Quality of reproduction.

4. Pass-along readership.

Disadvantages

1. Long closing periods (6 to 8 weeks prior to pub-
lication).

2. Some waste circulation.

3. No guarantee of position (unless premium is
paid).

Direct Mail

Advantages

1. Audience selectivity.

2. Flexible.

3. No competition from competing
advertisements.

4. Personalized.

Disadvantages

1. Relatively high cost.

2. Consumers often pay little attention and throw
it away.
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Who the firms’ customers and potential customers are; their demographic, eco-
nomic, and psychological characteristics: and any other factors affecting their
likelihood of buying.

How many such customers there are.

How much of the firm’s type and brand of product they are currently buying and
can reasonably be expected to buy in the short-term and long-term future.
Which individuals, other than customers and potential customers, influence pur-
chasing decisions.

Where they buy the firm'’s brand of product.

When they buy, and frequency of purchase.

Which competitive brands they buy and frequency of purchase.

How they use the product.

Why they buy particular types and brands of products,

e

Media selection is no easy task. To start with, there are numerous

types and combinations of media 1o choose from. Below is a list of some of the

Ve

ilable advertising media each with its set of options:?

Television (local or spot, network. cable, public broadcasting, infomercials).
Radio (AM, FM, student, public broadeasting, and community stations).
Magazines (consumer, specialized business publications, special interest; na-
tional, regional, and local)

Newspapers  (daily, weekly, Sunday, monthly: national, local, and special

mierese display, classified, free-sti: nding iaserts).

. ntdoor (billboards, painted buildings, sad other structures that carry adver-
LS (nessages),

o car cards” inside and outside buses and subway trains; posters in and
i Duses, cars, and trains; and station platform posters).
Iispiay (posters around sports stadiums, rinks, racetracks, and public build-
ne

6. Other visual outdoor (sky-writing, blimps, and the like).

J. Visuzl mdoor/in-home (calendars, blotters. thermometers, magnets, and the
like that carry advertising messages)

10. Direct mail (personal, bulk-rate, and card packs).

L1. Throwaways (doorknob hangers, flyers).

12. Point-of-purchase (signage, banners, and handouts in stores and other com-
mercial outlets).

13. Advertising specialties (premiums and gifts such as pens and paperweights).

14. Trade shows and exhibits.

15. Seminars, training programs, meetings, and open-house events.

16. Audio-visuals (slides, movies. and videos).

17. Audio-cassettes for distribution.

18. Cinema (ads shown in movie theaters).

19. House organs (internal and external newsletters: and periodicals for customers,

prospects, and/or employees).
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20. Literature (product and application flyers, folders, and brochures; article
reprints).

21. Annual reports.

22. Directories and annuals where advertising is sold (Yellow Pages, association
member lists).

23. Telemarketing (telephone, fax, and computer bulletin boards).

Of course, each of the media options can be further refined. For example,
business magazines can be broken down into individual titles, such as Forbes,
Fortune, Business Week, Worth, and Smart Money. Clearly one dimension of this ad-
vertising management problem involves having an overabundance of media to
select from. With only four media to choose from, there are 16 possible go or no-
go decisions. With 10 media, there would be approximately 1,000 combinations.

Although the number of media and media combinations available for adver-
tising is overwhelming at first glance, four interrelated factors limit the number
of practical alternatives:

1. The nature of the product limits the number of practical and efficient alternatives.
For instance, a radicaily new and highly complex product could not be properly
promoted using billboard advertisements. Instead, the company may choose to
develop an infomercial, a program-length ad that mixes information and enter-
tainment with sales pitches. Infomercials can either be carried on broadcast me-
dia or put on videotapes that are then mailed to targeted customers. Indeed, a
groving amount of money is being spent on this medium to promote automo-
biles and computers.

The nature and size of the target market also limits appropriate advertising media. For
example, it is generally inefficient to advertise goods in mass media publications.
3. The advertising budget may restrict the use of expensive media, such as television.
4. The availahility of some media may be limited in particular geographic areas.

o

Although these factors reduce media alternatives to a more manageable num-
ber, specific media must still be selected. A primary consideration at this point
is media effectiveness or efficiency.

It the advertising industry, a common measure of efficiency or productivity is
“cost per thousand” or CPMs. This figure generally refers to the dollar cost of

reaching 1,000 prospects, and its chief advantage lies in its simplicity and al-
lowan.ce for a common base of comparison between differing media types. The
major disadvantage of the use of CPMs also relates to its simplicity. For example,
the same commercial placed in two different television programs, having the
same viewership and the same audience profile, may very well generate differ-
ent responses depending on the level of viewer involvement. This “positive ef-
fects” theory states that the more viewers are involved in a television program,
the stronger they will respond to commercials.'” In essence, involving programs
sroduce engaged respondents who demonstrate more favorable responses to
advertising messages.
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Generally, such measures as circulation, audience size, and sets in use per
commercial minute are used in the calculation. Of course, different relative
rankings of media can occur, depending on the measure used. A related prob-
lem deals with what is meant by “effectively reaching” the prospect.!! Reach,
in general, is the number of different targeted audience members exposed at
least once to the advertiser’s message within a predetermined time frame. As
important as the number of different people exposed (reach) is the number
of times, on average, that they are exposed to an advertisement within a given
time period. This rate of exposure is called average frequency. Since marketers
all have budget constraints, they must decide whether to increase reach at the
expense of average frequency or average frequency at the expense of reach.
In essence, the marketer’s dilernma is to develop a media schedule that both
(1) exposes a sufficient number of targeted customers (reach) to the firm’s
productand (2) exposes them enough times (average frequency) to the prod-
uct to produce the desired effect. The desired effect can come in the form of
reaching goals associated with anv or all of the categories of advertising ob-

Jjectives (prospect becomes aware of the product, takes action, etc.) covered

eartier in the chapter.
irom what has been said so far. it should be clear that advertising decisions

imvolve & great deal of complexiny and a myriad of variables. For many execu-
tves, unil recently, believing ir: the effectiveness of advertising may have been
\ matier of faith.'* Marketing deparinents might have collected voluminous
wies on television and other inedia ratings and carefully compared the
fiarketing with total sales. But none of these data measured what was

mportant: the incremeniial sales o7 a product over and above those that
iave happened withowi advertising. Thanks to a new kind of marketing

data, this sitnation is changing, Single-souce marketing data correlates infor-
mation from actual consumer purchoses (available from universal-product-
ode scanners used in supermarkets and drugstores) with information on the
kind of television and other advertising that consumers see or hear. Armed
aith the results of such analyses, managers can make better decisions regard-

ing advertising effectivenes
in addition to the use of siiigie-

wiice data, application of quantitative tech-
niques has become quite popular in the area of advertising planning. Linear
programming, dynamic programming, heuristic programming, and simula-

tion have been applied to the problem of selec . 1g media schedules, and more
comprehensive models of advertising de-i<ions have also been developed.
These sophisticated types of application: Fave enabled advertisers to over-

come past problems associated with th+ s+ of such simplistic planning tools
as GRPs (Gross Rating Points), which f.ii to differentiate between the impor-
tance of reach and frequency.'® However, although these models represent a
vast improvement over earlier ones, they must be viewed as an aid in adve.ms-
ing decision making, and not as a replacement for sound managerial decisions
and judgment.
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Procedures for Evaluating Advertising Programs and Some Services Using the Procedim{s

Procedures for Evaluating Specific
Advertisements

15

Recognition tests: Estimate the percentage of

people claiming to have read a magazine who
recognize the ad when it is shown to them
(e.g., Starch Message Report Service).

Recall tests: Esimate the percentage of people
claiming to have read a magazine who can (un-
aided) recall the ad and its contents (e.g.,
Gallup and Robinson Impact Service, various
services for TV ads as well).

Procedures for Evaluating Specific Advertising
Objectives

1. Awareness: Potential buyers are asked to indicate

brands that come to mind in a product category.
A message used in an ad campaign is given and
buyers are asked to identify the brand that was ad-
vertised using that message.

2. Attitude: Potential buyers are asked to rate com-

peting or individual brands on determinant at-
tributes, benefits, characterizations using rating
scales.
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3. Opinion (esis: Potential audience members are . = ik
asked to rank alternative advertisements as most Procedures for Evaluating Motivational Impact
interesting, most believable, best liked. 1. Intention to buy: Potential buyers are asked to indi-
4, Theater Theater audience is asked for cate the likelihood they will buy a brand (on a
brand | nces before and after an ad is scale from “definitely will not” to “definitely will™).
shown i text of a TV show (e.g., Schwerin 2. Market test: Sales changes in different markets
TV Tzsting Service), are monitored to compare the effects of differ-
ent messages, budget levels.
Sowree: Joso gl 0 anstd Gordon Paul. Marketing Management, 4th ed., © 1991, New York, McGraw-Hill, Inc,, p. 278. Reproduced
by perniss ¥l icGraw-Hill Compantes.
—_ - S —— — — e —e — iy
SALES N

In marketing, the word promotion is used in many ways. For instance, it is some-
times used to refer to a specific activity, such as advertising or publicity. In the
seneral sense, promotion has been defined as “any identifiable effort on the
fmrt of the seller to persuade buyers to accept the seller’s information and store
it in retrievable form.” However, the term sales promotion has a more restricted
and technical meaning and has been defined by the American Marketing

Association as follows: '

Media and nonmedia marketing pressure applied for a predetermined, limited pe-

riod of time at the level of consumer, retailer, or wholesaler in order to stimulate
trial, increase consumer demand, or improve product availability.

The popularity of sales promotion has been increasing. Since 1983, the pro-
motion—to—advertising expenditure ratio increased from a 57 percent to 43
percent split to a 75 percent to 25 percent level.'” Dollars spent on trade pro-
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HIGHLIGHT 87

Some Objectives of Sales Promotion

When directed at consumers: When directed at salespeople:

1. To obtain the trial of a product. 1. To motivate the sales force.

2. To introduce a new or improved product. 2. To educate the sales force about product
3. To encourage repeat or greater usage by cur- improvements,

rent users,

To bring more customers into retail stores.

5. To increase the total number of users of an es- When directed at resellers:
tablished product.

-

Source: Steven |. Skinner, Marketing. st ed., p- 542, © 1990 by 3. To lll]!)l'()\'t‘ prOdUCl dlS[.rlbUUOﬂ.
Houghton Mifflin Company. Adapted with permission 4. To obrain more and better shelf space.

3. To stabilize a fluctuating sales pattern.

1. To increase reseller inventories.
2. To obtain displays and other support for
products.

motions accounted for about 63 percent of all promotional dollars spent.

asons tor this growth of sales promotion include a shifting emphasis from
pull to push marketing strategies by many firms, a widening of the focus of ad-
: ncies to include promotional services to firms, an emphasis on the

tragement towards short-term results, and the emergence of new

purch tacking technology. For example, many supermarket cash registers
3 muipned with a device that « Spenses coupons to a customer at the

he type, variety, and cash amount of the coupon will vary

LSt " 10 customer based on their purchases. In essence, it is now pos-

oca-Cola ( 0Impany to dispense coupons to unly those customers
DU ¢ Pepsi, thus avoiding wasting promotional dollars on already

NKErs

Push and pull marketing strategics comprise the two options available to firms
micrested in getung their product into customers' hands. Push strategies include o
lactvities aimed at getting products into the dealer pipeline and accelerating
ales by offering inducements to dealers, retailers, and salespeople.
Inducements might include introductory price allowances, distribution al-
lowances, and advertising-dollar allowances.'® A pull strategy, on the-other hand,
1s one whereby a manufacturer relies mainly on product advertising or con-
sumer sales promotions. These activities are aimed at motivating the consumer
to pull the product through the channel.

Several forces and developments have contributed to the increasing use of
push marketing strategies by many manufacturers:?
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L. Changes in the balance of power between manufacturers and retailers. Due to the de-
creasing importance of network television and the increasing use of optical scan-
ning equipment, retailers no longer have to depend on manufacturers for facts.
This leads to more power on the part of retailers.

2. Growth and consolidation of retail package goods businesses. The growth of regional
and national grocery chains such as Safeway and Kroger have led to increasing
clout for the retailer. For example, many supermarkets now charge manufactur-
ers a slotting allowance on new products. A slotting allowance is a fee manufactur-
ers pay retailers to allocate shelf space to new products.

3. Low growth rate of the U.S. population. The U.S. population is growing at only 0.8 per-
cent annually, and growth in per-capita consumption of most mature products is
modest. This situation, coupled with excess production capacity, has aggravated
competition for market share and the use of price promotions to secure it.!®

4. Time constraints of the consumer. Today's consumer is less interested in shopping,
more likely to hold a job, under greater time pressure, and less inclined to pre-
pare a shopping list ahead of a store visit. Hence, today’s consumer is more sus-
ceptible to prominent displays in the store.!®
Reduced product differentiation and brand loyalty. Due to the similarity of many
brands and the growing use of sales promotions, consumers are no longer as
brand loyal as they once were. Therefore, more and more sales promotions are
needed as an incentive to get the consumer to buy a particular brand. To illus-
trate, consider the case of domestic car manufacturers. Advertising can no longer
be used as a stand-alone promotional strategy to induce consumer automobile
purchases. Instead, the manufacturer must also offer additional incentives to the
constimer through the dealer including rebates, special option packages, and ex-
tended warranties.

(&) ]

Trade promotions are those promotions aimed at distributors and retailers of
products who make up the distribution channel. The major objectives of
trade promotions are to: (1) convince retailers to carry the manufacturer’s
products; (2) reduce the manufacturer’s and increase the distributor’s or re-
tailer’s inventories; (3) support advertising and consumer sales promotions;
(4) encourage retailers to either give the product more favorable shelf space
or place more emphasis on selling the product; and (5) serve as a reward for
past sales efforts.
Types of dealer sales promotions vary. The most common types are:

1. Point-of-purchase displays including special racks, banners, signs, price cards, and
other mechanical product dispensers. For example, an end-of-aisle display for
Chips Ahoy cookies would be provided to the retailer by Nabisco.

9. Contests in which organizations and individual salespeople are rewarded for sales
efforts.

3. Trade shows that are regularly scheduled events where manufacturers provide in-
formation and display products.
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4. Sales meetings at which information and support materials are presented to dealers,

5. Push money, which is a form of extra payment given to resellers for meeting spec-
ified sales goals.

6. Dealer loaders, which are premiums in the form of merchandise, gifts, or displays
given to the reseller for purchasing large quantities of the product.

7. Trade deals, which are price discounts given for meeting certain purchase re.
quirements.

8. Advertising allowances whereby the manufacturer helps to support retailer ad-
vertising efforts in which the manufacturer’s product is displayed.

Promotions built around price discounts and advertising/other allowances
are likely to have higher distributor/retailer participation levels than other type
promotions because there is a direct economic incentive attached to the pro-
motion.*’ The importance attached to individual types of promotions may vary
by the size of distributor/retailer. For example, small retailers do not consider
contests, sweepstakes, and sales quotas as being important to their decision to
participate in promotions; getting the full benefit of such promotions is difficult
due to their size. Marketers must keep in mind that not all distributors or re-
tailers will have the same reaction to promotions offered. Differences in atti-
tudes need to be carefully considered by the manufacturer when designing and
implementing trade promotion programs.

Consumer promotions can fulfill several distinct objectives for the manufac-
turer Sorme of the more commonly sought-after objectives include: (1) induc-

ing the consumer to try the product; (2) rewarding the consumer for brand
uraging the consumer to trade up or purchase larger sizes of
o uc timulating the consumer to make repeat purchases of the prod-
tet: (5) veaci g to competitor efforis; and (6) reinforcing and serving as a

crnent wo advertusing and personal selling efforts.
wed below are brief descriptions of some of the most commonly utilized

of consamer promotion activities

i, Sampling. Consumers are offered regular or irial sizes of the product either free
or at a nominal price. For example, Donna Karan Beauty Co. distributed,

through Bioomingdales, 10,000 trial kits of a one-month supply of moisturizer,

cleanser, and extoliatung masks from their Formula line of skin-care product,s.21

2. Price deals. Consumers are given discounts from the product’s regular price. For
example, Coke and Pepsi are frequently available at discounted prices.

3. Bonus packs. Bonus packs consist of additional amounts of the product thata
company gives to buyers of the product. For example, manufacturers of dis-
posable razors frequently add additional razors to their packages at no addi-
tional charge.

4. Rebates and refunds. Consumers, either on the spot or through the mail, are given
cash reimbursements for purchasing products. For example, consumers are of-
fered a $3 mail-in rebate for purchasing a Norelco coffee maker.
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5. Sweepstakes and contests. Consumers can win cash and/or prizes either through
chance selection or games of skill. For example, Miller Brewing Co.’s Molson di-
vision sponsored a contest where they awarded 200 trips to a Labor Day weekend
Ice Polar Beach Party featuring the bands Metallica, Hole, Veruca Soft, and Moist.
The party took place at the Arctic Circle.*?

6. Premiums. A premium is a reward or gift that comes from purchasing a product.
For example, General Mills gave away Pocahontas patches in boxes of Cheerios
cereal and AT&T gave away fax and voice-paging machines to purchasers of their
small business systems.

7. Coupons. Probably the most familiar and widely used of all consumer promotions,
coupons are cents-off or added value incentives. A recent study found that
coupon users need to see an average increase of 42 percent in the value of a
coupon to try a brand they don’t usually buy.** That means if a consumer re-
deems a 50 cents coupon for a frequently used product, it would require at least
a 70 cents coupon to entice that consumer to try another brand. Due to the high
incidence of coupon fraud, manufacturers, including Royal Crown Cola and
General Mills, are now experimenting with the use of personalized checks as an
alternative to coupons. An added advantage of this alternative is a quicker re-
demption for retalers. As mentioned previously, point-of-purchase coupons are
becoming an increasingly efficient way for marketers to target their promotional

efforts at specific consumers.

Advocates of sales promotion often point to its growing popularity as a justi-
fication for the argument that we don’t need advertising; sales promotion it-
self will suffice. Marketers should bear in mind that sales promotion is only
one part of a well-constructed overall promotion strategy. While proven to be
effective in achieving the objectives listed in the previous sections, there are
several compelling reasons why sales promotion should not be utilized as the
sole promotional tool. These reasons include sales promotion’s inability to:
(1) generate long-term buyer commitment to a brand in many cases; (2)
change, except on a temporary basis, declining sales of a product; (3) con-
vince buyers to purchase an otherwise unacceptable product; and (4) make
up for a lack of advertising or sales support for a product. In addition, pro-
motions can often fuel the flames of competitive retaliation far more than
other marketing activities.? When the competition gets drawn into the pro-
motion war, the effect can be a significant muting of the sharp sales increases
predicted by the initiator of the promotion. Worse yet, promotions can qften
devalue the image of the promoted brand in the consumer’s eyes. To illus-
trate, General Foods cut back the yearly advertising expenditures on Maxwell
House coffee by $60 million in the mid 80s and reallocated the funds to sales
promotion activities. Within a year, Folger’s coffee dislodged Maxwell House
as the largest selling brand.

The dilemma faced by marketers, as shown in Figure 8-2, is how to cut back
on sales promotions without losing market share to competitors. In an effort to
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Figure 8-2  7The Sales Promotion Dilemma

Cut back Maintain
promotions promotions

‘ Cut back promotions Higher profits for all

(s ; Market share may
aintain promotions go te other firm

Seurce: George E. Belch and Mic hael A Belch, Introduction to Ads ertising cnd Promotion: An Integrated Communications FPerspective, Srd
ed. (Burr Ridge, IL: Richard D, Irwin, 1995), p. 514

overcome this problem, some consumer products companies are instituting new
pricing policies to try to cut back on the amount of sales promotions used. For
example, Procter & Gamble and General Mills have instituted everyday low-
price strategies for many of theis products. The intent of this type of policy is to
give retailers a lower list price in exchange for the cutting of trade promotions,
While the ner cost of the product to retailers remains unchanged, retailers are
losing promiotional dollars that they con rolled. In many situations, although
trade allowances are supposed (o be used for encouraging retail sales, it is not
uncommon for retailers to take a portion of the trade allowance money as profit.
The rationale behind companies’ (such as Procter & Gamble and General Mills)

tdorts to cut back on trade and other promouons is to: (1) not force brand-loyal

stomers to pay unusually high prices when a product isn’t on special; (2) al-
low consumers to benefit from a lower ave rage shelf price since retailers will no
longer have discretion over the use of allowance dollars: and (3) improve effi-

iencies in manufacturing and distribution svstems because retailers will lose the
meentive to do heavy forward buying of discounted iems.

[n addition to developing pricing policies to cut back on short-term promo-
tlons, some consumer products companies are starting to institute frequency mar-—
keting programs in which they reward consumers for purchases of products or ser-
vices over a sustained period of time.25 These programs are not technically
considered sales promotions due to their ongoing nature. Frequency marketing
originated in 1981 when American Airlines launched its frequent-flyer program
with the intention of securing the loyalty of business travelers. Since that time,
American has awarded over 14 million free flights. In fact, among all airlines,
there are an estimated 34 million individuals holding frequent-flyer cards.
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Realizing the success these programs gave to service providers, and more re-
cently to retailers, consumer products companies have begun instituting loyalty
programs as well. Nabisco Foods is utilizing a system where it rewards customers
for redeeming Nabisco coupons by sending them additional ones; and Dole
Foods has linked up with MasterCard in a program where customers get Dole
coupons when they purchase a certain amount of Dole products using their
MasterCard.?® The goal of these and similar type programs is to develop sus-
tained customer loyalty through a process of continually rewarding customers
for their loyalty to a particular brand.

This chapter has been concerned with nonpersonal selling. Remember that
advertising and sales promotion are only two of the ways by which sellers can af-
fect the demand for their product. Advertising and sales promotion are only part
of the firm's promotion mix, and, in turn, the promotion mix is only part of the
overall marketing mix. Thus, advertising and sales promotion begin with the mar-
keting plan and not with the advertising and sales promotion plans. Ignoring this
point can produce ineffective and expensive promotional programs because of a
lack of coordination with other elements of the marketing mix.
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Appendix
MAJOR FEDERAL AGENCIES
INVOLVED IN CONTROL OF
ADVERTISING

Agency Function

Federal Trade Cormmission Regulates commerce between states; controls unfair business practices;
takes action on false and deceptive advertising; most important
agency in regulation of advertising and promotion.

Food and Urug Adininistration Reculatory division of the Department of Health, Education, and
Welfare; controls marketing of food, drugs, cosmetics, medical
devices, and potentially hazardous consumer products.

Federal Comaruications Commission Regulates advertising indirectly, primarily through the power to grant
or withdraw broadcasting licenses.

Postal Sera Pegulates material that goes through the mails, primarily in areas of
obscenity, lottery, and fraud.

Alcohol and Tobacco Tax Division Part of the Treasury Department; has broad powers to regulate
deceptive and misleading advertising of liquor and tobacco.

Grain Divisio Unit of the Department of Agriculture responsible for policing seed
advertising.

Securities and Exchange Commission Regulates advertising of securities.

Information Source Description
Patent Office Regulates registration of trademarks.
Library of Congress Controls protection of copyrights.

Enforces all federal laws through prosecuting cases referred to it by

Department of justice
other government agencies.
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Personal selling, unlike advertising or sales promotion, involves direct relation-
ships between the seller and the prospect or customer. In a formal sense, per-
sonal selling can be defined as a two-way flow of communication between a po-
tential buyer and a salesperson that is designed to accomplish at least three tasks:
(1) identify the potental buyer’s needs; (2) match those needs to one or more of
the firm's products or services; and (3) on the basis of this match, convince the
buver to purchase the product.! The personal seiling element of the promotion
mix can encompass diverse forms of direct interaction between a salesperson and
potential buyer including face-to-face, telephone, written, and/or computer
communication. The behavioral scientist would most likely characterize personal
selling as a type of personal influence. Operationally, it is a complex communi-
cation process, one still not fully understood by marketing scholars.

IMP< OF PERSONAL SELLING

Most businesses find it impossible to market their products without some form
of personal selling. To illustrate, vending machines are becoming more popular.
The question may be raised about whether or not these machines replaced the
salesperson. The answer is both yes and no. In a narrow sense of the word, the
vending machine has replaced some retail salesclerks who, for most conve-
nience goods, merely dispensed the product and collected money. On the other
hand, vending machines and their contents must be “sold” to the vending ma-
chine operators, and personal selling effort must be exerted to secure profitable
locations for the machines.

The policies of self-service and selfselection have done much to eliminate the
need for personal selling in some types of retail stores. However, the successful
deployment of these policies have required manufacturers to do two things: (1)
presell the consumer by means of larger advertising and sales promotion out-
lays, and (2) design packages for their products that would “sell” themselves, so
to speak. e

The importance of the personal selling function depends partially on the na-
ture of the product. As a general rule, goods that are new, technically complex,
and/or expensive require more personal selling effort. The salesperson plays a
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key role in providing the consumer with information about such products to re-
duce the risks involved in purchase and use. Insurance, for example, is a com-
plex and technical product that often needs significant amounts of personal sell-
ing. In addition, many organizational products cannot be presold, and the
salesperson has a key role to play in finalizing the sale. In the pharmaceutical in-
dustry, the customer base has grown ever more heterogeneous. As a result, the
need for customized messages to meet the individual needs of the differing cus-
tomer groups has grown more important. One change that has been imple-
mented in the industry to keep company sales forces competitive has been the
organization of sales teams.” In these teams, salespeople are coupled with tech-
nical experts in order to forge strong customer partnerships and add value to
the company’s product offerings.” However, most nationally-branded conve-
nience goods are purchased by the consumer without significant direct assis-
tance from manufacturer or retail store personnel.

The importance of personal selling also is determined to a large extent by the
needs of the consumer. In the case of pure competition (a large number of small
buyers with complete market knowledge of a homogeneous product), there is
httle need for personal selling. A close approximation to this situation is found
at auctions for agricultural products, such as tobacco or wheat. At the other ex-
treme, when a product is highly differentated, such as housing, and marketed

» consumers with imperfect knowledge of product offerings, personal selling
comes a key factor in the promotion mix. Finally, sellers who differentiate
their products at the point of sale will usually make heavy use of personal selling
omotion mix. For example, automobile buyers are given the oppor-

chase various extras or options at the time of purchase.
t to remember that, for many companies, the salesperson rep-
mer's main link to the firm. In fact, to some, the salesperson is
refore, itis imperative that the company take advantage of this
vough the efforts of the successful salesperson, a company can

ss with customers that continue long beyond the initial sale. It

. ‘et who serves as the conduit through which information regard-
unprovements, applications, and/or new uses can pass from

marketing departnent. To illustrate the importance of us-

v informanon resource, consider this fact. In some indus-

customcr formation serves as the source for up to 90 percent of new

, ctand process ideas.” Along with techniques described in the previous
e persona! selling provides the push needed to get middlemen to carry

1ew prodix nerease their amount of goods purchased, and devote more ef-

fort in merchandising a product or brand.’

Fhe classic relationship between marketing and sales has often entailed con-
fusion and poor communication.” Disgruntled salespeople grumble about mar-
keting programs they sec as ineffective, while the marketing staff claims
mediocre sales are the result of poor execution on the part of the sales force.
Salespeople continually complain that they are being asked to serve as the mar-
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keting research arm of the organization, being charged with gathering customer
information that detracts from their selling efforts. Meanwhile, the marketing
staff asserts that rarely, if ever, does the sales staff contribute meaningful infor-
mation. Regardless of who's right, the results are all too often the same: sales are
down and valuable information is lost. It is of critical importance that a syner-
gistic relationship be built between the marketing and the sales function.
Toward this end, each function must understand the benefits derived from such
an alliance. These benefits include: (1) [)etter targeted marketing programs; (2)
more-diverse and accurate marketplace information flows; (3) quicker response
times: (4) stronger customer relationships; and (5) above all, improved finan-
cial results. Later in the chapter, specific means of improving the sales/market-
ing relationship will be discussed.

In summary, personal selling is an integral part of the marketing system, ful-
filling two vital duties (in addition to the core sales task itself): one for customers
and one for companies.” First, the salesperson dispenses knowledge to buyers.
Lacking relevant information, customers are likely to make poor buying deci-
sions. For example, computer users would not learn about new equipment and
new programming techniques without the assistance of data-processing sales
representatives. Doctors would have difficulty finding out about new drugs and
procedures were it not for pharmaceutical salespeople. Second, salespeople act
as a source of marketing intelligence for management. Marketing success de-
pends o saiisfying customer needs. If present products don’t fulfill customer
needs, then profitable opportunities may exist for new or improved products. If
problems with a company’s product exist, then management must be quickly ap-
praised of the fact. In either situation, salespeople are in the best position to act
as the intermediary through which valuable information can be passed back and
forth between product providers and buyers.

.
Tt

I

Personal selling is as much an art as it is a science. The word art is used to de-
scribe that portion of the selling process that is highly creative in nature and dif-
ficult to explain. This does not mean there is little control over the personal sell-
ing element in the promotion mix. It does imply that, all other things equal, the
trained salesperson can outsell the untrained one.

Before management selects and trains salespeople, it should have an under-
standing of the sales process. Obviously, the sales process will differ according to
the size of the company, the nature of the product, the market, and so forth, but
there are some elements common to almost all selling situations that should be
understood. For the purposes of this text, the term sales process refers to two ba-
sic factors: (1) the objectives the salesperson is trying to achieve while engaged
in selling activities; and (2) the sequence of stages or steps th.e salc:spers:on
should follow in trying to achieve the specific objectives (the relationship-build-
ing process).
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Information the Sales Force Can Obtain from Organizational Customers

a. Problems with current products. h. Other manufacturers’ (competitors’) prod-

b. Costreduction needs of customer, ucts currently used by customers.

¢. Unmet needs or wishes of customer. i. Customer’s level of satisfaction with prod-

d. Superior features of competitive products. ucts currently used.

e. Changes in technology/industry standards. J- Product features evaluated by customers in

f. Additions needed for service(s) accompany- choosing another manufacturer's product.
ing the product. k. Customer's ideal products according to rele-

g. Changes in the regulatory environment. vant choice criteria.

I. Customer’s criteria for rating products.

Source! Adapted from Geollrey Gordon, Denise S hoenbachler, Peter m. Custe mer's ()l'(l(’l' of pr(-'f('rcnce f()l' Compet-
Kaminski, and Kimberly Brouchous, * I'he Use of the Sales Force in i”q P]A()(]”(.lSA
the  Oppormnity  Tdentification Phase of the New Product '

Development Process,” Jmomnal of Business and Industrial Marketing, (in n. ( ustomer s I‘k(.l‘. (lcm:md [()l' pl'OdUClS n
)y the future.

i ike thi concepts covered in the previous «'h‘.xl)z(‘l‘, |)crs¢)na| St‘lling can
) wed as a strategic means to gain competitive advantage in the market-

cample, Dow Chemical Co. includes service representatives as
iles team to ensure that customer concerns with present prod-

essed and remedied at the same time new business is being so-

ral Motors, it was the sales force who initially discovered that

nstomer satstaction did net result in high levels of customer

they determined the elimination of customer dissatisfac-

t degree, was the di torce behind continued customer

nanner, marketing i agement understands that, while ulti-

personal selling must be justified on the basis of the revenue and profits
roduces, there are four major categories of objectives generally assigned to
(e personal selling funcuon as part of the overall promoton mix.'” These ob-
es can b tegorized as eithe: image and,/ or demand-oriented. Although
Y companies have some imnterest in Inage oriented st'llillg t,‘f'f()l'ls, the pri-

mary emphasis is placed on achieving demand-oriented objectives. A brief de-

:
eripuon of each category follows.

imnage-orienied objectives ’

When personal selling objectives are image-oriented, they usually up’gl\g
public relations. Public relations, in general, can be considered the use of com-
munication that is designed to foster a favorable image for goods, services, or of—
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ganizations. Needless to say, when personal selling is utilized as part of a public
relations effort, it is initiated and paid for by the sponsoring firm. The specific
objectives of image-oriented personal selling efforts can be to utilize the sales
force: (1) as public role models in displaying the firm’s commitment to ethical
behavior through the employment of acceptable sales practices; (2) to portray
the firm’s upstanding image by having salespeople maintain a good appearance
in all customer contacts; and/or (3) to show the firm’s commitment to rela-
tionship building by having the sales force follow practices aimed at gaining the
respect of customers, employees, and other public entities.

Demand-oriented objectives

When personal selling objectives are demand-oriented, the overriding goal is
to convert customer interest into first, an initial sale and, subsequently, repeat
purchases. To achieve this goal, three major categories of objectives are pursued:

L. Information prowision. Especially in the case of new products or customers, the
salesperson needs to fully explain all attributes of the product or service, answer
any questions, and probe for additional questions.

2. Persuasion. Once the initial product or service information is provided, the sales-
person needs to focus on the following objectives:

Clearly distinguish attributes of the firm’s products or services from those
of competitors.

» Maximize the number of sales as a percent of presentations.

« Convert undecided customers into first-time buyers.

» Convert first-time customers into repeat purchasers.

» Sell additional or complementary items to repeat customers.

e Tend to the needs of dissatisfied customers.

3. After-sale service. Whether the sale represents a first-time or repeat purchase, the
salesperson uceds to ensure the following objectives are met:

» Delivery and /or installation of the product or service that meets or exceeds
customer demands.

