
[image: image1.png]


COMSATS Institute of Information Technology (Virtual Campus)

Block F, NISTE Building, H-8/1 Islamabad Pakistan
Marketing Planning And implementation

MGT 411

(Course Hand Book)
Source: Marketing Management – A South Asian Perspective by Philip Kotler, Kevin Lane Keller, Abraham Koshy &    Mithileshwar Jha, 13th Edition, Published by Pearson Education, Inc. 

[image: image2.png]



CHAPTER SUMMARY 

From a managerial point of view, marketing is an organizational function and a set of processes for creating, communicating, and delivering value to customers and for managing customer relationships in ways that benefit the organization and its stakeholders. Marketing management is the art and science of choosing target markets and getting, keeping, and growing customers through creating, delivering, and communicating superior customer value.
Marketers are skilled at managing demand: They seek to influence the level, timing, and composition of demand. Marketers are involved in marketing many types of entities: goods, services, events, experiences, persons, places, properties, organizations, information, and ideas. They also operate in four different marketplaces: consumer, business, global, and nonprofit.
Marketing is not done only by the marketing department.  Marketing needs to affect every aspect of the customer experience. To create a strong marketing organization, marketers must think like executives in other departments, and executives in other departments must think more like marketers. 

Today’s marketplace is fundamentally different as a result of major societal forces that have resulted in many new consumer and company capabilities. These forces have created new opportunities and challenges and marketing management has changed significantly in recent years as companies seek new ways to achieve marketing excellence.
There are five competing concepts under which organizations can choose to conduct their business: the production concept, the product concept, the selling concept, the marketing concept, and the holistic marketing concept. The first three are of limited use today.
The holistic marketing concept is based on the development, design, and implementation of marketing programs, processes, and activities that recognize their breadth and interdependencies. Holistic marketing recognizes that “everything matters” with marketing and that a broad, integrated perspective is often necessary. The four components of holistic marketing are relationship marketing, integrated marketing, internal marketing, and socially responsible marketing.
The set of tasks necessary for successful marketing management includes developing marketing strategies and plans, capturing marketing insights, connecting with customers, building strong brands, shaping the market offerings, delivering and communicating value, and creating long-term growth.

THE IMPORTANCE OF MARKETING

Financial success often depends on marketing ability. Many firms have created a Chief Marketing Officer (CMO) to put marketing on an equal footing with other Chief Executives such as a CFO and CEO. Marketing is tricky and making the right decisions is not always easy. Skillful marketing is a never-ending pursuit. 

THE SCOPE OF MARKETING

To prepare to be marketers, you need to understand what marketing is, how it works, what is marketed, and who does the marketing. 

What Is Marketing? 

Marketing deals with identifying and meeting human and social needs. One of the shortest definitions of marketing is “meeting needs profitably.” 
A) The American Marketing Association offers the following formal definition: “Marketing is an organizational function and a set of processes for creating, communicating, and delivering value to customers and for managing customer relationships in ways that benefit the organization and its stakeholders”. 
B) Marketing management is the art and science of choosing target markets and getting, keeping, and growing customers through creating, delivering, and communicating superior customer value.

C) A social definition of marketing is that “marketing is a societal process by which individuals and groups obtain what they need and want through creating, offering, and freely exchanging products and services of value with others.” 

What Is Marketed? 

Marketing people are involved in marketing ten types of entities: goods, services, events, experiences, persons, places, properties, organizations, information, and ideas. 

A) Goods


Physical goods constitute the bulk of production and marketing efforts.

B) Services

A growing portion of business activities are focused on the production of services. The U.S. economy today consists of a 70–30 services to goods mix. 

C) Events

Marketers promote time-based events such as trade shows, artistic performances, and the Olympics.

D) Experiences

By orchestrating several services and goods, a firm can create and market experiences such as Walt Disney World’s Magic Kingdom.

E) Persons

Celebrity marketing is a major business.
F) Places

Cities, states, regions, and whole nations compete actively to attract tourists, factories, and new residents.

G) Properties

Are intangible rights of ownership of either real property (real estate) or financial property (stocks and bonds).

H) Organizations

Actively work to build a strong, favorable, and unique image in the minds of their target publics.

I) Information

Can be produced and marketed as a product. Schools, universities, and others produce information and then market it. 

J) Ideas

Every market offering includes a basic idea. Products and services are platforms for delivering some idea or benefit.
Who Markets?               

Marketers and Prospects

A marketer is someone seeking a response (attention, purchase, vote, donation, etc.) from another party called the prospect. 

A) Marketers are responsible for stimulating demand for a company’s product.
B) Marketing managers seek to influence the level, timing, and composition of demand to meet the organization’s objectives. Eight demand states are possible: 
1) Negative demand—consumers dislike the product and may even pay a price to avoid it.

2) Non-existent demand—consumers may be unaware or uninterested in the product. 

3) Latent demand—consumers may share a strong need that cannot be satisfied with an existing product.

4) Declining demand—consumers begin to buy the product less frequently or not at all.

5) Irregular demand—consumer purchases vary on a seasonal, monthly, daily, or even an hourly basis. 

6) Full demand—consumers are adequately buying all products put into the marketplace. 

7) Overfull demand—too many consumers would like to buy the product that can be satisfied.

8) Unwholesome demand—consumers may be attracted to products that have undesirable social consequences. 

Markets

Economists describe a market as a collection of buyers and sellers who transact over a particular product or product class. 

Marketers use the term “market” to cover various groups of customers. The five basic markets are:

A) Resource Markets


B) Government Markets


C) Manufacturer Markets


D) Intermediary Markets


E) Consumer Markets

A) Sellers and buyers are connected by flows:

1) The seller sends goods, services, and communications to the market.

2) In return they receive money and information.

3) There is an exchange of money for goods and services.

4) There is an exchange of information.

Key Customer Markets

A) Consumer Markets

Consumer goods and services such as soft drinks and cosmetics, spend a great deal of time trying to establish a superior brand image. 

B) Business Markets

Companies selling business goods and services often face well-trained and well-informed professional buyers who are skilled in evaluating competitive offerings. 

C) Global Markets

Companies face challenges and decisions regarding which countries to enter, how to enter the country, how to adapt their products/services to the country, and how to price their products.

D) Nonprofit and Governmental Markets

Companies selling to these markets have to price carefully because these organizations have limited purchasing power. 

Marketplaces, Marketspaces, Metamarkets

A) The marketplace is physical, 

B) The market space is digital, 

C) The meat-market is a cluster of complementary products and services that are closely related in the consumer’s mind but spread across a diverse set of industries.
Marketing in Practice

How Is marketing done? Increasingly marketing is not done only by the marketing department. To create strong marketing organizations, marketers must think like executives on other departments and other departments must think like marketers. 

Marketing planning process consists of analyzing marketing opportunities, selecting target markets, designing marketing strategies, developing marketing programs, and managing the marketing effort.
There are five key functions for a CMO (chief marketing officer) in leading marketing within an organization

A) Strengthening the brands
B) Measuring marketing effectiveness

C) Driving new product development based on customer needs

D) Gathering meaningful customer insights

E) Utilizing new marketing technology 

CORE MARKETING CONCEPTS
Needs, Wants, and Demands

Needs (basic human requirements)
A) Stated needs
B) Real needs

C) Unstated needs

D) Delight needs

E) Secret needs

Demands (for specific products backed by the ability to pay)
Target markets, Positioning and Segmentation

A) Identify and profile distinct groups of buyers who might prefer or require varying products and services mixes by examining 

1) Demographic information

2) Psychographic information

3) Behavioral information 

B) 
Target market

C) Market offering 

D) Offering and Brands

1) Value proposition: a set of benefits they offer to customers to satisfy their needs
2) Brand:  is an offering from a known source

E) Value and Satisfaction

1) Successful if it delivers value and satisfaction to the target buyer

2) Value is a central marketing concept 

3) Satisfaction reflects a person’s judgment of a product’s perceived performance

F) Marketing Channels

1) Communication channels

2) Distribution channels

3) Service channels

4) Supply Chain

G) Competition

1) Marketing environment

2) Task environment 

3) Broad environment:
a. Demographic

b. Environment

c. Economic

d. Physical 

e. Technological

f. Political-Legal

g. Social-cultural 

THE NEW MARKETING REALITIES
Major societal Forces affecting marketing: 
A) Network information technology

B) Globalization

C) Deregulation
D) Privatization

E) Heightened Competition

F) Industry Convergence

G) Consumer Resistance
H) Retail Transformation

I) Disintermediation

New Consumer Capabilities

A) A substantial increase in buying power

B) Greater variety of goods and services

C) Great deal of information available

D) Greater ease in interacting and placing orders

E) Ability to compare notes on products and services

F) Amplified voice to influence peer and public opinion

New Company Capabilities

A) Internet

B) Research 

C) Speed of internal information 

D) Speed of external information “buzz’

E) Better target marketing

F) Mobile marketing 

G) Differentiated goods 

H) Improved purchasing, recruiting, training, and communications

COMPANY ORIENTATION TOWARD THE MARKETPLACE
The competing concepts under which organizations have conducted marketing activities include; the production concept, product concept, selling concept, marketing concept, and holistic marketing concept. 

Production Concept

A) The production concept holds that consumers will prefer products that are widely available and inexpensive.

Product Concept

A) The product concept holds that consumers will favor those products that offer the most quality, performance, or innovative features.

Selling Concept

A) The selling concept holds that consumers and businesses, will ordinarily not buy enough of the organization’s products, therefore, the organization must undertake aggressive selling and promotion effort.
Marketing Concept

A) The marketing concept holds that the key to achieving organizational goals consists of the company being more effective than competitors in creating, delivering, and communicating superior customer value to its chosen target markets. 

1) Reactive market orientation—understanding and meeting consumers’ expressed needs.

2) Proactive marketing orientation—researching or imagining latent consumers’ needs through a “probe-and-learn” process.

a. Companies that practice both reactive and proactive marketing orientation are implementing a total market orientation.

Holistic Marketing Concept

Holistic marketing can be seen as the development, design, and implementation of marketing programs, processes, and activities that recognizes the breath and interdependencies of their efforts. 
Holistic marketing recognizes that “everything matters” with marketing—the consumer, employees, other companies, competition, as well as society as a whole. 

Holistic marketing:


A) Internal marketing

B) Socially responsible marketing

C) Integrated marketing

D) Relationship marketing

Relationship Marketing

A) Relationship marketing has the aim of building mutually satisfying long-term relationships with key parties—customers, suppliers, distributors, and other marketing partners. Relationship marketing builds strong economic, technical, and social ties among the parties. 

1) Marketing must not only do customer relationship management (CRM) but also partnership relationship management (PRM).

2) Four key constituents for marketing are:

a. Customers.

b. Employees.

c. Marketing partners (channel partners).

d. Members of the financial community. 

3) The ultimate outcome of relationship marketing is the building of a unique company asset called a marketing network.

A marketing network consists of the company and its supporting stakeholders (customers, suppliers, distributors, retailers, ad agencies, university scientists, and others) with whom it has built mutually profitable business relationships.

Integrated Marketing

A) The marketer’s task is to devise marketing activities and assemble fully integrated marketing programs to create, communicate, and deliver value to consumers. 

B) The 4Ps of marketing: product, price, place, and promotion.

C) SIVA

1) Solution

2) Information

3) Value

4) Access

Two key themes of integrated marketing are: 

A) Many different marketing activities communicate and deliver value
B) When coordinated, marketing activities maximize their joint efforts. 
Internal Marketing

A) Holistic marketing incorporates internal marketing, ensuring that everyone in the organization embraces appropriate marketing principles. 

B) Internal marketing must take place on two levels:

1) At one level, the various marketing functions (sales force, advertising, customer services, product management, and marketing research) must work together.

2) Secondly, marketing must be embraced by the other departments—they must “think customer.” Marketing is not a department so much as a company orientation. 

Performance Marketing

Holistic marketing incorporates performance marketing and understanding the returns of the business from marketing activities. 

A) Financial Accountability Social Responsible Marketing

A) Holistic marketing incorporates social responsibility marketing and understanding broader concerns, and the ethical, environmental, legal, and social context of marketing activities and programs. 

B) Societal marketing concept: the organization’s task is to determine the needs, wants, and interests of target markets and to deliver the desired satisfaction more effectively and efficiently than competitors. 

Marketing Management Tasks

With a holistic marketing philosophy as a backdrop, we can identify a specific set of tasks that make up the successful marketing management and marketing leadership

MARKETING MANAGEMENT TASKS: 
A) Developing marketing strategies and plans 

B) Capturing Marketing Insights.

C) Connecting with Customers 

D) Building strong brands 
E) Shaping the market offerings 

F) Delivering value 

G) Communicating value 

H) Creating Long-Term Growth. 

CHAPTER SUMMARY 

The value delivery process involves choosing (or identifying), providing (or delivering), and communicating superior value. The value chain is a tool for identifying key activities that create value and costs of a specific business.
Strong companies develop superior capabilities in managing core business processes such as new-product realization, inventory management, and customer acquisition and retention. Managing these core processes effectively means creating a marketing network in which the company works closely with all parties in the production and distribution chain, from suppliers of raw materials to retail distributors. Companies no longer compete—marketing networks do.
According to one view, holistic marketing maximizes value exploration by understanding the relationships between the customer’s cognitive space, the company’s competence space, and the collaborator’s resource space; maximizes value creation by identifying new customer benefits from the customer’s cognitive space, utilizing core competencies from its business domain, and selecting and managing business partners from its collaborative networks; and maximizes value delivery by becoming proficient at customer relationship management, internal resource management, and business partnership management.

Market-oriented strategic planning is the managerial process of developing and maintaining a viable fit between the organization’s objectives, skills, and resources and its changing market opportunities. The aim of strategic planning is to shape the company’s businesses and products so that they yield target profits and growth. Strategic planning takes place at four levels: corporate, division, business unit, and product.
The corporate strategy establishes the framework within which the divisions and business units prepare their strategic plans. Setting a corporate strategy entails four activities: defining the corporate mission, establishing strategic business units (SBUs), assigning resources to each SBU based on its market attractiveness and business strength, and planning new businesses and downsizing older businesses.
Strategic planning for individual businesses entails the following activities: defining the business mission, analyzing external opportunities and threats, analyzing internal strengths and weaknesses, formulating goals, formulating strategy, formulating supporting programs, implementing the programs, and gathering feedback and exercising control.

Each product level within a business unit must develop a marketing plan for achieving its goals. The marketing plan is one of the most important outputs of the marketing process.
MARKETING AND CUSTOMER VALUE

Marketing involves satisfying consumers’ needs and wants. The task of any business is to deliver customer value at a profit.
The Value Delivery Process

The traditional view of marketing is that the firm makes something and then sells it.

A) Will not work in economies where people face abundant choice.

B) New belief: marketing begins with the planning process.

C) 
Value creation and delivery consist of three parts:

1) Choosing the value (segment the market, define a target market, develop “offering”).

2) Providing the value (product features, prices, and distribution channels).

3) Communicating the value (sales force, advertising, and promotional tools).

Each of these “values” involves a cost component to the company. 

D)
Nirmalya Kumar’s 3 “Vs” approach to marketing:

1) Define the value segment or segments.

2) Define the value proposition.

3) Define the value network.


F)  Frederick Webster views marketing in terms of:

1) Value defining process.

2) Value developing processes.

3) Value delivering processes.

The Value Chain
Michael Porter’s Value Chain identifies nine strategically relevant activities that create value and costs (five primary and four support activities).