« Immediate follow-up calls and visits to address unresolved or new concerns.

e Reassurance of product or service superiority through demonstrable actions.

The Sales For many vears, the traditional approach to selling emphasized the first-time
Relationship sale of a lpn“oduct or service as the culmination of the sales process. As empha-
Building Frocess  sized in Chapter 1, the new marketing viewpoint and accompanying approach
to personal selling views the initial sale as merely the first step in a long-term
relationship-building process, not as the end goal. Long-term relationships be-
tween the buyer and seller can be considered partnerships because the buyer
and seller have an ongoing, mutually beneficial alffliliation, w1th eacb party h'av-
ing concern for the other party's well-being.”” The relat;lonshlp—l.)ulldmg
process is designed to meet the objectives listed in the previous section and
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Figure 9-1  The Sales Relationship-Building Process

Moo Denbien B Castleberry, and John F. Tanner,

 Adaptad irore maalerial diseussed i Barion A
frasliding Farmnershiae, Yo e (B Ridee, 1 - Bl 1) Irwiv, 19855, n, 208
Oitaiie 817 2guen et SLADT {see :“"_i‘: } . These stages are: (1) prospe
ang the sales call; (3) presenitation; (4) responding toiobjections;

ng commitment/ o wing the sale: and (6) buildinga long-termr,,‘
hat follows is a buoef description of each of the stages.

im'rcnsmg ;‘\;ll-.'s \nlume. (lunrml..ll |)1:\,s;>u.lmg is necessary for several. ea-
sons inchuding the fact that customers: (1) switch to other suppliers; (2):
out of the organization’s market area; (3) go out of business because of

need fou the product or service. In addition, the orgamzauon s buymg con-
tracts wnh pxcscnt customers may bc |eplaced and orgamzaUOns who wv.shuI 0
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partner in an accounting firm with no effective prospecting plan usually doesn’t
lastlong in the business. In these positions, it may take as many as 100 contacts
to gain 10 prospects who will listen to presentations from which one to two
sales may result. On the other hand, a Procter & Gamble sales representative
in a certain geographic area would likely know all the potential retailers for
Crest toothpaste.

The prospecting process usually involves two major activities that are under-
taken on a continual, concurrent basis. First, prospects must be located. When
names and addresses of prospects are not available, as is usually the case when
firms enter new markets or a new salesperson is hired, they can be generated
by randomly calling on businesses or households or by employing mass appeals
(through advertising). This process is called random lead or blind searching and
usually requires a high number of contacts to gain a sale. A lead is a potential
prospect that may or may not have the potential to be a true prospect, a candi-
date, to whom a sale could be made.

For most professional, experienced salespeople, a more systematic approach to
cenerating leads from predetermined target markets is utilized. This approach,
aptly named selected-lead searching, utilizes existing contacts and knowledge to gen-
erate new prospects. In general, the best source of prospects is referrals from sat-
isfied customers.'” The more satisfied one’s customers are, the higher the quality
of leads a salesperson will receive from them. Highlight 9-2 lists some common
sources of leads and how they are used to generate new contacts.

The second step in the nrospecting process involves screening. Once leads
are generated, the salesperson must determine whether the prospect is a true
prospect. This qualifying process usually entails the gathering of information,
which leads to the answering of five questions.

1. Does the lead have a want or need that can be satisfied by the purchase of the
firm's products or services?

2. Does the lead have the ability to pay?

3. Does the lead have the authority to pay?

4. Can the lead be approached favorably?

5. Is the lead eligible to buy?

Depending on the analysis of answers to these questions, the determination of
whether a lead is 2 true prospect can be made. In seeking and qualifying leads,
it is important to recognize that responsibility for these activities should not be
totally assumed by individual salespeople. Rather, companies should develop a
consistent, organized program, recognizing that tllejol?_:)t"de\'eloping prospects
belongs to the entire company not just the sales force.”

Planning the sales call ‘ '
Salespeople will readily admit that their numbe&one problem is getting

through the door for an appointment with a prospect. Customers have become

sophisticated in their buying strategies. Consequently, salespeople have to be
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Common Sources of Sales Leads

Source How Used

Satisfied customers Current and previous customers are contacted for additional business and leads.

Endless chain Salesperson attempts to secure at least one additional lead from each person he
or she interviews.

Center of influence Salesperson cultivates well-known, influential people in the territory who are
willing to supply lead information.

Promotional acuvities Salesperson ties into the company’s direct mail, telemarketing, and shows to
secure and qualify leads.

Lists and directories Salesperson uses secondary data sources, which can be free or fee-based.

Canvassing Salesperson tries to generate leads by calling on totally unfamiliar organizations.

Spotters Salesperson pays someone for lead information.

Telemarketing Salesperson uses phone and/or telemarketing staff to generate leads.

Sales letters Salesperson writes personal letters to potential leads.

Other source Salesperson uses noncompeting salespeople, people in his or her own firm, social
clubs, etc., to secure lead information.

miatenal discussed in Bacton A. Weitz, Stephen B. Castleberry, and John F. Tanner, Selling: Building Partnerships, 2nd ed,
Richard D. Irwin, 1095), p. 208,

: A : c e 15 e frerias
ophisticated in developing their selling strategies. ” A buyer’s time is
Without adequate planning, the salesperson may be unable to con-

e the prospect to entertain a sales call. In addition, lack of planning can lead

on: (1) covering material in which the buyer has no interest, (2)
n order even though that is an unrealistic expectation for the
striking off into an area that is of no relevance to the buyer. With

1 n:ll('.\‘p(_'lmm 1s more likely to rAin entry lhrough the buyer's

the buyer’s respect and commiunent. In addition, proper plan-

lespeople meet their call objectives efficiently as well as effectively.

ile a full discussion on the topic of ple nnmg the sales call is beyond the

e 15 text, what follows are briel descriptions of some key areas of knowl-
edge a salesperson should possess prioc to embarking on a sales call.

I. Theyshould have thorough knowliedge of the company they represent, including

its past history, This includes the philosophy of management as well as the firm's
!u--‘u operating policies.

2. They should have thorough technical and commercial knowledge of their prod-
ucts or product lines. This is particularly true when selling goods. When selling
very technical products, many firms require their salespeople to have training as
engineers. :

3. They should have good working knowledge of competitors’ products. This isa v
tal requirement because the successful salesperson will have to know the strengths
and weaknesses of those products that are in competition for market share.
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4. They should have in-depth knowledge of the market for their merchandise. The
market here refers not only to a particular sales territory but also to the general
market, including the economic factors that affect the demand for their goods.

5. They should have accurate knowledge of the buyer or the prospect to whom they
are selling. Under the marketing concept, knowledge of the customer is a vital re-
quirement. Salespeople can’t get close to their customers unless they know what
the customers are all about.'” One of the best ways to seal a relationship is to help
a customer solve his/her problems—but first, one has to know what those prob-
lems are. Areas of desirable knowledge salespeople should possess include cus-
tomer applications of the product and customer requirements as they relate to
product quality, durability, cost, design, and service. Knowledgeable salespeople
should be able o quantify, as well as describe, product benefits to the buyer.
Effective selling requires salespeople to understand the unique characteristics of
each account, including how the customer will make his/her decision.'”

Presenting

Successful salespeople have learned the importance of making a good im-
pression. One of the most important ways of improving the buyer’s impression is
for the salesperson to be well-prepared in the knowledge areas discussed above.
Some salespeople actually develop a checklist of things to take to the presenta-
tion so that nothing is forgotten. Just as important is the develogment of good in-
terpersonal skills; they are a key ingredient of effective selling.1 Salespeople who
can adapt their selling style to individual buyer needs and styles have as much as
30 percent stronger overall performance than less flexible counterparts.

While much goes into planning and delivering sales presentations, 14 core
principles for presentation success stand out.” Successful salespeople:

1. Are prepared.

2. Believe what they have to say is important.

3. Know their call’s purpose and make sure it fits the buyer’s reality.
4. Identify the fundamental message and associated key points.

5. Know their audience and speak only to issues of concern for them.
6. Summarize at the start of the presentation.

7. Throughout the presentation, continually reinforce ideas and key points.
8. Pay close attention to details when making presentations.

9. Test presentations by performing dry runs.

0. Make their presentation a performance.

11. Remain flexible, being able to adjust the presentation as it evolves.
12. Remain ready for questions.

13. Keep their perspective and enjoy the presentation.

14. Always remember that they are selling, not conversing.

Responding to objections

To assume the buyer will passively listen and positively respond to a sales pre-
sentation by placing an immediate order would be folly. Salespeople.can expect
to hear objections (issues or concerns raised by the buyer) at any ume during
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the presentation and subsequent relationship. Objections can be raised when
the salesperson attempts to secure appointments, during the presentation,
when the salesperson attempts to obtain commitment, and/or during the after-
sale follow-up. Prospects raise many kinds of objections although the following
are the most common. The prospect:

1. Has no need for the product or service.

2. Needs more information.

3. Has never done it this way before.

4. Is just not interested.

5. Doesn’t understand what is being communicated.

6. Doesn't like the product or service features, the salesperson’s company, or even
the salesperson him- or herself.

7. Has no money or believes the value does not exceed the cost.

8. Expects a discount or other price concession.

9. Is used to dealing with a competitor.

0. Needs more time ta think about the offer.

When sales prospects raise an objection, it is a sign that they are not ready to
buy and need an acceptable response o the objection before the buying deci-
sion can be made. In respornise 1o an objection, the salesperson should not chal-
lenge the respondent. Rather, the salesperson’s objective should be to present
the necessary information so that the prospect is able to make intelligent deci-
sions based on that information. ™ It takes careful thought and preparation to
tiuly respond to objections in an effective manner. To respond to objections,
nothing works better than having a positive attitude. Salespeople need to re-

cmber that, in most cases, it is not the individual the buyer is objecting to, but

ther some other concern related to the product or process.
rnitment
point, it all objections have been resolved, the salesperson must ask

' : 21
commitment, It's a rare moment when a customer will ask to buy
nsequentdy, knowing how and when to close a sale is one of a salesperson’s
stindspensable skills. What follows are some basic guidelines for closing sales.
The salesperson should ask for the order as it is the salesperson’s, not the cus-

iONEr's 1 CSPL llﬁ”)ilil\'.
I'he salesperson should be persistent as customers usually will not say yes the first
time they are asked to commit.

3. The salesperson should review with the customer the benefits and drawbacks as-
sociated with saying yes.

4. Once the salesperson asks for the sale, he or she should wait for the customer to
respond.

5. After the customer says yes, the salesperson should immediately assure the cus-
tomer he or she made the right decision.

6. The salesperson should, after commitment has been obtained, show sincere ap-
preciation for the order as well as develop the relationship.
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HIGHLIGHT 9-3

Important Topics for Salesperson Training (based on interviews with sales n

| The following training topics are ranked from 1 (most important) to 14 (least important).
| Type of Industry
J‘ Training Topic Consumer Goods Organizational Goods
‘ (imnp.m\ products i il
. Company policies 3 o
How to sell 9 4
| Competitor products 4 3
Competitor policies 6 5
Company strengths and weaknesses 7] 6
Company marketing strategy 7 9
Terrtory management 9 7
Motivatuon to sell 8 11
Positive attitudes toward firm 13 8
Financial analvsis 10 10
| Legal matters 12 12
! Ti“ll manasacement 11 13
Lasterniie 14 14
Souree; Adbes Page, “Assessing New Product Development Practices and Performance: Establishing Crucial Norms,” fownal of Product
; Innovatim M e, Sept ‘mber 19495, PP 273490
\

It should be noted that not all sales calls end in commitment, a successful clos-
ing. If commitment is not obtained, salespeople should analyze the reasons and
determine if: (1) more sales calls are necessary to obtain commitment; or (2)
currently, there just does not exist a good match between customer needs and
seller offerings. If the salesperson determines more calls are necessary, then
he/she should leave the meeting with a clear action plan, which is agreeable to
the customer, for the next visit.

Building a long-ferm relationship

Developing long-term relationships with customers has become increasingly
important for salespeople and their firms. It costs substantially more to win a
new customer than to keep a current customer—from 5 to 10 times as much.?*
Many marketers continue to overlook the fundamental idea that the longer they
keep a customer, the more profitable the customer becomes. The focus of at-
tention and effort on current customers to maximize their satisfaction with an
organization s cailed aftermarketing. Successful aftermarketing efforts require
many specific activities be undertaken by the salesperson and other organiza-
tional members. These activities include:

1. Establishing and maintaining a customer information file.
2. Monitoring order processing.
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=

Ensuring initial proper use of the purchased product or service.

Providing ongoing guidance and suggestions on the use of the purchased prod-

uct or service.

5. Analyzing customer feedback and responding quickly to customer questions and
complaints.

6. Continually conducting customer satisfaction research and responding to it.

>

As can be seen by the above discussion, there are no magic secrets of suc-
cessful selling. The difference between good salespeople and mediocre ones
is often the result of training plus experience. Training is no substitute for ex-
perience; the two complement each other. The difficulty with trying to discuss
the selling job in terms of basic principles is that experienced, successful sales-
people will always be able to find exceptions to these principles. Often suc-
cessful selling seems to defy logic and sometimes, common sense. Trying to
program salespeople to follow definite rules or principles in every situation
can stifle their originality and creatitivity.” However, six Signiflcant factors
have been found to contribute most to salesperson failure.” These include;
(1) poor listening skills: (2) failure to concentrate on top pri(')r'i‘tiFS;—(S)’zﬁ_ajc’
of sutficient effort; (4) inability to determine customer needs; (5) lack of plan-
ning for sales presentations; and (6) inadequate product/service knowledge.
What can be gleaned from these factors is an appreciation of the complex in-
terrelationships existing between company and individual efforts as a prereq-
uisite for sales success.

21 ATIONSHIP-ELTLDING PROCESS
Every personal sale can be divided mnto two parts: the part done by the salespeo-
pie and e part done for the salespeople by the company. For example, from the"
andpoint of the product, the company should provide the salesperson with a
Srocdust skittfully designed, thoroughly tested, attractively packaged, adequately
ertised, and priced to compare favorably with competitive products.
speople have the responsibility of being thoroughly acquainted with the

et its selling features, and points of superiority, and a sincere belief in the
i the product. From a sales management standpoint, the company’s part
(I Je involves the following:

Filicient and effective sales tools, including continuous sales training, promo-
nal literatire, samples, trade shows, pnuluc( information, and adequate ad-

verisimg

An efficient delivery and reorder system (O ensure that customers will receive the

merchandise as promised.

An equitable compensation plan that rewards performance, motivates the sales-

person, and promotes company loyalty. It should also reimburse the salesperson

{or all reasonable expenses incurred while doing the job.

4. Adequate supervision and evaluation of performance as a means of helping
salespeople do a better job, not only for the company but for themselves as well.

O
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Being a successful sales manager is much different from being a successful
salesperson.”” Reports, budgets, meetings, and other tasks take on new impor-
tance as the focus changes from getting an order to running an entire department
or division. Indeed, the role of the sales manager can be likened to that of a good
coach.® The sales manager must possess a variety of skills including those related
to: (1) problem solving, (2) interpersonal relations, (3) written and oral commu-
nication, (4) persuasion, and (5) technology.*” The sales manager must continu-
ally remind the sales force of the fundamentals, constantly encourage peak efforts,
consistently praise effective performance, and, perhaps most importantly, do as
much listening as speaking.™ Simultaneously, the sales manager is charged with de-
veloping an effective overall sales plan so that organizational goals can be realized.
An important key to maximizing sales productivity and end performance is the
ability of the sales manager to give good coaching to the many and not to rely on
the individual efforts of the few. With this type responsibility, it is no wonder that
good sales managers at large organizations can earn over $170,000 per year.*’

Since the advent of the marketing concept, a clear-cut distinction has been
made between marketing management and sales management. Marketing man-
agement refers to all activities in the firm that have to do with satisfying demand.
Sales management is a narrower concept dealing with those functions directly
related to personal selling. Generally speaking, sales managers are in middle
management and report directly to the vice president of marketing. Their basic
responsibilities can be broken down into at least seven major areas: (1) devel-
oping an effective sales organization for the company; (2) formulating short-
range and long-range sales programs; (3) recruiting, training, and supervising
the sales torce: (4) formulating sales budgets and controlling selling expenses,
(5) coordinating the personal selling effort with other forms of promotional ac-
tivities; (6) maintaining lines of communication between the sales force, cus-
tomers, and other relevant parts of the business, such as advertising, production,
and logistics: and, m some firms, (7) developing sales forecasts and other types
of relevant marketing studies to be used in sales planning and control.

Sales managers are line officers whose primary responsibility is establishing
and maintaining an active sales organization. In terms of authority, they usually
have equivalent rank to that of other marketing executives who manage aspects
of the marketing program, such as advertising, product planning, or physical
distribution. The sales organization may have separate departments and de-
partment heads to perform specialized tasks, such as training, personn'el, pro-
motion, and forecasting. Figure 9-2 is an example of such a sales organization.

In other cases, a general marketing manager may have product managers or
directors reporting to them. This is common in cases where the firm sells nu-
merous products and each product or product line is handled by a separate man-
ager. Another common arrangement is to have s:ales managers a_ssng_ned to spe-
cific geographic regions or customer groups. This type of speagll'zatlon enables
the sales force to operate more efficiently and effectively by avoiding overlaps.
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Figure 9-2 An Example of a Sales Organization

Director
Sales Planning,

Forecasts, and
Budgeting

Director
Consumer
and Dealer
Relations

Director Director
Sales Customer
Personnel Relations

Director
Sales Planning

Toward this end. more and more organizations are embracing the concept of
national account management programs. National account management pro-
grams allow firms to identify and target their largest and most important customer
accounts and provide these accounts with special treatment in marketing admin-
istration, and service.” Specific sales personnel are assigned to handle each na-
tional account regardless of geographic location where individual offices and fa-
cilities of the account may reside. National accounts differ from traditional
customers in that they tend to have more centralized purchasing processes and
purchase a much larger volume of products. National account management pro-
sams provide a number of benefits for both the selling organization and the cus

er. For the selling firm, there is the potential 10 develop better, closer rela-
Gonahins with the customer, which can give the firm a competitive advantage

)

ronh increased profit margins, increased communication between the buying
1cl ine firm, and the maintenance of a stable customer base among a firm’s
oAl acconnis, From the customer’s perspective two benefits are that fewer
istakes are likely to occur during processing and servicing orders due to less
poinis of contact with the selling firm and customer needs can be addressed more
Gnmediately than if they were processed through more traditional channels.
Regardless of whether national account management or some other method

of organizaticnal setup is utilized, itis essential that m;n'kcl.ingnndsalesareclosely
aligned.”' As mentioned in previous sections, the sales force is a valuable source
of information for designing product/market strategy. Rather than competing,
various marketing and sales departments should engage in cooperative efforts.
Toward this end, leading organizations are taking steps to better integrate sales
and marketing departments inclu(ling::w

1. Setting up compensation systems that rely on the success of multiple departments

meeting goals.
2. Making departments responsible for each other.
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3. Sending marketing people to work for a time in sales departments and vice versa
to help individual personnel understand others’ jobs.

. Holding joint planning meetings.

Assigning joint projects.

Encouraging communication between departments.

- Assigning sales managers to head up marketing projects and vice versa.

There are two obvious reasons why it is critical that the sales force be prop-
erly controlled. First, personal selling can be the largest marketing expense
component in the final price of the product. Second, unless the sales force is
somehow directed, motivated, and audited on a continual basis, it is likely to
be less efficient than it is capable of being. Controlling the sales force in-
volves four key functions: (1) forecasting sales; (2) establishing sales territo-
ries and quotas; (3) analyzing expenses; and (4) motivating and compensat-
ing performance

Forecasting sales. Sales planning begins with a forecast of sales for some future
period or periods. From a practical standpoint, these forecasts are made on a
short-term basis of a vear or less, although long-range forecasts of one to five
years are made for purposes other than managing the sales force, such as fi-
nancing, production, and development. Generally speaking, forecasting is the
marketing manager's responsibility. In large firms, because of the complexity
of the task, it is usnally delegated to a specialized unit, such as the marketing
research department. Forecast data should be integrated into the firm’s mar-
keting decision support system for use by sales managers and other corporate
executives. For many companies, the sales forecast is the key instrument in the
planning and control of )pcr;‘:tions.:’m

The sales forecast is an estimate of how much of the company’s output, either
in dollars or in units, can be sold during a specified future period under a pro-
posed marketing plan and under an assumed set of economic conditions. A sales
forecast has several important uses: (1) it is used to establish sales quotas; (2) it
is used to plan personal selling efforts as well as other types of promotional ac-
tivities in the marketing mix; (3) it is used to budget selling expenses; and (4) it
is used to plan and coordinate production, physical distribution, inventories,
personnel, and so forth.

Sales forecasting has become very sophisticated in recent years, especially with
the increased availability of computer hardware and software. It should be men-
tioned, however, that a forecast is never a substitute for sound business judgment.
At the present time there is no single method of sales forecasting known that gives
uniformly accurate results with mfdlllble precmon Outlined below are some com-
monly used sales forecasting methods.**

1. Jury of executive opinion method. This combines and averages the views of top man-
agement representing marketing, production, finance, purchasing, and admin-
istration.
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2. Sales-force composite method. This is similar to the first method in that it obtains the
combined views of the sales force about the future outlook for sales. In some com-
panies all salespeople, or district managers, submit estimates of the future sales
in their territory or district.

3. Customer expectations method. This approach involves asking customers or product
users about the quantity they expect to purchase.

4. Time series analyses. This approach involves analyzing past sales data and the im-
pact of factors thatinfluence sales (long-term growth trends, cyclical fluctuations,
seasonal variations).

5. Correlation analysis. This involves measuring the relationship between the depen-
dent variable, sales, and one or more independent variables that can explain in-
creases or decreases in sales volumes.

6. Other quantitative technigques. Numerous statistical and mathematical techniques
can be used to predict or estimate future sales. Two of the more important tech-
niques are (a) growth functions, which are mathematical expressions specify-
ing the relationship between demand and time; and (b) simulation models,
where a statistical model of the industry is developed and programmed to com-
pute values for the key parameters of the model.

Fstablishing sales territories-and girofcs The establishment of sales territories
and sales guotas represents management's need to match personal selling effort
with sales potential (or opportunity). Soundly designed sales territories can im-
prove how the market is cerved. ™ 1t is much easier to pinpoint customers and
prospects and to determine who should call on them when the market is geo-

anhically divided than when the markets considered as a large aggregate of

hotertial sccounts. The geographic segments should represent small clusters of
usicmers or prospects within some physical proximity. Implied here is the no-
on that there are some distinct economic advantages to dividing the market
(6 snatler segments. Salespeople restricted to a geographic area are likely to
more sales in the territory. Instead of simply servicing the “easy” and la@r»
counts. 4l re prone to develop smail accounts, Of course, there are crite-
ria other than geography for establishing (erritories. One important criterion is
i of product specialization. In this case salespeople are specialists relative to
wriicular product or customer situations. —

il .tion of managing sales terniosies cannot be discussed meaningfully
Jithout saying something about sales quOtas. In general, quotas repre_s_egt_ggalé_
ssigned to sal speople. As suc h, quotas provide three main benefits. First they
rovide incentives for salespeople. For example, the definite objective of selling
%500.000 worth of computer equipment is more motivation to most salespeople
‘4yan the indefinite charge to go out and sell computer equipment. Sales bonuses
and commissions based on quotas can Jlse be motivational. Second, quotas pro-
vide a quantitative standard against which the performance of individual sales
representatives or other marketing units can be measured. They allow manage
ment to pinpoint individuals and units that are performing above average and
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Benefits of Sales-Force Automation

In today’s information-driven business environ-
ment, companies are looking to their sales force as
a vital source of customer information. In a recent
survey of sales executives, sales representatves,
and information systems managers from large cor-
porations, more than 80 percent admitted to some
form of sales-force automation to gather customer
data. Pen-based computers (Apple's Newton) and
contact databases (ACT! for Windows) are exam-

ples of the technology being utilized by salespeo-
ple across the globe. Listed below are a few exam-
ples ol benefits companies are experiencing
from sales-| ee automation
I. Tan nefits
A. reased ume spent with customers/ clients.
B, g i els of customer satstaction
C. ! i numbers of promising prospects.
D. sistent and prompt follow-up corre-
; a1 :
K. wed revenue per salespersomn.
I customer service.
Souri } pennission of the publisi trom Albert 1
Page Product Development  Practices  and
Pertos ; (lishine Crucial Nony fromn Journal of Prad
Inno ; mend, Seprember 1993, pp. 275280, © 1995 by
Elst

G. Better time management by both salespeo-
ple and managers.

H. Improved communication within the orga-

nization.

Better business results companywide.

J- Increased favorable exposure of the com-
pany name.

P
.

I1. Intangible benefits
A. Smoother tunctioning within the company.
B. Increased employee motivation and satis-
faction.
C. Better wrained salespeople and marketing
personnel.
More efficient use of field force equip-
ment.
E. More recent and pertinent information
with easier access.
E. Improved responsiveness Lo customer and
prospect needs.
G. Enhancement of corporate image.
H. Corporate differentiation and competitive
advantage
I. Smoother.

change.

D

.

more efficient organizational

J. Improved control and understanding of

selling and marketing expenses.

those experiencing difficulty. Third, quotas can be used not only to evaluate sales-
persons’ performance but also to evaluate and control their efforts. As part of
their job, salespeople are expected to engage in various activities besides calling
on established accounts. These activities might include calling on new accounts,
collecting past-due accounts, and planning and developing sales presentatiqns.
Activity quotas allow the company to monitor whether salespeople are engaging
in these activities to the extent desired.

Sales quotas represent specific sales goals assigned to each territory or unit
over a designated time period. The most common method of establishing quo-
tas for territories is to relate sales to forecasted sales potential. For example, if
the Ajax Drug Company’s territory M has an estimated inrlustrf\' sales potential
for a particular product of $400,000 for the year, the quota might be set at 25
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Figure 9-3  Ajax Drug Company Sales Activity Evaluation

Territory: M
Salesperson: Smith
(1) @) 3) @) ®)
Percent Score
Functions Quota Actual (2= 1) Weight (3 X 4)
Sales Volume:
A. Old business $380,000 S$300,000 79 0.7 55.7
B. New business S 20,000 S 20,000 100 0.5 50.0
Calls on prospects:
A. Doctors 20 15 75 0.2 15.0
B. Druggists 80 60 75 0.2 15.0
C. Wholesalers 15 15 100 0.2 20.0
D. Hospitals 10 10 100 0.2 20.0
2.0 175.7
Performance Index = 175.7

percent of that potential, or £100,000. The 25 percent figure represents the mar-
ket share Ajax estimates to be a reasonable target. This $100,000 quota may rep-
resent an increase of $20,000 in sales over last year (assuming constant prices)
that is expected from new business.

In establishing sales quotas for its individual territories or sales personnel,
management needs to take into account three key factors. First, all territories

Il ot have equal potential and, therelore, compensation must be adjusted ac-
Linoly. Second, all salespeople will not have equal ability, and assignments

e Bave 1o he made accordingly. Some companies adjust quotas up or down de-
12 upon the specific salesperson’s: (1) years of experience with the com-

st sales performance; and (3) need for organizational resources to

Cer eforts. ™ Third, the sales task in each territory may differ from

period. For instance, the nature of some territories may re-

t salespeople spend more time seeking new accounts, rather than ser-

(ablished accounts, especially in the case of so-called new territories.
| he  be made here is that quotas can vary, not only by territory but also

as A tasis. The effective sales manager should assign quotas not only for

Lt sales it also for each major selling function. Figure 9-3 is an example of
how this is done for the Ajax Drug Company, where each activity is assigned a
(uota al 1 4 weight reflecting its relative importance.

lyaes; s, Sales forecasts should include a sales expense budget. In

some compantes, sales expense budgets are developed from the bottom up.
Fach territorial or district manager submits estimates of expenses and fore-
casted sales quotas. These estimates are usually prepared for a period of a year
and then broken down into gquarters and months. The sales manager then re-
views the budget requests from the field offices and from staff de[')artmen.ls.
Expenses may be ¢ lassified as fixed, semivariable or variable, and direct or 1n-
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Effort- and Results-Oriented Measures for Evaluating Salespeople

Effort-Oriented Measures Results-Oriented Measures
1. Number of sales calls made. ; galles vollu e {ntibor b?] producft = T:del)'
2. Number of MRO calls made. 3' S:les i uf.“;bz.l]s. F ;()(eirc“cntage ‘0 q'uo‘ .
3. Number of complaints handled. w R Ly R B
) tribution).
4. Number of checks on reseller stocks. -
‘ ; : 4. Number of new accounts.
5. Uncontrollable lost job time.
1 S 5. Number of stockouts.
6. Number of inquiries followed up. AT WY ) . -
) . 6. Number of distributors participating in pro-
7. Number of demonstrations completed.

Source: Sales w
Marketing witd

(Goldberg
(Tavlor, F

933

grams.

7. Number of lost accounts.

8. Percentage volume increase in key accounts.
9

0

Varketing Managemen!, “Re-engineering Sales and .

i Sai, ol Moniinl o by - . Number of customer complaints,

ivanced Informadon Delivery Systems,” pp. 52-14 X - : )

1995); “SFA: The Newesi Orthodoxy,” pp. 26-28 10. Distributor sales—inventory ratios.
lirect. Certain items, such as rent or administrative salaries, are fixed. In field
fices, employvee compensation is the principal expense, and it may be fixed
v semivariable, depending on the plan. Other items, such as travel, samples,
or other prometional material, are variable in nature. Some expenses are di-
rectly traceable the sale of specitic producis, such as samples or displays,

vhile other expenses are indirect, as in the case of administrative salaries and
rent. Sales commissions and shipping expenses tend to vary in direct propor-
tion to sales, while iravel expense and entertainment may not be tied to sales
volume in any direct proportion.

It should be understond that selling costs are budgeted much in the same way
as manufactiring costs. Selling costs are usually broken down by product lines,
sales region, customers, salespersons, or some other unit. Proper budgeting re-
quires a reasonable cost accounting system. From a budgeting standpoint, the
firm should use its accounting system to analyze marketing costs as a means of
control.

Motivating and corhensating performance. The sales manager’s personnel func-
tion includes more than motivating and compensating the sales force; but
from the vaniage point of sales-force productivity, these two tasks are of para-
mount importance. Operationally, it means that the sales manager h.as the re-
sponsibility of keeping the morale and efforts of the sales force at high levels
through supervision and motivation. These closely related ta.sks are accom-
plished through interaction with the sales force by: (1) spen.dm'g time in the
field visiting customers; (2) communicating on a frequept basis via letters, tele-
phone, or in-person meetings; (3) giving credit and praise for work well done;
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Characteristics that Are Characteristics that Are
Types of Sales Job Relatively Important Relatively Less Important
Trade selling Age, maturity, empathy, knowledge of cus- Aggressiveness, technical ability, product
tomer needs and business methods. knowledge, persuasiveness.
Missionary selling Youth, hard energy and stamina, verbal Empathy, knowledge of customers, matu-
‘ skill, persuasiveness. rity, previous sales experience.
Technical selling Education, product and customer knowl- Empathy, persuasiveness, aggressiveness,
‘ edge—usually gained through training, age.
‘ intelligence.
| New business selling Experience, age and maturity, aggressive- Customer knowledge, product knowledge,
Ness, persuasiveness, persistence. education, empathy.
Source: Joseph Guiltinan and Gordon Paul, Marketing Managemens, 4th ed, & 1991, New York, McGraw-Hill, p. 3588 Reproduced by permission
of The McGraw-Hill Companies.

(4) providing performance fecdback on a1 1 basis; and (5) developing in-
centive schemes through which o1 . ) iy for earnings (as in sales
contests) or job promaotic ]

Compensaton i principal mot ! £ WS at bie to recruit, mot-
vate, and retain their sales tore Jevi : ‘ on plan for a company
s a technical matter, but : : v formulatng such
a plan. First, a firm should be m ’ 5 DECessary Lo meet its
particular needs wi , ; ensaton plan. Second,
the plan should make se 1 ) ale) to both man-
agement and the sales foree Ay \ voverivcomplex that
it cannat be understood by ! | ‘ & sugpgested in the
section on quolas, the plan si : L 2 i { 13 m;n;lliling the
sales force because of factors b ) erscly, E)Ll!l should
ensure rewards for performance in prop: li- {lth, the plan should
tlow the sales force 1o earn salaric i €10 nal U"L«")d('('t‘plilble
tandard of living. Sixth, the plan should a uniasize aririion by giving
the sales force some incentive, such as a vest ement plan, ot \luyingwilh
the company Finally, and |t rh 1pS most important, the individua u.umpcnsalion
plan must be ted to the overall sales and marketing plans.™

Fhere are two basic types of ¢ ompensaton: salary and commission. Salary usu-
ally refers to a speaific amount ol monetan ompensation at an agreed raie for
definite ume periods. Commission is usually monetary compensation provided
for each unit of sales and expressed as a percentage of sales. The base on which
commussions are computed may be: volume of sales in units of product, gross
sales in dollars, net sales after returns. sales volume in excess of a quota, and net
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Figure 9—4  Types of Incentives and Their Possible Performance Outcomes

Types of Incentives
* Positive feedback on salesperson performance ¢ Paid educational allowance.
evaluation. ¢ Earned time off.
e Company praise (e.g., recognition in a newsletter).  * Fringe benefits.
* Bonus (e.g., cash, merchandise, or travel allowances). ® Stock options.
¢ Salary increase. * Vested retirement plan.
* Pay for performance for specific new product idea.  * Profit sharing.
Performance Outcomes
| Sell a greater dollar volume. ® Secure new customers,
| = Increase sales of more profitable products. ® Service and maintain existing business.
| & Push new products. ® Reduce turnover of customers,
* Push selected items at designated seasons, ¢ Achieve full-line (balanced) selling.
¢ Achieve a higher degree of market penetration by ¢ Reduce direct selling costs.
products, kinds of customers, or territories. e Increase the number of calls made.
« Secure large average orders. e Submit reports and other data promptly.
| ae of the material was adapted fram Gilbhert AL Churchill jr.,
et ard, and Omille C. Walker, Sales Foree Menagement, 4th ed.
od, UL Richard D, Trwin, 1993), p. 575

profits. Very often, several compensation approaches are combined. For exam-
ple, a salesperson might be paid a base salary, a commission on sales exceeding
a volume figure, and a percentage share of the company’s profits for that year.