A) Primary activities:

A) Inbound logistics (material procurement).

B) Operations (turn into final product).

C) Outbound logistics (shipping and warehousing).

D) Marketing (marketing and sales).

E) Servicing (service after the sale).

B) Support activities:

1) Procurement. 

2) Technology development.

3) Human resource management.

4) Firm infrastructure.

The firm’s task is to examine its costs and performance in each value-creating activity and to look for ways to improve performance.

C) Core business processes:

1) The market sensing process (marketing intelligence).

2) The new offering realization process (research and development).

3) The customer acquisition process (defining target markets and consumers).

4) The customer relationship management process (deeper understanding of consumers).

5) The fulfillment management process (receiving, shipping, and collecting payments).

Strong companies develop superior capabilities in these core business processes. Strong companies also reengineer the workflows and build cross-functional teams responsible for each process. Many companies have partnered with suppliers and distributors to create a superior value-delivered network.
D) Value-delivery network (supply chain).
To be successful today, a firm must look for competitive advantages beyond its own operations—to its suppliers and distributors to create a superior value-delivery network (supply chain).

Core Competencies

B) Companies need resources (labor, materials, energy, etc.)

C) Key is to own or nurture the resources and competencies that make up the essence of the business—outsource if competency is cheaper and available. 

D) Competitive advantage accrues to companies that possess distinctive capabilities (excellence in broader business processes). 

E) Competitive advantage derives from how well the company fits its core competencies and distinctive capabilities into tightly interlocking “activity systems.” 

F) A core competency has three characteristics

a. Makes a significant contribution to the perceived customer benefits
b. Has applications in a wide variety of markets

c. It is difficult for competitors to imitate

G) Competitive advantage ultimately derives from how well the company “fits” its core competencies and distinctive capabilities into tightly interlocking “activity systems.”

A Holistic Marketing Orientation and Customer Value

A holistic marketing orientation can provide help in capturing customer value

B) Holistic marketing addresses three key management questions:

1) Value exploration—identify new value opportunities.

2) Value creation—create more promising new value offerings.

3) Value delivery—deliver the new value offerings more efficiently.

Developing strategy requires the understanding of the relationships and interactions among these three spaces.

Value Exploration

3 Customer’s cognitive space (reflects existing and latent needs and includes participation, stability, freedom, and change).

3 Company’s competence space (broad versus focused scope of business and depth physical versus knowledge-based capabilities).

3 The collaborator resource space (horizontal and vertical partnerships).

Value Creation

A) Marketer’s need to:

1) Identify new customer benefits from the customer’s view.

2) Utilize core competencies. 

3) Select and manage business partners from its collaborative networks.

Value Delivery—What Companies Must Become?

Often requires an investment in infrastructure and capabilities. 
A) Proficient at customer relationship management.

1) Who the customers are, and respond to different customer opportunities.

B) Internal resource management.

1) Integrate major business processes within a single family of software modules.

C) Business partnership management.

1) Allow the company to handle complex relationships with its trading partners.

B) The marketing plan is the central instrument for directing and coordinating the marketing effort.



The marketing plan operates on two levels: strategic and tactical.

1) The strategic marketing plan lays out target markets and the value proposition.

2) The tactical marketing plan specifies the product, promotion, merchandising, pricing, sales channels, and service.

CORPORATE AND DIVISION STRATEGIC PLANNING

A) All corporate headquarters undertakes four planning activities:

1) Defining the corporate mission.

2) Establishing strategic business units (SBUs).

3) Assign resources to each SBU.

4) Assessing growth opportunities.

Defining the Corporate Mission
A) Key questions to ask:

1) What is our business?

2) Who is the customer?

3) What is of value to the customer?

4) What will our business be?

5) What should our business be?

Mission statements are best when guided by a “vision” that provides direction for the company. 

B) A good mission statements have three major characteristics:

1) Focused on a limited number of goals.

2) Stresses the company’s major policies and values.

3) Defines the major competitive spheres within which the company will operate by defining the: 

a. Industry.

b. Products and applications.

c. Competence.

d. Market-segment.

e. Vertical.

f. Geographical.

Establishing Strategic Business Units 

A) Must see their companies as a customer-satisfying process

B) A target market definition tends to focus on selling a product or service (Pepsi® and all who drink cola sodas).

C) A strategic market definition is broader and more encompassing (Pepsi redefines its strategy to everyone who has a “thirst”).

1) A business can be defined in terms of three dimensions:

a. Customer groups.

b. Customer needs. 

c. Technology.

BUSINESS UNIT STRATEGIC PLANNING 

The Business Mission
A) Each business unit needs to define its specific mission within the broader company mission.
SWOT Analysis
A) The evaluation of a company’s strengths, weaknesses, opportunities, and threats is called SWOT analysis. It involves monitoring the external and internal marketing environment. 
B) Use market opportunity analysis (MOA)
C) Environmental threat unfavorable trend or development 

Internal Environment (Strengths/Weaknesses) Analysis

It is one thing to find attractive opportunities and another to be able to take advantage of them. Each firm must evaluate its internal strengths and weaknesses. 

A) George Stalk suggests that winning companies are those that have achieved superior in-company capabilities, not just core competencies. Stalk calls this capabilities-based competition. 
Goal Formulation

Once the company has performed a SWOT analysis, it can proceed to develop specific goals for the planning period. This stage of the process is called goal formulation. Managers use the term “goals” to describe objectives that are specific with respect to magnitude and time. 

A) The firm sets objectives, and then manages by objectives (MBO). For MBOs to work they must meet four criteria:
1) They must be arranged hierarchically, from the most to least important.
2) Objectives should be stated quantitatively whenever possible.
3) Goals should be realistic.
4) Objectives must be consistent.
Strategic Formulation

Every business must design a strategy for achieving its goals, consisting of a marketing strategy, and a compatible technology strategy, and sourcing strategy. 

Porter’s Generic Strategies
A) Michael Porter has proposed three generic strategies that provide a good starting point for strategic thinking:

1) Overall cost leadership.
2) Differentiation.
3) Focus.
B) According to Porter, firms pursuing the same strategy to the same target market constitute a strategic group. 

 Strategic Alliances

A) Companies are discovering that there is a need for strategic partners if they hope to be effective. 

B) Many strategic alliances take the form of marketing alliances. These fall into four major categories:
1) Product or service alliances.
2) Promotional alliances.
3) Logistics alliances.
4) Pricing collaborations.
C) To keep strategic alliances thriving, corporations have begun to develop organizational structures for support and have come to view the ability to form and manage partnerships as core skills (called Partner Relationship Management, PRM).

 Program Formulation and Implementation

A) A great marketing strategy can be sabotaged by poor implementation.


B) Marketing must estimate its costs.

C) In implementing the strategy, companies must not lose sight of the multiple stakeholders involved and their needs. 

D) According to McKinsey & Company, a strategy is only one of seven elements in successful business practice. 

1) The first three—strategy, structure, and systems are considered the “hardware” of success.

2) The next four—style, skills, staff, and shared values are the “software”

a. “Style” means that company employees share a common way of thinking and behaving. 

b. “Skills” means that the employees have the skills necessary to carry out the company’s strategy.

c. “Staffing” means that the company has hired able people, trained them well, and assigned them to the right jobs. 

d. “Shared values,” means that the employees share the same guiding values. 

Feedback and Control

A) As it implements its strategy, the firm needs to track the results and monitor new developments. A company’s strategic fit with the environment will inevitably erode because the market environment changes faster than the company’s 7Ss. The organizations are subject to inertia and are set up as efficient machines and it is difficult to change one part without adjusting everything else. 

PRODUCT PLANNING: THE NATURE AND CONTENTS OF A MARKETING PLAN

A) Each product level (product line, brand) must develop a marketing plan for achieving its goals. A marketing plan is a written document that summarizes what the marketer has learned about the marketplace and indicates how the firm plans to reach its marketing objectives. 

B) Marketing plans are becoming more customer and competitor orientated. The plan draws more input from all the business functions and is team developed. 


C) Contents of the marketing plan:

1) Executive summary and table of contents.

2) Situation analysis.

3) Marketing strategy.

4) Financial projections.

5) Implementation controls.

CHAPTER SUMMARY 

To carry out their analysis, planning, implementation, and control responsibilities, marketing managers need a marketing information system (MIS). The role of the MIS is to assess the managers’ information needs, develop the needed information, and distribute that information in a timely manner.
An MIS has three components: (a) an internal records system, which includes information on the order-to-payment cycle and sales information systems; (b) a marketing intelligence system, a set of procedures and sources used by managers to obtain everyday information about pertinent developments in the marketing environment; and (c) a marketing research system that allows for the systematic design, collection, analysis, and reporting of data and findings relevant to a specific marketing situation. 

Marketers find many opportunities by identifying trends (directions or sequences of events that have some momentum and durability) and megatrends (major social, economic, political, and technological changes that have long-lasting influence). Within the rapidly changing global picture, marketers must monitor six major environmental forces: demographic, economic, social-cultural, natural, technological, and political-legal. 

In the demographic environment, marketers must be aware of worldwide population growth; changing mixes of age, ethnic composition, and educational levels; the rise of nontraditional families; and large geographic shifts in population. 

In the economic arena, marketers need to focus on income distribution and levels of savings, debt, and credit availability. 

In the social-cultural arena, marketers must understand people’s views of themselves, others, organizations, society, nature, and the universe. They must market products that correspond to society’s core and secondary values, and address the needs of different subcultures within a society. 

In the natural environment, marketers need to be aware of the public’s increased concern about the health of the environment. Many marketers are now embracing sustainability and green marketing programs that provide better environmental solutions as a result. 

In the technological arena, marketers should take account of the accelerating pace of technological change, opportunities for innovation, varying R&D budgets, and the increased governmental regulation brought about by technological change. 

In the political-legal environment, marketers must work within the many laws regulating business practices and with various special-interest groups.

DETAILED CHAPTER OUTLINE
Developing and implementing marketing plans requires a number of decisions. Making those decisions is both an art and a science. To provide insight into and inspiration for marketing decision making, companies must possess comprehensive, up-to-date information about macro trends, as well as about micro effects particular to their business. Holistic marketers recognize that the marketing environment is constantly presenting new opportunities and threats, and they understand the importance of continuously monitoring and adapting to that environment.  

COMPONENTS OF A MODERN MARKETING INFORMATION SYSTEM

The major responsibility for identifying significant marketplace changes falls to the company’s marketers. More than any other group in the company, they must be the trend trackers and opportunity seekers. Although every manager in an organization needs to observe the outside environment, marketers have the following advantages: They have disciplined methods for collecting information and they spend more time interacting with customers and observing competition.

D) A marketing information system is developed from:

1) Internal company records.

2) Marketing intelligence activities.

3) Marketing research.

E) The company’s marketing information system should be a cross between what managers thinks they need, what managers really need, and what is economically feasible.
INTERNAL RECORDS AND MARKETING INTELLIGENCE
Marketing mangers rely on internal reports on orders, prices, costs, inventory levels, receivables, payables, and so on. By analyzing this information, they can spot important opportunities and problems. 
Order-to-Payment Cycle

The heart of the internal records systems is the order-to-payment cycle.
Sales Information Systems        

Marketing managers need timely and accurate reports on current sales. 
C) Companies must carefully interpret the sales data so as not to get the wrong signals.
D) Technological gadgets are revolutionizing sales information systems and allowing representatives to have up-to-the second information.
Databases, Data Warehouses, and Data-Mining

Today companies organize information in databases—customer databases, product databases, salesperson databases—and then combines data from the different databases.

C) Companies warehouse these data for easy accessibly to decision makers.

D) By hiring analysts skilled in sophisticated statistical methods, companies can “mine” the data and garner fresh insights into:

1) Neglected customer segments.

2) Recent customer trends.

3) Other useful information.

C) The customer information can be cross-tabbed with product and salesperson information to yield still deeper insights.

E) A marketing intelligence system is a set of procedures and sources managers use to obtain everyday information about developments in the marketing environment.

F) Marketing managers collect marketing intelligence by:

1) Reading books, newspapers, and trade publications.

2) Talking to customers, suppliers, and distributors.

3) Meeting with other company managers.

G) A company can take several steps to improve the quality of its marketing intelligence:

1) A company can train and motivate the sales force to sport and report new developments.

2) A company can motivate distributors, retailers, and other intermediaries to pass along important intelligence.

3) A company can network externally.

4) A company can set up a customer advisory panel.

5) A company can take advantage of government data resources.

6) A company can purchase information from outside suppliers.

7) A company can use online customer feedback systems to collect competitive intelligence.

ANALYZING THE MACROENVIRONMENT

Successful companies recognize and respond profitably to unmet needs and trends. 

Needs and Trends 

Enterprising individuals and companies manage to create new solutions to unmet needs.

A) A fad is “unpredictable, short-lived, and without social, economic, and political significance.”

B) A trend is a direction or sequence of events that has some momentum and durability.

C) Trends are more predictable and durable than fads.

1) A trend reveals the shape of the future and provides many opportunities.

D) Megatrends have been described as “large social, economic, political, and technological changes [that] are slow to form, and once in place, they influence us for some time—between seven and ten years, or longer. 

E) Trends and megatrends merit close attention.

F) To help marketers’ spot cultural shifts that might bring new opportunities or threats, several firms offer social-cultural forecasts. 

Identifying the Major Forces

Companies and their suppliers, marketing intermediaries, customers, competitors, and publics, all operate in a macro environment of forces and trends that shape opportunities and pose threats.

C) These forces represent “non-controllables” to which the company must monitor and respond. Within the rapidly changing global picture, the firm must monitor six major forces:

1) Demographic.

2) Economic.

3) Social-cultural.

4) Natural.

5) Technological.

6) Political-legal.

D) Marketers must pay attention to the interactions of these forces, as these will lead to new opportunities and threats.

DEMOGRAPHIC ENVIRONMENT

The main demographic force that marketers monitor is population because people make up markets.

B) Marketers are keenly interested in the:

a. Size and growth rate of populations in cities, regions, and nations.

b. Age distribution and ethnic mix.

c. Educational levels.

d. Household patterns.

e. Regional characteristics and movements.

Worldwide Population Growth

The world’s population is showing explosive growth: It totaled 6.1 billion in 2000 and will exceed 7.9 billion by the year 2025.

B) The population explosion has been a source of major concern. 

C) Explosive population growth has major implications for business.

D) A growing population does not mean growing markets unless these markets have sufficient purchasing power.

Population Age Mix 

F) National populations vary in their age mix. A population can be subdivided into six age groups:

1) Preschool

2) School-age children

3) Teens

4) Young adults age 25 to 40

5) Middle-aged adults age 40 to 65

6) Older adults ages 65 and up

Cohorts are groups of individuals who are born during the same time period and travel through life together Countries vary in ethnic and racial makeup. 
A) A frequently noted megatrend, the increase in the percentage of Hispanics in the total population, represents a major shift in the nation’s center of gravity.

B) Ethnic groups have certain specific wants and buying habits.

C) Marketers must be careful not to over generalize about ethnic groups.

D) Within each ethnic group are consumers who are quite different from each other.

E) Diversity goes beyond ethnic and racial markets.

1)  More than 50 million Americans have disabilities and they constitute a market for home delivery products.

Educational Groups

B) The population in any society falls into five educational groups:

1) Illiterates. 

2) High school dropouts.

3) High school degrees.

4) College degrees.

5) Professional degrees. 

Household Patterns

D) The “traditional household” consists of a husband, wife, and children (sometimes grandparents).