[n addition o straight dollar compensation, there are numerous other forms
of incentives that can be used to motivate the sales force. Some of these types of
incentives and their potential performance outcomes are listed in Figure 9—4.

CONCLIETGN

This chapter has attempted to outline and explain the personal selling aspect
of the promotion niix. An emphasis was placed on describing the importance of
the relationship-buiiding aspect of the personal selling process. For organiza-
tions that wish to continue to grow and prosper, personal selling plays an inte-
gral part in the marketing of products and services. As long as production con-
tinues to expand through the development of new and highly technical products,
personal selling will continue to be an important part of marketing strategy.
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Channel of distribution decisions involve numerous interrelated variables that
must be integrated into the total marketing mix. Because of the time and money
required to set up an efficient channel, and since channels are often hard to
change once they are set up, these decisions are critical to the success of the firm.

This chapter is concerned with the development and management of chan-
nels of distribution and the process of goods distribution in an extremely com-
plex, highly productive, and specialized economy. It should be noted at the out-
set that channels of distribution provide the ultimate consumer or
organizational buyer with time, place, and possession utility. Thus, an efficient
channel is one that delivers the product when and where it is wanted at a mini-
mum total cost.

THE 7o 7 PO MARKETING INTERMEDIARIES

A channel of disicibution is the combination of institutions through which a
seller markets products to the user or ultimate consumer. The need for other in-
stitutions ot intermediaries in the delivery of goods is sometimes questioned,
particularly since the profits they make are viewed as adding to the cost of the
product. However, this reasoning is generally fallacious, since producers use
marketing intermediaries because the intermediary can perform functions more
cheaply and more efficiently than the producer can. This notion of efficiency is crit-
ical when the characteristics of our economy are considered.

For example, our economy is characterized by heterogeneity in terms of both
supply and demand. In terms of numbers alone, there are nearly 6 million es-
tablishments comprising the supply segment of our economy, and there are close
to 90 million households making up the demand side. Clearly, if each of these
units had to deal on 2 one-to-one basis to obtain needed goods and services, and
there were no intermediaries to collect and disperse assortments of goods, the
system would be totally inefficient. Thus, the primary role of intermediaries is to
bring supply and demand together in an efficient and orderly fashion.

CLASSIFICATION OF MARKETING INTERMEDIARIES AND FUNCTIONS

There are a great many types of marketing intermediaries, many of which are so
specialized by function and industry that they need not be discussed here.
Figure 10-1 presents the major types of marketing intermediaries common to
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Who Gets What in the Compact Disc Channel of Distribution

Percentage of Retail Price Dollar Amount
Record Company 27% $4.58
Artist 16 2.72
Manufacturer 13 2.21
Wholesaler 9 1.53
Retailer 35 5.94
100% $16.98

Source: Neil Strauss, “Pennies That Add Up o $16.98: Why CDs Cost So Much,” New York Times, July 5, 1995, p. Bl
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In other cases, one or more intermediaries may be used in the distribution
process. For example, Hewlett-Packard sells its computers and printers through
retailers such as Best Buy and Office Max. A common channel for consumer
goods is one in which the manufacturer sells through wholesalers and retailers.
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Figure 10-1  Major Types of Marketing Intermediaries

Middleman—an independent business concern that operates as a link between producers
and ultimate consumers or industrial buyers.

Merchant middleman—a middleman who buys the goods outright and takes title to them.

Agent—a business unit that negotiates purchases, sales, or both but does not take title to the
goods in which it deals.

Wholesaler—a merchant establishment operated by a concern that is primarily engaged in
buying, taking title to, usually storing and physically handling goods in large quantities,
and reselling the goods (usually in smaller quantities) to retailers or to industrial or
business users.

| Retailer—a merchant middieman who is engaged primarily in selling to uitimate

CONSUImers.

[ Broker—a middleman who serves as a go-between for the buyer or seller. The broker
assumes no (e risks, does not usually have physical custody of products, and is not
looked upon as a permanent representative of either the buyer or the seller.

Manufacturers’ agent—an agent who generally operates on an extended contractual basis,
often sells wathin an exclusive territory, handles noncompeting but related lines of goods,
and possesses limited authority with regard to prices and terms of sale.

Distributor—a wholesale middleman especially in lines where selective or exclusive
distribution is commeon at the wholesaler level in which the manufacturer expects strong
promotional suppori: often a synonym for wholesaler.

Jobber—a middlerman who buys from manufacturers and sells to retailers; a wholesaler.

Facilitating agent—a business firm that assists in the performance of distribution tasks other

ard cransferring tide (i.e., transportation companies, warehouses,

than buying, seiling,

wourse. Based on Peter D, Bennew, ed., Dictionary of Marketing Terms, 2id ed. (Chicago: American Marketing Association,
1995

For instance, a cold remedy manufacturer may sell to drug wholesalers who, in
turn, sell a vast array of drug products to various retail outlets. Small manufac-
urers may also use agents, since they do not have sufficient capital for their own
sales forces. Agents are commonly used intermediaries in the jewelry industry.
The final channe! in Figure 10-3 is used primarily when small wholesalers and
retailers are involved. Channels with one or more intermediaries are referred to
as indirect channels

In contrast to consumer products, the direct channel is often used in the dis-
tribution of organizational goods. The reason for this stems from the structure
of most organizational markets, which often have relatively few but extremely
large customers. Also, many organizational products, such as computers, n?ed a
great deal of presale and postsale service. Distributors are used in orgamzauongl
markets when the number of buyers is large and the size of the buying firm is
small. As in the consumer market, agents are used in organizational markets in
cases where manufacturers do not wish to have their own sales forces. Such an
arrangement may be used by small manufacturers or Wl1eq the market is geo-
graphically dispersed. The final channel arrangement in Figure 10-4 may also
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Figure 10-2 Marketing Functions Performed in Channels of Distribution
I —

Buying—purchasing products from sellers for use or for resale.

Selling—the personal or impersonal process whereby the salesperson ascertains, activates,
and satisfies the needs of the buyer to the mutual continuous benefit of both buyer and
seller.

Sorting—a function performed by intermediaries in order to bridge the discrepancy
between the assortment of goods and services generated by the producer and the
assortment demanded by the consumer. This function includes four distinct processes:
sorting out, accumulation, allocation, and assorting.

Sorting out—a sorting process that breaks down a heterogeneous supply into separate
stocks that are relatively homogencous.

Accumulation—a sorting process that brings similar stocks from a number of sources
together into a larger homogeneous supply.

Allocation—a sorting process that consists of breaking a homogeneous supply down into

| smaller and smaller lots,

| Assorting—a sorting process that consists of building an assortment of products for use in
| association with each ather

| Concentration—the process of bringing goods from vanous places together in one place.
| Financing—providing credit or funds (o facilitate a transaction.

| Storage—maintaining inventories and protecting praducts 1o provide better customer

! service.

Grading—the classifving of a product by examining itr quaiity, it is uiten done with a
program of grade abeliug though wmdividual Hrme con grade their own products by a

‘ private system il (e wish, for example, good, bees
Transportation— . | Hoe function that adds thme ! piace wality to the product by
moving it from i de o wherd 1 s purcassed wnd vasd Irincludes all
‘ intermedinte siep It prisey
‘ Risk-taking—itakii - rigis Invalead b teans dibiz o, Wy produocts.
Marketing researcl niorg i eofoe T e b LasSEs s market conditions,
\ expected sales, el
i
Source: Based on Peter [ i y i crenican Marketing
Association, 114495)
be used by a small mancficnirer or when the mz: kot consists of many small cus
tomers. Under sucl: conditions, it may not be = aical for sellers to have
their own sales Orgamzation
SELECTING CHANNELS OF DISTR! .

Given the numerous types of channel intermediaries and functions that must be
performed, the task of selecting and designing a channel of distribution may at
first appear to be overwhelming. However, in many industries, channels of dis-
tribution have developed over many years and have become somewhat tradi-
tional. In such cases, the producer may be limited to this type of channel to op-
erate in the industry. This is not to say that a traditional channel is always the most
efficient and that there are no opportunities for innovation, but the faél thatsuch
a channel is widely accepted in the industry suggests it is highly efficient. A pri-
mary constraint in these cases and in cases where no traditional channel exists is
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Figure 10-3  Conventional Channels of Distribution of Consumer Goods
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that of availability of the various types of middlemen. All too often in the early
stages of channel design, executives map out elaborate channel networks only to
find out later that no such independent intermediaries exist for the firm’s prod-
uct in selected geographic areas, Even if they do exist, they may not be will-ing to
accept the seller’s products. In general, there are six basic considerations in the
initial development of channel strategy. These are outlined in Figure 10-5.
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__ Figure 10-5 General Considerations in Channel Planning

1. Customer characteristics, __ \ 4. Competitor characteristics.

“a. Number.
b. Geographic dispersion.
c. Preferred channels and oudets for
purchase.
d. Purchasing patterns.
e. Use of new channels (e. g., on-line
purchasing).

2. Product characteristics.

a. Unit value.

b. Perishability.

c. Bulkiness.,

d. Degree of standardization.

e. Installation and maintenance
services required.

3. Intermediary characieristics.

a. Availability.

b. Willingnese to accept product or
product line.

c. Geographic market served.

d. Marketing funcrions performes.

€. Potential tor conflict.

a. Number.

b. Relative size and market share.

c. Distribution channels and strategy.

d. Financial condition and estimated
marketing budget.

e. Size of product mix and product
lines.

f. Overall marketing strategy employed.

g. Other strengths and weaknesses.

5. Company characteristics.

a. Relative size and market share.

b. Financial condition and marketing
budget.

¢. Size of product mix and product
lines

d. Markeung strategy employed.

e. Marketng objecaves,

f. Past channel eaperience.

8. Marketing functions willing to
perian

h. Qrher sicenpilis and weaknesses,

f. Potential 1o long-tenn 6. Emvirearenial characteristics.

relatior iy e G | b o Rions,
g Competitve sraduie wold. Lo dtgal e and restrictions,
h. Finanaa) condivo:. ¢ Paligizal
i. Other stresies s md wenk)ess Lo daiey 1At dornestic
I Afntreces and changes.
c L i £ 4 AR
i U L~ gnnecuigaet and threats,
It should be noted that foi a particular Drod e ' thiese characteris-
tics greatly influence choice of channels. 76 ustraie. highis serishable prod-

ucts generally require direct chunnels, or a firm with litde tinancial strength may
require intermediaries to perform almaost all of narketng functions.

Specific The above characteristics play an important part in irarning the channel selec-

Considerations tion decision. Based on them, the choice of channels can be further refined in
terms of (1) distribution coverage required; (2) degree of control desired; (3)
total distribution cost; and (4) channel flexibility.

Distribution coverage required

Because of the characteristics of the product, the environment needed to sell
the product, and the needs and expectations of the potential buyer, products
will vary in the intensity of distribution coverage they require. Distribution cov-
erage can be viewed along a continuum ranging from intensive to selective to
exclusive distribution.
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distih Here the manufacturer aitempts to gain exposure through
and retailers as possible. Most convenience goods require
intensive distribution based on the characteristics of the product (low unit
ds and expectations of the buyer (high frequency of purchase

YU o L arg
as many wholesalers

value) and the nee
and convenience).
Selective distributior. Here the manufacturer limits the use of intermediaries to
the ones believed o be the best available. This may be based on the service or-
ganization available, the sales organization, or the reputation of the intermedi-
ary. Thus, appliances, home furnishings, and better clothing are usually distrib-
uted selectively. For appliances, the intermediary’s service organization could be
a key factor, while for better clothing and home furnishings, the intermediary’s
reputation would be an important consideration.

Fxclusive distribution. Here the manufacturer severely limits distribution, and in-
termediaries are provided exclusive rights within a particular territory. The char-
acteristics of the product are a determining factor here. Where the product re-
quires certain specialized selling effort and/or investment in unique facilities or
large inventories, this arrangement is usually selected. Retail paint stores are an
example of such a distribution arrangement.
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Degree of control desired "
~In selecting channels of distribution, the seller must make decisions con-
cerning the degree of control desired over the marketing of the firm's products.
Some manufacturers prefer to keep as much control over the policies sur-
rounding their product as possible. Ordinarily, the degree of control achieved
by the seller is proportionate to the directness of the channel. One Eastern brew-
ery, for instance, owns its own fleet of trucks and operates a wholly owned deliv-
ery system direct to grocery and liquor stores. Its market is very concentrated ge-
ographically, with many small buyers, so such a system is economically feasible,
However, all other brewers in the area sell through wholesalers or distributors,
When more indirect channels are used, the manufacturer must surrender
some control over the marketing of the firm's product. However, attempts are
commonly made to maintain a degree of control through some other indirect
means, such as sharing promotional expenditures, providing sales training, or
other operational aids, such as accounting systems, INVENntory systems, or mar-
keting research data on the dealer's trading area.

Total distribution cos:

~The total distribution cost concept has developed ot of the more general

topic of systems theory. The concept suggests that a channel of distribution
should be viewed as a total sysiem composed on ier cpendent subsystems,
and that the objective of the system (chanrel) manager should be to optimize

total system performance. In termis of distribinion costs, 1 ‘enerallv is assumed

that the total system should be designed 1o min ¢ rosis, other things being

equal. The following is a representative i tehe raaor aratribution costs to be

minimized.

1. Transportation.
2. Order processing
3. Cost of lost business (a1 oot i e iztabill acet customer de-
mand).
4. Inventory carrying costs, i luding
a. Storage-space charges.
b. Cost of capital invested.
c. Taxes.
d. Insurance.
e. Obsolescence and deterioration.
5. Packaging.
6. Materials handling.

The important qualification to the total cost concept is the statement “other
things being equal.” The purpose of the total cost concept is to emphasize total
system performance to avoid suboptimization. However, other important factors
must be considered, not the least of which are level of customer service, sales,
profits, and interface with the total marketing mix.
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Channel flexibility

shopping centers and malls, If a manufacturer had long-term, exclusive dealer-

ship with retailers in the inner city, the ability 1o adapt to this population shift
could have been severely limited.

MANAGING A CHANNE!, OF DISTRIBUTION

Once the seller has decided on the type of channel structure to use and selected
the individual members, the entire coalition should operate as a total system.
From a behaviorial perspective, the system can be viewed as a social system since
each member interacts with the others, each member plays a role vis-a-vis the
others, and each has certain cxpectations of the other. Thus, the behaviorial per-
Spective views a channel of distribution as more than a series of markets or par-
ticipants extending from production to consumption,

Rejat For many years in theo; y and practice, marketing has taken a competitive view
Mark: of channels of distribution. In other words, since channel members had differ-
Cha : €nt goals and strategies, it was believed that the major focus should be on con-
cepts such as power and conflict. Research interests focused on issues con-
cerning bases of power, antecedents and consequences of conflict, and conflict

resolution,
More recently. however, a new view of channels has developed. Perhaps be-
cause of the success of [apanese companies in the 1980s, it was recognized that

much could be gained by developing long-term commitments and harmony
among channei members. This new view is called relationship marketing, which
can be defined as “marketing with the conscious aim to develop and manage
long-term and /or trusiing rc'lationships with customers, distributors, suppliers,
or other parties in the marketing environment.”" -

It is well-documented in the marketing literature that long-term relation-
ships throughout the channel often lead to higher-quality products with lower
costs. These benefits may account for the increased use of vertical marketing
systems.

Vertical To this point in the chapter the discussion has focused primarily on conven-
Marketing tional channels of distribution. In conventional channels, each firm is relatively
Systems independent of the other members in the channel. However, one of the impor-

tant developments in channel Mmanagement in recent years is the increasing use
of vertical marketing systems.

Vertical marketing systems are channels in which members are more depen-
dent on one another and develop long-term working relationships in order to
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Fatits Mmuﬁdﬁnéﬂ‘inﬂJMMmmA Perfect Working Relationship

The Perfect Intermediary B gaay;;ige:lt:;?n time and has capable

1. Has access to the market that the
manufacturer wants to reach. The Perfect Manufacturer

2. Carries adequate stocks of the manufacturer’s

i products and a satisfactory

| assortment of other products.

3. Has an effective promotional program—adver-

1. Provides a desirable assortment of
products—well designed, properly priced, at-
tractively packaged, and delivered on time and

tising, personal selling, and product displays. in adequate quantities.

Promotional demands placed on the manufac- 2. Builds product demand for these products by

turer are in line with what the manufacturer advertising them.

intends to do. 3. Furnishes promotional assistance to its middle-
4. Provides services to customers—credit, deliv- men,

ery, installation, and product 4. Provides managerial assistance for its

repair—and honors the product warranty middlemen.

conditions. 5. Honors ;)rn:ﬁm { warranuces and |)I'U\"id('s re-

panr and installation seirvice

Source: Adapted from William |. Stunton, Michael | Evzel ool Broce

J. Walker, Fundamentals of Marketing, 9th ed. © New Yook, Mot oo The Periect Comninalion

Hill, 1991, p. 805, Reproduced by permission of the MGy

Companies. 1. Prokalstv 4 n" :
improve the efficie 1 effectiveness v 10-6 shows the
major-types of vert rkeling sys hici ‘ i imanistered, contrac-

tual, and corporate

Administered syst

Administered veit tng sysie milar to conven-
tional channels. Hower: ¢ systems the wwuree of interor-
ganizational planning and management than i ; “ional channel. The
dependence in these svsiems can result from the ox, , a strong channel
leader such that other channel members work < this company in or-
der to maintain a long-term relations! ip. Wi ved channel member

kmart, and Sears are
excellent examples of retailers who have established administered systems with
many of their suppliers.

may be the leader of an administered system. Wai

Contractual systems

Contractual vertical marketing systems involve independent production and
dlsml’)l?um{ companies entering into formal contracts to perform designated
marketing functions. Three major types of contractual vertical marketing sys-
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Pushing or Pulling through the Channel System

A producer has a special challenge with respect (o common—since these sales transactions are usu-

channel systems: How o ensure that the product ally between rational, presumably profit-oriented

reaches the end of the channel. Intermediaries— buyers and sellers. The approach emphasizes the
| especially retailers—don't have this problem, since importance of building a channel—and securing
| they already control that end of the channel. the wholehearted cooperation of channel mem-
|

f The two basic methods of recruiting middie-  bers. The producer—i

n effect—tries to develop a
men are pushing and !‘/u///'ng.

team that will work well together to get the prod-

f Pushing a product through the channels means uct to the user.
using normal promotion effort—personal selling By contrast, pulling means getting consumers to
! and advertsing—to he Ip sell the whole marketing ask intermediaries for the product. This usually in-
| mix to possible channel members. This method is volves highly aggressive promotion to final con-
‘ Sumers or users—perhaps using coupons or sam-
| Source: Adapted with permissic m K, Jerome MoCasthy and ples—and temporary bypassing of intermediaries. If
| Wiliam 1 P rreanlt. Jv., Basic Marketing, 4 ol Ak A the promotion works, the intermediaries are forced
| =d: (Horeewasd, il Richard D. Trwin, 1995), pp. 4983 to carry the product—to satisfy their customers.
Major Tipes :-‘."9/317;'1*.01Markcting Systems
i) |
IR
,

3 | Corporate

7 | sysiems

1 S e

’

¢

o

b tems are the retail cooperative organization, wholesaler-sponsored voluntary

¥ chain, and various franchising programs.

In a retail cooperative organization, a group of independent retailers u'n.ite
and agree to pool buying and managerial resources to improve competitive
position. In a wholesaler-sponsored voluntary Chgllll, a wllqlesaler‘ contracts
with a number of retailers and performs channel functions for them. Usually,

retailers agree to concentrate a major portion of their purchasing with the
sponsoring wholesaler and to sell advertised products at the same price. The

o (B e
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Franchis

HIGHLIGHT 10-5
ing: An Alternative to Conventional Channels of Distribution

|
|
|
|

|
|

A franchise is a means by which a producer of
products or services achieves a direct channel of
distribution without wholly owning or managing
the physical facilities in the market. In effect, the
franchisor provides the franchisee with the fran-
chisor’s knowledge, manufacturing, and market-
ing techniques for a financial return.

Ingredients of a Franchised Business

Six key ingredients should be included within a well-
balanced franchise offered to a franchisee. These
are given in order of importance:

—Technical knowledge in its practical form is
supplied through an intensive course of
study.

—Managerial techniques based on proven and
time-tested programs are imparted (o the
franchisee on a continuing basis, evern
the business has been started or taken ovel
the franchisee.

—Commercial knowledge involving prescrioos
methods of buying and selling is explas
and codified. Most products to be ol
processed, and sold to the franchisee aie 511
plied by the franchisor.

— Financial instruction on managing func:
accounts is given to the franchisee during 1
indoctrination period.

thier

Sowrce: Partially adapted from Philip D, White and Albert D. Bates
“Franchising Will Remain Retailing Fixture, but Its Salad Days Huve
Long Since Gone,” Marketing News, February 17, 1984, p. 14.

—Accounting controls are set up by the fran-
chisor for the franchisee.

—_Protective safeguards are included in the in-
tensive training of the franchisee for employ-
ees and customers, including the quality of
the product, as well as the safeguards for as-
sets through adequate insurance controls.

Elements of an Ideal Franchise Program

—High gross margin. In order for the franchisee

to be able to afford

a high franchise fee

(which the franchisor needs), itis necessary to
operate on a itgh gross margin percentage.
This explains the widespread application of

franchising in the fou

—In-store value added.
i

those produce categons

:
at least pasiia
envIrGrment

MON-~—4 O
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i in the store. Such
\ant on-site supervi-
o company-owned
aper. Owners simply
~er longer hours.
epts, formulas,
hisee can’t dupli-
rnchise program.
nchisor uses in-
operty as a signif-

wocnssful franchises
~ale on automatic pi-
..« have been thought
merely implements

most visible type of contractual vertical marketing systems involve a variety of
franchise programs. Franchises involve a parent company (the franchisor)
and an independent firm (the franchisee) entering into a contractual rela-
tionship to set up and operate a business in a particular way. Many products
and services reach consumers through franchise systems, iricluding automo-
biles (Ford), gasoline (Mobil), hotels and motels (Holiday Inn), restaurants
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(McDonald’s), car rentals (Avis), and soft drinks (Pepsi). In fact, some ana-
lysts predict that within the next 10 years, franchises will account for 50 per-
cent of all retail sales.

Corporate systems

Corporate vertical marketing systems involve single ownership of two or more
leveis of a channel. When a manufacturer purchases wholesalers or retailers, it
is called forward integration. When wholesalers or retailers purchase channel
members above them, it is called backward integration. Firms may choose to de-
velop corporate vertical marketing systems in order to compete more effectively
with other marketing systems, to obtain scale economies and to increase chan-
nel cooperation and avoid channel conflict.

CONCLUSION

The purpose of this chapter has been to introduce the reader to the process
of distribution of goods in an extremely complex, highly productive, and
highly specialized economy. It is important that the reader understand the vital
need for marketing intermediaries in such an economy to bring about ex-
changes between buyvers and sellers in a reasonably efficient manner. If the
reader appreciates this concept, the major objective of this chapter has been

achieved. The chapier also examined conventional channels of distribution for
both consumer and organizational goods, and the various types of marketing
mtermediaries available to a seller. Finally, the selection and management of

channels of disiribution were discussed.
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Demugiigu
Factors

Psychological
Factors

One of the most important and complex decisions a firm has to make relates
to pricing its products or services. If consumers or organizational buyers per-
ceive a price to be too high, they may purchase competitive brands or substitute
products, leading to a loss of sales and profits for the firm. If the price is too low,
sales might increase, but profitability may suffer. Thus, pricing decisions must be
given careful consideration when a firm is introducing a new product or plan-
ning a short- or long-term price change.

This chapter discusses demand, supply, and environmental influences that af-
fect pricing decisions and emphasizes that all three must be considered for ef-
fective pricing. However, as will be discussed in the chapter, many firms price
their products without explicitly considering aii of these influences.

CLUENCES ON PRIC! NG DECISIONS

Demand influences on pricing decisions concern primarily the nature of the tar-
get market and expected reactions of consumers to a given price or change in
price. There are three primary considerations here: demographic factors, psy-
chologicai factors, and price elasticity. :

in the inital selection of the target market that a firm intends to serve, a num-
ber of demographic factors are usually considered. Demographic factors that
are particularly important for pricing decisions include the following:

1. Number of potential buyers.

2. Location of potential buyers.

3. Position of potential buyers (resellers or final consumers).
4. Expected consumption rates of potential buyers.

5. Economic strength of potential buyers.

These factors help determine market potential and are useful for estimating ex-
pected sales at various price levels.

Psychological factors related to pricing concern primarily how consumers will
perceive various prices or price changes. For example, marketing managers
should be concerned with such questions as:

195
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The Meaning of Price

Alternative
Terms What Is Given in Return \
Price Most ph\si(:ll merchandise. ‘
Tuition College courses, education.
Rent A place to live or the use of equipment for a specific ime period. ‘
Interest Use of money. |
Fee Professional services of lawyers, doctors, consultants.
Fare Transportanon: air, taxi, bus
Toll Use of road or bridge, or long-distance phone rate. |
Salary Work of managers ‘I
\\"HH(' Wark of hourls workers
Bribe Hegal action
Commission Sales etfton I‘
Source: From Principles of Marketing, ircl ed,, p. 576, by Thotnis ( Rin { e n L Ben {1, Copyright 1990, 1986 by Scott, “

Foresman and Company. Reprinie d by permission of Flarper

1. Will potential birye: ‘ ; Al AL DT wliy?
Z \\'IHlnvh‘Hll.‘li L5t sttractect 1y
3. Will |hnll'l|ll.ﬂ MY ¢ PIi \ 1oy the service the

product gives
4. Are potential b ' I thete ) v higher prices
to fulfill this nee

5. How much will ! 1CL

\\hill‘p\\( holo Teqb: i | anccess ofa pl‘iC-
ing strategy and ult eting strat » the above ques-
(LONS May require c« rketing ri , | review of buy-
crs’ \Hl)|(‘¢ Live percep o1 | concl { : ! s known about
how price affects buvers p ptions oOf ! I'¢ oifers and how
l]l('x("r(‘xl('|vliulnxsuw DUTCNASe FESPOTSe 1) rsome tentative g(‘llCl’-
alizations about how buvers perceive price have | , lated. For exam-
ple, resear h has found that persons who choose hig iced items usually
perceive large quality variauons within product catego md see the consc'»
quences of a poor choice as being undesirable. They believe that quality is re-

lated to price and se themselves as good judges of product quality. In gen-
eral. the reverse is true for persons who select low-priced items in the same
product categories. ['hus, although informaton on psv hological factors in-
volved in purchasing may be difficult to obtain, mar i‘w!m; m.vnmgcrs must at
least consider the elfects ol such factors on their desired target market and
marketing strategy.” |
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Both demographic and psychological factors affect price elasticity. Price elasticity
is a measure of consumers’ price sensitivity, which is estimated by div‘iding relative
changes in the quantity sold by the relative changes in price:

Percent change in quantity demanded

Price Elasticity =
! Percent change in price

Although difficult to measure, there are two basic methods commonly used
to estimate price elasticity. First, price elasticity can be estimated from histor-
ical data or from price/quantity data across different sales districts. Second,
price elasticity can be estimated by sampling a group of consumers from the
target market and polling them concerning various price/quantity relation-
ships. While both of these approaches provide estimates of price elasticity, the
former approach is limited to the consideration of price changes, while the
latter approach is often expensive and there is some question as to the valid-
ity of subjects’ responses. However, even a crude estimate of price elasticity is
a useful input to pricing decisions.®

CES ON PRICING DECISIONS

For the purpose of this texi, supply influences on pricing decisions can be dis-
cussed in terms of three basic factors. These factors relate to the objectives, costs,
and nature of the product.

Pricing objectives should be derived from overall marketing objectives, which in
turn should be derived from corporate objectives. Since it is traditionally as-
sumed that business firms operate to maximize profits in the long run, it is of
ten thought that the basic pricing objective is solely concerned with long-run
profits. However, the profit maximization norm does not provide the operating
marketing manager with a single, unequivocal guideline for selecting prices. In
addition, the marketing manager does not have perfect cost, revenue, and mar-
ket information o be able to evaluate whether or not this objective is being
reached. In practice, then, many other objectives are employed as guidelines for
pricing decisions. In some cases, these objectives may be considered as opera-
tional approaches to achieve long-run profit maximization.

Research has found that the most common pricing objectives are (1) pricing
to achieve a target return on investment; (2) stabilization of price and margin;
(3) pricing to achieve a target market share; and (4) pricing to meet or prevent
competition.

The price of a product usually must cover costs of production, promotion', :cmd
distribution, plus a profit for the offering to be of value to the firm. In :«{ddltxf)n,
when products are priced on the basis of costs plus a fair profit, there is an im-
plicit assumption that this sum represents the economic value of the product in

the marketplace.
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HIGHLIGHT 11-2

Increasing Consumer Prices

| Marketers can increase consumer prices in a  Recently, a number of marketers have focused
number of ways. Prices can be increased for the their pricing strategies on the second option,
same quantity and quality or maintained for less maintaining the same price but offering less
quantity, less quality, or fewer auxiliary services. quantity, Below are several examples of the use of
Price deals could be reduced or eliminated o7 1n- this sirategy.

terest rates and charges could be increased

| Brand Product It Looks i ike You Pav But You Get
Knorr Leek soup and More: Box The ame { ¢ss. Makes three 8oz servings, reduced
recipe mix }/ 27 deepei aom four
StarKist Canned tuna A it leas: Can L ess: Weight of tuna reduced by 3/8 oz., or
. is 1, 0R” ley a8 percent
1
Lipton Instan: Ton The san ¢ } Weight reduced by 7.5 percent; com-
flavored tea pany ¢laimus it conlding same number of
ngs as b b8
Brim Decaiis : Che s ' CUR L Terieis 12 percent; com-
t LS LR ;<. 178 same number of
| Source: David £ K ohis i bt Pros L Yii + Published by
p('l‘l"l\\ll):l (4] § ¢ it the M
{ osr-oriented 1,=Z.l('liCC, and there
sre at least three ba , ‘ .. and rate-of-return
Ta 3ty ,\l'u‘.'mll‘ 150 ¢ a percemage 1S
wlded to the retailer : l}ng pl‘iCC. ClOSCl)’
related to m.n'l‘.ugy DICing INgE. ! osts of producinga
product or completng & | totalica ana {amount or percentage
is added on. Cost-plus pi ften e ‘ w1ihe the pricing ijObS
that are nonroutine and difficult to “cost” 11: advance, such as construction and

military weapon d

cvaetonment.

Rate-of-return or target fmcing is commonly used by manufacturers. In this
method, price is determined by adding a desired rate of return on investment to
total costs. Generally, a break-even analysis is performed for expected production
and sales levels and a rate of return is added on. For example, suppose a firm es-
timated production and sales to be 75,000 units at a total cost of $300,000. If the
firm desired a before-tax return of 20 percent, the selling price would be
(300,000 + 0.20 x 300,000) = 75,000 = $4.80. _

Cost-oriented approaches to pricing have the advantage of simplicity, and
many practitioners believe that they generally yield a good price decision.
However, such approaches have been criticized for two basic reasons. First, cost
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Basic Break-Even Forrhulas

The following formulas are used to calculate break- If, as is generally the case, a firm wants to know
even points in units and in dollars: how many units or sales dollars are necessary to
BE e _FC generate a given amount of profit, profit (P) is

Gnupits) ™ rep _ v simply added to fixed costs in the above formulas.

~ FC In addition, if the firm has estimates of expected

BEP;,, doltars) = 1 :i\.(—_Si’) sales and fixed and variable costs, the selling price

can be solved for. (A more detailed discussion of
break-even analysis is provided in Section IIT of
where this book.)
FC = Fixed cost

VC = Van 1hie cost

SP = Selling price

approaches give |

iitle or no consideration to demand factors. For example, the

price determined by markup or cost-plus methods has no necessary relationship
to what people will be willing to pay for the product. In the case of rate-of-return

pricing, little emphasis 1s placed on estimating sales volume. Even if it were, rate-
ofreturn pricing involves circular reasoning, since unit cost depends on sales
volume but sales volume depends on selling price. Second, cost approaches fail
4 to retlect competiion adequately. Only in industries where all firms use this ap-
WF proach and have sunilar costs and markups can this approach yield similar prices
;E ind mininiize price competiton. Thus, in many industries, cost-oriented pric-
" ing could leadl to severe price competition, which could eliminate smaller firms.
y Therefore, although costs are a highly important consideration in price deci-
sions, numerous other factors need to be examined.
Produ Although numerous product characteristics can affect pricing, three of the most
Conside: import:—mt are (1) perishability, (2) distinctiveness, and (3) stage in the product
in Pricin; life cycle.

Perishability

Goods that are very perishable in a physical sense must be priced to promote
sales without costly delays. Foodstuffs and certain types of raw materials tend to be
in this category. Products can be considered perishable in two other senses. High
fashion, fad, and seasonal products are perishable not in the sense that the prod-
uct deteriorates but in the sense that demand for the product is confined to a spe-
cific time period. Perishability also relates to consumption rate, which means that
some products are consumed very slowly, as in the case of consumer durables. Two
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important pricing considerations here are that (1) such goods tend to be expen-
sive because large amounts of service are purchased at one time; and (2) the con-
sumer has a certain amount of discretionary time available in making replacement
purchase decisions.

Distinctiveness

Products can be classified in terms of how distinctive they are. Homogeneous
goods are perfect substitutes for each other, as in the case of bulk wheat or whole
milk, while most manufactured goods can be differentiated on the basis of certain
features, such as package, trademark, engineering design, and chemical features.
Thus, few consumer goods are perfectly homogeneous, and one of the primary
marketing objectives of any firm is to make its product distinctive in the minds of
buyers. Large sums of money are often invested to accomplish this task, and one
of the payolfs for such investments is the seller’s ability to charge higher prices for

distiniciive products.

The stage of the life cycle that 2 prodict & in can have important pricing im-

plicaticns, Wit ardd 1o i o cvele, ! nproaches 1o pricing are skimming
and senetratio et s b b e \ shymtaing policy v i which d_}g)@ller* :

charges a relatively gl e vn 2 new moduct, Geuerally, this policy is used
when the fumn < 3 rmposar menopaly and oo oo demand for the
product is price iiclastic. Y fater suages of the e cuile, s Spepetition moves in
anc other marke” % o cManee, the price may then te lowered. Digital watches
and calculators are : Y per PTG LAY - in which the seller
charges arelatively low price ona HOOUCE ¢ 1Ty, s pn}u'\'isusem
th:'l.l'xl(‘\l)ct 5 Co (300 A e VS sl TN Hy oy i ; mand for the pl'Od'
aclis. at least in the short can. price erastic. This poiicy 15 also el 1o obtain large
aconomies of scale and as a majer instnnent for rapid < cation of a mass mar
ket. A low price and profit margin may ahio disconiage oo petition. In later
stages of the life cycle, the price may have (o be altcred meet 1hanges in the
market.

ENVIRONMENTAL INFLUENCES ON PRICING DECISION

Environmental influences on pricing include vaviables that are un llable
by the marketing manager. Two of the most important of these are competiti

and government regulation.

Competition In setting or changing prices, the firm must consider its competition and how
competition will react to the price of the product. Initally, consideration must
be given to such factors as:

1. Number of competitors.
2. Size of competitors.
3. Location of competitors.
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- Conditions of entry into the industry.

- Degree of vertical integration of competitors.
Number of products sold by compeutors.

- Cost structure of competitors.

- Historical reaction of competitors to price changes.

® NS W

These factors help determine whether the firm’s selling price should
be at, below, or above competition. Pricing a product at competition
(i.e., the average price charged by the industry) is called going rate pric-
ing and is popular for homogeneous products, since this approach rep-
resents the collective wisdom of the industry and is not disruptive of in-
dustry harmony. An example of pricing below competition can be found
in sealed-bid pricing, where the firm is bidding directly against competi-
tion for project contracts. Although cost and profits are initially calcu-
lated, the firm attempts to bid below competitors to obtain the job con-
tract. A firm may price above competition because it has a superior
product or because the firm is the price leader in the industry.

Prices of certain goods and services are regulated by state and federal
governments. Public utilities are examples of state regulation of prices.
However, for most marketing managers, federal laws that make certain
pricing practices illegal are of primary consideration in pricing deci-
sions. The list below is a summary of some of the more important legal
constraints on pricing. Of course, since most marketing managers are
not trained as lawyers, they usually seek lega! counsel when developing
pricing strategies to ensure conformity to state and federal legislation.

1. Price fixing is illegal per se. Sellers must not make any agreements with
(@) competitors, or (b) distributors concerning the final price of the
goods. The Sherman Antitrust Act is the primary device used to outlaw
horizontal price fixing. Section 5 of the Federal Trade Commission Act
has been used to outlaw price fixing as an “unfair” business practice.

2. Deceptive pricing practices are outlawed under Section 5 of the Federal
Trade Commission Act. An example of deceptive pricing would be to
mark merchandise with an exceptionally high price and then claim that
the lower selling price actually used represents a legitimate price reduc-
tion.

3. Price discrimination that lessens competition or is deemed injurious
to it is outlawed by the Robinson-Patman Act (which amends Section
2 of the Clayton Act). Price discrimination is not illegal per se, but sell-
ers cannot charge competing buyers different prices for essentially the
same products if the effect of such sales is injurious to competition.
Price differentials can be legally justified on certain grounds, espe-
cially if the price differences reflect cost differences. This is particu-
larly true of quantity discounts.

201
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4. Promotional pricing, such as cooperative advertising, and price deals are not il-
legal per se; but if a seller grants advertising allowances, merchandising service,
free goods, or special promotional discounts to customers, it must do so on pro-
portionately equal terms. Sections 2(d) and 2(e) of the Robinson-Patman Act are
designed to regulate such practices so that price reductions cannot be granted to
some customers under the guise of promotional allowances.*

A GENERAL PRICING DECISION MODEL

From what has been discussed thus far, it should be clear that effective pricing de-
cisions involve the consideration of many factors and, depending on the situation,
any of these factors can be the primary consideration in setting price. In addition,
itis difficult to formulate an exact sequencing of when each factor should be con-
sidered. However, several genaral pricing decision models have been advanced

'

with the clearly stated waming that all pricing de isions will not fit the framework.

Below is one such model, which siews pricing decisions as a nine-step-sequence.

1. Define market ke Al rzshedne deciion mnking should hegin with a definition
of segmentats . the i a f poenhal customers.

2. Fitnnale mareet 23087, ! - A1 the aysitani ket determines

".-:'1\¥,.|-_\"' ! ¢ y 1T L DIOr e

3. Develop produc Elee e fio dosired mche in the com-
netitive marke ‘ DO « ' . ~lecision as the
firim anen Pls WL (4 - Srep g ] ‘L'I'Clllialiﬂg s
].wl‘m"n!i i :

3. /‘/'s';",f (he mari P T 8 AL LOIE AN A L e to be played
by pricing in relat yer : i v NG ables, especially
cdistribution and prosmou o]

5. Estimate price elasticity of devand, The sensitiv ' « Jdemand to differences
in price can be estimated “1iher froim past cxpeience o 1271 market tests.

6. Estimate all velevant costs. While straight cost-pius pricing is to be avoided because
it 18 insensitive to demand, pricing AeCISIONS ST ERKC 1 count necessary
plant investment, investment in R&D, and investment in make Jevelopment, as
well as variable costs of production and ma y

7. Analyze environmental factors. Pricing decisios et w1 constrained by industry

practices, likely competitive response o alternaive m \ strategies, and legal
requirements.

8. Set pricing objectives. Pricing decisions must be guided by a clear statement of ob-
jectives that recognizes environmental constraints and defines the role of pricing
in the marketing strategy while at the same time relating pricing to the firm's fi-
nancial objectives.

/9. Develop the price structure. The price structure for a given product can now be de-

termined and will define selling prices for the product (perhaps in a variety of
styles and sizes) and the discounts from list price to be offered to various kinds of
intermediaries and various types of buyers.”
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Some Short-Term Price Reduction Tactics

1. Cents-oft deals: “Package price is 20¢ off.” 5. Increase quantity for same price: “2 extra
2. Special offers: “Buy one, get one free”; “Buy ounces of coffee free.”

three tires and get the fourth free.” 6. Free installation or service for a limited time pe-
3. Coupons: Store or manufacturer coupons in riod.

newspaper, magazines, flyers, and packages. 7. Reduce or eliminate interest charges for a lim-
4. Rebates: Mailin proof-of-purchase seals for ited time: “90 days same as cash.”

cash or merchandise. 8. Special sales: “25 percent off all merchandise

marked with a red tag.”

While all pricing decisions cannot be made strictly on the basis of this model,
such an approach has three advantages for the marketing manager. First, it
breaks the pricing decision into nine inunagvabic steps. Second, it recognizes
that pricing decisions must be fully integrated into overall marketing strategy.
Third, it aids the decision maker by recognizing the importance of both quali-

tative and quantitative factors in pricing decisions.
CONCYL.
Pricing decisions that integrate the firm’s costs with marketing strategy, busi-
ness conditions, competition, consumer demant, product variables, channels of
distribution. and general resources can determine the success or failure of a
business. This places a very heavy burden on the price maker. Modern-day mar-
keting managers cannot ignore the complexity or the importance of price man-
= > ) ‘ /
agement. Pricing policies must be continually reviewed and must take into ac-
( = o . LT ..
count the fact thar the firm is a dynamic entity operating in a very competitive
environment. There are many ways for money to flow out of a firm in the form
of costs, but often there is only one way to bring revenues in and that is by the
price-product mechanism.
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Over the course of the past 15 years, the fastest growing segment of the
American economy has not been the production of tangibles but the perfor-
mance of services. Spending on services has increased to such an extent that to-
day it captures more than 50 cents of the consumer’s dollar. Meanwhile, the ser-
vice sector has also grown steadily in its contribution to the U.S. gross domestic
product and now generates 74 percent of the gross domestic product and ac-
counts for 79 percent of all jobs." In addition, the service sector in the United
States produces a balance-of-trade surplus of approximately $58 billion annually
(versus a deficit of §132 billion for goods) and is expected to be responsible for
all net job growth through the year 2005. Over the course of the next decade, the
service sector will spawn whole new legions of doctors, nurses, medical technol-
ogists, physical therapists, home health aids, and social workers to administer to
the needs of an aging population, along with armies of food servers, child-care
providers, and cleaning people to cater to the wants of two-income families. Also
rising to the forefront wiil be a swelling class of technical workers, including com-
puter engineers, systems analysts, and paralegals.

Yet, despite it growing size and importance, the service sector remains ex-
traordinarily mismanaged, misunderstood, and mismeasured. The service sec-
tor continues to lag behind manufacturing in terins of productivity gains.”
Further, many Americans still hold the misconception that producing a tangible
product is betier and more important than providing a service. And finally, the
measurement ol what constitutes quality service continues to be an issue of great
debate. Itis for these reasons that we have decided to view services as an impor-
tant topic that needs to be studied separately from tangible product marketing.

Many marketing textbooks still devote little attention to program development
for the marketing of services, especially those in the rapidly changing areas of
health care, banking, and travel. This omission is usually based on the assump-
tion that the marketing of products and services is basically the same, and, there-
fore, the techniques discussed under products apply as well to the marketing of
services. Basically, this assumption is true. Whether selling goods or services, the
marketer must be concerned with developing a marketing strategy centered
around the four controllable decision variables that comprise the marketing mix:
the product (or service), the price, the distribution system, and promotion. In ad-
dition, the use of marketing research is as valuable to service marketers, as it is to

product marketers.

207



208

Part D Marketing in Special Fields

However, because services possess certain distinguishing characteristics, the
task of determining the marketing mix ingredients for a service marketing strat-
cgy may raise different and more difficult problems than those encountered in
marketing products. For example, many consumers believe that all services as-
sociated with their credit card are provided by just one company: the bank that
they send their payment to. In reality, there are numerous unseen companies,
such as First Data Corp. (the largest credit transaction processor), who form the
nucleus of the credit card transaction process.

The purpose of this chapter is fourfold. First, the reader will become ac-
quainted with the special characteristics of services and their strategy implica-
tions. Second, key concepts associated with providing quality services will be dis-
cussed. Third, obstacles will be described that, in the past, impeded and still
continue to impede development of services marketing. Finally, current trends
and strategies of innovation in services marketing will be explored. Using this
approach, the material in the other chapters of the book can be integrated to

give a better understanding of the marketing of services.

Before proceeding, some attention must be given to what the authors refer to
when using the (= : Probably the most frustrating aspect of the avail-
able literature on ser .t the definition of what constitutes a service re-
mains unclear ! no common detizitnon and boundaries have been
developed to -icl Iei of services. | o Marketing Association
has dehned
1. Service o ‘ loan « - ot are intangible, or at

least substa Vo intanml : g ed directy from pro-

ducer 1o s ; yorted o1 t ¢ 1 almost instantly perish-
able. Service pr _ exr difficule . - they come into exis-
tence at the i e h bovght a: \ hiey are comprised of

Il\l.lll};l!)ll‘ elct nseparabi ! wolve customer partici-

PALON 1N SOTE i 1t wav, cannor be sole o« of ownership transfer,

and have no ntle, Today, however, ost pro: v tangible and partly in-

tangible, and the doinmait form is used 1o as either goods or ser-
vices (all are producits). These common, hybri . whatever they are called,
may or may not have the attributes just given (oy to! wntangible services.

2. Services, as a term, is also used to describe activines performed by sellers and oth-
ers that accompany the sale of a product, and aid 1 its exchange or its utilization
(e.g., shoe fitting, financing, an 800 number). Such services are either presale or
postsale and supplement the product but do not comprise it. If performed dur-
ing sale, they are considered to be intangible parts of the prn(lucl.3

The first definiton includes what can be considered “almost pure services”
such as insurance, banking, entertainment, airlines, health care, telecommuni-
cations, and hotels; and the second definition includes such services as wrapping,
financing an automobile, and providing warranties on computer equipment and
the like because these services exist in connection with the sale of a product or
another service. This suggests that marketers of goods are also marketers of ser-
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vices. For example, one could argue that McDonald’s is not in the hamburger
business. Its hamburgers are actually not very different from those of the com-
petiion. McDonalds is in the service business: “You deserve a break today, . . . we
doitall for you.”" In fact, a recent study found that the quality of a company’s ser-
vice can cause it to gain or lose as much as 10 percentin sales revenue.” Services,
that accompany products, can affect sales in two ways: (1) directly, by enhancing
the reliability of product availability; and (2) indirectly, by increasing a buyer’s
preference for and loyalty to a supplier that provides reliable service with fewer
problems.” Honda and Merck are prime examples of companies that build their
strategies not around products but around deep knowledge of highly developed
core service strategies, such as (1) stressing senior management involvement with
customers; (2) going all out to resolve customer complaints; and (3) placing an
emphasis on retaining current customers.’

More and more manufacturers are also exploiting their service capabilities as
stand-alone revenue producers.” For example, General Motors, Ford, and
Chrysler all offer financing services. Ford and General Motors have extended
their financial services offerings to include a MasterCard, which offers discounts
on purchases of their automobiles. Likewise, Sears introduced the Discover
Card, which was positioned as a direct competitor to Visa and MasterCard.

Services possess several unique characteristics that often have a significant im-
pact on marketing program development. These special features of services may
cause unique problems and often resultin markering mix decisions that are sub-
stantially different irom those found in connection with the marketing of goods.
Some of the more inportant of these characteristics are intangibility, insepara-
bility, penishability, and fluctuating demand, highly differentiated marketing Sys-
tems, and a client relationship.

I'he obvious basic difference between goods and services is the intangibility of
services, and many of the problems encountered in the marketing of services are
due to intangibility. To illustrate, how does an airline make tangible a trip from
Philadelphia to San Francisco? These problems are unique to service marketing.

The fact that many services cannot appeal to a buyer’s sense of touch, taste,
smell, sight, or hearing before purchase places a burden on the marketipg or-
ganization. For example, hotels that promise a good night'’s s]e.ep to the.lr cus-
tomers cannot actually show this service in a tangible way. Obviously, this bur-
den is most heavily felt in a firm’s promotional program, but, as will be
discussed later, it may affect other areas. Depending on the type of service, the
intangibility factor xﬁay dictate use of direct channels becau.se of the. need for
personal contact between the buyer and seller. Since a service firm is actually
selling an idea or experience, not a product, it must tell the buyer whz'n the ser-
vice will do because it is often difficult to illustrate, demonstrate, or display the
service in use. For example, the hotel must somehow describe to the consumer
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how a stay at the hotel will leave the customer feeling well rested and ready to
begin a new day. Microsoft and associated computer retailers, in introducing
the ‘Windows 95 software package, ran a media campaign that focussed on
making kids and adults (including small business owners) more comfortable
with technology. As customers’ comfort level with technology rises and they un-
derstand how, for example, the use of computers and particular software can
enhance their lives, Microsoft, as well as computer vendors and retailers, expect
their willingness to adopt emerging on-line services to also increase.

The above discussion alludes to two strategy elements firms should employ
when trying to overcome the problems associated with service intangibility. First,
tangible aspects associated with the service should be stressed. For example, ad-
vertisements for airlines should emphasize (through text and visuals) the new-
ness of the aircraft, the roominess of the cabin, and the friendliness of the flight
attendant. Second, end benefits resulting from completion of the service en-
counter should be accentuated. Tn the case of air travel, an individual’s ability to
make an impor@ant meenng or areivs home in time for a special occasion could
he the derived henetit

In many cases, a service cannet be sepaiated from the person ol the seller. In
other words, t Fice sust onen be created and marketed simultaneously:
Because of (he simuiiangaus 1y odiciio wrkering of most services, the
main concern of the narketer 16 venaiy € ceacion of rime and place utility.
For example, the bank fellar o ces L serner of receiving a deposit and
markets other appropriate hank services af e Sures e “fany services, there-
fore. are “tatlored” and not mass-produced. Oien, Decause a z_'mnpany's em-
ployees are “the cormpin i the voinl of cordact, thev st be given wide lati-
tude and assistance i deternncimng Gow best L0 rancr a \~;'v'z’:l'i{ service o meet
customer needs.

The implication of pse parability on issues deaiing with the selection of chan-
nels of distribution and seryice quality s quite noporiant Inseparable services

canmnot be inventoried, and thus divect sale is the only feasible channel of distri-
bution. Service quality is sometimes unable 1o be ompletely standardized due to
the inability to completely me« hanize the service encounter. However, some in-
dustries, through innovative uses ol e hnology, have been able to overcome OI,
at least, alleviate challenges associated with the inseparability characteristic.

For example, in the financial services industry, automated teller machines
(ATMs) and home banking, through use ol computers and telephones, have
contributed greatly to eliminating the need for the customer to directly inter-
act with a bank teller. Further, many banks are developing computer applica-
tions to allow tellers and other service representatives to think like expert
problem solvers. These applications allow for platform banking, a means of en-
abling bank representatives in any location to bring up on a screen all the in-
formation the bank has about the customer. Every face-to-face contact with a
customer can mean an opportunity to make a sale and, more important, fur-
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Ten of the Most Critical Differences between Products and Services

Products Services
1. The customer owns an object. 1. The customer owns a memory. The experience
2. The goal of producing a product is unifor- cannot be sold or passed on to a third party.
mity—all widgets are alike. 2. The goal of service is uniqueness; each cus-

3. A product can be put into inventory; a sam ple tomer and each contact is “special.”

can be sentin advance for the customer to re- 3. Aservice happens at the moment. It cannot be
. View. stockpiled or saved to be used at a later date.
4. The customer is an end user who is not in- 4. The customer is a coproducer who is a partner
volved in the production process. in creating the service.
| 5. One conducts quality conuol by comparing 5. Customers conduct quality control by compar-
output (o specifications. ing expectations (o experience.
6. If improperly produced, the product can be 6. [fimproperly performed, apologies and repara-
pullect ofi the line or “recalled.” tions are the only means of recourse.
7. The morale of production employees is im- 7. The morale of service employees is critical,
portand. 8. Customer can determine level of quality
| 8. Customer can determine level of quality by throughout the delivery of the service.
i comparing product to other products. 9. High level of collaboration between the buyer
9. Low level of collaboration between the buyer and the seller,
| and the sclier 10. Fewer brands of services available to customer.
| 10. Greaier number and variety of product brands
AVaIiy O Customers.,
Source: B nie, The Emerging Ait of Service Management,” Training, January 1992, pp. 3642; and Ralph W. Jackson, Lester A. Neidell,
and Dale o [ ossiond An Empirical Investigation of the Difterences in Goods and Services as Perceived by Organizational Buyers.” Industrial
Markeir M : 2k (1995). pp, 99108,

ther the relationship with the customer. Of course, the bank representative is
still of eritical importance as the one who might recognize by the customf.',r’s
expression or words that this visit is not the appropriate time to be marketing
additional services.

[n addition to technology, tangible representations of the service can serve
to overcome the inseparability problem. For example, in the insurance indus-
try, a contract serves as the tangible representation of the service. The service
itself remains inseparable from the seller (insurance provider) l)l:l[ the l?ll}’el‘
has a tangible representation of the service in the form of a policy. This en-
ables the use of intermediaries (agents) in the marketing of insurance.
Another example would be in the use of a credit card—the card itself is a tan-
gible representation of the service that is being produced and consumed each
time the card is being used.
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Perishability and
Fluctuating
Demand

Highly
Differentiated
Marketing
Systems

Services are perishable and markets for most services fluctuate either by season
(tourism), days (airlines), or time of day (movie theaters). Unused telephone
capacity and electrical power; vacant seats on planes, trains, buses, and in stadi-
ums; and time spent by catalog service representatives waiting for customers to
reach them all represent business that is lost forever.

The combination of perishability and fluctuating demand has created many
problems for marketers of services. Specifically, in the areas of staffing and dis-
tribution, avenues must be found to have the services available for peak periods,
and new strategies need to be developed to make use of the service during slack
periods. Some organizations are attem pting to cope with these problems through
the use of pricing strategy. Off-peak pricing consists of charging different prices
during different times or days in order to stimulate demand during slow periods.
Discounts given for weekend calling, Saturday night stay-overs, early bird dinners,
or winter cruises are all examples of efforts made by service providers to redis-
tribute demand.

Other organizations are dealing with issues related to peak period demand
through the use of technology Iy illustrate, a well-designed voice mail system al-
lows companies and callers 1o cut down on missed phone calls, eliminates long
waits on hold, and delivers clear, consistent messages. In the catalog industry, au-
tomated call routing (ACR) is used to route incoming calls to available service
l‘(-'])r(’svnldli\'c_'< in the order 1a which they were e eived. Finally, in the uulites
industry, many electric utiiities no longer have to generate capacity that will
meet peak electiical demand. Instead, they rely on huying unused power from
other utilities in other regions of the country

i

Although the makeier of a & gible product 5 1o ¢ ompelled to use an estab-

lished marketing svstem, aich systems are often avatiable uicl may be the most
efficient. If an established system is not available, (ae marketer can at least ob-
tain guidelines from the systeins used for similar products. In the case of ser-

vices. however, there mav be litde similarity between the marketing systems
needed and those used for other services. To illustrate, the marketing of bank-
ing and other financizl services bears little resembiance to the marketing of
computer services or telec ommunications. The entire area of services market
ing, therefore, demands creativity and ingenuity on the part of marketing man-
agement. For example, trucking companies are now making arrangements with
railways to combine forces on some routes. This form of intermodal transporta-
tion allows the trucking companies’ customers (o take advantage of the cheaper
fuel and labor associated with rail transport, coupled with the faster, more reli-
able service offered by trucks. Likewise, the U.S. Postal Service, due to the heavy
volume of mail processed, knows that some of its staff is at work every day of the
week. As a result, they instituted Sunday delivery on Express Mail packages 10
gain an advantage over Federal Express and other private carriers who shut
down on Sundays. Conversely, Federal Express, as a result of its efficient delivery
processes, is able to now provide same day delivery of packages on Mondays
through Fridays.
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Type of Service

Automobile
repair

Automobile
msurance

Hotel

Property aud
casuaiin

INSUFance

Equipnrent
repair

Truck and
ractor
rental
leasing

Source: A. Parasuraman
Review, Spring 1991, pp

Type of Customer

Consumers

Consumers

Consumers

Business

CUSIOmMeTS

Business
CUSLOIMETS

Business

customers

Principal Expectations

Be competent. “Fix it right the first time.”

Explain things. “Explain why you need the suggested
repairs—provide an itemized list.

Be respectful. “Don't treat me like an idiot.”

Keep me informed. “1 shouldn’t have to learn about
insurance law changes from the newspaper.”

Be on my side. “T don’t want them to treat me like I am
a criminal just because 1 have a claim.”

Play fair. “Don't drop me when something goes wrong,”

Protect me from catastrophe. “Make sure my estate is
covered in the event of a major accident.”

Provide prompt service. 1 want fast settlement of my
claims.”

Provide a clean room. “Don’t have a deep-pile carpet
that can’t be completely cleaned . . . You can
literally see germs down there.”

Provide a secure room. *Good bolts and a peephole on
the door.”

Treal me like @ guest. "1t is almost like they're looking
you over to decide whether or not they're going to
let you have a room.”

Keefr your promese, “They said the room would be ready
at the promised time, but it wasn't.”

Fulfell obligations. “Pay up.”

Learn my business and work with me, “1 expect them to
know me and my company.”

Protect me from catastrophe. “They should cover your risk
exposure so there is no single big loss.”

Provide prompt service, “Fast claim service.”

Share my sense of urgency. “Speed of response. One
time I had to buy a second piece of equipment
because of the huge downtime with the first piece.”

Be prepared. “Have all the parts ready.”

Keep the equiipment running. “Need to have equipment
working all the time—that is the key.”

Be flexible. “The leasing company should have the
flexibility to rent us equipment when we need it.”

Provide full service. “Get rid of all the paperwork and
headaches.”

, Leonard L. Berry, and Valarie A. Zeithaml, “Understanding Customer Expectations of Service,” Sloan Management

3048,
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HIGHLIGHT 12-3

Five Circumstances that Make the Use of UncondjtionaIGuarantéeéftjyﬁ :

i

Professional Service Providers an Effective Marketing Tool

1. Prices are high. Fees for management consult- 3. Services are highly customized. The professional

ing, legal, advertising, and many other types of
professional services often rurn into six figures.
By offering compensation for a service failure,
the guarantee reduces perceived risk and cre-
ates value for clients.

service firm's past performance with other buy-
ers typically does not provide a reliable indica-
tiont of how the firm will do with a new product,
since different customers are often served in
entively different ways. A guarantee can pro-

9. The negative consequences of unsolved problems are wide 4 strong indication of a firm's reliability.
high. Bad service from a restaurani can run . Brond name wecognition isn't easily achieved through |
someone’s evening; bad service from a medic al comoentional means. Marketing opportunities and
center or law firm can ruin someone’s life. The Jiffereriating charactenstcs tend to be restricted ‘
greater the client’s expected aggravation. ex- for protessional service firms. An unconditional “
pense, and time lost, the greater the jguaras arantee can provide such a differentiator, mak-
tee's power. o the firm stand ot in l_mlcnd'd] clients” minds.

Ruyer resisiance v high. Clients tend to purchase
X iofessional services  very cautiously, which
Soure: Chrisiophes W, Lo Hart, Leonand & S<hesinger, aud T sy thie 45 oo and often fruitless sales

: ciioris An voconditional guarantee can effec-
~tance and close the sale.

Maher, “Guarantees Come (o Profcssionail

Management Reviei, Spring 1992, po 1t ) [V YETLOME Tt

Client
Relationship

Lt onship, as opposed toa
¢ seller. In other words,
the buver views the se. s someone who has knowledge that is of value to
hysician—patient, college
1nd broker—investor. The
- suggestions provided by the
seller, and these relationships may be ol an ongoing nature. Also, since many ser-
may approach the marketing
function in a more lunlk-x«i-m.xi manner. as seen in health care, finance, and le-
gal, governmental, and educational services.

Several recent studies on services marketing by professionals serve to high-
light two major challenges professionals face.'” First, in many cases, fear or hos-
tility is brought to the transaction because the customer is uncertain about how
genuine the professional’s concern for his or her satisfaction is. For example,
many unpleasant reasons exist for consulting doctors, lawyers, bankers, or even
visiting a college professor. These could include surgery, being sued, having to
take out a loan, or doing poorly on an exam. Second, even high-quality service
delivery by the professional can lead to dissatisfied customers. For a physician,
the ability to provide high-quality medical care may be overshadowed by 2

[n the marketing a ¢reat TGARY Servik o chent

customer relationshin, exists nutween the buver rl th

them. Examples ol thi e f relationship a
!HHl(‘\\(ll'—\lnth':i! accouniani—small business owns

advice otfercd ¢

buver, many times, abides by the

vice firms are clientserving organizations, they
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brusque, unfriendly personality. For a college professor, the demand on stu-
dents to only contact or visit him or her during office hours, coupled with stu-
dents’ own hectic work schedules, can diminish the sterling effect of the pro-
fessor’s classroom presentations. It is vitally important that the professional
service provider strive to build long-term positive relationships with clients.
Highlight 12-3 illustrates the use of unconditional guarantees, which are one
way to help build such a relationship.

PROVIDING QUALITY SERVICES

In today’s increasing competitive environment, quality service is critical to or-
ganizational success. In a study on the importance of service quality, more than
40 percent of all customers surveyed listed poor service as the number one rea-
son for switching to the competition, while only 8 percent listed price.'’ As a re-
sult, delivering high quality service is closely linked to profits, cost savings, and
market share.'* Thus, retaining current customers and building their loyalty is
of great importance.'” Unlike products where quality is often measured against
standards, service quality 1s measured against performance.'* Since services are
frequently produced in the presence of a customer, are labor intensive, and are
not able to be stored or objectively examined, the definition of what constitutes
good service quality can be difficult and, in fact. continually changes in the face
of choices.'” Customers determine the value of service quality in relation to
available alternatives and their particular needs. In general, problems in the de-
termination of good service quality are attributable to differences in the ex-
pectations, perceptions, and experiences regarding the encounter between the
service provider and consumer. These gaps can be classified as:

L. The gap between consumer expectations and management perceptions of the

CONnsSumer s 6"\'pa"(,’fﬁl[l(_)i'll\.

2. The gap between management perceptions of consumer expectations and the
firm's service quality specifications.

3. The gap between service quality specifications and actual service quality.

4. The gap between actual service delivery and external communications about the
service.

In essence, the customer perceives the level of service quality as being a func-
tion of the magnitude and direction of the gap between expected service and per-
ceived service. Management of a company may not even realize that they are de-
livering poor-quality service due to differences in the way managers ar?d
consumers view acceptable quality levels. To overcome this problem. and to 2.1\'01d
losing customers, firms must be aware of the determinants of service quality. A
brief description of these determinants follows.

1. Tangiblesinclude the physical evidence of the service. For example, employees are
always visible in a hotel lobby dusting, emptying ash trays, or otherwise cleaning
up. Likewise, clean, shiny, up-to-date medical equipment or aircraft are examples

of tangible elements.
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Customer
Satisfaction
Measurement

2. Reliabilityinvolves the consistency and dependability of the service performance. For
example, does a bank or phone company always send out accurate customer state-
ments? Likewise, does the plumber always fix the problem on his/her first visit?

3. Responsiveness concerns the willingness or readiness of employees or professionals to
provide service. For example, will a physician see patients on the same day they call
in to say they are ill? Will a college professor return a student’s call the same day?

4. Assurance vefers to the knowledge and competence of service providers and the
ability to convey trust and confidence. This determinant encompasses the
provider's name and reputation; possession of necessary skills; and trustworthi-
ness, believability. and honesty. For example, a bank will guarantee same-day loan
processing; a doctor is highly trained in a particular specialty.

5. I;’m/m(hy refers to the service pre wider's efforts to understand the customer’s
needs and then to provide, as best as possible, individualized service delivery. For
example, flight attendants on a customer 's regular route learn what type of bev-

erages the customer drinks and what magazines the customer reads.

Each of the 2Lio feterminants plays an imporant role in how the customer

views the service quaiity ¢f A firm. Turmag seavice quality into a powerful com-
petitive weapon feqii onnuously @ . service superiority—consis-
tendy performir g ab wdequare sevies ool and capitalizing on oppor-
tunities for ex : Lscired service leve! delentless efforts to continually
improve servi : i nay well he reverded by improvements in cus-
tormer atited : rr fron custans - fivstzation to customer prefer-
ence Lo custosn ' ot shouid? | e Ua tats i« 11 order to be success-
ful, a service - : ¢ hoik an 2t C s Lo measure customer
satisfaction i BESOYers 1G Dreve o quality service.
As menuoned N L NSIONIeFS CAXF s v loyval customers. Service
quality and custoniz: niucion are of growirg 1 to business organiza-
nons (hlnllght:\ I vi.1 and research on Li€se LOPICS g(.‘l](‘.l‘a“y focuses on
two key issues: (1} understanding the expectaiions and requirements of the cus-
tomer: and (2) determining how well a company and 1S major competitors are
succeeding in satisfving these expectations and regui ements.'’

Assuch, an organization's approach to measuring service quality through cus-
tomer satisfaction measurement (CSM) and effecuvely implementing programs
derived from results of such studies can spell the difference between success and
failure. Research on Market Leaders” CSMs found they had the following aspects
in common.