E) In the United States today, one out of eight households is "diverse” or “nontraditional” and includes:

1) Single live-alones.

2) Adult live-togethers of one or both sexes.

3) Single-parent families.

4) Childless married couples.

5) Empty-nesters.

Geographical Shifts in Population

This is a period of great migratory movements between and within countries. Forward-looking companies and entrepreneurs are taking advantage of the growth in immigrant populations and marketing wares specifically to these new members of the population.

C) Within countries, population movement occurs as people migrate from rural to urban areas, and then to suburban areas.

D) Location makes a difference in goods and service preferences.

OTHER MAJOR MACROENVIRONMENTS

Other macro environment forces profoundly affect the fortunes of marketers, these are: economic, social-cultural, natural. technological, and political-legal. 
Economic Environment
Income Distribution
A) There are four types of industrial structures:

1) Subsistence economies.

2) Raw material exporting economies.

3) Industrializing economies.

B) Industrial economies Marketers often distinguish countries with five different income-distribution patterns:

1) Very low incomes.

2) Mostly low incomes.

3) Very low, very high incomes.

4) Low, medium, high incomes.

5) Mostly medium incomes.

C)  Over the past three decades in the United States, the rich have grown richer, the middle class has shrunk, and the poor have remained poor.

Savings, Debt, and Credit Availability 

A) Consumer expenditures are affected by:

1) Savings.

2) Debt.

3) Credit availability.

Social-Cultural Environment

Society shapes the beliefs, values, and norms that largely define these tastes and preferences. 

A) People absorb a worldview that defines their relationships to themselves, others, organizations, society, nature, and to the universe.

1) Views of themselves, people vary in the relative emphasis they place on self-gratification.

2) View of others, people is concerned about the homeless, crime and victims, and other social problems.

3) Views of organizations, people vary in their attitudes toward corporations, government agencies, trade unions, and other organizations.

4) Views of society, people vary in their attitudes toward their society.

5) View of nature, people varies in their attitudes toward nature.

6) View of the universe, people varies in their beliefs about the origin of the universe and their place in it.

High Persistence of Core Cultural Values

The people living in a particular society hold many core beliefs and values that tend to persist.

A) Core beliefs and values are passed on from parents to children and are reinforced by major social institutions.

B) Secondary beliefs and values are more open to change.

C) Marketers have some chance of changing secondary values but little chance of changing core values.

Existence of Subcultures

A) Each society contains subcultures, groups with shared values emerging from their special life experiences or circumstances.

B) Members of subcultures share common beliefs, preferences, and behaviors.

C) To the extent that sub cultural groups exhibit different wants and consumption behavior, marketers can choose particular subcultures as target markets.

D) Marketers sometimes reap unexpected rewards in targeting subcultures.

Natural Environment

A) The deterioration of the environment is a major global concern.

B) In many world cities, air and water pollution have reached dangerous levels.

C) There is great concern about “greenhouse gases.”

D) New regulations have hit certain industries very hard.

E) Consumers often appear conflicted about the natural environment.

F) Corporate environmentalism is the recognition of the importance of environmental issues facing the firm and the integration of those issues into the firm’s strategic plans. 

Shortage of Raw Materials

The earth’s raw materials consist of the infinite, the finite renewable, and the finite nonrenewable.

A) Infinite resources, such as air and water.

B) Finite renewable resources, such as forests and foods.

C) Finite nonrenewable resources, such as oil and minerals.

Technological Environment

A) One of the most dramatic forces shaping peoples’ lives is technology.

B) Every new technology is a force for “creative destruction.”

C) The economy’s growth rate is affected by how many major new technologies are discovered.

D) New technologies also create major long-run consequences that are not always foreseeable.

E) The marketer should monitor the following trends in technology:

1) Accelerating pace of change

2) Unlimited opportunities for innovation

3) Varying R&D budgets

4) Increased regulation of technological change
Political-Legal Environment

Marketing decisions are strongly affected by developments in the political and legal environment. This environment is composed of laws, government agencies, and pressure groups.

A) Increase in business legislation 

B) Growth of Special-Interest Groups

1) Consumerist movement 

2) Privacy issues will continue as a public policy issue in the near future


CHAPTER SUMMARY 

Companies can conduct their own marketing research or hire other companies to do it for them. Good marketing research is characterized by the scientific method, creativity, multiple research methods, accurate model building, cost-benefit analysis, healthy skepticism, and an ethical focus.

The marketing research process consists of defining the problem, decision alternatives, and research objectives, developing the research plan, collecting the information, analyzing the information, presenting the findings to management, and making the decision.

In conducting research, firms must decide whether to collect their own data or use data that already exist. They must also decide which research approach (observational, focus group, survey, behavioral data, or experimental) and which research instruments (questionnaire, qualitative measures, or technological devices) to use. In addition, they must decide on a sampling plan and contact methods (by mail, by phone, in person, or online).

Two complementary approaches to measuring marketing productivity are: (1) marketing metrics to assess marketing effects and (2) marketing-mix modeling to estimate causal relationships and measure how marketing activity affects outcomes. Marketing dashboards are a structured way to disseminate the insights gleaned from these two approaches within the organization.

There are two types of demand: market demand and company demand. To estimate current demand, companies attempt to determine total market potential, area market potential, industry sales and market share. To estimate future demand, companies survey buyers’ intentions, solicit their sales force’s input, gather expert opinions, analyze past sales, or engage in market testing. Mathematical models, advanced statistical techniques, and computerized data collection procedures are essential to all types of demand and sales forecasting.

MARKETING RESEARCH SYSTEM

Marketing managers often commission formal marketing studies of specific problems and opportunities. Marketing insights provide diagnostic information about how and why we observe certain effects in the marketplace, and what that means to marketers. 
A) Marketing research firms fall into three categories:

1) Syndicated-service research firms.

2) Custom marketing research firms.

3) Specialty-line marketing research firms.

B) Small companies can hire the services of a marketing research firm or conduct research in creative and affordable ways, such as:

4) Engaging students or professors to design and carry out projects.

5) Using the Internet.

6) Checking out rivals.

C) Most companies use a combination of marketing research resources to study industries, competitors, audiences, and channel strategies.
THE MARKETING RESEARCH PROCESS

Effective marketing research involves six steps.
Step 1: Define the Problem, the Decision Alternatives, and the Research Objectives

Marketing management must be careful not to define the problem too broadly or too narrowly for the marketing researcher.
C) Some research is exploratory—its goal is to shed light on the real nature of the problem and to suggest possible solutions or new ideas.

D) Some research is descriptive—it seeks to ascertain certain magnitudes.

E) Some research is causal—its purpose is to test a cause-and-effect relationship.

Step 2: Develop the Research Plan    

The second stage of the marketing research calls for developing the most efficient plan for gathering the needed information. 
Research Approaches: Marketers collect primary data in five main ways:

1. through observation, 
2. focus groups, 
3. surveys, 
4. behavioral data, 
5. and experiments. 

Observational Research

H) Fresh data can be gathered by observing the relevant actors and settings.
I) Ethnographic research is a particular observational research approach that uses concepts and tools from social sciences to provide deep understanding of how people live and work. 

Focus Group Research

A) A focus group is a gathering of six to ten people who are carefully selected based on certain demographic, psychographic, or other considerations and brought together to discuss various topics of interest at length.

B) A professional research moderator provides questions and probes based on a discussion guide or agenda to ensure that the right material gets covered.

C) Moderators attempt to track down potentially useful insights as they try to discern the real motivations of consumers and why they are saying and doing certain things.

D) The sessions are typically recorded.

Survey Research

Companies undertake surveys to learn about people’s knowledge, beliefs, preferences, and satisfaction, and to measure these magnitudes in the general population.

Behavioral Data

Customers leave traces of their purchasing behavior in store scanning data, catalog purchases, and customer databases. Much can be learned by analyzing these data.

A) Customers’ actual purchases reflect preferences and often are more reliable than statements offered to marketing researchers.

Experimental Research

The most scientifically valid research is experimental research.

A) The purpose of experimental research is to capture cause-and-effect relationships by eliminating competing explanations of the observed findings.

B) Experiments call for:

1) Selecting matched groups of subjects.

2) Subjecting them to different treatments.

3) Controlling extraneous variables.

4) Checking whether observed response differences are statistically significant.

Research Instruments

Marketing researchers have a choice of three main research instruments in collecting primary data: questionnaires, qualitative measures, and mechanical devices.

Questionnaires

A questionnaire consists of a set of questions presented to respondents.

A) Because of its flexibility, the questionnaire is by far the most common instrument used to collect primary data.

B) Questionnaires need to be carefully developed, tested, and debugged before being administered.

1) The researcher carefully chooses the questions, wording, and sequence.

2) The form of the question can influence the response.

3) Marketing researchers used both closed-end and open-end questions.

Qualitative Measures

Some marketers prefer more qualitative methods for gauging consumer opinions because consumer actions do not always match their answers to survey questions. 

A) Qualitative research techniques are relatively unstructured measurement approaches that permit a range of possible responses.

B) Qualitative research techniques are a creative means of ascertaining consumer perceptions that may otherwise be difficult to uncover.

C) Because of the freedom afforded both researchers in their probes and consumers in their responses, qualitative research can often be a useful first step in exploring consumers’ brand and product perceptions.

D) There are also drawbacks to qualitative research:

1) The in-depth insights have to be tempered by the fact that the sample size is limited.

2) Question of interpretation.

Technological Devices

Technological devices are occasionally used in marketing research. 

A) Galvanometers.

B) Tachistoscope.

C) Audiometers.

Sampling Plan

After deciding on the research approach and instruments, the marketing researcher must design a sampling plan. This calls for three decisions: 

A) Sampling unit: Who is to be surveyed? Define the target population that will be sampled.

B) Sample size: How many people should be surveyed? Large samples give more reliable results than small samples.

C) Sampling procedure: How should the respondents be chosen? Probability sampling allows the calculation of confidence limits for sampling error.

Contact Methods

Once the sampling plan has been determined, the marketing researcher must decide how the subject should be contacted: mail, telephone, personal, or online interview.

Mail Questionnaire

The mail questionnaire is the best way to reach people who would not give personal interviews or whose responses might be biased or distorted by the interviewers. 

E) Mail questionnaires require simple and clearly worded questions.
F) The response rate is usually low and/or slow.
Telephone Interviews

Telephone interviewing is the best method for gathering information quickly.
Personal Interview: Personal interviewing is the most versatile method.

A) The interviewer can ask more questions and record additional observations about the respondent.

B) It is the most expensive method.

C) Subject to interviewer bias or distortion.

D) Personal interviewing takes two forms:

1) Arranged interviews.

2) Intercept interviews.

Online Interview: There is an increase in the use of online methods. 
Step 3: Collect the Information

The data collection phase of marketing research is generally the most expensive and the most prone to error. 

Step 4: Analyze the Information

The next-to-last step in the process is to extract findings from the collected data. The researcher tabulates the data and develops frequency distributions. 

Step 5: Present the Findings

The researcher should present findings that are relevant to the major marketing decisions facing management. 

Step 6: Make the Decision

The managers who commissioned the research need to weigh the evidence.

C) A growing number of organizations are using a marketing decision support system to help marketing mangers make better decisions. 

D) A marketing decision support system (MDSS) is defined as a coordinated collection of data, systems, tools, and techniques with supporting software and hardware, by which, an organization gathers, interprets relevant information from business and environment, and turns it into a basis for marketing action. 

E) A classic example is the CALLPLAN model that helps salespeople determine the number of calls to make, per period, to each prospect and current clients.

Overcoming Barriers to the Use of Marketing Research

In spite of the rapid growth of marketing research, many companies still fail to use it sufficiently or correctly, for several reasons:

E) A narrow conception of the research.

F) Uneven caliber of researchers.

G) Poor framing of the problem.

H) Late and occasionally erroneous findings.

I) Personality and presentational differences.
MEASURING MARKETING PRODUCTIVITY

An important task of marketing research is to assess the efficiency and effectiveness of marketing activities.

G) Marketers, increasingly, are being held accountable for their investments and must be able to justify marketing expenditures to senior management.

H) Marketing research can help address this increased need for accountability.

I) Two complementary approaches to measure marketing productivity are:

1) Marketing metrics to assess marketing effects.

2) Marketing mix modeling to estimate causal relationships and how marketing activities affects outcomes.
3) Marketing dashboards are a structured way to disseminate the insights gleaned from these two approached within an organization. 
Marketing Metrics 

Marketing metrics is the set of measures that helps them quantify, compare, and interpret their marketing performance. 

A) Short-term results

B) Change in brand equity 

Marketing-Mix Modeling

Marketing-mix models analyze data from a variety of sources, such as retailer scanner data, company shipment data, pricing, media, and promotional spending data. 

Marketing Dashboards

Firms are also employing organizational processes and systems to make sure they maximize the value of all these different metrics. Such as: 

F) Customer-performance scorecard

G) Stakeholder –performance scorecard

FORECASTING AND DEMAND MEASUREMENT

One major reason for undertaking marketing research is to identify market opportunities. 

The Measures of Market Demand

Companies can prepare forecasts for 

G) Potential market

H) Available market

I) Target market

J) Penetrated market 
A Vocabulary for Demand Measurement

The major concepts in demand measurement are market demand and company demand. Within each, we distinguish among a demand function, a sales forecast, and potential. 

Market Demand 

The marketer’s first step in evaluating marketing opportunities is to estimate total market demand.

A) Market demand for a product is the total volume that would be bought by a defined customer group, in a defined geographical area, in a defined time period, in a defined marketing environment, under a defined marketing program.

B) Market demand is not a fixed number, but rather a function of the stated conditions. 

1) For this reason, it can be called the market demand function.
2) Base sales – called market minimum 
3) The distance between the market minimum and the market potential shows the marketing sensitivity of demand. Organizations selling in a non-expansible market must accept the market’s size and direct efforts to winning a larger market share for its products.

C) The comparison of the current level of market demand to the potential demand level is called the market penetration index.
1) A low market penetration index indicates substantial growth potential for the firm.

2) A high market penetration index suggests that there will be increased costs in attracting the few remaining prospects.

3) Generally, price competition increases and margins fall when the market penetration index is high.

D) A company should also compare its current market share to its potential market share, called share penetration index.
1) A low share penetration index indicates that the company can greatly expand its share.

2) A firm should calculate the share penetration increases that would occur with investments to see which investments would produce the greatest improvement in share penetration.

E) It is important to remember that the market demand function is not a picture of market demand over time.

F) Rather, the curve shows alternative current forecasts of market demand associated with alternative possible levels of industry marketing effort in the current period.

Market Forecast

Only one level of industry marketing expenditure will actually occur. The market demand corresponding to this level is called the market forecast. 

Market Potential

The market forecast shows expected market demand, not maximum market demand. For the latter, we have to visualize the level of market demand resulting from a “very high” level of industry marketing expenditure. 

F) Market potential is the limit approached by market demand as industry marketing expenditures approach infinity for a given marketing environment.

G) The phrase “for a given market environment” is crucial. 

1) Companies cannot do anything about the position of the market demand function but each can influence its particular location on the function when it decides how much to spend on marketing. 

H) Companies interested in market potential have a special interest in the product penetration percentage that is the percentage of ownership or use of a product or service in a population.

I) Companies assume that the lower the product penetration percentage, the higher the market potential; assuming everyone will eventually be in the market for every product.

Company Demand

A) Company demand is the company’s estimated share of market demand at alternative levels of company marketing effort in a given time period.

B) The company’s share of market demand depends on how its products, prices, communications, services, and so on are perceived relative to competitors.