1. Marketing and sales employees were primarily responsible (with customer input)
for designing CSM programs and questionnaires.

2. Top management and the marketing function championed the programs.

3. Measurement involved a combination of qualitative and quantitative research
methods that primarily included mail questionnaires, telephone surveys, and fo-
cus groups.
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4. Evaluations included both the company’s and competitor’s satisfaction perfor-
mance.

5. Results of all research were made available to employees, but not necessarily to
customers.

6. Research was performed on a continual basis.

7. Customer satisfaction was incorporated into the strategic focus of the company
via the mission statement.

8. There was a commitment to increasing service quality and customer satisfaction
from employees at all levels within the organization,

Properly performed customer satisfaction research can yield a wealth of
strategic information about customers, the sponsoring company, and com-
petitors. However, service quality goes beyond the relationship between a
customer and company. Rather, as shown by the last aspect listed above, it is
the personal relationship between a customer and the particular employee
that the customer happens to be dealm,gr with at th( time of the service en-
counter that ultimately determines service quality.'” The lmportance of hav-
ing customer-oriented, frontline people cannot be overstated.'® If frontline
service personnel are unfriendly, unhelpful, uncooperative, or uninterested
in the customer, the customer will tend to project that same attitude to the
company as a whole. The character and personality of an oxgdm?atlon re-
flects the character and personality of its top management.' ’ Management
must develop programs that will stimulate employee commitment to cus-
tomer service. In order to be successful, these programs must contain five
critical components:

1. A careful selection process in hiring frontine employees. In order to do this,
management has to clearly define the skills the service person must bring to the
job.”" For example, Fairfield Inn often considers as many as 25 candidates for
each housekeeping or front desk position. '

2. A clear, concrete message that conveys a particular service strategy that frontline
people can begin to act on. People delivering service need to know how their
work fits in the broader scheme of business operations.”* They need to have a
cause because servicing others is just too demanding and frustrating to be done
well each day without one.™

3. Significant modeling by managers, that is, managers demonstrating the behavior
that they intend to reward employees for performing. For example, Virgin Atantic
Airways Chairman Richard Branson regularly travels economy class on his airline
to talk to customers and solicit ideas for improvement.”*

4. An energetic follow-through process, in which managers provide the training,
support, and incentives necessary to give the employees the capability and will-
ingness to provide quality service. For example, AT&T Universal Card Services
has set up an umbrella organization, aptly called Universal Card Uzr;wersnty to
give all of its employees a single point of reference in their training.
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5. An emphasis on teaching employees to have good attitudes. This type of training
usually focuses on specific social techniques, such as eye contact, smiling, tone of
voice, and standards of dress.

However, organizing and implementing such programs will only lead to tempo-
rary results unless managers practice a strategy of internal marketing. The au-
thors define internal marketing as the continual process by which managers ac-
tively encourage, stimulate, and support employee commitment to the
company, the company's goods and services, and the company's customers.
Emphasis should be placed on the word continual. Managers who consistently
pitch in to help when needed, constantly provide encouragement and words of
praise to employees, strive to help employees understand the benefits of per-
forming their jobs well, and emphasize the importance of employee actions on
both company and employee results are practitioners of internal marketing. In
service marketing, successful internal marketung efforts, leading to employee
commitment to service n'\:t*h!-. are a key [0 success.

c

Federal [_\;)rmn SETVES AS A P examnle of the benefits accruing to a com-

pany that successfully pra: iices interma! marketing. ™ In 1990, Federal Express
became the hrsi seivice oigamZancs 0 win fne Malcom Baldrige National
Quality Award, | he company 8 oito i “penvie; sernce , and proﬁts." Behind its
})l;biil(" whiie and mang vew and nnsforms are seil n'ml'mging Work teams,
gainsharing plans, and #n5; red empiovesy & 7w consumed with pro-
viding flexible and creative 3o o custowne s with varying needs. Federal
Express is a highanvolven Lotizonttly coore mamed organization that en-
courages employees 1o use their judgmeoent abo ! ~cvond the rulebook.

OVERCOMING THE OBS TACL)
The factors of intangibility and mseparability, as well as difficultes in coming up
with objective definitions of acceptable service gualiny make comprehension of
service marketing dithcult. However, in view of the size and mportance of services

i1 our economy, considerable innovation and ingeruity are needed to make high-
quality services available at convenient locations {or consumers as well as business
people. In fact, the area of service marketing probably offers more opportun-
ities for imagination and creative innovation than does product marketing.
Unfortunately, many service firms stll lag in the area of creative marketing. Even
today, those service firms that have done a relatively good job have been slow in
recognizing opportunities in all aspects of their marketing programs. Four rea
sons, connected to past practices, can be given for the lack of innovative market
ing on the part of service marketers: (1) a limited view of marketing; (2) a lack of
strong competition; (3) a lack of creative management; and (4) no obsolescence.

Limited View of  Because of the nature of their service, many firms depended to a great degree
Marketing on population growth to expand sales. A popular example here is the telephone
company, which did not establish a marketing department until 1955. It was
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then that the company realized it had to be concerned not only with population
growth, but also with meeting the needs of a growing population. Increases in
educational levels and rises in the standards of living also bring about the need
for new and diversified services. A study conducted by American Demographics
concluded that college-educated householders are much more likely to buy ser-
vices—from dry cleaning to financial services—than those with less education.?’
As a well-educated, younger generation replaces the less educated, older one,
the demand for services should only increase.

Service firms must meet these changing needs by developing new services and
new channels, and altering existing channels, to meet the changing composi-
tion and needs of the population. For many service industries, growth has come
as aresult of finding new channels of distribution. For example, some banks and
other financial service companies were able to grow and tap into new markets
by establishing limited service kiosks in malls and supermarkets. Airlines have
successfully brought in a whole new class of travelers by offering advance-pur-
chase discounted fares, Traditionally, users of these fares either drove or utilized
other means of transportation in order to reach their destination.

While many service firms have succeeded in adopting a marketing perspective,
others have been slow to respond. It was not until deregulation of the telecom-
munications indusiry took place in 1984 that the telephone companies began
taking a broadened view of marketing. Even today, critics point to the obsession
with inventing new technology versus using current technology in meeting cus-
tomer needs as a weakness of these companies.

A second major cause of the lack of innovative marketing in many service in-
dustries was due to the lack of competition. Many service industries, like bank-
ing, railroads, and public utilities have, throughout most of their histories, faced
very little competition; some have even been regulated monopolies. Obviously,
in an environment characterized by little competition, there was not likely to be
a great deal of innovative marketing. However, two major forces have changed
this situation. First, in the past two decades the banking, financial services, rail-
road, cable, airline, and telecommunications industries have all been deregu-
lated in varying degrees. With deregulation has come a need to be able to com-
pete effectively. For example, AT&T was once the sole provider of long-distance
telephone service. Now, AT&T has to not only compete against such companies
as MCI and Sprint but also against the regional Bell Operating Companies such
as Ameritech and US West, who once were part of AT&T. Second, service mar-
keting has taken on an international focus. Today, many foreign companies are
competing in domestic service markets. Foreign interests own sever‘al ban_ks,
many hotels (including Holiday Inn), and shares in major airlines (including
Northwest and USAIR). Likewise, American companies are expanding overseas
as markets open up. For example, Merrill Lynch & Co. purchased Smith New
Court PLC, a large British security firm, in order to become the world’s largest
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stockbrokerage firm.
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Noncreative
Management

No Obsolescence

For many years, the managements of service industries have been criticized for
not being progressive and creative. Railroad management was criticized for
many years for being slow to innovate. More recently, however, railroads have be-
come leading innovators in the field of freight transportation, introducing such
innovations as piggyback service and containerization, and in passenger service,
introducing luxury overnight accommodations on trains with exotic names such
as the Zephyr. Some other service industries, however, have been slow to develop
new services or to innovate in the marketing of their existing services. In fact, as
a whole, U.S. firms lag behind their Japanese and German competitors not only
in collecting customer satisfaction data, but also in designing services that ad-
dress customers’ functional needs.””

A great advantage for many service industries is the fact that many services, be-
cause of their intangibility, are less subject to obsolescence than goods. While this
is an obvious advantage, it has also led some service firms to be sluggish in their
approach to marketing. Manufactirers of goods may constantly change their
marketing plans and seek new and more cfficient ways to produce and distribute
their products. Since service firms are often not faced with obsolescence, they of-
ten failed to recognize the need for change. This failure has led to wholesale
changes in many industries as new operaion who possessed marketing skills, rev-
olutionized the manner in which the seivice is performed and provided. Manya
barbershop and hair dresser have gone Gut of Lusiness due to an inability to com-
pete against hairstyling salons. Many accountants have lost clients to tax prepa-
ration services such as H&R Block that specialize in doing one task well and have
used technology, including computerized filing services, to their advantage.
Likewise, the old, big movie house has become a relic of the pastas entrepreneurs
realized the advantages to be gaimed from building and operating theater conr-

plexes that contain several minitheaters in or near suburban malls.

THE SERVICE CHALLENGE

Banking

Despite traditional thinking and practices on the part of many marketing mar-
agers and writers concerning the similarities between the operation of manufac-
wiring and services organizations, the past decade has seen the growth of many in-
novative ways of meeting the service challenge. The service challenge is the quest
to: (1) constantly develop new services that will better meet customer needs; (2)
improve upon the quality and variety of existing services; and (3) provide and dis-
tribute these services in a manner that best serves the customer. This next section
illustrates the challenges facing companies in various service industries and ex
amples of marketing strategies employed by them to meet the service challenge.

“Banking is vital to a healthy economy. Banks are not.” This is the message that
a banking expert delivered to an industry group recently.”” Needless to say, the
days when banking was considered a dead-end career, but one that offered st&-
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Top 25 Service Corporations

11
12
13
14
15
16
17
18
19
20
2]
22
23
24

Sorerie:
served.

IS

*Some compan

Company* Revenues Profits

AT&T $75,094.0 $4,676.0
State Farm Group 38,850.1 (244.3)
Prudential Insurance Co. of America 36,945.7 (1,175.0)
Citicorp 31,650.0 3,366.0
ITT 23.767.0 1,022.0
Amevican International Group 22.385.7 2,175.5
Metropolitan Life Insurance 22,257.9 80.4
GTE 19,944.3 2,444.6
United Parcel Service 19,575.7 943.3
Federal Natonal Mortgage Assn. 18,572.4 2,131.6
fravelers Inc. 18,465.0 1,326.0
Cigna 18,392.0 554.0
Merill Lynch 18,2331 1,016.8
\ema Life & Casualty 17,524.7 467.5
BellSouth 16,844.5 2.159.8
BankAmenica Corp. 16.551.0 2,176.0
Price /Costco 16,480.6 (112.4)
LME (American Airlines) 16,137.0 228.0
rerican Express 15,593.0 1,413.0
{United Airlines) 13,950.0 51.0
Bell Adantic 13,791.4 (754.8)
CWS 13.515.2 267.8
Cl Communications 1%,838.0 795.0
NEX 13,306.6 792.6
ationsbank Corp. 13,126.0 1,690.0

fier Both products and seqvices

T |

fie Fortune 500 Largest LS. Corporations,” Fortune, May 15, 1995, p. F-1. Fortune 500, © 1995 Time, Inc. All rights re-

Financial Data (in $ millions)

ble employment for marketers, is long gone. Perhaps banking best exemplifies
the changes that are taking place as service organizations strive to become prac-
tittioners of the “marketing concept.” Buy or be bought is the new watchword in
the banking industry, which is experiencing the biggest wave of consolidation in
its history. Experts predict that in the next 10 to 15 years, the United States’s
10,200 banks may consolidate into as few as 4,000, a process expedited by the re-
cent clearance for interstate banking.”' While past bank deals have been mainly
predicated on cost savings, today’s deals are made to enable surviving banks to
effectively compete as major players in the industry.

Banking is becoming an increasingly technology-driven business. The main
reason is that more and more financial services, from loans to credit cards, are
being marketed through computers and telephones instead of through



222 Part D Marketing in Special Fields

Healthcare

branches. Banks large enough to afford big technology investments can reach
customers nationwide even though their physical franchise may be limited. For
example, most consumers possess credit cards from banks they have never phys-
ically visited. Further, the advent of new electronic delivery systems (via com-
puter) for consumer and small business banking could, within the next decade,
greatly reduce the number of branch banks needed. To preventa loss of a large
portion of their customer base, many of the leading banks, such as Chase
Manhattan and Citibank, are aligning themselves with software and hardware
manufacturers to develop home banking systems.

Technology is also greatly assisting banks in offering better, more convenient
services to their customers. Huntington Bancshare now offers fully automated
94-hour branches in Columbus, Ohio. “ The branches contain machines that of-
fer video linkups with bank ¢ mployees at another site. Consumers can apply for
loans and mortgages, buy mutual funds, or obtain rate or account information
whenever they desire. Likewise, most supermarkets and convenience stores now
house ATMs to dispense cash or ¢ ollect deposits on a 24-hour basis. Banks have
also begun extensive promotion campaigns, Numerous bhanks offer initial low
loan rates and rin sweepstakes and other seasonal promotions in conjunction
with credit card compaies that give consumers a chance to win each time lhey

charge a l”"”"“"“ In addition. many banks Dow ofier affinity cards, such as the
NationsBank USAIR car<l. that allow custamers to accumulate frequent flyer
miles with each purchase made using the card

Banks have also lewnzd the value of bundling services. For example, NCNB
of Charlotte. North Carolina, offers a Financial Connections account that com-
bines checking, savings, credit card, and aulo loon features. Benefits to the cus-

tomer include frec ATM tansactions, interest-bearing checking accounts, no-
fee credit cards, and the convenience of one-stop banking. In addition, the bank
offers preapproved auto loans and cash flow statcinents. Most banks also offer
targeted marketing activities towards senior citizens, which may include dis-
count coupons for enierizinment, travel newsleters 2nel lower monthly mini-
mum required balances

Competition between banks and other financ ial institutions will continue to
intensify. The banks that survive will be those who have best mastered the art of
services marketing. Toward this end, every bank employee must understand the
needs and expectations of their customers and then design efficient delivery sys-
tems that meet those 1'(‘(|ui1mm'ms.'M

The distribution of healthcare services is of vital concern. In healthcare delivery,
the inseparability characteristic presents more of a handicap than in other ser-
vice industries because users (patients) literally place themselves in the hands of
the seller. Although direct personal contact between producer and user is often
necessary, new and more efficient means of distribution seem to be evolving.
Up until the past few decades, medical care has been traditionally associated
with the solo practice, fee-for=service system. Recently, several alternative deliv-
ery systems have been developed, most notably the health maintenance organi-
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zation (HMO). This type of delivery system stresses the creation of group health-
care clinics using teams of salaried health practitioners (physicians, pharmacists,
technicians, and so forth) that serve a specified, enrolled membership on a pre-
paid basis. The primary benefits to the customer (patient) from membership in
an HMO are: (1) the ability to have all ailments treated at one facility; (2) pay-
ment of a fixed fee for services; and (3) the encouragement of preventive versus
remedial treatments. The success of the HMO concept in traditional medical
care has inspired similar-type programs to be developed for dental and eye care.

As with banking, the hospital segment of the healthcare industry has become
extremely competitive with for-profit hospitals competing amongst themselves
and against nonprofit organizations. One of the leading hospitals in terms of
growth and stock appreciation has been Columbia/HCA (CHCA).* In less than
three years, CHCA has grown from a hospital chain of around 20 facilities to one
of approximately 320. The ultimate goal of CHCA is to own 1,200 to 1,300 hos-
pitals or about 25 percent of the nongovernment hospitals in the United States.
CHCA's success is largely due to its acumen in carrying out operations and mar-
keting strategy. CHCA buys hospitals and, by consolidating activities, gets rid of
redundancies, thereby reducing its cost structure. As a result, CHCA can price its
services below competition and gain contractual arrangements to service large
HMOs. As described by one hospital official, “Columbia/HCA is the self-pro-
claimed Wal-Mart of healthcare,” offering quality service at an affordable price.

Columbia/HCA is by no means the only hospital that is pursuing innovative
strategies. The limitations and competition inherent in taking a broad-based
approach to healthcare marketing led Jewish Hospital of Louisville, Kentucky,
to develop a marketing program focused on one specific revenue source: its
Emergency Heart Center.”” This focused approach has allowed Jewish Hospital
to survive and thrive. Similarly, Stanford University Medical Center of Palo Alto,
California, which also faced increasing competition, decided to emphasize its
siroke treatment center as a point of differentiation and successfully developed
and utilized a long-term advertising campaign.”

In the pharmaceutical field, Chronimed of Minnetonka, Minne;gta. has fo-
cused on providing great customer service as its avenue to success.”” The com-
pany supplies 100,000 patients across the United States with specialized med-
ications that local pharmacies can’t afford to stock. Chronimed’s skill is twofold.
First, they provide needed drugs by mail to organ transplant recipients and pa-
tients with diabetes or AIDS. Second, they employ a team of 50 pharmacists and
assistants who provide much-needed information about the medications they
dispense, such as details about drug interaction and side effects. As evidenced
by the above examples, healthcare companies, regardless of what specific area
in which they compete, are becoming more and more market oriented as they
try to differentiate their offerings from those of the competition.

In recent years, the insurance industry has exploded with new product and ser-
vice offerings. Not too long ago, customers were faced with limited options n
choosing life, hospital, or auto insurance. Now, there is a wide array of insurance
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policies to choose from, including universal life policies, which double as re-
tirement savings, nursing care insurance, reversible mortgages, which allow peo-
ple to take equity from their house while stll living in it, and other offerin
aimed at serving an aging population. To illustrate, Prudental Insurance
Company offers a program whereby terminally ill policyholders are allowed to
withdraw funds against the face value of their policy while still alive. In addition
to insurance services, most insurance companies now offer a full range of fi-
nancial services including auto loans, mortgages, mutual funds, and certificates
of deposit.

Distribution of insurance services has also been growing. The vending ma-
chines found in airports for aircraft insurance have been finding their way into
other areas. Travel auto insurance is now available in many motel chains and

through the American Sutomobile Association. Group insurance written
through employers and labor unions also has been extremely successful. In
each instance. the insurance industry has used intermediaries to distribute its
SErvices.

Travel The travel indusi : by 1ies, has been a leader in the use of
technology. Cs 3L T vallig \» allow customers to book plane
tickets from ho 2 ' ‘¢ using Internet sites, and
United has a d CGormser o o dispense flight and fare informa-
tion. Airlines a : eh lemass ticketless travel programs in
which passenge - ks ¢ tot sents, and pick up boarding
passes and lugg: wchines resentlin Ms.*® Technology has also
allowed airline: : wepric pricing «ecisions through the use of yield
management. In ageent, ceriala seate on aircraft are discounted
and certain ones o , wouph the use of Sorate computer programs,
managers are abl : mine who their o ‘v segments are and who is
likely to purchase : ckets when ant i 4

Despite its success 1n empleying rechnolo . 1iract additional customers
and offered added counvenience, the amrhine i sirv has operated in some-
what dire straits, plagued by problems associated with overcapacity, high labor

costs, and low perceived service quality, The recent period from 1990 through
1995 could be considered the most turbulent ever encountered by U.S. com-
mercial airlines.” During this time, some airlines either went out of business
(Midway, Eastern, and Pan AM) or were in and out of bankruptey proceedings
(Continental, America West, and TWA); and most others ()peraled at a loss.
Fortunately, in late 1995, good news came to the industry in the form of de-
creased fuel prices, the abandoning of some hub-and-spoke operations, and
other events leading to cost decreases.

A notable exception to the fate that befell most carriers is Southwest Airlines,
which has finally convinced its peers that a carrier can be consistently profitable
by offering cheap fares on short-distance routes.” Now, big carriers, such as
Continental and United have created their own Southwest look-alikes to sup-
plement their long-haul, fullservice, high-fare operations. Southwest's secret to
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success (which other airlines may or may not be able to imitate) is the high level
of employee morale exhibited by everyone associated with the company. This
has come as a direct result of upper management’s internal marketing efforts.

Recent experiences in the lodging industry point out potential opportunities
and pitfalls in service branding strategies.”’ Marriott, one of the most respected
names in the lodging industry, is generally regarded as one of the more presti-
gious hotels. When Marriott decided to enter the lower priced segment of the ho-
tel market, they did so with new brands. By altering the physical appearance and
changing the names of their new motels to Courtyard by Marriott, Comfort Inn,
and Marriott Resorts, Marriott was able to distinguish between their upscale of-
ferings and those that were moderately priced. Holiday Inn, on the other hand,
has experienced difficulty in trying to change from its middle-class image. They
created Hampton Inns and Holiday Express for the budget segment, and Crowne
Plaza and Embassy Suites for the upscale market. Due to overlapping between
segments, Holiday Inn had difficulties in differentiating between the brands, es-
pecially in instances when two of the brands were located in the same city. By far,
the most confused brand strategy relates to the use of the Ramada name. The
Ramada Renaissance is a 16-unit chain of four-star hotels owned and operated in
the United States by Ramada International Hotels & Resorts. Concurrently, there
exists the 600-unit Ramada Hotel and Inn chain, which is owned and operated by
Hospitality Franchise Systems, a privately held outfit that also manages the
Howard Johnson and Days Inn franchises. As a result, much confusion reigns in
consumers’ minds when asked to define what type of hotel the Ramada name
brings to mind. The examples point out the necessity of multiple brands for ser-
vice marketers when practicing market segmentation.

The preceding sections emphasized the use of all components of the marketing
mix. Many service industries have been criticized for an overdependence on ad-
vertising. The overdependence on one or two elements of the marketing mix is
a mistake that service marketers cannot afford. The sum total of the marketing
mix elements represents the total impact of the firm’s marketing strategy. The
slack created by severely restricting one element cannot be compensated by
heavier emphasis on another, since each element in the marketing mix is de-
signed to address specific problems and achieve specific objectives.

Services must be made available to prospective users which implies distribu-
tion in the marketing sense of the word. The revised concept of the distribution
of services points out that service marketers must distinguish conceptually be-
tween the production and distribution of services. The problem of making ser-
vices more widely available must not be ignored.

The above sections also pointed out the critical role of new service develop-
ment. In several of the examples described, indirect distribution of the service
was made possible because “products” were developed that included'a tangiblfe
representation of the service. This development facilitates the use of mterrﬂedr
aries, because the service can now be separated from the producer. In addition,
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HIGHLICHT 12-5

Ten Lessons in Good Services Marketing R

1. Customers do not buy your services—they buy 6. How your employees feel is eventually how
solutions to their problems. your customers will feel.

2. There are only two conditions under which 7. Customers should never be required to re-
customers will change their behavior: (a) state their request or complain to several em-
when it’s a matter of life and death (and then ployees before having it resolved.
not in every case); (b) if they want to—if they 8. If vou establish negative expectations for your
are given a reason Lo change. customers, vou will always meet them.

3. The most important parts of employees’ 9. The delivery of quality service is never the cus-
contributions to the goals of your organiza- tomer's job.,
tion are being made at their discretion. 10. If vou are an underdog: only compete in mar-

4, Management and leadership are exercised ket segments where you have or can develop
suengihs: avoid head-to-head competition
5. Quality service means neyer having oo s ith dominant compettors; emphasize pl‘Of-

“that’s not my job.” its 1ather than volume; and focus on special-
thun diversification,

outside, not inside the office.

dGn rarhel

Source: Adapted from James FL Donnedly, Jr, 2% Mo
Lessons from the Ciltsiomier 5 Side of !

Irwin Professional Pablishing, 1996

llll‘tl(‘\t‘ln})lll({H\‘." { CTVid PAVCS LNne s 0 f.u:[,.mi(-stocxpandandseg—
ment their markets, L the st | < bhundles, new technology,
and alternative means of distributing the companies are now able to

practice targeted marketing.

Promotional prograns, other than advertising, also play a critical role in service
Lanis were eligible to win prizes
re wble to make the public more
VIS Likewise, no-excuse refunds for

poor service have enabled such hotels as Holiday Inn to retain a (]llalil)' reputatiOI'l.

"

marketing. By running sweepstakes in which
each time they used their ATM cards, banks we

Conte

aware of the ease and convenience ol using

CONCLUSION

I'his chapter has dealt with the complex topic of service marketing. While the
marketing of services has much in common with the marketing of products,
unique problems in the area require highly creative marketing management
skills. Many of the problems in the service area can be traced to the intangible
and inseparable nature of services and the difficulties involved in measuring ser-
vice quality. However, considerable progress has been made in understanding
and reacting to these difficult problems, particularly in the area of distribution.
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In view of the major role services play in our economy, it is important for mar-

Keting practitioners to better understand and appreciate the unique problems of
service marketing.
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Chapter 13 e
GLOBAL MARKETING

. B .

A growing number of corporations have transversed geographical boundaries
and become truly multinational in nature. For most other domestic companies,
the question is no longer: Should we go global? Instead, the questions relate to
when., how, and where the companies should enter the global marketplace. The
past 15 years have seen the reality of a truly world market unfold. In today’s
world, the global economy is becoming almost totally integrated versus 25 per-
cent integrated in 1980 and 50 percent integrated in the early 90s. Primary rea-
sons for previously separated, individual markets evolving to a network of inter-
dependent economies include:

1. The growing influence and economic development of lesser developed coun-
tries. In years to come, the real battleground for the two trade powers, the United
States and Japan, will take place in the developing world. Containing 80 percent
of the world’s population and with growth rates nearly double those of industrial
nations, these countries have emerged as the “fourth engine in the world econ-
omy” (following the United States, Japan, and Europe).'

The integration of world financial markets. For example, changes in currency €x-
change rates between the yen and the dollar greatly influence issues relating to
import and export activities for all countries.

~no

3. Increased efficiencies in transportation and telecommunication and data com-
munication networks. To illustrate, consider the cases of Eastern Europe, China,
and Russia. In these countries, technological advances have allowed the emer-
gence of stock exchanges on which brokers throughout the world can trade.

4. The opening of new markets. For example, recent political events in Vietnam
have led to the opening of a market that for decades (since the end of the
Vietnam War) was closed to U.S. companies.

Multinational firms invest in foreign countries for the same basic reasons
thev invest in their own country. These reasons vary from firm to firm, but fall
under the categories of achieving offensive or defensive goals. Offensive goals
are to: (1) increase long-term growth and profit prospects; (2) maximize to-
tal sales revenue; (3) take advantage of economies of scale; and (4) improve
overall market position. As many American markets reach saturation,
American firms look to foreign markets as outlets for surplus production ca-
pacity, sources of new customers, increased profit margins, and imProved re-
turns on investment. The gross domestic product (GDP) of countries such as

229
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China, Argentina, Poland, and the Czech Republic are growing at rates two to
four times faster than those of the United States, Germany, and Japan.? Since
the GDP provides the ultimate source for living standard improvements, the
implication is that the trend abroad may prove to be a potential boom for the
sale of American goods and services abroad. For example, the ability to ex-
pand the number of locations of McDonald's restaurants in the United States
is becoming severely limited. Yet, Michael Quinlan, chairman and CEO of
McDonald’s, loves to remind shareholders that, on any given day, only 0.5 per-
cent of the world’s population visits McDonald’s. This fact illustrates the vast
potential markets still open to the company.® Indeed, of the 50 most prof-
itable McDonald's outlets, 25 are located in Hong Kong. For PepsiCo, the re-
<ults are similar. Their restaurant division operates 7,400 Kentucky Fried
Chicken. Pizza Hut, and Taco Bell outlets abroad, deriving over $5.6 billion
in sales from these foreign locations.

Multinational firms also invest in other countries to achieve defensive goals.
Chiel among these goals are the desire to: (1) compete with foreign compa-
nies on their own tard instead of in the United States: (2) have access to tech-
nological innovations that are (i(“,('l()i)(‘(i in other countries; (3) take advan-
tage of significant differences in operanng CcOsis etween countries; (4)

sreempt competite: vinhal moves: and (5) net be locked out of future mar-
| i &

kets by arriving roo late. To illustrate, in a recent yeal North American sales of
Colgate-Palmolive products ce reased by 9 peracnt, an amount attributable in
Lan e part to 1 edsed | »i»l&:"ﬂlit.‘!' frotn a ) iH'iL{ﬂ n'val, Unilever.“
Fortunately, Colgate-'almolive took advantage orldwide opportunities,in-
creasing global sales hy 6 percent to $5.6 bitkion.

Such well-known companies as Zemth, il ~ A&P, Shell Oil, CBS
Records, and Firestone Tire & Rubber arve now ned by non-U.S, interests.
Since 1980, the share of the U.S. high-tech mz "old by foreign products
has grown from less than 8 percent to close fo 25 percent. In such diverse in-
dustries as power (0ols, ractors, t levision 1l hanking, U.S: companies

have lost the dominant position they once held. By imvesting solely in do-
mestic operations or not being willing to adapt products to foreign markets,
U.S. companies are more susceptible to foreign ncursions. For example,
there has been a great uproar over Japan's practice of not opening up its do-
mestic automobile market to U.S. companies. However, as of 1996, a great
majority of the American cars shipped to Japan still had the steering wheel
located on the left side of the vehicle—the opposite of where it should be for
the Japanese market.

[n many ways marketing globally is the same as marketing at home.
Regardless of which part of the world the firm sells in, the marketing program
must still be built around a sound product or service that 1S properly priced, pro-
moted, and distributed to a carefully analyzed target market. In other words, the
marketing manager has the same controllable decision variables in both do-
mestic and nondomestic markets.
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HIGHLIGHT 13-1
— —

%
Revenues ($ million)

Company Foreign Total Foreign Percent of Total
1. Exxon $77,125 $99,683 77.4%
2. General Motors 44,041 154,951 28.4
3. Mobhil 40,318 59,621 67.6
4. IBM 39,934 64,052 62.3
5. Ford Motor 38,075 128,439 29.6
6. Texaco 24,760 44,306 55.9
7. CitiCorp 19,703 31,650 62.3
8. Chevian 16,533 38,516 429
9. Philip Morris Cos. 16,329 53,776 30.4
10. Procrer & Gamble 15,650 30,296 51.7
11. E. L du Pont de Nemours 14,322 34,042 42.1
12. Hewlvoi-Packard 13,522 24,991 54.1
18. Gen=ral Figetric 11,872 60,109 19.8
14. Arnerican International Group 11,636 22,442 51.8
15, Cocetn 11,048 16,172 68.3
16. I : aical 10,075 20,015 50.3
17. & . 9,770 22,245 439
18. Xe 5,678 20,261 47.8
19. % nnologies 8,300 21,197 39.2
20. Uiz Simment 8,274 13,451 61.5
Soure v Zajac, “Weak Dollar, Strong Kesults,” Forbes, July, 17, 1995, pp. 274-76. Reprinted by permission of Forbes Magazine ©

Foirlios &

Although the development of 2 marketing program may be the same in either
domestic or nondomestic markets, special problems may be involved in the im-
plementation of marketing programs in nondomestic markets. These problems
often arise because of the environmental differences that exist among various
countries that marketing managers may be unfamiliar with.

In this chapter, marketing management in an international context
will be examined. Methods of organizing international versus domestic
markets, international market research tasks, methods of entry strategies into
international markets, and potential marketing strategies for a multinational
firm will be discussed. In examining each of these areas, the reader will find
a2 common thread— knowledge of the local cultural environment—that ap-

ears to be a major prerequisite for success in each area.

With the proper adaptations, many companies have the capabilities and re-
sources needed to compete successfully in the international marketplace. To
illustrate, companies as diverse as Kellogg’s, Avon, Eli Lilly, and Sun
Microsystems each generates over 40 percent of sales from foreign opera-
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tions.” Smaller companies can also be successiul. ¥or example, Nemix, Inc.,
of Bell Gardens, California, s a franchisee of Church's Fried Chicken with
$91 million in annual sales. Small by world standards, this company has suc-
ceeded in developing a fully vertical operation in Poland, doing everything
from raising chickens to operating restaurants.”

ORGANIZING FOR GLOBAL MARKETING

When compared with the tasks it faces at home, a firm attempting to establish
an international marketing organization faces a much higher degree of risk and
uncertainty. In a foreign market, management is often less familiar with the cul-
tural, political, and economic situation. Many of these problems arise as a result
of conditions specific to the foreign country. Managers are also faced with the
decisions concerning how to organize the multinational company.
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While numerous problems could be cited, attention here will focus on those
firms most often face when entering foreign markets.

Cultural misunderstanding

Differences in the cultural environment of foreign countries may be misunder-
stood or not even recognized because of the tendency for marketing managers to
use their own cultural values and priorities as a frame of reference. Some of the
most common areas of difference lie in the way dissimilar cultures perceive time,
thought patterns, personal space, material possessions, family roles and relation-
ships, personal achievement, competitiveness, individuality, social behavior, and
other interrelated issues.” Another important source of misunderstandings is in
the perceptions of managers about the people with whom they are dealing.
Feelings of superiority can lead to changed communication mannerisms.

The tendency to rely on one’s own cultural values has been called the major
cause of many international marketing problems. For example, the Japanese of-
ten say yes when they mean no.® They rarely give a direct negative response—
even if they want to deny a request or express a negative intent—especially to a
foreigner. They are also wary of the common American practice of bringing
lawyers to initial meetings. American managers must make the necessary efforts
to learn, understand, and adapt to the cultural norms of the managers and cus-
tomers they deal with in other parts of the world.9 Failure to do so will resultin
missed market opportunities. Highlight 13-3 provides further examples of cul-
tural differences that could lead to marketing problems.

On the other hand, companies should not shy away from attempting to enter
international markets because conventional wisdom says that products and service
will not succeed in some regions purely due to cultural reasons. For example,
PepsiCo’s Pepsi division en tered into a $500 million offensive to try to grab a larger
share of the $6 billion Brazilian soft-drink market.!® Understanding the dramatic
changes that had taken place in Brazil, Pepsi repositioned itself as the choice of a
new Brazil. Advertisements for the Pepsi brand feature young people enumerat-
ing recent changes in Brazil, such as the new currency and outcomes of recent
presidential elections. Does this campaign sound familiar? It should since it's a
takeoff on the popular “Pepsi, the choice of a new generation” theme utilized in
the United States. Actions taken by PepsiCo’s Frito-Lay unit serve as another ex-
ample of a successful adaptation to cultural differences.!! In China, Frit.o-L.ay re-
cently introduced its popular Cheetos snack food. The twist to this effort lies in the
fact that the Chinese are not big consumers of dairy products. In China, Cheetos
are cheeseless, instead consisting of flavors such as “Savory American Cream” and
“Zesty Japanese Steak.” As a result of these and other adaptations, it’s no wonder
that PepsiCo ranks among the leaders in the global food and beverage industry.

Political Uncertainty

Governments are unstable in many countries, and social unrest and even armed
conflict must sometimes be reckoned with. Other nations are newly emerging
and anxious to seek their independence. These and similar problems can
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greatly hinder a firm seeking to establish its position in foreign markets. For ex-
ample, firms scaled back their investment plans in Russia due to, among other
reasons: (1) a business environment plagued by mobsters; (2) politics badly cor-
rupted by the botched invasion of Chechnya; and (3) an economy troubled by
runaway inflation and a plummeting ruble.'? This is not to say investment in
Russia is a poor choice. Rather, in situations like this, caution must be utilized
and companies must have a keen understanding of the risks involved in under-
taking sizable investments.
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Import Restrictions

Tariffs, import quotas, and other types of import restrictions hinder interna-
tional business. These are usually established to promote self-sufficiency and can
be a huge roadblock for the multinational firm. For example, a number of coun-
tries, including South Korea, Taiwan, Thailand, and Japan, have placed import
restrictions on a variety of goods produced in America, including telecommu-
nications equipment, rice, wood products, automobiles, and produce.’® In
other cases, governments may not impose restrictions that are commonly ad-
hered to in the United States. For example, Chrysler pulled out of a proposed
investment deal in China, worth billions of dollars, because the Chinese gov-
ernment refused to protect its right to limit access to technological information.
As a result, Mercedes-Benz AG of Germany received the contract.'*

Exchange Controls and Ownership Restrictions

Some nations establish limits on the amount of earned and invested funds that
can be withdrawn from it. These exchange controls are usually established by
nations that are experiencing balance-of-payment problems. In addition,
many nations have a requirement that the majority ownership of a company
operating there be held by nationals. These and other types of currency and
ownership regulations are important considerations in the decision to expand
into a foreign market. For example, up until 1990, foreign holdings in busi-
ness ventures in India were limited to a maximum of 40 percent. Once this ban
was lifted, numerous global companies such as Sony, Whirlpool, JVC, Grundig,
Panasonic, Kellogg’s, Levi Strauss, Pizza Hut, and Domino’s rushed to invest in
this market.!? As a result, India holds cash reserves from foreign investment of
over $20.5 billion and its economy is growing at a 5.5 percent annual rate.

Economic conditions

As noted earlier, nations’ economics are becoming increasingly intertwined, and
business cycles tend to follow similar patterns. However, there are differences,
mainly due to political upheaval or social changes, and these may be significant.
In determining whether to invest, marketers need to perform in-depth analyses
of a country’s stage of economic development, the buying power of its populace,
and the strength of its currency.' For example, when the North American Free
Trade Agreement (NAFTA) was signed, many American companies rushed to in-
vest in Mexico, building production facilities and retail outlets. These compa-
nies assumed that the signing of the agreement would stabilize Mexico's econ-
omy. In the long term, these investments may pay off. However, many companies
lost millions of dollars there due to the devaluation of the peso. Indeed, the
crash of the peso caused the retail giant Wal-Mart to scale back a $1 billion in-
vestment project to open stores throughout Mexico.'”

There are two kinds of multinational corporations—the multidomestic corpo-
ration and the global corporation.'® The multidomestic company pursues dif-
ferent strategies in each of its foreign markets. Each overseas subsidiary is au-
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tonomous, A company’s management tries to operate effectively across a series
of worldwide positions with diverse product requirements, growth rates, com-
petitive environments, and political risks. Local managers are given the author-
ity and control to make the necessary decisions; however, they are also held re-
sponsible for results. In effect, the company competes on a market-by-market
basis. Honeywell and General Foods are examples of two American companies
that have operated well in this manner.

The global company, on the other hand, pits its entire resources against the
competition in an integrated fashion. Foreign subsidiaries and divisions are
largely interdependent on both operatons and strategy. These “stateless” cor-
porations standardize manufacturing, regularly offer innovative solutions to
the market, and seek creative collaborations with other firms to merge com-
plementary skills and gain access to new markets.'” The global company oper-
ates as though the world were one large market, not a series of individual coun-
tries. Since there is no one clear-cut way to organize a global company, three
alternative structures are normally used: (1) worldwide product divisions, each
responsible for selling irs own products throughout the world; (2) divisions re-
sponsible for all products sold within a geographic area; and (3) a matrix Sys-
iem that combines elemenis of both these arrangements. Many multinational
companies already have soructeed their organizatuon in a global fashion in-
cluding IBM, Caterpillar, Thoex, fieneral Electric, Siemens, and Mitsubishi.

Most companies are realizing the need to take a global approach to managing
their businesses. Howesex, recognizing the need and actually implementing a truly
global approach 2ve two diferenn tasks, For some companies, industry conditions
dictate that they take a global perspecuve. The ability to actually implement a
global approach 10 managing international operations, however, largely depends
on factors unique to the company. Globalization, s a competitive strategy, is in-
herently more vuluerable to risk than a mulndomestic or domestic strategy, due
to the relative permanence of the grganizational stiucture once established. 20

In determining whether o1 not to globalize a particular business, managers
should look first at their indusiry.*! Market, economic, environmental, and com-
petitive factors all influence the potential gains to be realized by following a
global strategy. Factors constituting the external environment that are con-
ducive to a global strategy are:

1. Market factors. Homogencous market needs, global customers, shortening prod-
uct life cycles, transferable brands and advertising, and the ability to internation-
alize distribution channels.

2. Economic factors. Worldwide economies of scale in manufacturing and distribu-
tion, steep learning curves, worldwide sourcing efficiencies, rising product de-
velopment costs, and significant differences in host-country costs.

3. Environmental factors. Improving communications, favorable government policies,
and the increasing speed of technological change.

4. Competitive factors. Competitive interdependencies among countries, global moves
of competitors, and opportunities to preempt a competitor’s global moves.*?
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Leading Global Companies in Selected Industries
Company Country Revenues
(in $ millions)
Chemicals
1. E. L. du pont de Nemours United States $34,968
2. Hijhsl Germany 30,604
3. BASF Germany 26,928
Commercial Banks
1. Deutsche Bank Germany 33,069
2. Citcorp United States 31,650
3. Indusirial Bank of Japan Japan 31,072
“ Electronics
| 1. Hitachi Japan 76,431
| 9 Matsushita Electrical Industrial Japan 69,947
“ 3. General Electric United States 64,687
| Food
1. Philip Marais United States 53,776
2. Unileves Britain/Netherlands 45,451
3. Nestl: Japan 41,626
Rubber, Plastic Goods
1. Bridgrssa Japan 15,608
2. Goodyeuz T United States 12,288
3. Michel's France 12,120
Soaps, Cosmetics
1. Pro W Cemble United States 30,296
2. Hernlel Germany 8.674
3. L'Oreal France 8,586
Telecommunications
1. AT&T United States 75,094
9. Nippon telephone & Telegraph Japan 70,844
3. Deutsciu clekom Germany 41,071
Tobacco
1. BAT Industries Britain 22,094
2. Japan Tovacco Japan 16,961
3. RJR Nabisco Holdings United States 15,366
Source: Aduvertising Agr, “Numbers for the 90's: Teen [nteresis Appear to be Universal,” July 17, 1995, p. 3; “The Way We Live: The European
Women's Cosmerics Landscape,” January 16, 1995, p. I-3. Reprinted with permission from Advertising Age, 1995, Copyright Crain
Communications, Inc. All rights reserved.
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Many of the reasons given in the first part of the chapter as to why a domes-
tic company should become a multinational can also be used to support the ar-
gument that a firm should take a global perspective. This is because the inte-
gration of markets is forcing companies that wish to remain successful to not
only become multinationals but also to take a global perspective in doing so. In
the past, companies had the option of remaining domestic or going multina-
tional due to the separation of markets. This is no longer the case.

There are several internal factors that can either facilitate or impede a com-
pany's efforts to undertake a global approach to marketing strategies. These fac-
tors and their underlying dimensions are:

1. Structure. The ease of installing a centralized global authority and the absence of
rifts between present domestic and international divisions or operating units.

2. Management processes. The capabilities and resources available to perform global
planning, budgeting, and coordination activities, coupled with the ability to con-
duct global performance reviews and implement global compensation plans.

3. Culture. The ability to proiect a global versus national identity, a worldwide versus
domestic commitment to employees, and a willingness to tolerate imerdepen-
dence among business un:ts,

4. People. The availability of emplovabie foreign nationals and the willingness of cur-
rent employees to commit 1o rvliconniry careers, frequent travel, and having
foreign superiors

Overall, whether a company shouid endertake a multidomestic or global ap-
proach to organiziug us internztional operanons will largely depend on the na-
ture of the company and its prodnces, how different foreign cultures are from
the domestic market, and the company s abiiity 10 implement a global perspec-

tive. Many large brancs have failed in their guest 1o go global.®® The primaryrea-
son for this failure is rushing ihe process. Successful global brands carefully
stake out their markets, allowing picnty o1 tine to (l(“\'l'l()P their overseas mar-
keting efforts and evolve into global brands

Indeed, in many cases, firms do not undertake either purely multidomestic or
global approaches to marketing. Instead, a hvbrid approach is developed
whereby these global brands carry with them the same visual identity. the same
strategic positioning, and the same advertising. In addition, local characteristics
are factored in. For example, Coca-Cola produced two dozen TV commercials
for its worldwide effort using the same theme, the same music, and predomi-
nately, the same visuals. However, the commercials were in local languages, and
local markets were allowed to shoot their own visuals for certain spots. In
essence, it was exactly the same campaign, but it was different in every market.
Likewise, McDonald’s maintains standardized specifications for its equipment
technology, customer service, cleanliness, value, and operational systems. Yet,
the menus are allowed to vary somewhat from country to country. Regardless of
the approach undertaken, management and organizational skills that empha-
size the need to handle diversity are the critical factors that determine the long-
term success of any company’s endeavors in the international marketplace.*!
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PROGRAMMING FOR GLOBAL MARKETING

Global
Marketing
Research

In this section of the chapter, the major areas in developing an international
marketing program will be examined. As was mentioned at the outset, market-
ing managers must organize the same controllable decision variables that exist
in domestic markets. However, many firms that have been extremely successful
in marketing in the United States have not been able to duplicate their success
in foreign markets.

Because the risk and uncertainties are so high, marketing research is equally
important (and probably more so) in foreign markets than in domestic mar-
kets. Many companies encounter losing situations abroad because they do not
know enough about the market.?” They don’t know how to get the information
or find the cost of collecting the information too high. To be successful, orga-
nizations must collect and analyze pertinent information to support the basic
go/no-go decision before getting to the issues addressed by conventional mar-
ket research. Toward this end, in attempting to analyze foreign consumers and
markets, at least four organizational issues must be considered.

Population characteristics

Population characteristics are one of the major components of a market, and
significant differences exist between and within foreign countries. If data are
available, the marketing manager should be familiar with the total population
and with the regional, urban, rural, and interurban distribution. Other demo-
graphic variables, such as the number and size of families, education, occupa-
tion, and religion, are also important. In many markets, these variables can
have a signiﬁc;u‘xt impact on the success of a firm’s marketing program. For ex-
ample, in the United States, a cosmetics firm can be reasonably sure of the de-
sire to use cosmetics being common among women of all income classes.
However, in Latin America the same firm may be forced to segment its market
by upper-, middle-, and lower-income groups, as well as by urban and rural ar-
eas. This is because upper-income women want high-quality cosmetics pro-
moted in prestige media and sold through exclusive outlets. In some rural and
less prosperous areas, cosmetics must be inexpensive, while in other rural ar-
eas women do not accept cosmetics. Even in markets that are small in geo-
graphical area, consumers may differ in many of the variables mentioned. Any
one or set of such differences may have a strong bearing on consumers’ abil-
ity and willingness to buy.

Ability to buy

To assess the ability of consumers in a foreign market to buy, four broad mea-
sures should be examined: (1) gross national product or per capital national in-
come; (2) distribution of income; (3) rate of growth in buying power; and (4)
extent of available financing. Since each of these vary in different areas of the
world, the marketing opportunities available must be examined closely.
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Willingness to buy
The cultural framework of consumer motives and behavior is integral to the un-
derstanding of the foreign consumer. If data are available, cultural values and
attitudes toward the material culture, social organizations, the supernatural,
aesthetics, and language should be analyzed for their possible influence on
cach of the elements in the firm’s marketing program. It is easy to see that such
factors as the group’s values concerning acquisition of material goods, the role
of the family, the positions of men and women in society, as well as the various
age groups and social classes can have an effecton marketing, because each can
influence consumer behavior
In some areas there appears to be a convergence of tastes and habits, with
different cultures becoming more and more integrated into one homoge-
neous culture, although still separated by national boundaries. This appears
Eu © consumers are developing into a
mass market. This obviously will simplify the task for a marketer in this region.
However. cultural differences still prevail among many areas of the world and
v hriivie consemer behayvios However, marketing organizations
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3. Timeliness. The United Staies taks - .+ U oars, Japan and Canada con-
duct one every live vears, HOWEVET, S Lern Luropean nations are abandon-
ing the census as a data collection tool and meicad are relying on population I'Cgis'
ters to account for births, deaths, and changes in marital status or place of residence.
4. Availability in the United Stales. I a rescarcher requires detailed household demo-
graphics on foreign markets, the costand time required to obtain the data will be
significant. For example, to get minimal-quality data on Western Europe and
Pacific Rim countries might require trips to over 10 different university libraries,
as well as to the U.S. Bureau of the Census and the Library of Congress.
Fortunately, research help is on the way. In recent years, both new and estab-

lished market research firms have begun focusing efforts on collecting relevant
information related to foreign country characteristics. Two companies, Lasernet
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Global and Regional Similarities
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Global Teens: The Global Similar Market

(Percent of teens who wear the following types of clothes)

United States Europe Latin America Asia
93% 94% 86% 93%

93 89 59 96

80 70 65 69

42 43 30 27

39 57 41 23

European Women: The Regional Similar Market

(Percent of European women who use the following types of products)

United Kingdom Spain Italy Germany France
93% 85% 83% 78% 70%
57 80 62 66 73
76 82 80 76 76
14 11 20 14 7
73 59 68 85 77

v Parks, “Numbers for the 90s: Teen Interests Appear (o be Universal,” Adoertising Age, July 17, 1995, p. 3; and ferry
I'he European Women's Cosmetics Landscape,” Advertising Age International, January 16, 1995, p. 1-3.

and Disclosure, have begun offering products that provide analyses of financial
and economic conditions in emerging markets such as Turkey, Brazil, India,
Argentina, Greece, and Pakistan.?? Further, large market information compa-
nies, Information Resources, Inc., (IRI) and Neilson Marketing Research, have
both begun pursuing ambitious plans to increase the installation and use of
checkout scanning devices in European retail outlets.8 Sometimes, companies
will utilize creative means to accomplish their foreign information goals. For ex-
ample, Off-the-Record Research, a San Francisco—based marketing research
company that specializes in investment research, employs freelance journalists
residing in their native countries to carry out foreign research assignments for
U.S. clients. These journalists have in-depth knowledge of their home markets,
speak native language(s) fluently, and, most importantly, possess the acumen
and skills necessary to provide accurate, unbiased information to their U.S.

client companies.

Global marketing research can help determine whether (1) there is an unsatis-
fied need for which a new product could be developed to serve a foreign mar-
ket or (2) there is an unsatisfied need that could be met with an existing do-
mestic product, either as is or adapted to the foreign market. In either case,
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Distnibulion

Svstems

product planning is necessary to determine the type of product to be offered
and whether there is sufficient demand to warrant a foreign market entry.

Most U.S. firms would not think of entering a domestic market without ex-
tensive product planning. However, some marketers have failed to do adequate
product planning when entering foreign markets. An example of such a prob-
lem occurred when American manufacturers began to export refrigerators to
Europe. The firms exported essentially the same models sold in the United
States. However, the refrigerators were the wrong size, shape, and temperature
range for some areas and had weak appeal in others—thus failing miserably.
Although adaptation of the product to Jocal conditions may have eliminated
this failure, this adaptation is easier said than done. For example, even in the
domestic market, oy crpruliklalinn of prnducl varieties and options can dilute
cconomies of scale. This dilution results in higher production costs, which may
make the price of serving each market segment with an “adapted” product
prohibitive

I'he solution to this problem is not easy. In some cases, changes need not be
raade at all or, if s0, can be ac ':m!:ii.\hf(’. rather 'nw,\';‘u'nsi\'cly, In other cases, the
ales potential of the partcular marker may not warrant expensive product
changes. For example, P si's Radical Fruit line ot juice drinks has been intro-
duced withont adapraiio i three coptinenis.* On the other hand, U.S. com-

banies wishing (o market software in foreign corntries must undertake painstak-
ing and costly efforts 1o convert the embedded ode from English to foreign
languages, Uhis nnaertasing s verely i the D enfial markets where individ-
ual software products &2 ' rably markere o, In any case, management must
examine these pr elaied problems ¢ kv pnor (o making foreign mar-
Ket E1lry AeciSionns,

Fhe role of the distvibotion network in factlitas .-'.-n-;ms{‘crofgoodsandti-
Hes annd in the demmeand sgmulaton process is as 1mpo untinforeignmarketsas
itis at home. Figure i 3-1 iliustrates some of L ! . common channel arrange-
ments in international marketing, The contint: anges from no control to al-
most complete control of the distribution svsten: by manufacturers.

Ihe channel arrangement where manalacuarers have the least control is
shown at the left of Figure 18-1. These are the mos: indirect channels of distrib-
ution. Here manufacturers sell o resident buyers, export agents, or export mer
chants located in the domestic market. In reality, these are similar to some do-
mestic sales. since all of the marketing functuons are assumed by
intermediaries.”!

Manufacturers become more directly involved and, hence, have greater con-
trol over distribution when agents and distributors located in foreign markets
are selected. Both perform similar functions, except that agents do not assume
title to the manufacturers’ products, while distributors do. If manufacmrcr.s
should assume the functions of foreign agents or distributors and establish thc_lf
own foreign branch, they greatly increase control over their international dis
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tribution system. Manufacturers’ effectiveness will then depend on their own ad-
ministrative organization, rather than on independent intermediaries. If the for-
eign branch sells to other intermediaries, such as wholesalers and retailers, as is
the case with most consumer goods, manufacturers again relinquish some con-
trol. However, since the manufacturers are located in the market area, they have
greater potential to influence these intermediaries. For example, Volkswagen,
General Motors, Anheuser- Busch, and Procter & Gamble have each made sub-
stantial investments in building manufacturing facilities in Brazil.*! These in-
vestments allow the companies to begin making direct sales to dealers and re-
tailers in the country.

The channel arrangement that enables manufacturers to exercise a great
deal of control is shown at the right of Figure 13-1. Here, manufacturers sell di-
rectly to organizational buyers or ultimate consumers. Although this arrange-
ment is most common in the sale of organizational goods, some consumer
goods companies have also pursued this arrangement.

In domestic markets, pricing is a complex task. The basic approaches used in
price determination in foreign markets are the same as those discussed earlier
in the chapter on pricing. However, the pricing task is often more complicated
in foreign markets because of additional problems associated with tariffs, an-
tidumping laws, taxes, inflation, and currency conversion.*?

Import duties are probably the major constraint for international marketers
and are encountered in many markets. Management must decide whether im-

Common Distribution Channels for Global Marketing

Manufacturer

No control Some control Much control

Damestic Market

L T
---------- - r------
...............

F<;rei‘gn Market

|
Export Export
agent ~merchant

Source: Reproduced from International Business by Betty ]. Punnett and David A. Ricks, p. 257, with the permission of South-Western College
Publishing, Copyright @ 1992 PWS-Kent Publishing Co. All rights reserved.
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Global
Advertising
and Sales
Promotion

port duties will be paid by the firm, by the foreign consumer, or shared by both,
This and similar constraints may force the firm to abandon an otherwise desir-
able pricing strategy or may force the firm out of a market altogether.

Another pricing problem arises because of the rigidity in price structures found
in many foreign markets. Many foreign intermediaries are not aggressive in their
pricing policies. They often prefer to maintain high unit margins at the expense of
low sales volume, rather than develop large sales volume by means of lower prices
and smaller margins per unit. Many times this rigidity is encouraged by legislation
that prevents retailers from cutting prices substantially at their own discretion.
These are only a few of the pricing problems encountered by foreign marketers.

However, in some cases foreign pricing policies and customs can give the U.S,
marketer a competitive advantage. For example, in Japan, American-style shop-
ping malls with stores such as Toys “R" Us, Talbots, and Virgin Records are able
to compete effectively against center-city stores that still adhere to Japanese pric-
ing policies designed to give the retailer huge margins. In fact, U.S. exports to

Japan have more than tripled within the last decade and are C()nlinuing to grow

at a rapid rate (although the balance of trade is still highly skewed in Japan'’s fa-
vor).** Clearly, the marketer must be aware of both the constraints and oppor-
tunites available in foreign markets.

When expanding their operations into the world marketplace, most firms are
aware of the language barriers that exist and realize the importance of translat-
ing their messages into the proper idiom. However, there are numerous other

issues that must be resolved, such as selecing appropriate media and advertis-

ing agencies in foreipn marker

There are man proviems in selecting medis in foreign markets. Often the
media that ave tradiconaily used 1 the domesnc macket are not available. For
example, it was not uniil recently that national commiercial TV became a reality
in the former Soviet Union. I edia are available, they may be so only on a lim-
ited basis or they may ot react (hi potential buyers, For ('\;Amplc, one firm was
forced to use sound trucks or roving movie vans to reach potential buyers in the
sub-Sahara area of Africa. In additnon o the problem ol availability, other diffi-
culties arise from the fack of acourare media informavon. There is no rate and

data service or media directory that covers all the media available throughout
the world. Where data are available, their accuracy is often questionable.

Another important promotion decision that must be made is the type of
agency used to prepare and place the firm’s advertisements. Along with the
growth in multinational product companies, more multinational advertising
agencies are available. Among the top 15 international advertising agencies, less
than half are U.S. owned.*" Alliances and takeovers have served to stimulate
growth in the formation of global agencies. For the U.S. company, there are two
major approaches to choosing an agency. The first is to use a purely local agency
in each area where the advertisement is to appear. The rationale for this ap-
proach is that a purely local agency employing only local nationals can better
adapt the firm’s message to the local culture.
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The other approach is to use either a U.S.~based multinational agency or a
multinational agency with U.S. offices to develop and implement the ad cam-
paign. For example, the Coca-Cola Company uses one agency to create ads for
the 80 nations in which Diet Coke is marketed. The use of these so-called super
agencies is increasing (annual growth rates averaging over 30 percent in the last
decade). By using global advertising agencies, companies are able to take advan-
tage of economies of scale and other efficiencies. However, global agencies are
not without their critics. Many managers believe that small, local agencies in
emerging markets take a more entrepreneurial and fresher approach to adver-
tising than do global agencies.”> Much discussion has developed over which ap-
proach is best, and it appears that both approaches can be used successfully by
particular firms.?®

The use of sales promotion can also lead to opportunities and problems for
marketers in foreign markets. Sales promotions often contain certain charac-
teristics that are more attractive than other elements of the promotion mix.37 In
less wealthy countries, consumers tend to be even more interested in saving
money through price discounts, sampling, or premiums. Sales promotion can
also be used as a strategy for bypassing restrictions on advertising placed by some
foreign governments. In addition, sales promotion can be an effective means for
reaching people who live in rural locations where media support for advertising
is virtually nonexistent.

However, laws in some countries place even more restrictions on advertising
and sales promotion practices than those found in the United States. For exam-
ple, Colombia requires substantial proof of claims in comparative advertising
and, in Vietnam, foreign companies are charged much higher advertising rates
than local companies.?® In other countries, laws may not permit gifts or premi-
ums to be given, and companies may be required to keep detailed records of
promotional transactions. For example, Belgium prohibits sweepstakes and, in
Greece, couponing is illegal.? In addition, retailers and wholesalers in foreign
countries may lack either (1) the appropriate facilities necessary to merchandise
the promotional materials or (2) the background to understand how a specific
promotion works or explain it to their customers.

JROWTH STRATEGIES FOR GLOBAL MARKETING

A major decision facing companies who either desire to enter a foreign market
or pursue growth within a specific market relates to the choice of a market en-
try and/or growth strategy. What type of strategy to erqploy depends upon
many factors, including the analysis of market opportunities, company capa-
bilities, the degree of marketing involvement and commitrr_lent the company is
willing to make, and the amount of risk that the company is able to tolerate.*”
A company can decide to: (1) make minimal investme1'1t§ pf funds and re-
sources by limiting its efforts to exporting; (2) make large initial investments of
resources and management effort to try to establish a long-term share of inter-
national markets; or (3) take an incremental approach whereby the company
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Checklist of Country Selection Criteria for Companies ‘
Considering Investment in Eastern Europe I

Overall Economic and Political Conditions

* What is the foreign debt service expense as a
percentage of hard currency foreign ex-
change earnings?

¢ What is the inflation ratez If hyperinflation
exists, are appropriate fiscal and monetary
policies being implemented to bring it under
control?

¢ How substantial are raw material reserves that
can be converted to hard currency?

® Are state subsidies, cheap credits, and tax
concessions for state enterprises being
phased out?

® Does the government intend to sell stakes in
state enterprises to foreign investo:

® [s there an emerging capital market based on
real interest rates?

* What progress is being made toward doveio
ing a code of company law?

* [s political decision-making authorey o
ized or fragmented?

® How rapid and sustainable iy
progress toward democracy and | |
economy? Is there any historical !
support such trenes:

Climate for Foreign Investment

* What percentage ownership may  fo. s
companies have in joint ventures »
1

ment approval required and, il so, how 100,
does it take to obrain:

Source: John A. Quelch, Erich Joachimsthaler, and Jos ks Nuspo

“Alter the Wall: Marketing Guidelines for Eastern Eurog
Management Review, Winter 1991, p. 85

* Is private ownership of property recognized?

* Can foreign investors obtain premises easily?

Market Attructiveness

Are intellectual property rights upheld?

Can they own real estate?

Can an initial capital investment by a for-
eign company be held in hard currency?
Can a foreign investor sell its stake in a joint
venture?

Can hard currency be used to pay for im-
poried raw materials or to repatriate profits?
What is the tax rate on business enterprise
profis?

What is the potential in this country?
s geographical location and
Pl it o serve as a gate-
UrOOeEaN markets?

How well devalnm B e necessary man-

ALl R ' C: e ¥

v ) the tabor pool? What are labor

swedd sy of the raw materials re-
s} O s be assured?
Whias _ e lransportation and
: QT rastruciure?

caceept being located

Lave zovernment officials de-
¢ooansdiars with Western business

T el

starts with a low-risk mode of entrv that requires the least financial and other
resource commitment and gradually increases its commitment over time. All
three approaches can be profitable. In general, there are six ways by which a
company can initially enter an international market and, sul)scqlicnt]y, pursue
growth in the international marketplace.
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1. Exporting. Exporting occurs when a company produces the product outside the

.

final destination and then ships it there for sale. It is the easiest and most com-
mon approach for a company making its first international move. Exporting has
two distinct advantages. First, it avoids the cost of establishing manufacturing op-
erations in the host country and second, it may help a firm achieve experience-
curve and location economies. By manufacturing the product in a centralized lo-
cation and exporting it to other national markets, the firm may be able to realize
substantial scale economies from its global sales volume. This method is what al-
lowed Sony to dominate the global TV market. The major disadvantages related
to exporting include: (1) the sometimes higher cost associated with the process;
(2) the necessity of the exporting firm to pay import duties or face trade barriers;
and (3) the delegation of marketing responsibility for the product to foreign
agents who may or may not be dependable.

Licensing. Companies can grant patent rights, trademark rights, and the right to
use technological processes to foreign companies. This is the most common strat-
egy for small and medium-sized companies. The major advantage to licensing is
that the firm does not have to bear the development costs and risks associated
with opening up a foreign market. In addition, licensing can be an attractive op-
tion in unfamiliar or politically volatile markets. The major disadvantages are
that: (1) the firm does not have tight control over manufacturing, marketing, and
strategy that is required for realizing economies of scale; and (2) there is the risk
that the licensed technology may be capitalized on by foreign companies. RCA
Corporation, for example, once licensed its color TV technology to a number of
Japanese firms. These firms quickly assimilated the technology and used it to en-
ter the U.S. market.

. Franchising. Franchising is similar to licensing bui tends to involve longer- term

commitments. Also, franchising is commonly employed by service, as opposed to
manufacturing, firms. In a franchising agreement, the franchisor sells limited
rights to use its brand name in return for a lump sum and share of the fran-
chisee’s future profits. In contrast to licensing agreements, the franchisee agrees
to abide by strict operating procedures. Advantages and disadvantages associated
with franchising are primarily the same as with licensing except to a lesser degree.
In many cases, franchising offers an effective mix of centralized and decentral-
ized decision making.

. Joint ventures. A company may decide to share management with one or more col-

laborating foreign firms. Joint ventures are especially popular in industries that
call for large investments, such as natural gas exploration and automobile manu-
facturing. Control of the joint venture may be split equally or one party may con-
trol decision making. Joint ventures hold several advantages. First, a firm may be
able to benefit from a partner’s knowledge of the host country’s competitive posi-
tion, culture, language, political systems, and so forth. Second, the firm gains by
sharing costs and/or risks of operating in a foreign market. Thir.d, in many coun-
tries, political considerations make joint ventures the only feambl'e efm'y.mode.
Finally, joint ventures allow firms to take advantage of a partner’s distribution sys-
tem, technological know-how, and/or marketing skills. For example, General
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Mills teamed up with CPC International in an operation called Internationa]
Dessert Partners to develop a major baking and dessert-mix business in Latin
America. The venture combines General Mills’ technology and Betty Crocker
dessert products with CPC’s marketing and distribution capabilities in Latin
America.’! The major disadvantages associated with joint ventures are that: (1) a
firm may risk giving up control of proprietary knowledge to its partner; and (2)
the firm may lose the tight control over a foreign subsidiary needed to engage in
coordinated global attacks against rivals.

5. Strategic alliances. Although considered by some to be a form of joint venture, we
consider strategic alliances to be a distinct entity for two reasons. First, strategic al-
liances are normally partnerships entered into by two or more firms to gain a com-
petitive advantage on a worldwide, as opposed to local basis. Second, strategic al-
liances are usually of a much longerterm nature than are joint ventures. In
strategic alliances, the partners share long-term goals and pledge almost total co-
operation. Strategic alliances can be used to reduce manufacturing costs, acceler-
ate technological diffusion and new product development, and overcome legal and
trade barriers.”™ The major disadvantage associated with formation of a strategic al-
liance is the increased risk for competitive conflict between the partners. Indeed, a
recent study showed that strategic alliances have grown at a 25 percent average an-

)

nual rate, but the median 1ife coan of such alliances is only about seven years."

6. Direct ownership. Some companies prefer to cater and /or grow in markets either
through estab!i=!in: wholly owned subsidize y or through acquisition. In ej-
ther case, the finn owas 140 percent of the stork The advantages to direct own-
ership are thy , 1) complete cone ol Gver its technology and opera-
tions; (2) imm ¢ (0 ToTelgn market: rotant credibility and gains in
the foreign « . 18 &1 ke of entry or growth; and (4)
the ability 1o i agenint ieq “uies the primary disadvan-
tages of dire: i e B (s 2 ¢ eant risks associated with
this strategy. (1. Ay more e advantages depending
upon the co
Regardless o Praeenad () vsed 1o gui entry into and grow within

a foreign marke (! LAnies must seinen ow itegrate their operations.