C) All things equal, the company’s market share would depend on the size and effectiveness of its market expenditures relative to competitors.

Company Sales Forecast 

A) The company sales forecast is the expected level of company sales based on a chosen marketing plan and an assumed marketing environment.

B) The company sales forecast does not establish a basis for deciding what to spend on marketing.

C) On the contrary, the sales forecast is a result of an assumed marketing expenditure level.

D) A sales quota is the sales goal set for a product line, company division, or sales representative.

E) A sales budget is a conservative estimate of the expected volume of sales and is used primarily for making current purchasing, production, and cash flow decisions.

F) The sales budget is based on the sales forecast and is generally set slightly lower than the sales forecast.

Company Sales Potential

Company sales potential is the sales limit approached by company demand as the company marketing effort increases relative to that of competitors. 

A) The absolute limit of company demand is the market potential.

B) In most cases, company sales potential is less than market potential.

1) Each competitor has a hard core of loyal buyers who are not very responsive to other companies’ efforts to woo them.    

Estimating Current Demand

Marketing executives want to estimate total market potential, area market potential, and total industry sales and market shares.

Total Market Potential

Total market potential is the maximum amount of sales that might be available to all the firms in an industry during a given period, under a given level of industry marketing effort and environmental conditions.

A) A common way to estimate total market potential is:

1) Estimate the potential number of buyers X.

2) The average quantity purchased by a buyer X.

3) The price paid.

C) The most difficult component to estimate is the number of buyers for the specific product or market.

D) A variation is called the chain-ration method, which involves multiplying a base number, by several adjusting percentages.

Area Market Potential

Companies face the problem of selecting the best territories and allocating marketing budget optimally among these territories. 

A) Therefore, it needs to estimate the market potential of different cities, states, and nations.

B) Two major methods of assessing area market potential are:

1) The market-buildup method that is used by business marketers.

2) The multiple-factor index that is used primarily by consumer marketers.

Market-Buildup Method

A) The market-buildup method calls for identifying all the potential buyers in each market and estimating their potential purchases.

B) This method produces accurate results if we have a list of all potential buyers and a good estimate of what each will buy.

C) An efficient method of estimating area market potentials makes use of the North American Industry Classification System (NAICS).

Multiple-Factor Index Method

A) The method most commonly used in consumer markets is a straightforward index method.

B) A single factor is rarely a complete indicator of sales opportunities thus it makes sense to develop a multiple-factor index, with each factor assigned a weight.

C) Many companies compute other area indexes as a guide to allocating marketing resources.

D) The brand development index (BDI) that is an index of brand sales to category sales.

E) After the company decides on the city-by-city allocation of its budget, it can refine each city allocation down to census tracts or zip+4 code centers.

F) Census tracts are small, locally defined statistical areas in metropolitan areas and some other countries.

G) Data on population size, median family income, and other demographic information is available for these units.

Industry Sales and Market Shares

Besides estimating total potential and area potential, a company needs to know the actual industry sales taking place in its market. This means identifying competitors and estimating sales.

A) The industry trade association will often collect and publish total industry sales.

1) With this information, a company can evaluate its performance against the whole industry.

B) Another way to estimate sales is to buy reports from a marketing research firm that audits total sales and brand sales.

1) These audits give the company valuable information about its total product-category sales as well as brand sales.

2) It can compare its performance to the total industry or any particular competitor to see whether it is gaining or losing share.

C) Business goods marketers typically have a harder time estimating industry sales and market shares than consumer goods marketers, and will therefore operate with less knowledge of their market share results.

Estimating Future Demand

Very few products or services lend themselves to easy forecasting. In most markets, total demand and company demand are not stable. Good forecasting becomes a key factor in company success. The more unstable the demand, the more critical is forecast accuracy, and the more elaborate is forecasting procedure.

A) Companies generally use a three-stage procedure to prepare a sales forecast.

1) They prepare a macroeconomic forecast.

2) An industry forecast.

3) Company sales forecast.

B) Companies can do forecasts internally or buy forecasts from outside sources.

C) All forecasts are built on one of three information bases:

1) What people say.

2) What people do.

3) What people have done.
Survey of Buyers’ Intentions
Forecasting is the art of anticipating what buyers are likely to do under a given set of conditions. 
Because buyer behavior is so important, buyers should be surveyed.

A) A purchase probability scale asks the buyers intentions within a given time period, like a year.

B) For business, buying firms can carry out buyer-intention surveys regarding capital equipment.

C) A “grassroots” forecasting procedure details estimates broken down by product, territory, customer, and sales rep.

Composite of Sales Force Opinions

Each sales representative estimates how much each current and prospective customer will buy of each of the company’s products

Expert Opinion

Companies can obtain forecasts form experts, including dealers, distributors, suppliers, marketing consultants, and trade associations.

A) Many companies buy economic and industry forecasts from well-known economic-forecasting firms.

B) Occasionally, companies will invite a group of experts to prepare a forecast.

1) Group-discussion method.

2) Pooling of individual estimates.

3) Delphi method.

Past Sales Analysis

Sales forecasts can be developed on the basis of past sales.

A) Time-series analysis consists of breaking down past time series into four components:

1) Trend.

2) Cycle.

3) Seasonal.

4) Erratic and projecting these components into the future.

B) Exponential smoothing consists of projecting the next period’s sales by combining an average of past sales and the most recent sales, giving more weight to the latter.

C) Statistical demand analysis consists of measuring the impact level of each of a set of causal factors on the sales level.

D) Econometric analysis consists of building sets of equations that describe a system, and proceeding to fit the parameters statistically.

Market Test Method

When buyers do not plan their purchases carefully or experts are not available or reliable, a direct-market test is desirable.

A) A direct-market test is especially desirable in forecasting new product sales or established product sales in a new distribution channel or territory.

CHAPTER SUMMARY 

Customers are value-maximizers. They form an expectation of value and act on it. Buyers will buy from the firm that they perceive to offer the highest customer-delivered value, defined as the difference between total customer benefits and total customer cost.

A buyer’s satisfaction is a function of the product’s perceived performance and the buyer’s expectations. Recognizing that high satisfaction leads to high customer loyalty, many companies today are aiming for TCS—total customer satisfaction. For such companies, customer satisfaction is both a goal and a marketing tool.

Losing profitable customers can dramatically affect a firm’s profits. The cost of attracting a new customer is estimated to be five times the cost of keeping a current customer happy. The key to retaining customers is relationship marketing.

Quality is the totality of features and characteristics of a product or service that bear on its ability to satisfy stated or implied needs. Marketers play a key role in achieving high levels of total quality so that firms remain solvent and profitable.

Marketing managers must calculate customer lifetime values of their customer base to understand their profit implications. They must also determine ways to increase the value of the customer base.

Companies are also becoming skilled in Customer Relationship Management (CRM), which focuses on developing programs to attract and retain the right customers and meeting the individual needs of those valued customers. Customer relationship management often requires building a customer database and doing data mining to detect trends, segments, and individual needs.

BUILDING CUSTOMER VALUE, SATISFACTION, AND LOYALTY

Managers who believe the customer is the company’s only true “profit center” consider the traditional organizational chart obsolete. Successful marketing companies invert the chart.  Some companies have been founded with the customer-on-top business model, and customer advocacy has been their strategy – and competitive advantage-all along. 

Customer Perceived Value
A) Customers tend to be value-maximizers.

B) Customers estimate which offer will deliver the most perceived value and act on it.

Determinants of Customer-delivered Value. 

A) Customer perceived value (CPV) is the difference between the prospective customer’s evaluation of all the benefits and all the costs of an offering and the perceived alternatives.
B) Total customer benefit is the perceived monetary value of the bundle of economic, functional, and psychological benefits customers expect from a given market offering. 

C) Total customer cost is the bundle of costs customers expect to incur in evaluating, obtaining, using, and disposing of the given market offering, including monetary, time, energy, and psychic costs. 

D) Customer perceived value is thus based on the difference between what the customer gets and what he or she gives for different possible choices.

Applying Value Concepts 
F) Managers conduct a customer value analysis to reveal the company’s strengths and weaknesses relative to those of competitors.  These steps are: 

1) Identify the major attributes and benefits that customers value. 

2) Assess the quantitative importance of the different attributes and benefits. 

3) Asses the company’s and competitor’s performances on the different customer values against their rated importance.

4) Examine how customers rate the company against major competitors on individual attributes or benefits.

5) Monitor customer values over time. 

 Choices and Implications

In the above example, suppose the customer chooses to buy the Komatsu tractor, there are three possibilities:

A) The buyer might be under orders to buy at the lowest price.

B) The buyer will retire before the company realized that the Komatsu tractor is more expensive to operate.

C) The buyer enjoys a long-term friendship with the Komatsu salesperson.

Customer perceived value is a useful framework that applies to many situations and yields rich insights. Its implications are:

A) First, the seller must assess the total customer value and total customer cost associated with each competitor’s offer. 

B) Second, the seller who is at a customer perceived value disadvantage has two alternatives:

1) To increase total customer value (by strengthening or augmenting the offer’s product, services, personnel, and image benefits).

2) To decrease total customer cost (by reducing price, simplifying the ordering, and delivery process, or absorbing some buyer risk by offering a warranty. 

Delivering High Customer Value    
G) Loyalty is defined as “a deeply held commitment to rebuy or repatronize a preferred product or service in the future despite situational influences and marketing efforts having the potential to cause switching behavior.”

H) The value proposition consists of the whole cluster of benefits the company promises to deliver, it is more than the core positioning of the offering. 

I) The value-delivery system includes all the experiences the customer will have on the way to obtaining and using the offering.                                               
Total Customer Satisfaction

Whether the buyer is satisfied after the purchase depends on the offer’s performance in relation to the buyer’s expectations. 

A) Satisfaction is a person’s feeling of pleasure or disappointment resulting from comparing a product’s perceived performance (or outcome) in relation to his or her expectations.

B) A customer’s decision to be loyal or to defect is the sum or many small encounters with the company.  Many companies now strive to create a “branded customer experience”. 

Monitoring Satisfaction     
A) Many companies are systematically measuring customer satisfaction and the factors shaping it.

B) A company would be wise to measure customer satisfaction regularly because one key to customer retention is customer satisfaction.

Measurement Techniques

A) A number of methods exist to measure customer satisfaction. Periodic surveys can track customer satisfaction directly. 

B) Companies can monitor the customer loss rate and contact customers who have stopped buying and learn why this happened.

C) Companies can hire mystery shoppers to pose a potential buyers and report on strong and weak points experienced in buying the company’s and competitor’s products. 

D) In addition to tracking customer value expectations and satisfaction, companies need to monitor their competitor’s performance in these areas as well.

Influence of Customer Satisfaction 

A) For customer-centered companies, customer satisfaction is both a goal and a marketing tool. 

B) Companies that do achieve high customer satisfaction ratings make sure their target market knows it. 

Customer Complaints

Some companies think they’re getting a sense of customer satisfaction by tallying complaints. 

A) Customers are dissatisfied 25% of the time

B) Only 5% complain

C) 95% will do business again with that company if their complaint is resolved quickly. 
D) Marketers must deal with a negative experience properly. 

Product and Service Quality
Satisfaction will also depend on product and service quality.        

Quality is the totality of features and characteristics of a product or service that bear on its ability to satisfy stated or implied needs.

Impact of Quality

Product and service quality, customer satisfaction, and company profitability are intimately connected. 

Total Quality 

Marketers bear the responsibility for: 

A) Correctly identifying the customers’ need and requirements

B) Communicating customer expectations

C) Filling customers orders on time and complete

D) Ensure that customers receive proper training on the product

E) Stay in touch with the customer after the sales

F) Gather ideas for new products or service improvements

MAXIMIZING CUSTOMER LIFETIME VALUE

Marketing is the art of attracting and keeping profitable customers. 

A) The 80/20 rule states that the top 20 percent of the customers may generate as much as 80 percent of the company’s profits.

Customer Profitability          
A) A profitable customer is a person, household, or company that over time yields a revenue stream that exceeds by an acceptable amount the company’s cost stream of attracting, selling, and servicing that customer.

Customer Profitability Analysis

A) Customer 1 is very profitable.

B) Customer 2 is mixed profitability.

C) Customer 3 is a losing customer.

1) What can the company do about customers 2 and 3?

a. It can raise the price of its less profitable products or eliminate them.

b. It can try to sell them its profit-making products.

c. It can encourage customer 3 to switch to competitors.

Customer profitability analysis (CPA) is best conducted with the tools of an accounting technique called Activity-Based Costing (ABC).

1) Platinum customers (most profitable).

2) Gold customers (profitable).

3) Iron customers (low profitability but desirable).

4) Lead customers (unprofitable and undesirable).

Customer Portfolios

Marketers are recognizing the need to manage customer portfolios, made up of different groups of customers, defined in terms of loyalty, profitability, and other factors. 

Measuring Customer Lifetime Value 

Customer Lifetime Value (CLV) describes the net present value of the stream of future profits expected over the customer’s lifetime purchases. 

A) CLV calculations provide a formal quantitative framework for planning customer investment and helps marketers to adopt a long-term perspective.

CULTIVATING CUSTOMER RELATIONSHIPS

Maximizing customer value means cultivating long-term customer relationships. 

A) Companies are moving to more precision marketing designed to build strong customer relationships.
B) Mass customization is the ability of a company to meet each customer’s requirements—to prepare on a mass basis individually designed products, services, programs, and communications.

Customer Relationship Management (CRM) 

Customer relationship management (CRM) is the process of managing detailed information about individual customers and carefully managing all customer “touch points” to maximize customer loyalty. 

One-To-One Marketing 

A four-step approach to one-to-one marketing

A) Identify your prospect and customers
B) Differentiate customers in terms of their needs and their value to your company
C) Interact with individual customers to improve your knowledge about their individual needs and to build strong relationships.
D) Customize products, service, and messages to each customer.
Increasing Value of the Customer Base

A key driver of shareholder value is the aggregate value of the customer base. Winning companies improve the value of their customer base by excelling at strategies such as:
A) Reducing the rate of customer defection.
B) Increasing the longevity of the customer relationship.
C) Enhancing the growth potential of each customer through “share-of-wallet, cross-selling, and up-selling.”
D) Making low-profit customers more profitable or terminating them.
E) Focusing disproportionate effort on high-value customers.
Attracting, Retaining, and Growing Customers 

A) Companies seeking to expand profits and sales have to spend considerable time and resources searching for new customers.

1) Suspects are people or organizations that might conceivably have an interest in buying but many not have the means or real intention to buy.

2) Prospects—customers with the motivation, ability, and opportunity to make a purchase

3) Customer churn—high customer defection

Reducing Defection:

B) Five main steps a company can take to reduce the defection rate:

(1) The company must define and measure its retention rate.

(2) The company must distinguish the cause of customer attrition and identify those that can be managed better.

(3) The company needs to estimate how much profit it loses when it loses customers.

(4) The company needs to figure out how much it would cost to reduce the defection rate.

(5) Finally, listening to customers.

Retention Dynamics

A) Potentials: everyone who might conceivable have an interest 

B) Prospects

C) First-Time customers

D) Repeat customers

E) Clients

F) Members

G) Advocates

Satisfied customers constitute the company’s customer relationship capital.

A) Delivered customer base

1) Acquiring new customers cost five times more than the costs involved in satisfying and retaining current customers.

2) The average company loses 10 percent of its customers each year.

3) A 5 percent reduction in customer defection rate can increase profits by 25 percent to 85 percent depending on the industry.