The complexitics i aprratng on g ook dwide basis dictate that firms

decide on operating st aLoa, Loncal decision that marketing managers must

make relates to the exu iadaptanion of the marketing mix elements for the

foreign country the company operates in. Depending on the area of the world
under considerauon and the particular product mix, different degrees of stan-
dardization/adaptation of the marketing mix ¢lements may take place. As a
guideline, standardization of one or more parts of the marketing mix is a func-
tion of many factors that individually and collectively affect companies in their
decision making.™* These factors and their resulting influence are:

1. When markets are economically alike, standardization is more practical.

2. When worldwide customers, not countries, are the basis for segmenting markets,

a standardization strategy is more effective.
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3. The greater the degree of similarity in the markets in terms of customer behay-
ior and lifestyle, the more effective a standardization strategy is.

4. The higher the cultural compatibility of the product across the host countries,
the more appropriate is standardization.

5. When a firm’s competitive position is similar in different markets, standardiza-

tion is more practical,

When competing against the same adversaries, with similar share position, in dif-

ferent countries, standardization is more appropriate than when competing

against purely local companies.

7. Organizational and high-technology products are more suitable for standardiza-
tion than consumer products.

8. The greater the differences in physical, political, and legal environments between
home and host countries, the greater will be the necessary degree of adaptation.

9. The more similar the marketing infrastructure in the home and host countries,
the more likely is the effectiveness of standardization.

&

The decision to adapt or standardize marketing should be made only after a
thorough analysis of the product-market mix has been undertaken. The com-
pany’s end goal is to develop, manufacture, and market the products best suited
to the actual and potential needs of the local (wherever that may be) customer
and to the social and economic conditions of the marketplace. There can be
subtle differences from country to country and from region to region in the ways
a product is used and what customers expect from it.

The world is truly becoming a global market. Many companies that avoid op-
erating in the international arena are destined for failure. For those willing to
undertake the challenges and risks necessary to become multinational corpora-
tions, long-term survival and growth are likely outcomes. The purpose of this
chapter was to introduce the reader to the opportunities, problems, and chal-
lenges involved in international marketing.
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THE RIGE

The primary concern of this chapter is the role of marketing in society. While
we believe that marketing and the free enterprise system offer the best and most
effective system of exchange that has been developed, we also believe that mar-
keters have a responsibility to society that goes beyond the profit objectives of an
orgamzatlon.

In the remainder of this chapter we first investigate the relative power and
rights of marketers and consumers. Then we discuss four influences that act as
checks and balances to control the power of business in general and marketing
in particular. These include legal, political, competitive, and ethical influences.

“ /3% MARKETERS AND CONSUMERS

Both marketers and consumers are granted certain rights by society, and both
have a degree of power. Overall, many people believe that marketers have con-
siderably more power than consumers. Several years ago, Professor Philip Kotler
provided the following list of rights granted to marketers (sellers):

1. Sellers have the right to introduce any product in any size, style, color, and so on,
so long as it meets minimum health and safety requirements.

2. Sellers have the right to price the product as they please so long as they avoid dis-
crimination that is harmful to competition.

3. Sellers have the right to promote the product using any resources, media, or mes-
sage, in any amount, so long as no deception or fraud is involved.

4. Sellers have the right to introduce any buying schemes they wish, so long as they

are not discriminatory.

Sellers have the right to alter the product offering at any time.

. Sellers have the right to distribute the product in any reasonable manneg.

. Sellers have the right to limit the product guarantee or postsale services.

S oo

While this list is not exhaustive, it does serve to illustrate that marketers have
a good deal of power and latitude in their actions.

253
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Since the Consumer Bill of Rights was issued in the early 1960s, consumers
have been granted at least four basic rights. First, consumers are granted the
night lo safety, which means the right to be protected against products and ser-
vices that are hazardous to health and life. Second, consumers are granted the
right to be informed, which is the right to be protected against fraudulent, deceit-
ful, or misleading advertising or other information that could interfere with
making an informed choice. Third, consumers are granted the right to choose—
the right to have access to a variety of competitive products that are priced fairly
and are of satisfactory quality. Finally, consumers are granted the right to be heard
or the right to be ensured that their interests will be fully and fairly considered
in the formulation and administration of government policy. While this list may
appear to grant the consumer considerable rights and protection, it has an im-
portant weakness: Most of these rights depend on the assumption that con-
sumers are both capable of being and willing to be highly involved in purchase
and consumption. In fact, however, many consumers are neither. Young chil-
dren, many elderly people, and the uneducated poor often do not have the cog-
nitive abilities to process information well enough to be protected. Further, even
those consumers who do have the capacity often are not willing to invest the
time, money, cognitive energy, and effort to ensure theis rights.

The right to choose is also predicated on the assumption that consumers are
rational, autonomaous, knowledgeable informadon processors and decision mak-
ers. While we believe that most consumers are capable of being so, evidence sug-

gests that consumers often do not behave this wav Further. the right to choose
igl'l“l'(‘.\'lh('[)’)\\"l ol suarkenne to influence at waes, intentions, and behaviors.
Consumers' needs, wants, and catisfaction may be developed by marketers, for in-
stance. Thus, the ascumiption of consumer autorune is not easily supported.
Finally, no matter how much effor consumers esort to =nsure they are choosing
a good product, thev camnot precess information that s not available. For exam-
ple, consumers cannot be aware < nraduct safety ricks that are hidden from them.
Overall, then, if there wi i other torces in souiety, marketers might well
have more rights ana power iaan consumers do. s is not to say that con-
SUIMETS Cannot exert conan CORYOLON MArKeLers o r':mr,mmnersdonolvary
in the cl('gu't' to which tiiev arve 13 thuenced by : o Hu\u'\‘(?l‘. das our SOCi-
ety and system of government and exchange e, a number of constraints or

societal influences on i ung acnviice we also developed. As shown in
Figure 14-1, these include legal, political, competitive, and ethical influences.

Before discussing each of these societal influences. three points should be
noted. First, as noted earlier, we believe that marketing and the free enterprise
system offer the best and most effective system of ex« hange that has ever been
developed. This does not mean that the system could not be improved. For ex-
ample, there is still a large group of poor, uneducated, hungry people in our so-
ciety who have little chance of improving their lot.

Second, while marketing usually receives the brunt of society’s criticism of
business, marketing managers are no more or less guilty of wrongdoing than
other business executives. Corporate responsibility to society is a shared re-
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Figure 14-1  Major Sources of Consumer Protection

[ Marketing
| practices

sponsibility of all business executives, regardless of functional field. In addition,
markefing executives are no more or less ethical than most other groups in so-
ciety. Similarly, while business, particularly big business, is commonly singled out
for criticism, there is no question that other fields—including medicine, engi-
neering, and law—also have their share of societal problems. Some consumers
could also be criticized for the billions of dollars of merchandise that is
shoplifted annually, as well as for other crimes against businesses and society.

Third, while some critics of marketing focus on the field in general, many of
the problems are confined to a relatively small percentage of firms and prac-
rices. Figure 14-2 presents a list of some of the most commonly cited areas of
concern, divided into product, promotion, pricing, and distribution issues.
Many of these practices are subject to legal influences or constraints.

JCES

Legal influences are federal, state, and local legislation and the agencies and
processes by which these laws are upheld. Some federal legislation is designed
to control practices in specific industries (such as food); others are aimed at con-
trolling functional areas (such as product safety).

A variety of government agencies are involved in enforcing these laws and in-
vestigating business practices. In addition to state and local agencies, this includes
a number of federal agencies.

Legal influences and the power of government agencies to regulate business
and marketing practices grew dramatically in the 1970s; but the 1980s and 1990s
witnessed a decrease in many areas of regulation. In fact, deregulation of busi-
ness was the major thrust in this period, and government agencies considerably
reduced their involvement in controlling business practices. Thus, while legal
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Figure 14-2 Some Problem Areas in Marketing

Product Issues

Unsafe products

Poor-quality products

Poor service repair/maintenance
after sale

Deceptive packaging and labeling
practices

Promotion Issues

Deceptive advertising
Advertising to children
Baitand-switch advertising
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CONSLUIN

Alternatively, a business could fund and coordinate
deregulation and other p obusiness causes.

Third, businesses can cooperate with consumer groups by providing financial
and other support. Overall, most of these strategies would likely further reduce
the impact and importance of political influences. However, to the degree that
following these strategies leads business firms to increase their social responsi-
bility activities in the long run, the consumer could benefit.
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Figure 14-3  Some Political Groups Concerned with Consumerism

Broad-Based National Groups Special-Interest Groups

Con.sumer Fed_erat.ion of America Action for Children's Television

National Wildlife Federation American Association of Retired Persons

Common Cause Group against Smoking and Pollution

Smaller Multi-Issue Organizations Local Groups

National Consumer’s League Public-interest research groups

Ralph Nader’s Public Citizen Local consumer protection offices
Local broadcast and newspaper con-

sumer “action lines”

Source: Adapted from Paul N. Bloom and Stephen A. Greyser, “The Maturing of Consumerism,” Harvard Business
Review, November-December 1981, pp. 130-39.

COMPE H FLUENCES

Competitive influences refer to actions of competing firms intended to affect each
other and consumers. These actions can be taken in many ways. For example,
one firm might sue another firm or point out its alleged fraudulent activities to
consumers. Johnson & Johnson frequently took competitors to court to protect
its Tylenol brand of pain reliever from being shown in comparative ads. Burger
King publicly accused McDonald’s of overstating the weight of its hamburgers.

Perhaps the most important consumer protection generated by competition
is that it reduces the impact of information from any single firm. In other words,
in a marketing environment where there are many active competitors, no single
firm can dominate the information flow to consumers. In this sense, conflicting
competitive claims, images, information, and offers may help consumers from
being unduly influenced by a single firm or brand. Conversely, it may also lead
to information overload.

Consumers may also benefit from the development and marketing of better
products and services brought about by competitive pressure. Current merger
irends and the concentration of various industries may lessen these competitive
constraints and societal advantages, however.

ETHICAL 1M FLUENCES

Perhaps the most important constraints on marketing practices are ethical influ-
ences and involve self-regulation by marketers. Many professions have codes of
ethics, and many firms have their own consumer affairs offices that seek to en-
sure that the consumer is treated fairly. In addition, some companies have de-
veloped a more positive image with consumers by emphasizir}g consumer—ori—
ented marketing tactics such as offering toll-free hot lines for information and
complaints, promoting unit pricing, and supporting social causes.

[
=
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Members of the American Marketing Association 9. Not knowingly participating in conflict of inter-

(AMA) are committed to ethical professional con- est without prior notice to all parties involved.
duct. They have joined together in subscribing to 3. Establishing equitable fee schedules including
this Code of Ethics embracing the following Lopics: the payment or receipt of usual, customary,
and/or legal cumpcnsznion of marketing ex-
Responsibilities of the Marketer changes.
.'.\’lilt'k('ltjlh tl»lll.\l '(tA(_‘( "l""‘ r}('.\])-()n\lhl].ll;\ lm‘ t?n' con- Rights and Duties of Parties in the Marketing
sequence of then activities and make every ("H-)ll Exchange Process
to ensure that their decisions, recommendations, ‘
and actions function to identify, serve, and satishy Participants in the marketing exchange process
all relevant publics; customers, organizations, and should be able to expect that:
society. Marketer's professional condnet must b :
guided by: 1. Products and services offered are safe and fitfor
h 1 fedd use
1. The basic rule of pml('\\inn.d ethics: not know- ¢  Communications about ifered products and
ingly to do harm. ervices are not decepive
2. The adherence (o all A‘M)lu able aws and re 3. Al partcs et it 7‘:“.' large their obligations,
lations. inancial 2 in good faith.
3. The accurate representation of then Lo Apprupsiat, , thads exist for equi-
training, and expenence il fitrst ) redress of grievances
4. The active support, pracice, and pi )
this Code of Eihics
could include, but
Honesty and Fairness ponsibilities of the
Marketers shall uphold and advance
honor, and dignity of the marketng p1 ' fr e area of prodnct development and
1. Being honest in serving consumers UARAZEmEH!
ployees, \up;)lu-x\,fh\‘.ni-mu)\,..IM th - ¢ {iisclosu ’ Ahetanial risks associated with
il

Setare HH Amencian M ||'o.' ung Association, ¢ Iieago

A difficult problem in discussing ethical constraints is that there is no single
standard by which actions can be judged. Laczniak cummarizes five ethical stan-

dards that have been pm[mwd by various marketing writers:

l. The Golden Rule: Act in the way you would expect others to act toward you.

9. The Utilitarian Principle: Act in a way that results in the greatest good for the great-
est number.

3. Kant’s Categorvical Imperative: Act in such a way that the action taken under the cir-

cumstances could be a universal law or rule of behavior.
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* Identifications of any product component sub-  Organizational Relationships
stitution that might materially change the prod-

uct or impact the buyer’s purchase decision. Marlfet;rs should‘ be aware of howhth'elr b;:havlor
e Identification of extra-cost added features. A DEdILe orllm[l)aczt onht‘he b,;. awoxl']o l(;thers
In the area of promotions, in organizational relationships. They should not

demand, encourage, or apply coercion to obtain
unethical behavior in their relationships with oth-
ers, such as employees, suppliers, or customers.

* Avoidance of false and misleading advertising,.

e Rejection of high pressure manipulation, or mis-
leading sales tactics.

® Avoidance of sales promotions that use decep-

1. Apply confidentiality and anonymity in profes-
tion or manipulation.

sional relationships with regard to privileged in-

In the area of distribution, formation.

* Not manipulating the availability of a product 2. Meet their obligations and responsibilities in
for purpose of exploitation. contracts and mutual agreements in a timely

e Not using coercion in the marketing channel. manner.

¢ Not excrting undue influence over the reseller’s 3. Avoid taking the work of others, in whole, or in
choice to handle the product. part, and represent this work as their own or di-

In the area of pricing, rectly benefit from it without compensation or

* Not engaging in price fixing. consent of the originator or owner.

* Not praci: ing predatory pricing. 4. Avoid manipulation to take advantage of situa-

® Disclosing (e full price associated with any pur- tions to maximize personal welfare in a way that
chase. unfairly deprives or damages the organization

In the @ien 2 arke UI]g research, or others.

® Prohituting seiling or fund raising under the A ..
guise «cting research. Any AMA m‘en'xbe‘rs iouqd to be in wo]auop of any

e Maintairiag research integrity by avoiding mis- ~ provision of this Code 91 Ethics may have his or her
representoiion and omission of pertinent re-  association membership suspended or revoked.
search i

o Trealing nuicide clients and suppliers fairly.

4. The Professional Ethic: Take actions that would be viewed as proper by a disinter-
ested panel of professional colleagues. N

5. The TV Test: A manager should always ask: “Would T feel comfortable explaining
to a national TV audience why I took this action?™

Following these standards could result in many different interpretations of
ethical marketing practice. If you doubt this, try applying them to the sce-
narios in Figure 14—4 and then comparing your answers with those of other

readers.
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Figu

Part E Marketing Response to a Changing Society

re 144 Marketing Scenarios that Raise Ethical Questions

Scenario 1

The Thrifty Supermarket Chain has 12 stores in the city
of Gotham, U.S.A. The company’s policy is to
maintain the same prices for all items at all stores.
However, the distribution manager knowingly sends
the poorest cuts of meat and the lowest-quality
produce to the store located in the low-income
section of town. He justifies this action based on the
fact that this store has the highest overhead due to
factors such as employee turnover, pilferage, and
vandalism. Is the distribution manager's economic
rationale sufficient justification for his allocation method?

Scenario 2

The independent Chevy Dealers of Metropolis, U.S.A..
have undertaken an advertising campaign headlined
by the slogan: “Is your family's life worth 45 MPG?"
The ads admit that while Chevy subcompacts are nol
as fuel efficient as foreign imports and cost more (o
maintain, they are safer according o governme
sponsored crash tests. The ads implicitly ask
responsible parents, when purchasing a cas, should
trade off fuel efficiency for salety. Js it ethical for the
dealers association to use a fear appeal Lo offset an
economic disadvantage?

Scenario 3

A few recent studies have linked the presenc
artificial sweetener subsugural to cancer i
laboratory rats. While the validity of these Hnd
has been hotly debated by medical experis, t}

Food and Drug Administration has ordered
products containing the ingredient banned 74
sale in the United States. The Jones Company scid
all of its sugar-free |.C. Cola (which contain
subsugural) to European supermarkets becinse thie
sweetener has not been banned there. Is it acceplable
Jor the Jones Company to send an arguably unsafe
product to another market without waring for furthe
cvidence?

Scenario 4

The Acme Company sells industrial supplies through
its own sales force, which calls on

Source: Gene R, Laczmiak, “Framework for Analyzing Marketing Ethics,

Scenario 5

The Buy American Electronics Company has been

Scenatio b

The Smith & S

company purchasing agents. Acme has found that
providing the purchasing agent with small

gifts helps cementa cordial relationship and
creates goodwill. Acme follows the policy that the
bigger the order, the bigger the gift to the
purchasing agent. The gifts range from a pair of
tickets to a sports event to outboard motors and
snowmobiles. Acme does not give gifts to personnel
at companies that they know have an explicit policy
prohibiting the acceptance of such gifts. Assuming
o laws are violated, is Acme’s policy of providing gifts to
purchasing agenls marally proper?

selling its highly rated System X Color TV sets (21,
19 and 12 inches) for $700, $500, and $300,
respectively. These prices have been relatively
uncompettive in the market. After some study, Buy
American substitutes several cheaper components
(which engineering says may slighdy reduce the
quality of performance andl passes on the savings to
the consumer i the [ona ol a $100 price reduction
on each model. Buy American institutes a price-
mpaign that neglects to

¢ neration System X sets

st Is the company’s competitive

onented promatnnal
mention thai the s=onnd
are difterens foan U

strategy shi

g Agency (S & S) has
“anciadly, Mr. Smith is
approached b (g Teneniative of a small South

Cmerican coane et < on good terms with the

e wants S & S to create

2 multimillicn o xovertising and public \
relations campaisi that will bolster the image of

.« the likelihood that it will
receive U.S. forelon wid assistance and attract
investment capital. Sipith knows the country is a
dictatorship that Las been accused of numerous
human rights violations, [s it sthical for the Smith &
Smith Agency to undestake the proposed campaign?

hWeen sirugehag

U.S. Departinei.t af ST

the country aidl i

—

" Journal of Macromarketing, Spring 1983, p. 3
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~ Overall, then, what constitutes ethical marketing behavior is a matter of so-
cial judgment. Even in the areas such as product safety, what constitutes ethi-
cal marketing practices is not always clear. While at first blush it might be ar-
gued that all products should either be completely safe or not be allowed on
the market, deeper inspection reveals questions such as How safe? and For
whom? For example, bicycles often head the list of the most hazardous prod-
ucts, yet few consumers or marketers would argue that bicycles should be
banned from the market. Much of the problem in determining product safety
concerns the question of whether the harm done results from an inherent lack
of product safety or unsafe use by the consumer.

CONCLUSION

In this chapter we have discussed some of the important relationships be-
tween marketers and consumers that involve questions of social responsibil-
ity. Overall, while society offers marketers considerable power and latitude in
performing marketing tasks, marketers also have a variety of constraints
placed on their behavior. These include legal, political, competitive, and eth-
ical influences.
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A Case for Case Analysis
I
1 Cases assist in bridging the gap between classroom —Asking the right questions.
learning and the so-called real world of marketing — Defining opportunities and problems.
' management. They provide us with an opportu- —Identifying and evaluating alternative courses of
nity to develop, sharpen, and test our analytical action.
\ skills at: —Interpreting data.
st sitiations —F.valumi!\g the n:sqlts o.{' past strategie.s.
. _ 2 : : —Developing and defending new strategies.
—Sorting out and organzing key information. — Interacting with other managers.
— Making decisions under conditions of
, Source: David W, Cravens and Charles W. Lamb, Jr., Strategic ._._l(!'x:i(f(-.l l':|lll\n[-\4 luating the work
Marketing: Cases and Applications, ith ed, (Homewood, 11 ically evaluatung the wor of others.
Richard D. Irwin, 1993), p. 95. —Responding to c1 iticisim,

The use of business cases was developed by facuity members of the Harvard
Graduate School of Business Admimnisiration ' 0205, Case studies have
been widely accepted as one etledt of 23 dents to the decision-
making process.

Basically, cases represcnt o led o 70, ~ports of business pl'Ob-
lems. They are usually : : lie; actually had been in-
volved in the firm or organis : sus with the problems
under consideration. Cases i yalitative and quantitative
data, which the stud , Soropriate alternatves
and solutons,

The primary purpose ol : (..o 2 measure of realism
into management educanon. Ka : ' « he teaching of con-
cepts, the case method focuses ¢ 115 and sound logic to
real-world business problems. in tiis : 1ns to bridge the gap
between abstraction and apphcation and the value of both.

I'he primary purpose of this section is (o ol 4 format for the analysis
of case problems. Although there is no one lormat i ToR el «uc‘rvssfullyapplied
to all cases, the following framework 1s intene v a logical sequence from
which to develop sound analyses. Ihis framework is presented for analysis of conr

prehensive markeing cases however, the process should also he useful for shorter

lll;ll'k('lillg«.\n'w. imcidents and }’I’-l“t(‘lll\‘

A CASE ANALYSIS FRAMEWORK

A basic ;\pln'n.u‘h to case analysis involves a four-step process. First, the problem
is defined. Second, alternative courses of action are formulated to solve the
problem. Third, the alternatives are analyzed in terms of their strengths and
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Current Situation

Section Il Analyzing Marketing Problems and Cases 265

weaknesses. And fourth, an alternative is accepted, and a course of action is rec-
ommended. This basic approach is quite useful for the student well versed in
case analysis, particularly for shorter cases or incidents. However, for the new-
comer, this framework may well be inadequate and oversimplified. Thus, the fol-
lowing expanded framework and checKlists are intended to aid the student in
becoming proficient at case and problem analysis.

Whether the analysis of a firm’s problems is done by a manager, student, or paid
business consultant, the first step is to analyze the current situation. This does
not mean writing up a history of the firm but entails the type of analysis de-
scribed below. This approach is useful not only for getting a better grip on the
situation but also for discovering both real and potential problems—the central
concern of any case analysis.

Phase 1: The environment

The first phase in analyzing a marketing problem or case is to consider the
environment in which the firm is operating. The environment can be broken
down into a number of different components such as the economic, social, po-
lidcal, and legal areas. Any of these may contain threats to a firm’s success or op-
portunities for improving a firm'’s situation.

Phase 2: The industry

The second phase involves analyzing the industry in which the firm operates.
A framework provided by Michael Porter includes five competitive forces that
need to be considered to do a complete industry analysis." The framework is
shown in Figure 1 and includes rivalry among existing competitors, threat of
new entrants, and threat of substitute products. In addition, in this framework,
buyers and suppliers are included as competitors since they can threaten the
profitability of an industry or firm.

While rivalry among existing competitors is an issue in most cases, analysis
and strategies for dealing with the other forces can also be critical. This is par-
ticularly so when a firm is considering entering a new industry and wants to fore-
cast its potential success. Each of the five competitive forces is discussed below.
Rivalry among existing competitors. In most cases and business situations a firm
needs to consider the current competitors in its industry in order to develop suc-
cessful strategies. Strategies such as price competition, advertising battles, sales
promotion offers, new product introductions, and increased customer service
are commonly used to attract customers from compettors.

In order to fully analyze existing rivalry, it is important to determine which firms
are the major competitors and what are their annual sales, market share, growth
profile, and strengths and weaknesses. Also, itis useful to ana!yze their current :and
past marketing strategies to try to forecast their likely reactions to a change in a
competitive firm’s strategy. Finally, it is important to consu{ier any trends or
changes in government regulation of an industry or changes in technology that
could affect the success of a firm’s strategy.
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Figure |  Competitive Forces in an Industry

Section II Analyzing Marketing Problems and Cases

Source: Adapted from Michael E. Porter, “Indust
July=August 1980, p. 33
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mance alternative offered by substitutes, the ughter the lid on industry profits.

For example, the pr

ice of candy. such as Raisinets chocolate-covered raisins, may

limit the price Del Monte can charge for “healthy snacks,” such as Strawberry

Yogurt Raisins,

Bargaining power of suppliers. Suppliers can be a competitive threat in an industry
because they can raise the price of raw materials or reduce their quality. Powerful
suppliers can reduce the profitability of an industry or firm if companies cannot
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raise their prices to cover price increases by suppliers. Also, suppliers may be a
threat because they may forward integrate into an industry by purchasing a firm
that they supply or other firms in the industry.

Ba.rgaining power of buyers. Buyers can compete with an industry by forcing
prices down, bargaining for higher quality or more services, and playing com-
petitors off against each other. All of these tactics can lower the profitability
of a firm or industry. For example, because Wal-Mart sells such a large per-
centage of many companies’ products, it can negotiate for lower prices than
smaller retailers can. Also, buyers may be a threat because they may backward

integrate into an industry by purchasing firms that supply them or other firms
in the industry.

Phase 3: The firm

The third phase involves analysis of the firm itself not only in comparison with
the industry and industry averages but also internally in terms of both quantita-
tive and qualitative data. Key areas of concern at this stage are such factors as ob-
jectives, constraints, management philosophy, financial condition, and the or-
ganizational structure and culture of the firm.

Phase 4: The marketing strategy

Although there may be internal personnel or structural problems in the mar-
keting department itself that need examination, typically an analysis of the cur-
rent marketing strategy is the next phase. In this phase, the objectives of the mar-
keting department are analyzed in comparison with those of the firm in terms
of agreement, soundness, and attainability. Each element of the marketing mix
as well as other areas, like marketing research and decision support systems, is
analyzed in terms of whether it is internally consistent, synchronized with the
goals of the department and firm, and focused on specific target markets.
Although cases often are labeled in terms of their primary emphasis, such as
“pricing” or “advertising,” it is important to analyze the marketing strategy and
entire marketing mix, since a change in one element will usually affect the en-
tire marketing program.

In performing the analysis of the current situation, the data should be ana-
lyzed carefully to extract the relevant from the superfluous. Many cases contain
information that is not relevant to the problem; it is the analyst’s job to discard
this information to get a clearer picture of the current situation. As the analysis
proceeds, a watchful eye must be kept on each phase to determine (1) symptoms
of problems; (2) current problems; and (3) potential problems. Symptoms of
problems are indicators of a problem but are not problems in and of thems_elves.
For example, a symptom of a problem may be a decline in sales in a particular
sales territory. However, the problem is the root cause of the decl.ine in sales—
perhaps the field representative quit making sales calls and is relying on phone
orders only.

The following is a checklist of the types of questions that should be asked
when performing the analysis of the current situation.
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What Does Case “Analysis” Mean?

A common criticism of prepared cases goes some-
thing like this: “You repeated an awful lot of case
material, but you really didn't analyze the case.”
Yet, at the same time, it is difficult to verbalize ex-
actly what analysis means—that is, I can’t explain
exactly what it is, but I know it when I see it!

This is a common problem since the term analy-
sis has many definitions and means different things
in different contexts. In terms of case analysis, one
thing that is clear is that analysis means going be-

yond simply describing the case information. It in-
cludes determining the implications of the case in-
formation for developing strategy. This determina-
tion may involve careful mathematical analysis of
sales and profit data or thoughtful interpretation of
the text of the case.

One way of thinking about analysis involves a se-
ries of three steps: synthesis, generalizations, and im-
plications. Below is a brief example of this process.

The high growth rate of frozen pizza sales has attracted a number of large food Case Material

processors, including Pillsbury (Totino’s), Quaker Oats (Celeste), American Home
Products (Chef Boy-ar-dee), Nestlé (Stoufte r's), General Mills (Saluto), and H. J.
Heinz (La Pizzeria). The major independents are Jeno's, Tonys, and John's,
Jeno's and Totino’s are the market leaders, with market shares of about 19 percent
each. Celeste and Tony's have about 8 to 9 percent each, and the others have about
5 percent or less.

The frozen pizza marketis a highly cornpe tive and highly fragmented ket Synthesis

In markets such as this, attempts to gain market share through lower consianes
prices or heavy advertising are likely to be quickly copied by competitors and thus Generalizations
not be very effective,

Lowering consumer prices or spending more Git AdveLtisig are likely € pOO! ‘
strategies, Perhaps increasing freezer space in il outlets could be efccty: (this lmplica[ions
might be obtained through rade discounts). A superior product, for examaple Dot
ter-tasting pizza, microwave piu;\, or increasing geographic coverage o th
may be better strategies for obtaining market share,

Note that none of the three analysis steps mctudes any repetinon ¢ ' case

material. Rather, they involve abstracting a mieani
pairing it with marketing principles, coming up

the information.

(hecklist for analyzing

with the strategic impaicatiaons ol

ng of the mformaton and, oy

» current situation

Phase 1: The environment.

1. What is the state of the economy

dustry, firm, or marketing strategy?

9. What are current trends in cultural

dustry, firm, or marketing strategy?

3. What are current political values and trends and how do they affect the industry,

or marketing strategy?

and are there any trends that could affect the in-
and social values and how do these affect the in-

firm,
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Is th'ere any current or pending federal, state, or local legislation that could change
the industry, firm, or marketing strategy?

Overall, are there any threats or opportunities in the environment that could influ-
ence the industry, firm, or marketing strategy?

Phase 2: The industry.

What industry is the firm in?

- Which firms are the major competitors in the industry and what is their annual sales,

market share, and growth profile?

- What strategies have competitors in the industry been using, and what has been their

success with them?

- What are the relative strengths and weaknesses of competitors in the industry?
- How much threat is there of new competitors coming into the industry, and what are

the major entry barriers?

- Are there any substitute products for the industry, and what are their advantages and

disadvantages compared to this industry’s products?

- How much bargaining power do suppliers have in this industry, and what is its impact

on the firm and industry profits?

- How much bargaining power do buyers have in this industry, and what is its impact

on the firm and industry profits?

Phase 3: The firm.

. What are the objectives of the firm? Are they clearly stated? Attainable?
. What are the strengths of the firm? Managerial expertise? Financial? Copyrights or

patents?

. What are the constraints and weaknesses of the firm?
. Are there any real or potential sources of dysfunctional conflict in the structure of the firm?
. How is the marketing department structured in the firm?

Phase 4: The marketing strategy.

. What are the objectives of the marketing strategy? Are they clearly stated? Are they

consistent with the objectives of the firm? Is the entire marketing mix structured to
meet these objectives?

What marketing concepts are at issue in the current strategy? Is the marketing strategy
well planned and laid out? Is the strategy consistent with sound marketing principles?
If the strategy takes exception to marketing principles, is there a good reason for it?
To what target market is the strategy directed? Is it well defined? Is the market large
enough to be profitably served? Does the market have long-run potential?

What competitive advantage does the marketing strategy offer? If none, what can be
done to gain a competitive advantage in the marketplace?

. What products are being sold? What is the width, depth, and consistency of the

firm’s product lines? Does the firm need new products to fill out its product line?
Should any product be deleted? What is the profitability of thF various products?
What promotion mix is being used? Is promotion consistent. with .the products and
product images? What could be done to improve the promotion mix? '
What channels of distribution are being used? Do they deliver the product at the right
time and right place to meet consumer needs? Are the channels typical of those used
in the industry? Could channels be made more efficient?
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2. Analyze and
Record Problems
and Their Core

Elements

3. Formulate,
Evaluate, and
Record
Alternative
Courses of
Action

8. What pricing strategies are being used? How do prices compare with similar products
of other firms? How are prices determined?

9. Are marketing research and information systematically integrated into the marketing
strategy? Is the overall marketing strategy internally consistent?

The relevant information from this preliminary analysis is now formalized and
recorded. At this point the analyst must be mindful of the difference between facts
and opinions. Facts are objective statements, such as financial data, whereas opin-
ions are subjective interpretations of facts or situations. The analyst must make
certain not to place too much emphasis on opinions and to carefully consider any
variables that may bias such opinions.

Regardless of how much information is contained in the case or how much ad-
ditional information is collected, the analyst usually finds that it is impossible to
specify a complete framework for the current situation. At this point, assumptions
must be made. Clearly, since each analyst may make different assumptions, it is
critical that assumptions be explicitly stated. When presenting a case, the analyst
may wish to distribute copies of the assurnption list to all class members. In this
way, confusion is avoided in terms of how the analyst perceives the current situa-
tion, and others can evaluate the reasonableness and necessity of the assumptions.

After careful analysis, problems and their core elements should be explicitly stated
and listed in order of iraportance. Finding and recording problems and their core el-
ements can be difficult. It s not uncomimon on reading 2 case for the first time for the

student to view the case as a descripuon of a simation i which there are no problems.
However, careful analysis shonld reveal symptois which fead to problem recognition.

Recognizing and recording problems and Yot core elements is most critical
for a meaningful case analysis. Obviously, if the TOOUD blems are not explicitly
stated and understood, the remainder of the case anelysis has little merit, since

the true issues are niot being dealt with, The following checklist ()fquesﬁonsisd&

signed to assist you in peo rming this step of the anaysis

Checklist for an: 3% s az it

1. What is the primary problem in the case: What are the secondary problems?

2. What proof exists that these are the central issues? How much of this Proofisbased
on facts? On opinions: Lin assumptions?

3. What symptoms are there that suggest these are the real problems in the case?

4. How are the problems, as defined. related? Are they mdependent, or are they the re-
sult of a deeper problem?

5. What are the ramifications of these problems in the short run? In the long run?

This step is concerned with the question of whai can be done to resolve the prob-
lem defined in the previous step. Generally, a number of alternative courses of
action are available that could potentially help alleviate the problem condition.
Three to seven is usually a reasonable number of alternatives to work with.
Another approach is to brainstorm as many alternatives as possible initially and
then reduce the list to a workable number.
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Understanding the Current Situation through SWOT Analysis

A useful approach for gaining an understanding of
the situation an organization is facing at a particu-
lar time is called SWOT analysis. SWOT stands for

the organization's strengths

Potential Internal Strengths

¢ Core competencies in key areas.

¢ Adequate financial resources.

* Well thought of by buyers.

® An acknowledged market leader,

s Well-conceived functional area strategies.

® Access 10 economies of scale.

* Insulated (at least sornewhat) from strong com-
l)i_'ﬂli" I CESSUTES.

e Proprictary te chnology.

e Cost ; dyvantages.

® Betier advertising campaigns.

¢ Product innovation skills.

e anagement.

® Ahcad o perience carve,

* Betiea ifacturing capability.

® h;g: T C T wlu);,;i( al skills.

o (Othes

Potentia! i iernal Opportunities

L S(“! B VA0 Z cusiomer g]ﬂ”l)&

® Enier: srkets or segments.

¢ Expand product line to meet broader range of
customer necds

® Diversiiy iuto related products.

® Vertical integrarion (forward or backward).

® Falling (rade barriers in attractive foreign mar-

kets.
¢ Complacency among rival Hirms.
® Faster market growth.

Other?

a

a
a

nd weaknesses and the opportunities and threats

it faces in the environment. Below are some issues

n analyst should address in performing a SWOT
nalysis.

Potential Internal Weaknesses

e 9 & o e @ o

e o @

No clear strategic direction,

Obsolete facilities.

Subpar profitability because . . .

Lack of managerial depth and talent.
Missing some key skills or competencies.
Poor track record in implementing strategy.
Plagued with internal operating problems.
Falling behind in R&D.

Too narrow a product line.

Weak market image.

Weak distribution network.

Below-average marketing skills.

Unable to finance needed changes in
strategy.

Higher overall unit costs relative to key com-
petitors.

Other?

Potential External Threats

L
®
L]
L]

Entry of lower-cost foreign competitors,

Rising sales of substitute products.

Slower market growth.

Adverse shifts in foreign exchange rates and
trade policies of foreign governments,

Costly regulatory requirements.

Vulnerability to recession and business cyele.
Growing bargaining power of customers or
suppliers.

Changing buyer needs and tastes.

® Adverse demographic changes.
* Other?

Source: Adapted from Arthur A, Thompson, Jr., and A. |, Strickland 111, Strategu

Richard D. Irwin, 1992), p. 88. Reprinted by permission.

“Management: Concapts and Cases, 6th ed. (Homewood, IL:
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4. Select and
Record the
Chosen
Alternative and
lmplcnwnlutiun
Details

Analyzing Marketing Problems and Cases

Sound logic and reasoning are Very important in this step. It is critical to
avoid alternatives that could potentially alleviate the problem, but would cre-
ate a greater new problem or require greater resources than the firm has at its
disposal.

After serious analysis and listing of a number of alternatives, the next task is
to evaluate them in terms of their costs and benefits. Costs are any output or ef-
fort the firm must exert to implement the alternative. Benefits are any input or
value received by the firm. Costs to be considered are time, money, other re-
sources, and opportunity costs, while benefits are such things as sales, profits,
goodwill, and customer satisfaction. The following checklist provides a guide-
line of questions to be used when performing this phase of the analysis.

Checklist for formulating and evaluating alternative courses of action

1. What possible alternatives exist for solving the firm's problems?

9. What limits are there on the poss'\blc alternatives? Cumpelence? Resources?
Management preference? Social responsibility? Legal restrictions?

3. What major alternatives are now available to the firm? What marketing concepts are
involved that affect these alternatives?

4. Are the listed alternatives reasonable, given the fix s sination? Are they logical? Are
the alternatives consistent with the goals of the marketing program? Are they consis-
tent with the firm's Ghbjec gves?

5. What are the costs of cach alts cnative? What are the henefits? What are the advantages
and disadvantages of each alt srnative?

6. Which alternative: best solves the problem and minimices the creation of new prob-
lems, given the 2l CUNSTTAINIS?

[n light of the previvs analysis, the alternative s . 1ed that best solves the

problem with a min o creation of new problein. It s important to record the

logic and reasoning L prech itated the selectio « - ticular alternative. This

ncludes articulating 1ot anly why the alternativ: (. ted but also why the

other alternatives were ot selected.

No analysis is comp.iete without an action-ort - izion and plan for im-
plementing the decision. fhe accompanying <l indicates the type of
questions that shouid & ynswered in this stage :

Checklist for selecting zud implementing the rnative
1. What must be done to implement the alternative?
2. What personnel will be inve JIved? What are the responsibilities of each?

3. When and where will the alternative be implementeds
4. What will be the pl‘ulmhlc outcome?
5. How will the success or failure of the alternative be measured?

PITFALLS TO AVOID IN CASE ANALYSIS

Below is a summary of some of the most common errors analysts make when an-
alyzing cases. When evaluating your analysis or those of others, this list provides
a useful guide for spotting potential shortcomings.
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Inadequate definition of the problem. By far the most common error made in case
analysis is attempting to recommend a course of action without first adequately
defining or understanding the problem. Whether presented orally or in a written
report, a case analysis must begin with a focus on the central issues and problems
represented in the case situation. Closely related is the error of analyzing symp-
toms without determining the root problem.

- The search for “the answer.” In case analysis, there are no clear-cut solutions. Keep

in mind that the objective of case studies is learning through discussion and ex-
ploration. There is no one “official” or “correct” answer to a case. Rather, there
are usually several reasonable alternative solutions.

Not enough information. Analysts often complain there is not enough information
in some cases to make a good decision. However, there is justification for not
presenting all of the information in a case. As in real life, a marketing manager
or consultant seldom has all the information necessary to make an optimal de-
cision. Thus, reasonable assumptions have to be made, and the challenge is to
find intelligent solutions in spite of the limited information.

- Use of generalities. In analyzing cases, specific recommendations are necessarily

not generalities. For example, a suggestion to increase the price is a generality;
a suggestion to increase the price by $1.07 is a specific.

A different situation. Considerable time and effort are sometimes exerted by analysts
contending that “If the situation were different, I'd know what course of action to
take” or “If the marketing manager hadn’t already fouled things up so badly, the firm
wouldn’t have a problem.” Such reasoning ignores the fact that the events in the case
have already happened and cannot be changed. Even though analysis or critcism of
past events is necessary in diagnosing the problem, in the end, the present situation
must be addressed and decisions must be made based on the given situations.

. Narrow vision analysis. Although cases are often labeled as a specific type of case,

” o«

such as “pricing,” “product,” and so forth, this does not mean that other mar-
keting variables should be ignored. Too often analysts ignore the effects that a
change in one marketing element will have on the others.

Realism. Too often analysts become so focused on solving a particular problem that
their solutions become totally unrealistic. For instance, suggesting a $1 million adver-
tising program for a firm with a capital structure of $50,000 is an unrealistic solution.
The marheting research solution. A quite common but unsatisfactory solution to case
problems is marketing research; for example, “The firm should do this or that type
of marketing research to find a solution to its problem.” Although marketing re-
search may be helpful as an intermediary step in some cases, marketing research does
not solve problems or make decisions. In cases where marketing research is recom-
mended, the cost and potential benefits should be fully specified in the case analysis.
Rehashing the case material. Analysts sometimes spend considerable effort rewriting
a two- or three-page history of the firm as presented in the case. This is unnecessary
since the instructor and other analysts are already familiar with this information.
Premature conclusions. Analysts sometimes jump to premature conclusions in-
stead of waiting until their analysis is completed. Too many analysts jump to con-
clusions upon first reading the case and then proceed to interpre't ev?rythmg in
the case as justifying their conclusions, even factors logically against it.
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—

. Read the case quickly to getan overview of the
situation.
9. Read the case again thoroughly. Underline
. relevant information and take notes on po-
tential areas of concern.
| 3. Review outside sources of information on the
environment and the industry. Record rele-

10.

11.

Make and record necessary assumptions to
complete the situational framework.
Determine and record the major issues, prob-
lems, and their core elements.

Record proof that these are the major is-
sues.

Record potential courses of actions.

1 vant information and the source of this infor- 12. Evaluate each initially to determine con-
mation. straints that preclude acceptability.

4. Perform comparative analysis of the firm with 13. Evaluate remaining alternatives in terms of
) the industry and industry averages. costs and benefits,
. 5. Analyze the firm. 14, Record analysis of alternatives.

6. Analyze the marketing program. 15. Select an alternative.
t 7. Record the current situation in terms of rele- 16. Record alternative and defense of its selection.
l vant environmental, industry, firm, and mar 17. Record the who, what, when, where, how,and
‘ keting strategy parameters. why of thie altermirie and its implementation,
COMMUNICATING

The final conce aas deals with cos - 1uing the results of the

analysis. The
nicated effectivels

Are Communicated

The Written
Report

The purpose of
lysts in case writeup

A good written report sia
sis in a logical manner. it

I. Tide Page.
II. Table of Contents,

ts with an outline that

Wing

1S a genera

if 1t 1s not commu-
‘1 which case analyses
nort ang | resentation.

iiiall

Since the structure sort will vary Dy (he tvpe of case anal)’zed, the
h\ll])n\‘('()l thas se { nia o i vay of writingupacase.
) present so acralizations to aid ana-

“e structure of the analy
‘1 4 marketing case report.

III. Executive Summary. (A one- (o two-page Suminary of the analysis and rec-

ommendations)
IV. Situation Analysis.
A. Enuvironment.

1. Economic conditions and trends.

2. Cultural and social values and trends.

3. Political and legal issues.

4. Summary of environmental opportunities and threats.
5. Implications for strategy development.




VII.
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B. Industry.

Classification and definition of industry.
Analysis of existing competitors.

Analysis of potential new entrants.
Analysis of substitute products.

Analysis of suppliers.

Analysis of buyers.

Summary of industry opportunities and threats.
Implications for strategy development.

C. Firm.

Objectives and constraints.

Financial condition.

Management philosophy.

Organizational structure.

Organizational culture,

Summary of the firm'’s strengths and weaknesses.
Implications for strategy development.
larketing Strategy.

Objectives and constraints.

Analysis of sales, profits, and market share.
Analysis of target market(s).

Analysis of marketing mix variahles.

o SO ol oy

= oV S s S

D. &

SO S =

Implications for strategy development.
Problems Found in Situation Analysis.
A. Statement of Primary Problem(s).
1. Evidence of problem(s).
2. Effects of problem(s).
B. Statement of Secondary Problem(s).
1. Evidence of problem(s).
2. Effects of problem(s).
Strategic Alternatives for Solving Problems.
A. Description of Strategic Alternative 1.
1. Benefits of alternative 1.
2. Costs of alternative 1.
B. Description of Strategic Alternative 2.
1. Benefits of alternative 2.
2. Costs of alternative 2.
C. Description of Strategic Allernative 3.
1. Benefits of alternative 3.
2. Costs of alternative 3.
Selection of Strategic Alternative and Implementation.
A. Statement of Selected Strategy.
B. Justification for Selection of Stralegy.
C. Description of Implementation of Strategy.

Summary of marketing strategy’s strengths and weaknesses.
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VIII. Summary.
IX. Appendices.
A. Financial Analysis.
B. Technical Analysis.

Writing the case report entails filling out the details of the outline in prose
form. Of course, not every case report requires all the headings listed above and
different headings may be required for some cases. Like any other skill, it takes
practice to determine the appropriate headings and approach for writing up
particular cases. However, good case reports flow logically from topic to topic,
are clearly written, are based on solid situation analysis, and demonstrate sound
strategic thinking.

The Oral Case analyses are often presented by an individual or team. As with the written

Presentation report, a good outline is critic al, and it is usually preferable to hand out the out-
line to each class member. Although there is no best way to present a case or to
divide responsibility between team members, simply reading the written report
1S llll;l(‘('('pl;lhl(' since il encourages boredom and interferes with ;1]]-in]por[an[
class discussion

The use of visual aid m be quite helpful in presenting class analyses.
However, simply pr« 1k ancial statements contained in the case is a poor
use of visual media. ¢ ier hand, gra s and profit curves can be
more easily inier) 1l can be quite us " king specific points.

Oral presentatio . particila ‘ analysts for learning the
skill of speaking i« L articular, the abil icdle objections and dis-
agreements with &l siil ! leveloping.

CONCLUSION

From the disc i ous t e analyses require a ma-
jor commitment { eflort. Indiy U hiehly motivated and
willing to get invol he analysis an ‘ { thev expect to learn and
succeed In a course where cases are utili n« with only ]J'.lssi\'c interest
who perform “night befoie analyses cheat 1l ves out of valuable learning
experiences that can aicl 1 n in their care
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FINANCIAL ANALYSIS

Break-Evern
Analysis

Financial analysis is an important aspect of marketing decision making and
planning and should be an integral part of marketing problem and case
analysis. In this section we present several financial tools that are useful for
analyzing marketing problems and cases. First, we investigate break-even
analysis, which is concerned with determining the number of units or dollar
sales, or both, necessary to break even on a project or to obtain a given level
of profits. Second, we illustrate net present value analysis, which is a some-
what more sophisticated tool for analyzing marketing alternatives. Finally, we
investigate ratio analysis, which can be a quite useful tool for determining the
financial condition of the firm, including its ability to invest in a new or mod-
ified marketing program.

Break-even analysis is a common tool for investigating the potential prof-
itability of a marketing alternative. The break-even point is that level of sales in
either units or sales dollars at which a firm covers all of its costs. In other words,
itis the level at which total sales revenue just equals the total costs necessary to
achieve these sales.

To compute the break-even point, an analyst must have or be able to obtain
three values. First, the analyst needs to know the selling price per unit of the
product (SP). For example, suppose the Ajax Company plans to sell its new
electric car through its own dealerships at a retail price of $5,000. Second, the
analyst needs to know the level of fixed costs (FC). Fixed costs are all costs rel-
evant to the project that do not change regardless of how many units are pro-
duced or sold. For instance, whether Ajax produces and sells 1 or 100,000 cars,
Ajax executives will receive their salaries, land must be purchased for a plant,
a plant must be constructed, and machinery must be purchased. Other fixed
costs include such things as interest, lease payments, and sinking fund pay-
ments. Suppose Ajax has totaled all of its fixed costs and the sum is $1.5 mil-
lion. Third, the analyst must know the variable costs per unit produced (VC).
As the name implies, variable costs are those that vary directly with the num-
ber of units produced. For example, for each car Ajax produces, there are
costs for raw materials and components to build the car, such as batteries, elec-
tric motors, steel bodies and tires; there are labor costs for operating employ-
ees: there are machine costs, such as electricity and welding rods. Suppose
these are totaled by Ajax, and it is determined that the variable costs for each
car produced equal $3,500. With this information, the analyst can now deter-
mine the break-even point, which is the number of units thgt must be so!d to
just cover the cost of producing the cars. The break-.even point 1s-det.ermmed
by dividing total fixed costs by the contnbutzqn margin. The cqnmbutlon mar-
gin is simply the difference between the selling price per unit (SP) and vari-
able costs per unit (VC). Algebraically,
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Total fixed costs

BEP n wniv) = Contribution margin
FC
TSP - VC
Substituting the Ajax estimates,
BEP i\, uniesy = ]‘Mf’)_
5,000 — 3,500
1,500,000
~ 1,500

= 1000 units

In other words, the Ajax Company must sell 1,000 cars to just break even (i.e.,
for total sales revenue to cover total costs).

Alternatively, the analyst may want to know the break-even pointin terms of dol-
lar sales volume. Of course, if the preceding analysis has been done, one could sim-

ply multiply the BEF ;. . times the selling price to determine the break-even
sales volume (i.e., 1,000 units % $5,000/unit - <5 million). However, the BEP““
dollars) €an be compuied directly, using the formula b low:
: t . — ;
1 TOLIRT
&= 1)
Thus, Ajax must procace and sell 1,000 cars, w20 = equals $5 million sales, to
break even, Of course, {rims do not want to jist Lreak even but want to make a
profit. The logic of brcak-cven analysis can casily be cxtended to include profits

(P). Suppose Ajax decided that a 20 percent reinr on fixed costs would make
the project worth the investment. Thus, Ajax would need 20% X $1,500,000 =
$300,000 before-tax profit. To calculate how many units Ajax must sell to achieve
this level of profits, the profit figure (P) is added 1o fixed costs in the above for-
mulas. (We will label the break-even point as BEP’ to show that we are now com-
puting unit and sales levels to obtain a given profit level.) In the Ajax example:

BEP’un units) gP b— 7{(:
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1,500,000 + 300,000
~ 5,000 — 3,500
1,800,000

1,500
1,200 units

In terms of dollars,
FC + P
VC

1_._
SP

BEP ’(in dollars) =

1,500,000 + 300,000
3,500
5,000

_ 1,800,000
1-.7
= $6,000,000

Thus, Ajax must produce and sell 1,200 cars (sales volume of $6 million) to ob-
tain a 20 percent return on fixed costs. Analysis must now be directed at deter-
mining whether a given marketing plan can be expected to produce sales of at
least this level. If the answer is yes, the project would appear to be worth invest-
g in. If not, Ajax should seek other opportunities.

1

The profit-oriented marketing manager must understand that the capital in-
vested in new products has a cost. It is a basic principle in business that whoever
wishes to use capital must pay for its use. Dollars invested in new products could
be diverted to other uses—to pay off debts, pay out to stockholders, or buy U.S.
Treasury bonds—which would yield economic benefits to the corporation. If, on
the other hand, all of the dollars used to finance a new product have to be bor-
rowed from lenders outside the corporation, interest has to be paid on the loan.

One of the best ways to analyze the financial aspects of a marketing alterna-
tive is net present value analysis. This method employs a “discounted cash flow,”
which takes into account the time value of money and its price to the borrower.
The following example will illustrate this method.

To compute the net present value of an investment proposal, the cost of capital
must be estimated. The cost of capital can be defined as the required rate of return
on an investment that would leave the owners of the firm as well off as if the proj-
ect was not undertaken. Thus, it is the minimum percentage return on investment
that a project must make to be worth undertaking. There are many methods of es-
timating the cost of capital. However, since these methods are not the concern of
this text, we will simply assume that the cost of capital for the Ajax Corporation has
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been determined to be 10 percent.' Again, it should be noted that once the cost
of capital is determined, it becomes the minimum rate of return required for an
investment—a type of cutoff point. However, some firms in selecting their new
product investments select a minimum rate of return that is above the cost of cap-
ital figure to allow for errors in judgment or measurement.

The Ajax Corporation is considering a proposal to market instant developing
movie film. After conducting considerable marketing research, sales were pro-
jected to be $1 million per year. In addition, the finance department compiled
the following information concerning the projects:

- . ke P NP ..
New cqunpmuu needed $700,000 \
Useful life of equipment 10 years ‘
Depreciation 10% per year |
Salvage value $100.000
Cost of goods and expenses $700,000 per year
Cost of capital 10%
Tax rate 509
To compute the net present value of this project, the net cash ﬂowforeachyear
of the project must first be determined. This can be done in four steps:
1. Sales LOost OF ZGO0A8 AN eXpenses GTOss incon
HATENS 5] 7460 0 43 1
2. (Gross incone o : i Taxabie ing
16) %% 0Dty {)
3. Taxable inco ¢Lancome o1
30 244 1 | H)0)
4. Net income + D ! ! ve't cash flow
420 Ly By 00 = STE0. t SAr
Since the cost of capital is 10 percent, this figw ¢! 1o discount the net cash
flows for each year. To illustvats, the SI180,000 reoeived at the end of the first

year would be discounted by the factor 1/(+0.10}. which would be 180,000 X
0.9091 = $163,638; the $180,000 received at the end of the second year would
be discounted by the factor 1/(1 + 0.10)* which would be 180,000 X 0.8264
= $148,752, and so on. (Most finance textbooks have present value tables that
can be used to simplify the computations.) On the next page are the present
value computations for the 10-year pm]ccl [t should be noted that the net cash
flow for year 10 is $280,000 since there is an additional $100,000 inflow from
salvage value.

Thus, at a discount rate of 10 percent, the present value of the net cash
flow from new product investment is greater than the $700,000 outlay re-
quired, and so the decision can be considered profitable by this standard,
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Net Cash 0.10 Discount Present
Year Flow Factor Value

1 $ 180,000 0.9091 $ 163,638

2 180,000 0.8264 148,752

3 180,000 0.7513 135,234

4 180,000 0.6830 122,940

5 180,000 0.6209 111,762

6 180,000 0.5645 101,610

7 180,000 0.5132 92,376

8 180,000 0.4665 83.970

9 180,000 0.4241 76,338

10 280,000 0.3855 107,940

L Total $1,900,000 $1,144 560

Here the net present value is $444,560, which is the difference between the
$700,000 investment outlay and the $1,144,560 discounted cash flow. The pres-
ent value ratio is nothing more than the present value of the net cash flow di-
vided by the cash investment. If this ratio is 1 or larger than 1, the project would
be profitable for the firm to invest in.

There are many other measures of investment worth, but only one additional
method will be discussed. It is the very popular and easily understood “payback
method.” Payback refers to the amount of time required to pay back the original
outlay from the cash flows. Staying with the example, the project is expected to
produce a stream of cash proceeds that is constant from year to year, so the pay-
back period can be determined by dividing the investment outlay by this annual
cash flow. Dividing $700,000 by $180,000, the payback period is approximately
2.9 years. Firms often set a maximum payback period before a project will be ac-
cepted. For example, many firms refuse to take on a project if the payback period
exceeds five years,

This example should illustrate the difficulty in evaluating marketing invest-
ments from a profitability or economic worth standpoint. The most challenging
problem is that of developing accurate cash flow estimates because there are
many possible alternatives, such as price of the product and channels of distrib-
ution, and the consequences of each alternative must be forecast in terms of
sales volumes, selling costs, and other expenses. In spite of all the problems,
management must evaluate the economic worth of new product decisiops, not
only to reduce some of the guesswork and ambiguity surrounding marketing de-
cision making, but also to reinforce the objective of trying to make profitable

decisions.

Firms’ income statements and balance sheets provide a wealth of information
that is useful for marketing decision making. Frequently, this information.is in-
cluded in marketing cases, yet analysts often have no convenient. way Of. inter-
preting the financial position of the firm to make sound marketing decisions.
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* ' Beiedted Présent Value Discount Factors

\ Years 8% 10% 12% 14% 16% 18%
} 1 9959 9001 8929 8772 8621 8475
9 8573 8964 7979 7605 7432 7182
3 7938 7513 7118 6750 6407 6086
4 7350 6830 6355 5921 5593 5158
5 6806 6209 5674 5194 4761 4371
6 6302 5645 5066 4556 4104 3704
| 7 5835 5132 4523 3996 3538 3139
| 8 5403 4665 4039 3506 3050 2660
| 9 5002 4241 3606 3075 9630 9955
10 4652 3855 3220 2697 2967 1911

Ratio analysis provides the analyst an easy and efficient method for investigating
a firm’s financial position by comparing the firm’s ratios across time or with ra-
tios of similar firms in the industry or with industry averages.

Ratio analysis involves four basic steps:

1. Choose the app:oprial

2. Compute the rai

3. Compare the 1

4. Check for proplains or o unig

I. Che .

The five basic types of Baancia paiios are: (1 nHaery ratios; (2) asset manage-
ment ratios; (3) pr a (4) debt managern (ios; and (5) market
value ranios Wi e caldidanng 108 O 1 fve ) s tseful, quuidily, asset
management, and profitability ratios provide on that 1s most directly
relevant for marketing decision making. Althot ANy ratios can be calculated
in each of these groups, we have sclected two of the most commonly used and

readily available ratics in each group to ilinstrate the process,

Liquidity ratios. One of the first consideratuons in analyzing a marketing problem
is the liquidity of the firm. Liguidity refers to the abilitv of the firm to pay its short-
term obligations. If a firmi cannot meet its short-term obligations, there is little that
can be done undl this problem is resolved. Simply stated, recommendations to in-
crease advertising, to do marketing research, or to develop new products are of lit-
tle value if the firm is about to go bankrupt!

The two most commonly used ratios for investigating liquidity are the current
ratio and the quick ratio (or “acid test”). The current ratio is determined by di-
viding current assets by current liabilities and is a measure of the overall ability
of the firm to meet its current obligations. A common rule of thumb is that cur-
rent ratio should be about 2:1.




Section IIT  Financial Analysis for Marketing Decisions

Financial Ratios: Where to Find Them

1. Annu.al Statement Studies. Published by Robert 4. The Quarterly Financial Report for Manufacturing
Morris Associates, this work includes 11 finan- Corporations. This work, published jointly by the
cial ratios computed annually for over 150 lines Federal Trade Commission and the Securities
of business. Each line of business is divided into and Exchange Commission, contains balance-
four size categories. sheet and income-statement information by in-

2. Dun & Bradstreet provides 14 ratios calculated dustry groupings antl by asietsice soegpmEs
annually for over 100 lines of business. 5. Trade associations and individual companies of-
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ten compute ratios for their industries and

3. The Almana make them available to analysts.

of Business and Industrial Financial

Ratios. The almanac, published by Prentice
Hall, Inc., Iisis industry averages for 22 financial
ratios. Approximately 170 businesses and indus-
tries are listed

The quick ratio is determined by subtracting inventory from current assets
and dividing the remainder by current liabilities. Since inventory is the least lig-
uid current asset, the quick ratio deals with assets that are most readily available
for meeting short-term (one-year) obligations. A common rule of thumb is that
the quick ratio should be at least 1:1.

Asset management ratios. Asset management ratios investigate how well the firm
handles its assets. For marketing problems, two of the most useful asset man-
agement ratios are concerned with inventory turnover and total asset utilization.
The inventory turnover ratio is determined by dividing sales by inventories.” If
the firm is not turning its inventory over as rapidly as other firms, it suggests that
too many funds are being tied up in unproductive or obsolete inventory. In ad-
dition, if the firm’s turnover ratio is decreasing over time, it suggests that there
may be a problem in the marketing plan, since inventory is not being sold as
rapidly as it had been in the past. One problem with this ratio is that, since sales
usually are recorded at market prices and inventory usually is recorded at cost,
the ratio may overstate turnover. Thus, some analysts prefer to use cost of sales
rather than sales in computing turnover. We will use cost of sales in our analysis.

A second useful asset management ratio is total asset utilization. It is calculated
by dividing sales by total assets and is a measure of how productively the firm’s as-
sets have been used to generate sales. If this ratio is well below industry figures, it
suggests that marketing efforts may be relatively less effective than other firms or
that some unproductive assets should be disposed of. ‘ ' .
Profitability ratios. Profitability is a major goal of marketing and is an important
test of the quality of marketing decision making in the firm. Two }<ey proﬁta.bxhty
ratios are profit margin on salesand return on total assets. Profit margin on sales is de-
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termined by dividing profit before tax by sales. Serious questions about the firm
and marketing plan should be raised if profit margin on sales is declining across
time or is well below other firms in the industry. Return on total assets is deter-
mined by dividing profit before tax by total assets. This ratio is the return on the
investment for the entire firm.

2. Compute the ratios

The next step in ratio analysis is to compute the ratios. Figure 1 presents the balance
sheet and income statement for the Ajax Home Computer Company. These six ra-
tios can be calculated from the Ajax balance sheet and income statement as follows:

],i(/uidity ratios:

: Current assets 700 o
Current ratio = = = — 2.2
Current liabilities 315
Current assets — Inventony 270
Quick ratio = o S—— £ = e——= 86
Current habilites 315
Asset management ratios:
Cost of sales 2,750 .
Inventory turnover = o = 6.5
Inventony 4350
. : Sales 3,600 P
Total asset unilization = - —_ . = —- = 1.5
[ 8 l.]\k 14
Profitability ratic
Profit betor TaX %)
Profit marzin o1 sal _ = 8.3%
Y -'q( § L)
Preit De 8 Gl £ W)
R\";?l.'l.< 11 TOL assels ] . " AN . ]2.3%
--t"‘ﬁ.' L)
) 4 it
While rules of thumb ace usetizl for analvzing ratios, it cannot be overstated that
comparison of ratios 15 aiways the preferrod appriat h. 1he ratos mmputed for

a firm can be compared m at least three ways. FIrst, they can be ('nmpared over
time to see if there are an favorable or unfavorable trends in the firm'’s finan-
cial position. Second, they can be compared with Ui catios of other firms in the
industry of similar size. Third, they can be compared with industry averages to
get an overall idea of the firm’'s relative financial position in the industry.

Figure 2 provides a summary of the ratio analysis. The ratios computed for Ajax
are presented along with the median ratos for firms of similar size in the industry
and the industry median. The medhan 1s often reported in financial sources, rather
than the mean, to avoid the strong eflect of outliers.”

4. Check for problems or opportunities
The ratio comparison in Figure 2 suggests that Ajax is in reasonably good shape
financially. The current ratio is above the industry figures, although the quick
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Figure | Balance Sheet and Income Statement Jor Ajax Home Computer Company
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Ajax Home Computer Company
Balance Sheet
March 31, 1996
(in thousands)
Assets Liabilities and Stockholders’ Equity
L e e s S N O $ 30  Trade accounts payable ................ $ 150
Marketable securities.................. R Vel s (e R i 25
Accounts receivable ................... 2005 NGRS DAVABLE | e aispesesiainsses 100
I eh vy ro) g et PR R e 430  Accrued inCOME taX....coiueuevericiaienns 40
Total current assets................. 700 Total current liabilities .............. 315
Plant and equipment .................. 1000 e R T sety o arae 500
8o B o ] e BO0 D e DN TS, 5l o ks iaryamer s Sanrs 85
Other InVestments ...........ococuvne 200 Stockholders’ equity ......ccoiiinine 1,500
TOtAY ASSELS s, cvrrssstasncanssntsiratsiatan $2,400  Total liabilities and stockholders’
= (Tepure A Lol e A $2,400
Ajax Home Computer Company
Income Statement
For the 12-Month Period Ending March 31, 1996
(in thousands)
BATES v cisnnssnss siansmmme s s s A AR R T U a7 e L e s $3,600
Cost of sales:
TaBOT 0T IAEIRLE o v S T A s it o e L 2,000
B3] ¢ orkiinto) 1 URETRRORRT e S e - o o D S O ) e e e 200
S €l I EXPDETISES | 12105 deskenssnesint s i daemea e aas s wmiwsan s ssemnanaania o d R S TN U 500
General and adminiSUALYE EXPENSES .oviiriunioariuscuissasmrsersassstnsssbonsssasmssonsssarsasss 80
TOPAL BOSE e ivertosmanitiiis e S A Rl (L il enmime RS R B 2,780
Net OPETAINE INCOIMIE .iururrescssseeroseasassssronsisssssstamsassesenissusisnsssinssensrsssssaesrresseansraes 820
Less interest expense:
INLETESt-ON TIOTES .vrre irvanerkiser i e trr oty s fhae i3 s ropbn oot 120 e e Sy lom 20
Interest On AeDEITUIES o iisinskesounsasxeites Sansssans snnsebiasnssdassyisss drmasamm s soavrrimadars 200
Tterest ON DOTIOS 4o iwonssrstazassyestochns xadabtasns's i sssss siiras ohss fiHRa ARG K e SRR IR A AT XA 300
TOLT] TILLETEBE 1 vunitns civar snransinssashens Ladanensahosansmssnn o xsrien fsmr PV A AN eEH AR =oA o A AeRvAEN 520
PrOfit DEFOTE (0K uersecrrssrerserasiesassncsbondassassnsarsrasnsssrasdsnsonsasasssbhssssornas asasnsopsssianasnre 300
Federal income tax (@A0T0)) sewuer-cornsansoasassidsasamnssisrsesasiassaionsianussnsnnsassnssssonisasss 120
Net PrOfit AFIET LAX Luvcrrenisessssasssmsstristmasesssssss s sa s st st $ 180

ratio is slightly below them. However, the high inventory turnover ratio suggests

that the slightly low quick ratio should not be a problem, since inventory turns
over relatively quickly. Total asset utilization is slightly below industry averages

and should be monitored closely. This, coupled with the slightly lower return on
total assets, suggests that some unproductive assets should be disposed of. While

the problem could be ineffective marketing, the high profit margin on sales sug-

gests that marketing effort is probably not the problem.
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Figure 2 Ratio Comparison for Ajax Home Computer Company

lr Industry Firms Industry
Ajax $1-10 million in Assets Median
Liquidity ratios:
Current ratio 2.2 1.8 1.8
Quick ratio .86 kg 1.0
Asset management ratios:
Inventory turnover 6.5 3.2 28
Total assets utilization 125 1.7 1.6
Profitability ratios:
Profit margin 8.3% 6.7% 8.2%
Return on total assets 12.5% 15.0% 14.7%

CONCLUSION
This section has focused on several aspects of financial analysis that are use-
ful for marketing decision making. The first, tneax-cven analysis, is commonly
used in marketing problen t case analysis. The second, net present value
analysis, is quite : westioating the fimarcial impact of marketing al-
ternatves, such « wt imtroductio ol ratio analysis, is a use-
ful tool sometin keting 1 obie (ving. Performing a ra-
tio analysis, as f g v  and case analysis. can
increase the u IrTY A (el opportunities.
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