4) Customer profit rate tends to increase over the life of the retained customer.

Building Loyalty  

A) Retention-building activities include: 

a) Financial benefits
b) Social benefits
c) Structural ties
Interacting with Customers

Developing Loyalty Benefits

Two customer loyalty programs that companies can offer are frequency programs and club marketing programs. 

A) Frequency programs (FPs)
B) Club membership programs
Personalizing Marketing

Company personnel can create strong bonds with customers by individualizing and personalizing relationships.
A) Turn customers into clients 
Creating Institutional Ties

Providing software, special computer links or hardware to customers to help them manage key functions adds to retaining customers. 
CUSTOMER DATABASES AND DATABASE MARKETING
Marketers must know their customers.  And in order to know the customer, the company must collect information and store it in a database from which to conduct database marketing. 

A) A customer database is an organized collection of comprehensive information about individual customers or prospects that is current, accessible, and actionable, for such marketing purposes as lead generation, lead qualification, sale of a product or service, or maintenance of customer relationships.  
B) Database marketing is the process of building, maintaining, and using customer databases and other databases for the purpose of contacting, transacting, and building customer relationships.

Customer Databases

A) Customer databases are not customer mailing lists.

1) A customer mailing list is simply a set of names, addresses, and telephone numbers.

a.  Ideally, a customer database contains the consumer’s past purchases, demographics, income, family members, psychographics, mediagraphics, and other useful information.

2) A business database would contain business customers’ past purchases, past volumes, prices, and profits, buyer team members’ names, and other useful information.

Data Warehouses and Data mining
A) Savvy companies are capturing information every time a customer comes into contact with any of its departments.

1) These data are collected by the company’s contact center and organized into a data warehouse.
2) Through data mining, marketing statisticians can extract useful information about individuals, trends, and segments from the mass of data.

Using the Database

A) To identify prospects.

B) To decide which customers should receive a particular offer.

C) To deepen customer loyalty.

D) To reactivate customer purchases.

E) To avoid serious customer mistakes.

The Downside of Database Marketing and CRM 

A) Four problems can deter a firm from effectively using CRM.

1) Building and maintaining a customer database requires a large investment in computer hardware, database software, analytical programs, communication links, and skilled personnel.

2) The difficulty of getting everyone in the company to be customer orientated and to use the available information.

3) Not all customers want a relationship with the company.

4) That the assumptions behind CRM may not always hold true—i.e. it might not be the case that it costs less to serve the more loyal customers.

B) Businesses where the CLV is low, who have a high churn and where there is little or no contact between seller and ultimate buyer may not benefit from a CRM. 

1) Four main perils of CRM: 

a.  Implementing CRM before creating a customer strategy.

b.  Rolling out CRM before changing organization to match.

c.  Assuming more CRM technology is better.

d.  Stalking, not wooing customers.


CHAPTER SUMMARY 

Consumer behavior is influenced by three factors: cultural (culture, subculture, and social class); social (reference groups, family, and social roles and statuses); and personal (age, stage in the life cycle, occupation, economic circumstances, lifestyle, personality, and self-concept).  Research into all these factors can provide marketers with clues to reach and serve consumers more effectively.
Four main psychological processes affect consumer behavior: motivation, perception, learning, and memory.

To understand how consumers actually make buying decisions, marketers must identify who makes and has input into the buying decision; people can be initiators, influencers, deciders, buyers, or users. Different marketing campaigns might be targeted to each type of person.

The typical buying process consists of the following sequence of events: problem recognition, information search, evaluation of alternatives, purchase decision, and post purchase behavior. The marketers’ job is to understand the behavior at each stage. The attitudes of others, unanticipated situational factors, and perceived risk may all affect the decision to buy, as will consumers’ levels of post purchase product satisfaction, use, and disposal and actions on the part of the company.

Consumers are constructive decision-makers and subject to many contextual influences.  Consumers often exhibit low involvement in their decisions, using many heuristics as a result.
WHAT INFLUENCES CONSUMER BEHAVIOR?

A consumer’s buying behavior is influenced by cultural, social, and personal factors. Cultural factors exert the broadest and deepest influence. 

Cultural Factors
Culture is the fundamental determinant of persons’ wants and behaviors. 

Each culture consists of smaller subcultures that provide more specific identification and socialization for their members. 

A) Subcultures include nationalities, religions, racial groups, and geographic regions.

B) Multicultural marketing grew out of careful marketing research that revealed that different ethic and demographic niches did not always respond favorable to mass-market advertising.

C) Virtually all human societies exhibit social stratification. Social stratification sometimes takes the form of a caste system where members of different castes are reared for certain roles and cannot change their caste membership.

D) More frequently, it takes the form of social classes, relatively homogeneous and enduring divisions in a society that are hierarchically ordered and whose members share similar values, interests, and behavior.

E) One class depiction of social classes in the United States defined seven ascending levels:

1) Lower lowers
2) Upper lowers
3) Working class
4) Middle class
5) Upper middles
6) Lower uppers
7) Upper uppers
F)
Social classes have several characteristics:

1) Those within a class tend to behave more alike than persons from two different social classes
2) Persons are perceived as occupying inferior or superior positions according to social class.

3) Social class is indicated by a cluster of variables (occupation, income, etc.) rather than by any single variable.

4) Individuals can move up or down the social-class ladder. 

G) Social classes show distinct product and brand preferences in many areas.

H) Social classes differ in media preferences.

I) There are language differences among the social classes.

Social Factors     

In addition to cultural factors, a consumer’s behavior is influenced by such social factors as reference groups, family, and social roles and statuses.   
G) A person’s reference groups consists of all the groups that have a direct (face-to-face) or indirect influence on his/her attitudes or behavior. 

1) Groups having a direct influence on a person are called membership groups.

7.) Some memberships groups are primary groups such as family, friends, neighbors, and co-workers with whom the person interacts fairly continuously and informally.

8.) Some membership groups are secondary groups such as religious, professional groups that tend to be more formal.

2) Reference groups expose an individual to new behaviors and lifestyles, influencing attitudes and self-concept.

3) They create pressures for conformity that may affect actual product and brand choices.

4) People are also influenced by groups to which they do not belong:

7.) Aspiration groups are those a person hopes to join.

8.) Dissociative groups are those whose values or behavior an individual rejects. The buyer evaluates these elements together with the monetary cost to form a total customer cost.

C) Manufacturers of products and brands where group influence is strong must determine   how to reach and influence opinion leaders in these reference groups. 
D) An opinion leader is the person in informal, product-related communications who offers advice or information about a specific product or product category. 
E) Marketers try to reach opinion leaders by identifying demographic and psychographic characteristics associated with opinion leadership, identifying the media read by opinion leaders, and directing messages at opinion leaders.
Family

The family is the most important consumer-buying organization in society, and family members constitute the most influential primary reference group. 

C) We can distinguish between two families in the buyer’s life.

1) The family of orientation consists of parents and siblings. 

2) A more direct influence on everyday buying behavior is the family of procreation –namely, one’s spouse and children.

D) The makeup of the American family has changed dramatically. 

E) Marketers are interested in the roles and relative influence of family members in the purchase of a large variety of products and services.

F) With expensive products and services, the vast majority of husbands and wives engage in more joint decision-making.

G) Men and women may respond differently to marketing messages. 

H) Another shift in buying patterns is an increase in the amount of dollars spent and the direct and indirect influence wielded by children and teens.

Roles and Statuses
B) A person participates in many groups and a person’s position in each group can be defined in terms of role and status. 

C) Each role carries a status.
D) Marketers must be aware of the status symbol potential of products and brands.

Personal Factors

A buyer’s decisions are also influenced by personal characteristics. These include the buyer’s age and stage in the life cycle; occupation and economic circumstances; personality and self-concept; and lifestyle and values. 
Age and Stage in the Life Cycle

People buy different goods and services over a lifetime. Adults experience certain “passages” or “transformations” as they go through life. 
3 Critical life events or transitions give rise to new needs.

Occupation and Economic Circumstances
Occupation influences consumption patterns and economic circumstances influence product.  Product choice is greatly affected by economic circumstances including: 
C) Spendable income (level, stability, and time pattern)
D) Savings and assets
E) Debts
F) Borrowing power
G) Attitudes toward spending and saving
Personality and Self-Concept
Each person has personality characteristics that influence his or her buying behavior. 

Personality: A set of distinguishing human psychological traits that leads to relatively consistent and enduring responses to environmental stimuli. 

A) The idea is that brands have personalities and consumers are likely to choose brands whose personalities match their own.    

B) We define brand personality as the specific mix of human traits that may be attributed to a particular brand. Jennifer Aaker identified the following five traits:

1) Sincerity (down-to-earth)
2) Excitement (daring)
3) Competence (reliable)
4) Sophistication (upper-class)
5) Ruggedness (outdoorsy)
C) Consumers also choose and use brand that have a brand personality consistent with their own actual self-concept (how one views themselves).

D) Although in some cases, the match may be based on the consumer’s ideal self-concept (how we would like to view ourselves). 

E) Others self-concept (how we think others see us).

Lifestyles and Value
A) People from the same subculture, social class, and occupation may lead quite different lifestyles. A lifestyle is a person’s pattern of living in the world as expressed in activities, interests, and opinions. Lifestyle portrays the “whole person” interacting with his or her environment.
B) Marketers search for relationships between their products and lifestyle groups.
C) Lifestyle is a person’s pattern of living in the world as expressed in activities, interests, and opinions.  

D) LOHAS is an acronym standing for: Lifestyles of health and sustainability 

E) Lifestyles are shaped partly by whether consumers are money-constrained or time-constrained.

F) Consumers who experience time famine are pront to multitasking, doing two or more things at the same time. 
KEY PSYCHOLOGICAL PROCESSES   

The starting point for understanding consumer behavior is the stimulus-response model.

B) The marketer’s task is to understand what happens in the consumer’s consciousness between the arrival of the outside marketing stimuli and the ultimate purchase decisions.

Motivation: Freud, Maslow, Herzberg 
A person has many needs at any given time. Some needs are:

B) Biogenic (arise from physiological states of tension such as hunger).

C) Others are psychogenic and arise from a need for recognition, esteem, or belonging.

D) A motive is a need that is sufficiently pressing to drive the person to act.

Freud’s Theory       
Sigmund Freud assumed that the psychological forces shaping people’s behavior are largely unconscious, and that a person cannot fully understand his or her own motivations. 

D)  A technique called laddering can be used to trace a person’s motivations from the stated instrumental ones to the more terminal ones.

E)  Motivation researchers often collect “in-depth interviews” to uncover deeper motives triggered by a product.

1) Projective techniques such as word association, sentence completion, and role-playing are used. Customer 2 is mixed profitability.

Maslow’s Theory     
Abraham Maslow sought to explain why people are driven by particular needs at particular times.   
A) Maslow’s answer is that human needs are arranged in a hierarchy, from the most pressing to the least pressing.
B) In order of importance, they are:                     
1) Physiological needs                                  
2) Safety needs
3) Social needs
4) Esteem needs
5) Self-actualization needs
Herzberg’s Theory       

Frederick Herzberg developed a two-factor theory that distinguishes dissatisfiers (factors that cause dissatisfaction) from satisfiers (factors that cause satisfaction). The absence of dissatisfiers is not enough; satisfiers must be present to motivate a purchase. 

A) Herzberg’s theory has two implications:

(1) Sellers should do their best to avoid dissatisfiers.

(2) Sellers should identify the major satisfiers or motivators of purchase in the market and supply them. These satisfiers will make the major difference as to which brand the customer buys. 

Perception   

How the motivated person actually acts is influenced by his or her view or perception of the situation. 


A) Perception is the process by which an individual selects, organizes, and interprets information inputs to create a meaningful picture of the world. 
B) Perception depends not only on the physical stimuli, but also on the stimuli’s relation to the surrounding field and on conditions within the individual.
C) The key point is that perceptions vary widely among individuals exposed to the same reality.               
In marketing, perceptions are more important than the reality, as it is perceptions will affect consumers’ actual behavior. 
Selective Attention   

It has been estimated that a person is exposed to over 1,500 ads or brand communi​cations a day. Because a person cannot possibly attend to all of these, most stimuli will be screened out—a process called selective attention. 

A) Selective attention means that marketers have to work hard to attract consumers’ notice. 
(1) People are more likely to notice stimuli that relates to a current need.
(2) People are more likely to notice stimuli that they anticipate.
(3) People are more likely to notice stimuli whose deviations are large in relation to the normal size of the stimuli.
Selective Distortion 

Selective distortion is the tendency to interpret information in a way that will fit our preconceptions. Consumers will often distort information to be consistent with prior brands and product beliefs. 

E) Examples of branded differences can be found with virtually every type of product. 
1) Selective distortion can work to the advantage of marketers with strong brands when consumers distort neutral or ambiguous brand information to make it more positive. 
Selective Retention 

A) People will fail to register much information to which they are exposed in memory, but will tend to retain information that supports their attitudes and beliefs.

B) Because of selective retention, we are likely to remember good points about a product we like and forget good points about competing products.

Subliminal Perception 

A) The selective perception mechanisms require active engagement and thought by consumers. 

B) The topic of subliminal perception, the argument that marketers embed covert, subliminal messages in ads or packages and consumers are not consciously aware of these messages, but yet they affect their behavior 
C) No evidence supports this notion that marketers can systematically control consumers at the unconscious level. 

Learning          

Learning induces changes in our behavior arising from experience. 
C) A drive is a strong internal stimulus impelling action

D) Cues are minor stimuli that determine when, where, and how a person responds

E) Discrimination means that the person has learned to recognize differences in sets of similar stimuli and can adjust responses accordingly.

F) Hedonic bias says people have a general tendency to attribute success to themselves and failure to external causes. 
Memory           

All information and experiences individuals encounter as they go through life can end up in their long-term memory. 
A) Cognitive psychologists distinguish between short-term memory (STM)—a temporary repository of information.

B) Long-term memory (LTM)—a more permanent repository
C) The associative network memory model views LTM as consisting of a set of nodes and links:

1) Nodes are stored information
2) Collected by links that vary in strength
D) Consumer brand knowledge in memory can be conceptualized as consisting of a brand node in memory with a variety of linked associations.
E) Brand associations consist of all brand-related thoughts, feelings, perceptions, images, experiences, beliefs, and attitudes, linked to the brand node.
F) Marketers can be seen as making sure that consumers have the right types of product and service experiences such that the right brand knowledge structures are created and maintained in memory.
Memory Processes
Memory is a very constructive process, because we don’t remember information and events completely and accurately.  Often we remember bits and pieces and fill in the rest. encoding refers to how and where information gets into memory. 
A) Memory encoding describes how and where information gets into memory. 

B) In general, the more attention placed on the meaning of information during encoding, the stronger the resulting associations in memory will be.
C) Another key determinant of the strength of a newly formed association will be the content, organization, and strength of existing brand associations in memory.
D) One reason why personal experiences create such strong brand associations is that information about the product is likely to be related to existing knowledge.
E) Repeated exposures to information provide greater opportunity for processing and thus 
Memory Retrieval

Memory retrieval refers to how information gets out of memory. Successful recall of brand information by consumers does not depend only on the initial strength of that information in memory. Three factors are particularly important:
A) The presence of other pertinent information in memory can produce interference effects.

B) The time exposure to information at encoding affects the strength of a new association—the longer the time delay, the weaker the association.

C) Information may be “available” in memory (potentially recallable) but may not be “accessible” (unable to be recalled) without the proper retrieval cues or reminders.

THE BUYING DECISION PROCESS: THE FIVE-STAGE MODEL

These basic psychological processes play an important role in understanding how consumers actually make their buying decisions. Marketers must understand every facet of consumer behavior. Marketing scholars have developed a “stage model” of the buying-decision process. 

The consumer passes through five stages: 

A) Problem recognition

B) Information search

C) Evaluation of alternatives

D) Purchase decision

F) Post purchase behavior 

Problem Recognition

A) The buying process starts when the buyer recognizes a problem or need.
B) The need can be triggered by internal or external stimuli.
C) Marketers need to identify the circumstances that trigger a particular need so that they can develop marketing strategies that trigger consumer interest.
Information Search
A) An aroused consumer will be inclined to search for more information. We can distinguish between two types of arousal. 

B) The milder state is called heightened attention where a person simply becomes more receptive to information about a product. 

C) The second level is active information search where a person looks for reading material, going online, etc. to learn about the product.

Information Sources

1) Personal (family, friends)

2) Commercial (advertising, Web sites, salespeople)
3) Public (mass media, consumer organizations)
4) Experiential (handling, examining, using the product)
D) Generally speaking the consumer receives the most information about a product from commercial sources.

E) The most effective information often comes from personal sources or public sources that are independent authorities.

Search Dynamics 

A) Total set

B) Awareness set

C) Consideration set

H) Market partitioning 
Evaluation of Alternatives

No single process is used by all consumers or by one consumer in all buying situations. The most current models see the process as cognitively orientated.

A) First, the consumer is trying to satisfy a need.

B) Second, the consumer is looking for certain benefits from the product solution.

C) Third, the consumer sees each product as a bundle of attributes with varying abilities for delivering the benefits sought to satisfy this need.

Beliefs and Attitudes

Evaluations often reflect beliefs and attitudes. Through experience and learning, people acquire beliefs and attitudes. These in turn influence buying behavior. 

A)  Belief —a descriptive thought that a person holds about something. 

B) Attitude—a person’s enduring favorable or unfavorable evaluation, emotional feeling, and action tendencies toward some object or idea.

C) Attitudes put people into a frame of mind.

D) Attitudes lead people to behave in a fairly consistent way toward similar objects.

E) Attitudes can be very difficult to change.

Expectancy-Value Model

The expectancy-value model of attitude formation posits that consumers evaluate products and services by combining their brand beliefs—the positives and negatives— according to importance. 

A) Most consumers consider several attributes in their purchase decisions. 

Purchase Decisions

In the evaluation stage, the consumer forms preferences among the brands in the choice set. The consumer may also form an intention to buy the most preferred brand. In executing a purchase intention, the consumer may make up to five sub-decisions:

A) Brand
B) Dealer
C) Quantity
D) Timing
E) Payment-method
Purchase Decision

In executing a purchase intention, the consumer may make up to five sub decisions: 

A) Brand (brand A)

B) Dealer (dealer 2)

C) Quantity (one)

D) Timing (weekend)

F) Payment method (credit card)

Non-Compensatory Models of Consumer Choice
Consumers may not always want to invest so much time and energy to evaluate brands. They often take “mental shortcuts” that involve various simplifying choice heuristics. 

With non-compensatory models of consumer choice, positive and negative attribute considerations do not necessarily net out. 

A) With conjunctive heuristic method, the consumer sets a minimum acceptable cutoff level for each attribute and chooses the first alternative that meets this minimum.

B) With the lexicographic heuristic method, the consumer chooses the best brand on the basis of its perceived most important attribute.

C) With the elimination-by-aspects heuristic method, the consumer compares brands on an attribute selected and brands not meeting this attribute are eliminated. 

D) Consumers do not adopt only one type of choice rule and may combine two or more decision rules.

Intervening Factors

 Even if consumers form brand evaluations, two general factors can intervene between the purchase intention and the purchase decision.

A) The first factor is the attitudes of others. The extent to which another person’s attitude reduces the preference for an alternative depends on two things:

1) The intensity of the other person’s negative attitude toward the consumer’s preferred alternative.

2) The consumer’s motivation to comply with the other person’s wishes

B) The second factor is unanticipated situational factors that may erupt to change the purchase intention. 

C) A consumer’s decision to modify, postpone, or avoid a purchase decision is heavily influenced by perceived risk. There are many types of risks that consumers may perceive in buying and consuming a product:

1) Functional risk
2) Physical risk
3) Financial risk
4) Social risk
5) Psychological risk
6) Time risk
D) Marketers must understand the factors that provoke a feeling of risk in consumers and provide information and support to reduce perceived risk.

Post-Purchase Behavior 

After the purchase, the consumer might experience dissonance about their purchase and be alert to information that supports their decision. Marketing communications should supply beliefs and evaluations that reinforce the consumer’s choice and help him or her feel good about the brand. 

A) Marketers must monitor post-purchase satisfaction, post-purchase actions, and post-purchase uses.

Post-Purchase Satisfaction

Satisfaction is a function of the closeness between expectations and the product’s perceived performance.

A) If the performance falls short of expectations the consumer is disappointed.

B) If the performance meets expectations the consumer is satisfied.

C) If the performance exceeds expectations the consumer is delighted.

D) Consumer form their expectations on the basis of messages received from sellers, friends, and other information sources.

E) The importance of post-purchase satisfaction suggests that a product claim must truthfully represent the product’s likely performance.

Post-Purchase Actions

Satisfaction or dissatisfaction with the product will influence subsequent behavior. A dissatisfied consumer may abandon or return the product. 

Post-Purchase Use and Disposal 

Marketers should also monitor how buyers use and dispose of the product. A key driver of sales frequency is product consumption rate. 

A) One potential opportunity to increase frequency of product use is when consumers’ perceptions of their usage differ from reality.

B) Marketers must also need to know how the consumer disposes of the product once it is used. 
OTHER THEORIES OF CONSUMER DECISION-MAKING 
Level of Consumer Involvement

A) Consumer involvement can be defined in terms of the level of engagement and active processing undertaken by the consumer in responding to a marketing stimulus.

Elaboration Likelihood Model 

A) Describes how consumers make evaluations in both low and high involvement circumstances.

1) Central route.

2)  Peripheral route.

3)  Consumers follow the central route only if they possess sufficient motivation, ability, and opportunity. If any of these are lacking then the consumers tend to follow the peripheral route. 

Low Involvement Marketing Strategies
Many products are bought under conditions of low involvement and the absence of significant brand differences. Marketers use four techniques to try to convert a low-involvement product into one of higher involvement.

A) They can link the product to some involving issue.

B) They can link the product to some involving personal situation.

C) They might design advertising to trigger strong emotions related to personal values or ego defenses.

D) They might add important features.

Variety-Seeking Buying Behavior

Some buying situations are characterized by low involvement but significant brand differences. Brand switching occurs for the sake of variety rather than dissatisfaction. 

Decision Heuristics and Biases

Heuristics come into play when consumers forecast the likelihood of future outcomes or events. 

A) Availability heuristic
B) Representativeness heuristic
C) Anchoring and adjustment heuristic
Behavioral decision theorists have identified many different heuristics and biases in everyday consumer decision making.

A) The availability heuristic

B) The representative heuristic

C) The anchoring and adjustment heuristic 

Mental Accounting

Mental accounting refers to the manner by which consumers code, categorize, and evaluate financial outcomes of choices. According to Richard Thaler, mental accounting is based on a set of key core principles:

A) Consumers tend to segregate gains.
B) Consumers tend to integrate losses.
C) Consumers tend to integrate smaller losses with larger gains.
D) Consumers tend to segregate small gains from large losses.
Prospect theory maintains that consumers frame decision alternatives in terms of gains and losses according to a value function. 

A) Consumers are generally loss averse.

Profiling the Customer Buying Decision Process

How marketers can learn about the stages in the buying process for their products?

A) Introspective method
B) Retrospective method
C) Prospective method
D) Prescriptive method
Trying to understand the customer’s behavior in connection with a product has been called mapping the customer’s 

A) Consumption system or 

B) Customer activity cycle or

C) Customer scenario 

CHAPTER SUMMARY 

Target marketing includes three activities: market segmentation, market targeting, and market positioning.

We can target markets at four levels: segments, niches, local areas, and individuals. Market segments are large, identifiable groups within a market. A niche is a more narrowly defined group. Globalization and the Internet have made niche marketing more feasible to many. Marketers appeal to local markets through grassroots marketing for trading areas, neighborhoods, and even individual stores. 

More companies now practice individual and mass customization. The future is likely to see more self-marketing, a form of marketing in which individual consumers take the initiative in designing products and brands.

There are two bases for segmenting consumer markets: consumer characteristics and consumer responses. The major segmentation variables for consumer markets are geographic, demographic, psychographic, and behavioral. Marketers use them singly or in combination.
Business marketers use all these variables along with operating variables, purchasing approaches, and situational factors.

To be useful, market segments must be measurable, substantial, accessible, differentiable, and actionable.

A firm has to evaluate the various segments and decide how many and which ones to target: a single segment, several segments, a specific product, a specific market, or the full market. If it serves the full market, it must choose between differentiated and undifferentiated marketing. Firms must also monitor segment relationships, and seek economies of scope and the potential for marketing to super segments. 

Marketers must develop segment-by-segment invasion plans and choose target markets in a socially responsible manner at all times.

Levels of Market Segmentation
The starting point for discussing segmentation is mass marketing. In mass marketing, the seller engages in the mass production, mass distribution, and mass promotion of one product for all buyers.

A) The argument for mass marketing is that it creates the largest potential market, which leads, to the lowest costs that in turn can lead to lower prices or higher margins.

Segment Marketing

A market segment consists of a group of customers who share a similar set of needs and wants.

A) The marketer does not create the segments.

B) The marketer’s task is to identify the segments and decide which one(s) to target. 

C) A flexible market offering consists of two parts:

1) A naked solution containing the product and service elements that all segment member’s value

2) Discretionary options that some segment member’s value.

D) 
Market segments can be defined in many different ways:

a. One way to carve up a market is to identify preference segments

b. Homogeneous preferences

c. Diffused preferences

d. Clustered preferences

Niche Marketing

A niche is a more narrowly defined customer group seeking a distinctive mix of benefits.
Marketers usually identify niches by dividing a segment into sub-segments.

A) Niche marketers presumably understand their customers’ needs so well that the customers willingly pay a premium. 

B) Globalization has facilitated niche marketing.

C) The low cost of setting up shop on the Internet has led to many small business start-ups aimed at niches. 

Local Marketing 

Target marketing is leading to marketing programs tailored to the needs and wants of local customer groups. 

A) Local marketing reflects a growing trend called grassroots marketing.
Individual Marketing 

The ultimate level of segmentation leads to “segments of one”, “customized marketing”, or “one-to-one marketing”
A) Today customers are taking more individual initiative in determining what and how to buy. 

B) Wind and Rangaswamy see the Choice board as a movement toward “customerizing” the firm. Customerization combines operationally driven mass customization with customized marketing in a way that empowers consumers to design the product and service offering of their choice. 

A) Each business unit will have to decide whether it would gain more by designing its business system to create offering for segments or for individuals. 

B) Customization is certainly not for every company. 

BASES FOR SEGMENTING CONSUMER MARKETS

Two broad groups of variables are used to segment consumer markets. 
A)
Descriptive characteristics: geographic, demographics, and psycho-graphic.

B) Behavioral considerations: such as consumer responses to benefits, use occasions, or brands

Regardless of which type of segmentation scheme is employed, the key is that the marketing program can be profitably adjusted to recognize customer differences.

Geographic Segmentation

Geographic segmentation calls for dividing the market into different geographical units. 

A) More and more, regional marketing means marketing right down to a specific zip code. 
B) Claritas, Inc. has developed a geoclustering approach called PRIZM that classifies neighborhoods into distinct groups and lifestyle segments called PRIZM Clusters. Here are four examples of PRIZM clusters:

1. Young Digerati

2. Beltway Boomers

3. The Cosmopolitans

4. Old Milltowns

C) Marketers can use PRIZM to answer a variety of questions.

Demographic Segmentation

In demographic segmentation, the market is divided into groups on the basis of variables such as age, family size, family life cycle, gender, income, occupation, education, religion, race, generation, nationality, and social class. 

A) A) Consumer needs, wants, usage rates, and product and brand preferences are often associated with demographic variables.
B) Demographic variables are easy to measure.

Age and Life-Cycle Stage
A) Consumer wants and abilities change with age.

Life Stage          
A) Persons in the same part of the life cycle may differ in their life stage. Life stage  defines a person’s major concern. These life stages present opportunities for marketers who can help people cope with their major concerns.

Gender
A) Men and women tend to have different attitudinal and behavioral orientations, based partly on genetic makeup and partly on socialization.

B) Some traditionally more male-orientated markets, are beginning to recognize gender segmentation, changing how they design and sell their products.

Income
A) Income segmentation is a long-standing practice in product and service categories.

B) However, income does not always predict the best customers for a given product. 

C) Increasingly, companies are finding that their markets are “hourglass-shaped” as middle-market Americans migrate toward more premium products.

Generation
A) Each generation is profoundly influenced by the times in which it grows up. 

B) Demographers call these groups cohorts.

1) They share similar outlooks and values.

2) Marketers often advertise to a cohort group by using icons and images prominent in their experiences.
C) Generational cohorts also influence each other.
D) Marketers often advertise to a cohort by using the icons and images prominent in its experiences. 
Social Class
A) Social class has a strong influence on preferences for consumers.

B) Many companies design products and services for specific social classes. 

Psychographic Segmentation
A) Psychographics is the science of using psychology and demographics to better understand consumers. 
B) In psychographic segmentation, buyers are divided into different groups on the basis of lifestyle or personality or values. 

C) One of the most popular commercially available classification systems is SRI Consulting Business Intelligence’s VALS framework.

1)
The major tendencies of the four groups with high resources are:

a. Innovators

b. Thinkers

c. Achievers

d. Experiencers

2)  The major tendencies of the four groups with lower resources are:

a. Believers

b. Strivers

c. Makers 

d. Survivors
Behavioral Segmentation 

Many marketers believe behavioral variables are the best starting points for constructing market segments:

A) Occasions: can be defined in terms of the time of day, week, month, year, or other well-defined temporal aspects of a consumer’s life. 
B) Benefits: Not everyone who buys a product wants the same benefits from it. 
C) User Status: Every product has its nonusers, ex-users, potential users, first-time users, and regular users. 
D) Usage rate: Light, medium, and heavy product users. 
E) Buyer-Readiness stage: unaware, aware, informed, interested, desire, and intend to buy. 
F) Loyalty status: 
1) Hard-core loyals 

2) Split loyals

3) Shifting loyals

4) Switchers

G) The five attitudes about products are: enthusiastic, positive, indifferent, negative, and hostile
The Conversion Model  

The Conversion Model has been developed to measure the strength of the psychological commitment between brands, consumers, and their openness to change. 

A)
The model segments users of a brand into four groups based on strength of commitment from high to low:

1) Convertible

2) Shallow

3) Average

4) Entrenched

B)
The model also classifies non-users of a brand into four groups based on their “balance of disposition” and openness to trying the brand, from low to high:

1) Strongly unavailable

2) Weakly unavailable

3) Ambivalent

4) Available

BASIS FOR SEGMENTING BUSINESS MARKETS

Business markets can be segmented with some of the variables used in consumer market segmentation but business marketers also use other variables. Within a given target market industry and customer size, a company can segment further by purchase criteria. Business marketers generally identify segments through a sequential process. 

MARKET TARGETING 

Once a firm has identified its market-segment opportunities, it must decide how many and which ones to target. 

This has lead some researchers to advocate a needs-based market segmentation approach. 

Effective Segmentation Criteria

To be useful, market segments must rate favorable on five key criteria:

A) Measurable

B) Substantial

C) Accessible

D) Differentiable

E) Actionable

Evaluating and Selecting the Market Segments

In evaluating different market segments, the firm must look at two factors: The segment’s overall attractiveness and the company’s objectives and resources. 

A)
Single-segment concentration 
1) Through concentrated marketing, the firm gains a strong knowledge of the segment’s needs and achieves a strong market presence.

2) However, there are risks, a market segment can turn sour, or a competitor may invade the segment.

3) For these reasons, many companies prefer to operate in more than one segment.

4) Companies can try to operate in super-segments rather than in isolated segments.

a.
A super-segment is a set of segments sharing some exploitable similarity.

B)
Selective specialization

1) The firm selects a number of segments, each objectively attractive and appropriate.

2) This multi-segment strategy has the advantage of diversifying the firm’s risk.

C)
Product specialization

1)
The firm makes a certain product that it sells to several different market segments.

D)
Market Specialization

1)
The firm concentrates on serving many needs of a particular customer group.

E) Full market coverage

1) The firm attempts to serve all customer groups with all the products they might need.

2) In undifferentiated marketing, the firm ignores segment differences and goes after the whole market with one offer.

3) In differentiated marketing, the firm operates in several market segments and designs different products for each segment.

F) Differentiated Marketing Costs 
Differentiated marketing typically creates more total sales than undifferentiated marketing but also increases the cost of doing business. 

Additional Considerations

Three other considerations must be taken into account in evaluating and selecting segments: segment-by-segment invasion plans, updating segmentation schemes, and ethical choice of market targets. 
A) Segment-by-segment invasion plans

1) A company would be wise to enter one segment at a time.

2) A company’s invasion plans can be thwarted when it confronts blocked markets.

3) The problem of entering blocked markets calls for a mega marketing approach. 

4) Mega marketing is the strategic coordination of economic, psychological, political, and public-relations skills, to gain the cooperation of a number of parties in order to enter or operate in a given market.

5) Once in, a multinational must be on its best behavior. This calls for well-thought-out civic positioning.

Ethical Choice of Market Targets

Market targeting generates public controversy. The public is concerned when marketers take unfair advantage of vulnerable groups or promote potentially harmful products. 

CHAPTER SUMMARY 

A brand is a name, term, sign, symbol, or design, or some combination of these elements, intended to identify the goods and services of one seller or group of sellers and to differentiate them from those of competitors. The different components of a brand—brand names, logos, symbols, package designs, and so on—are brand elements.
Brands offer a number of benefits to customers and firms. Brands are valuable intangible assets that need to be managed carefully. The key to branding is that consumers perceive differences among brands in a product category.

Brand equity should be defined in terms of marketing effects uniquely attributable to a brand. That is, brand equity relates to the fact that different outcomes result in the marketing of a product or service because of its brand, as compared to the results if that same product or service was not identified by that brand.

Building brand equity depends on three main factors: (1) The initial choices for the brand elements or identities making up the brand; (2) the way the brand is integrated into the supporting marketing program; and (3) the associations indirectly transferred to the brand by linking the brand to some other entity (e.g., the company, country of origin, channel of distribution, or another brand).

Brand equity needs to be measured in order to be managed well. Brand audits measure “where the brand has been,” and tracking studies measure “where the brand is now” and whether marketing programs are having the intended effects.

A branding strategy for a firm identifies which brand elements a firm chooses to apply across the various products it sells. In a brand extension, a firm uses an established brand name to introduce a new product. Potential extensions must be judged by how effectively they leverage existing brand equity to a new product, as well as how effectively the extension, in turn, contributes to the equity of the existing parent brand.

Brands can play a number of different roles within the brand portfolio. Brands may expand coverage, provide protection, extend an image, or fulfill a variety of other roles for the firm. Each brand name product must have a well-defined positioning. In that way, brands can maximize coverage and minimize overlap and thus optimize the portfolio.

Customer equity is a complimentary concept to brand equity that reflects the sum of lifetime values of all customers for a brand.
1) WHAT IS BRAND EQUITY?        

The American Marketing Association defines a brand as “a name, term, sign, symbol, or design, or a combination of them, intended to identify the goods or services of one seller or group of sellers and to differentiate them from those of competitors.” 

B) A brand is thus a product or service that adds dimensions that differentiate it in some way from other products or services designed to satisfy the same need.       

C) These differences may be functional, rational, or tangible-related to the product performance of the brand.

D) They may also be more symbolic, emotional, or intangible-related to what the brand represents.

The Role of Brands

Brands identify the source or maker of a product and allow consumers to assign responsibility to a particular manufacturer or distributor. 

A) Consumers learn about brands through experiences with the product and its marketing program.

B) Brands perform valuable functions for the firm. 

C) Brands can signal a certain level of quality so that satisfied buyers can easily choose the product again.

D) Brand loyalty provides predictability and security of demand for the firm and creates barriers to entry for other firms.

E) Branding can be seen as a powerful means to secure a competitive advantage 

F) To firms, brands thus represent enormously valuable pieces of legal property that can influence consumer behavior, be bought and sold, and provide the security of sustained future revenues to their owner.

The Scope Of Branding

How then do you “brand” a product? A brand is a perceptual entity that is rooted in reality but reflects the perceptions and perhaps even the idiosyncrasies of consumers.

A) Branding is endowing products and services with the power of a brand. 

B) Branding is all about creating differences between products. 
C) To brand a product, it is necessary to teach consumers “who” the product is, “what” the product does, and “why” consumers should care.

D) Branding involves creating mental structures and helping consumers organize their knowledge about products and services in a way that clarifies their decision-making and provides value to the firm.

E) For branding strategies to be successful and brand value to be created, consumers must be convinced that there are meaningful differences among brands in the product or service category.

F) The key to branding is that consumer must not think that all brands in the category are the same.

G) Brand differences often are related to attributes or benefits of the product itself.

H) Branding can be applied virtually anywhere a consumer has a choice.

Defining Brand Equity

Brand equity is the added value endowed to products and services. 
A) It may be reflected in how consumers, think, feel, and act with respect to the brand as well as the prices, market share, and profitability that the brand commands for the firm.

B) Brand equity is an important intangible asset to the firm that has psychological and financial value.

C) Marketers and researchers use various perspectives to study brand equity. 

D) Customer-based brand equity can be defined as the differential effect that brand knowledge has on consumer response to the marketing of that brand.

E) A brand is said to have positive customer-based brand equity when consumers. react more favorable to a product and the way it is marketed when the brand is identified as compared to when it is not.  

F) A brand is said to have negative customer-based equity if consumers react less favorable to marketing activity for the brand under the same circumstances. 

G) Brand knowledge consists of all thoughts, feelings, images, experiences, beliefs, and so on that become associated with the brand.

H) The challenge for marketers is building a strong brand is in ensuring that customers have the right type of experiences with products and services and that their marketing programs create the desired brand knowledge structures for the brand.
I) 
Customer knowledge is what drives the differences that manifest themselves in brand equity.

Brand Equity as a Bridge

From the perspective of brand equity, all the marketing dollars spent each year on products and services should be thought of as investments in consumer brand knowledge. The quality of the investment in brand building is the critical factor, not necessarily the quantity, beyond some minimal threshold amount. 

A) It is actually possible to “overspend” on brand building if money is not spent wisely.  
B) A brand is essentially a marketer’s promise to deliver predictable product or service performance. A brand promise is the marketer’s vision of what the brand must be and do for consumers. 
C) Understanding consumer brand knowledge is thus of paramount importance because it is the foundation of brand equity. 
D) To build iconic, leadership brands, marketers must assemble cultural knowledge, strategize according to cultural branding principles, and hire and train cultural experts. 
Brand Equity Models    

A) Brand Asset Valuator.  

1) Advertising agency Young and Rubicam (Y&R) developed a model of brand equity called Brand Asset Valuator (BAV). 

2) The four key components of brand equity according to BAV are:

3) Differentiation

4) Relevance

5) Esteem

6) Knowledge

7) Differentiation and relevance combine to determine brand strength.

8) Esteem and knowledge combine to create brand structure.

9) Brand strength and brand structure can be combined to form a Power Grid that depicts the stages in the cycle of brand development in successive quadrants. 

B) Brandz
Marketing research consultants Brown and WPP have developed the BRANDZ model of brand strength, at the heart of which is the Brand Dynamics pyramid. According to this model, brand building involves a sequential series of steps, where each step is contingent upon successfully accomplishing the previous step. Research has shown that bonded consumers, build stronger relationships with the brand, and spend more of their category expenditures on the brand than those at lower levels of the pyramid. 

C) Aaker Model
Former UC-Berkeley marketing professor David Aaker views brand equity as a set of five categories of brand assets and liabilities linked to a brand that add to or subtract from the value provided by a product or service to a firm and/or to that firm’s customers. These categories of brand assets are:

1) Brand loyalty
2) Brand awareness

3) Perceived quality

4) Brand associations

5) Other proprietary assets such a patents, trademarks, and channel relationships. 

 According to Aaker, a particularly important concept is brand identity, the unique set of brand associations that represent what the brand stands for and promises to customers.  Aaker sees brand identity as consisting of twelve dimensions organized around four perspectives:

1) Brand-as-product (product scope and attributes, quality/value, use, users, country of origin)

2) Brand-as-organization (organizational attributes, local versus global)

3) Brand-as-person (brand personality, brand-customer relationships)

4) Brand-as-symbol (visual imagery/metaphors and brand heritage)

5) Aaker also conceptualizes brand identity as including a core and an extended identity.

6) Core identity—the central, timeless essence of the brand

7) Extended identity—includes various brand identity elements, organized into cohesive and meaningful groups. 

D) Brand Resonance
1) The brand resonance model views brand building as an ascending, sequential series of steps, from bottom to top.


2) Enduring identification of the brand with customers and an association of the brand in customers’ minds with a specific product class or customer need.

3) Firmly establishing the totality of brand meaning in the minds of customers by strategically linking a host of tangible and intangible brand associations.

The creation of significant brand equity requires reaching the top or pinnacle of the brand pyramid:

A) Brand salience – how often and easily consumers think of the brand 

B) Brand performance is how well the product or service meets customers’ functional needs

C) Brand imagery describes the extrinsic properties of the product or service

D) Brand judgments focus on customers’ own personal opinions and evaluations

E) Brand feelings are the customers’ emotional responses and reactions with respect to the brand. 

F) Brand resonance refers to the nature of the relationship customers have with the brand and the extent to which they feel they’re “in sync” with it. 

BUILDING BRAND EQUITY   

Marketers build brand equity by creating the right brand knowledge structures with the right consumers. There are three main sets of brand equity drivers:

A) The initial choice for the brand elements or identities making up the brand.

B) The product, service, and all accompanying marketing activities and supporting marketing programs.

C) Other associations indirectly transferred to the brand by linking it to some other entity. 

Choosing Brand Elements

Brand elements are those trademarkable devices that identify and differentiate the brand. 

A) Marketers should choose brand elements to build as much brand equity as possible. 
B) The test of the brand-building ability of these elements is what consumers would think or feel about the product if they only knew about the brand element. 

Brand Element Choice Criteria
A) There are six criteria in choosing brand elements. The first three (memorable, meaningful, and likeable) can be characterized as “brand building” in terms of how brand equity can be built through the judicious choice of a brand element. 

B) The latter three (transferable, adaptable, and protectable) are more “defensive” and are concerned with how the brand equity contained in a brand element can be leverage and preserved in the face of different opportunities and constraints. 

1) Memorable

2) Meaningful

3) Likeability

4) Transferable

5) Adaptable

6)
Protectible 
Developing Brand Elements  

In creating a brand, marketers have many choices of brand elements to identify their products. 

A)
Today companies use marketing research firms to develop and test names. 

B)
Name-research procedures include:

1) Association tests

2) Learning tests

3) Memory tests

4) Preference tests

C)
Brand elements can play a number of brand-building roles. 

1) Brand elements should be easily recognized, recalled, inherently descriptive, and persuasive. 

2) Memorable or meaningful brand elements can reduce the burden on marketing communications to build awareness and link brand associations. 

3) The different associations that arise from the likeability and appeal of brand elements may also play a critical role in the equity of the brand. 

D)
Brand names are not the only important brand element. 

E)
Often the less concrete brand benefits are, the most important it is that brand elements capture the brand’s intangible characteristics. 

F)
A powerful brand element is slogans. 

1)
They are extremely efficient to build brand equity. 

a.
They help consumers grasp what the brand is and what makes it special

Designing Holistic Marketing Activities

The primary input comes from the product or service and supporting marketing activities. 

A) Brands are not built by advertising alone
B) Customers come to know a brand through a range of contacts and touch points:

1) Personal observations

2) Personal use

3) Word of mouth

4) Interactions with company personnel

5) On-line or telephone experiences

6) Payment transactions

C) A brand contact can be defined as any information-bearing experience a customer or prospect has with the brand, the product category, or the market that relates to the marketer’s product or service. 

D) Any of these contacts can be positive or negative.

Personalization

The rapid expansion of the Internet has created opportunities to personalize marketing. 

A) From a branding point-of-view, these concepts are about getting the consumer more actively involved with a brand by creating an intense, active relationship.

B) Personalizing marketing is about making sure that the brand and its marketing is as relevant as possible to as many customers as possible. 
C) Permission marketing is the practice of marketing to consumers only after gaining their express permission.  It is based on the premise that marketers can no longer use “interruption marketing” via mass-media campaigns.

1) Participatory marketing may be a more appropriate concept 
Integration 

Integrating marketing is about mixing and matching marketing activities to maximize their individual and collective effects. 

A) Marketers need a variety of different marketing activities that reinforce the brand promise. 

B) Integration is especially critical with marketing communications.

C) From the perspective of brand building, all communication options should be evaluated in terms of ability to affect brand equity. 

D) Each communication should be judged in terms of the effectiveness and efficiency that it affects, brand awareness, and whether it creates, maintains, or strengthens brand image. 

E) Brand awareness is the consumers’ ability to identify the brand under different conditions, as reflected by their brand recognition or recall performance. 

F) Brand image is the perceptions and beliefs held by consumers, as reflected in the associations held in consumer memory. 

Internalization

Marketers must adopt an internal perspective to consider what steps to take to be sure employees and marketing partners appreciate and understand basic branding notions, and how they can help—or hurt brand equity. 

A) Internal branding is activities and processes that help to inform and inspire employees. 

B) Brand bonding occurs when customers experience the company as delivering on its brand promise. The brand promise will not be delivered unless everyone in the company lives the brand. 

C) Some important principles for internal branding are: 

1) Choose the right moment

2) Link internal and external marketing

3) Bring the brand alive for employees
Leveraging Secondary Associations

The third and final way to build equity is, in effect, to “borrow it.” That is, create brand equity by linking the brand to other information in memory that conveys meaning to consumers.  These “secondary” brand associations. 

A)
The brand may be linked to certain source factors: 

1) The company—through branding strategies

2) Countries or other geographical regions—identification of product origin

3) Channels of distribution—channel strategy

4) Other brands—ingredient or co-branding

5) Characters—licensing

6) Spokespeople—endorsements

7) Sporting or cultural events—sponsorships

8) Other third party sources—awards or reviews

MEASURING BRAND EQUITY

Given that the power of a brand resides in the minds of consumers and how it changes their response to marketing, there are two basic approaches to measuring brand equity.

A) An indirect approach—assesses potential sources of brand equity by identifying and tracking consumer brand knowledge structures.

B) A direct approach—assesses the actual impact of brand knowledge on consumer response to different aspects of the marketing. 

C) The two general approaches are complementary and marketers can employ both. 

D) There are important factors marketers should know about brand equity: 

1) Fully understand the sources of brand equity and how they affect outcomes of interest.

2) How these sources and outcomes change over time. 

3) A brand audit is a consumer-focused series of procedures to assess the health of the brand, uncover its sources of brand equity, and suggest ways to improve and leverage its equity. 

4) Brand-tracking studies collect quantitative data from consumers on a routine basis over time to provide marketers with consistent, baseline information about how their brands and marketing programs are performing on key dimensions. 
Brand Value Chain 

For brand equity to perform a strategic function and guide marketing decisions, marketers need to fully understand

A) The sources of brand equity and how they affect the outcomes of interest and

B) How these sources and outcomes change over time.

C) A brand audit is a consumer-focused exercise that involves a series of procedures to assess the health of the brand, uncover its sources of brand equity, and suggest ways to improve and leverage its equity. 
D) Brand tracking studies collect quantitative data over time and provide baseline information. 
Brand Valuation        

Brand equity needs to be distinguished from brand valuation that is the job of estimating the total financial value of the brand. 

MANAGING BRAND EQUITY

Effective brand management requires a long-term view of marketing decisions.

Brand Reinforcement             

As the company’s major enduring asset, a brand needs to be carefully managed so that is value does not depreciate.

A)
Brand equity is reinforced by marketing actions that consistently convey the meaning of the brand to consumers in terms of:

1) What products the brand represents?

2) What core benefits it supplies?

3) What needs it satisfies?

4) How the brand makes those products superior?

5) Which strong, favorable, and unique brand associations should exist in the minds of consumers?

B) Reinforcing brand equity requires innovation and relevance throughout the marketing program. 

C) Marketers must introduce new products and conduct new marketing activities that truly satisfy their target market. 

D) An important consideration in reinforcing brands is the consistency of the marketing support the brand receives, in terms of both amount and kind. 

Brand Revitalization               

Changes in consumer tastes and preferences, the emergence of new competitors or new technology, or any new development in the marketing environment could potentially affect the fortunes of a brand. 

A) Reversing a fading brand’s fortunes requires either that brands “return to their roots” and lost sources of brand equity are restored or that new sources of brand equity are established. 

B) Often, the first place to look in turning around the fortunes of a brand is to understand what the sources of brand equity were to begin with. 

C) To refresh old sources of brand equity or create new sources, two main approaches are possible:

1) Expand the depth and/or breadth of brand awareness by improving consumer recall and recognition of the brand during purchase or consumption settings. 

2) Improve the strength, favorability, and uniqueness of brand associations making up the brand image. This approach may involve directing at existing or new brand associations. 

DEVISING A BRANDING STRATEGY 

A firm’s branding strategy reflects the number and nature of both common and distinctive brand elements it applies to the products it sells Deciding how to brand new products is especially critical. 
A)
When a firm introduces a new product, it has three main choices:

1) It can develop new brand elements for the new product.

2) It can apply some of its existing brand elements.

3) It can use a combination of new and existing brand elements. 

B) When a firm uses an established brand to introduce a new product, it is called a brand extension.

C) When a new brand is combined with an existing brand, the brand extension can also be called a sub-brand. 

D) An existing brand that gives birth to a brand extension is referred to as the parent brand.

E) If the parent brand is already associated with multiple products through brand extensions, then it may also be called a family brand. 

F) Brand extensions can be broadly classified into two general categories:

1) In a line extension, the parent brand is used to brand a new product that targets a new market segment within a product category currently served by the parent brand. 

2) In a category extension, the parent brand is used to enter a different product category from that currently served by the parent brand. 

G) A brand line consists of all products—original as well as line and category extensions sold under a particular brand. 

H) A brand mix (or brand assortment) is the set of all brand lines that a particular seller makes available to buyers. 

I) Many companies are now introducing branded variants that are specific brand lines supplied to specific retailers or distribution channels. 

J) A licensed product is one whose brand name has been licensed to other manufacturers who actually make the product. 

Branding Decision: 
The first branding strategy is whether to develop a brand name for a product. Today, branding is such as strong force that hardly anything goes unbranded. 

A) A commodity is a product presumably so basic that it cannot be physically differentiated in the minds of consumers. 

B) Assuming a firm decides to brand its products or services, it must then choose which brand names to use. Four general strategies are often used:

1) Individual names

2) Blanket family names

3) Separate family names for all products

4) Corporate name combined with individual product names

C) The first two strategies are sometimes referred to as a “house of brands” and a “branded house” and can be seen as representing two ends of a brand relationship continuum.

D) The latter two strategies can be seen as being in between and combinations of the two. 

E) Two key components of virtually any branding strategy are brand extensions and brand portfolios.

Brand Extensions        

Recognizing that one of the most valuable assets is a firm’s brands, many have decided to leverage that asset by introducing a host of new products under some of its strongest brand names. 

Advantages of brand extensions

Brand extensions have two main advantages

A) Facilitate new product acceptance
B) Provide positive feedback to the parent brand and company

Improved Odds of New-Product Success

Brand extensions improve the odds of new product success in a number of ways:

A) Consumers can make inferences and form expectations as to the likely composition and performance of a new product based on what they already know about the parent brand itself.

B) Extensions reduce risk.

C) Extension can result in reduced costs of the introductory launch campaign. 

D) They can avoid the difficulty of coming up with a new name.

E) Extensions allow for packaging and labeling efficiencies.

Positive Feedback Effects

Brand extensions can help clarify the meaning of a brand and its core brand values or improve consumer perceptions of the credibility of the company behind the extension. 

A) Line extensions can renew interest and liking for the brand and benefit the parent brand by expanding market coverage. 

B) One benefit of a successful extension is that it may also serve as the basis for subsequent extensions. 

Disadvantage of Brand Extensions

Line extensions may cause the brand name to not be as strongly identified with any one product. 

A) Ries and Trout call this the “line-extension trap.”

B) Brand dilution occurs when consumer no longer associate a brand with a specific product or highly similar products and start thinking less of the brand. 

C) If a firm launches extensions consumers deem inappropriate, it may question the integrity and competence of the brand. 

2) Different varieties of line extensions may confuse and perhaps even frustrate consumers. 

D) The worst possible scenario with an extension is that not only does it fail, but also it harms the parent brand image in the process. 

E) Even if sales of a brand extension are high and meet targets, it is possible that this revenue will have resulted from consumers switching to the extension from existing product offerings of the parent brand- called cannibalizing the parent brand. 

F) Intra-brand shifts in sales may not necessarily be so undesirable, as they can be thought of as a form of pre-emptive cannibalization. 

G) One easily overlooked disadvantage of brand extensions is that the firm forgoes the chance to create a new brand with its own unique image and equity. 

Success Characteristics

Marketers must judge each potential brand extension by how effectively it leverages existing brand equity from the parent brand to the new product, as well as how effectively the extension, contributes to the equity of the parent brand. 

A) The most important consideration with extensions is that there is “fit” in the minds of the consumer. 

B) One major mistake in evaluating extension opportunities is failing to take all of consumers’ brand knowledge structures into account. 

Brand Portfolios

All brands have boundaries. Any one brand is not viewed equally favorable by all the different market segments that the firm would like to target. 

A)
Some reasons to introduce multiple brands in a category include:

1) To increase shelf presence and retailer dependence in the store

2) To attract consumers seeking variety who may otherwise have switched to another brand.

3) To increase internal competition within the firm

4) To yield economies of scale in advertising, sales, merchandising, and physical distribution

B) The hallmark of an optimal brand portfolio is the ability of each brand in it to maximize equity in combination with all the other brands in it. 

C) In general, the basic principle in designing a brand portfolio is to maximize market coverage, so that no potential customers are being ignored but to 

D) Minimize brand overlap, so brands are not competing to gain customer approval. 

E) Each brand should be clearly differentiated and appealing to a sizable enough marketing segment to justify its marketing and production costs.

F) Brand portfolios need to be carefully monitored over time to identify weak brands and kill unprofitable ones. 

G) Besides these considerations, there are a number of specific roles brands can play as part of a brand portfolio:

Flankers

Flanker or “fighter” brands are positioned with respect to competitors’ brands so that more important (and more profitable) flagship brands can retain their desired positioning. 

A) Fighter brands must not be so attractive that they take sales away from their higher-priced comparison brands or referents.

B) Fighter brands must not be designed so cheaply such that they reflect poorly on the other brands in the portfolio.

Cash Cows

Some brands may be kept around because they still manage to hold on to a sufficient number of customers and maintain their profitability with virtually no marketing support.

Low-End Entry-Level

The role of a relatively low-price brand in the brand portfolio often may be as a means of attracting customers to the brand franchise. 

High-End Prestige

The role of a relatively high-priced brand in the brand family often is to add prestige and credibility to the entire portfolio.
CUSTOMER EQUITY

Brand equity should be a top priority for any organization.  

A) We can relate brand equity to customer equity.  

B) Brand equity and customer equity both emphasize the importance of customer loyalty and

C) The notion that value is created by having as many customers as possible pay as high as price as possible

D) Brand equity emphasizes strategic issues in managing brands and creating and leveraging brand awareness and image with customers.

E) Brand equity and customer equity both matter – no brands without customers and no customers without brands 


CHAPTER SUMMARY 

Product is the first and most important element of the marketing mix. Product strategy calls for making coordinated decisions on product mixes, product lines, brands, and packaging and labeling.
In planning its market offering, the marketer needs to think through the five levels of the product: the core benefit, the basic product, the expected product, the augmented product, and the potential product, which encompasses all the augmentations and transformations the product might ultimately undergo.

Products can be classified in several ways. In terms of durability and reliability, products can be nondurable goods, durable goods, or services. In the consumer-goods category, products are convenience goods (staples, impulse goods, emergency goods), shopping goods (homogeneous and heterogeneous), specialty goods, or unsought goods. In the industrial-goods category, products fall into one of three categories: materials and parts (raw materials and manufactured materials and parts), capital items (installations and equipment), or supplies and business services (operating supplies, maintenance and repair items, maintenance and repair services, and business advisory services).

Brands can be differentiated on the basis of a number of different product or service dimensions: product form, features, performance, conformance, durability, reliability, repairability, style, and design, as well as such service dimensions as ordering ease, delivery, installation, customer training, customer consulting, and maintenance and repair. 

Most companies sell more than one product. A product mix can be classified according to width, length, depth, and consistency. These four dimensions are the tools for developing the company’s marketing strategy and deciding which product lines to grow, maintain, harvest, and divest. To analyze a product line and decide how many resources should be invested in that line, product-line managers need to look at sales and profits and market profile.

A company can change the product component of its marketing mix by lengthening its product via line stretching (down-market, up-market, or both) or line filling, by modernizing its products, by featuring certain products, and by pruning its products to eliminate the least profitable.

Brands are often sold or marketed jointly with other brands. Ingredient brands and co-brands can add value assuming they have equity and are perceived as fitting appropriately.

Physical products have to be packaged and labeled. Well-designed packages can create convenience value for customers and promotional value for producers. In effect, they can act as “five-second commercials” for the product. Warranties and guarantees can offer further assurance to consumers.

.

PRODUCT CHARACTERISTICS AND CLASSIFICATIONS

A product is anything that can be offered to a market to satisfy a want or need. 
A)
Products that are marketed include:

1) Physical goods

2) Services

3) Experiences

4) Events

5) Persons

6) Places

7) Properties

8) Organizations

9) Information

10) Ideas

Product Levels: The Customer Value Hierarchy

In planning its market offering, the marketer needs to address five product levels. Each level adds more customer value, and the five constitute a customer value hierarchy. 

A) The fundamental level is the core benefit: The service or benefit the customer is really buying. Marketers must see themselves as benefit providers. 

B) At the second level, the marketer has to turn the core benefit into a basic product. 

C) At the third level, the marketer prepares an expected product, a set of attributes and conditions buyers normally expect when they purchase this product. 

D) At the fourth level, the marketer prepares an augmented product that exceeds customer expectations. 

1) Differentiation arises on the basis of product augmentation. Product augmentation also leads the marketer to look at the total consumption system: the way the user performs the tasks of getting and using products and related services. 

2) Some things should be noted about product-augmentation strategy: 

a. First, each augmentation adds costs.

b. Second, augmented benefits soon become expected benefits and necessary points-of-parity. 

c. Third, as companies raise the price of their augmented product, some competitors offer a “stripped-down” version at a much lower price. 

E)
At the fifth level stands the potential product that encompasses all the possible augmentations and transformations the product or offering might undergo in the future. 

1)
Here is where companies search for new ways to satisfy customers and distinguish its individual offer. 

Product Classifications 

Marketers have traditionally classified products on the basis of characteristics: durability, tangibility, and use. Each product type has an appropriate marketing-mix strategy. 

Durability and Tangibility

Products can be classified into three groups, according to durability and tangibility:

A) Nondurable goods: tangible consumed in one or a few uses. 

B) Durable goods: tangible that normally survives many uses. Durable goods require more personal selling and service, command a higher margin, and require more seller guarantees. 

C) Services: intangible, inseparable, variable, and perishable products that require more quality control, supplier credibility, and adaptability. 

Consumer-Goods Classification

The vast array of goods consumers buy can be classified on the basis of shopping habits. 

A) Convenience goods are purchased frequently, immediately, and with a minimum of effort.

1) Staples

2) Impulse goods

3) Emergency goods

B) Shopping goods are goods that the consumer, in the process of selection and purchase, characteristically compares on such basis as suitability, quality, price, and style.

1) Homogeneous shopping goods are similar in quality but different enough on price to adjust shopping comparisons.

2) Heterogeneous shopping goods differ in product features and services that may be more important than price.

C) Specialty goods have unique characteristics or brand identification for which a sufficient number of buyers are willing to make a special purchasing effort. 

D) Unsought goods are those that the consumer does not know about or does not normally think of buying. The classic examples of known but unsought goods are life insurance and cemetery plots. 

Industrial-Goods Classification

An Industrial good can be classified in terms of how it enters the production process and its relative costliness. We can distinguish three groups of industrial goods: materials and parts, capital items, and suppliers and business services. 

A) 
Materials and parts.

1)
These are goods enter the manufacturer’s product completely. They fall into two major groups: 

a.
Raw materials include: 

1. 
Farm products—commodity characteristics.

2. 
Natural products—are in limited supply. 

b.
Manufactured materials and parts fall into two categories: 

1. Component materials.

2. Component parts.

B)
Capital items are long-lasting goods that facilitate developing or managing the finished product. They include:

1)
Installations.

2)
Equipment.

C)
Supplies and business services are short-term goods and services that facilitate developing or managing the finished product. Supplies are two kinds:

1) Maintenance and repair items (including business advisory services such as, legal, consulting, and advertising).

2) Operating supplies.

DIFFERENTIATION

To be branded, products must be differentiated. Physical products vary in potential for differentiation. 

A) Marketers are always looking for new dimensions of differentiation. 

Product Differentiation

A)
Form: Many products can be differentiated in form—the size, shape, or physical structure of a product.

B)
Features: Most products can be offered with varying features that supplement its basic function. 

1) A company can identify and select appropriate features by surveying buyers and then calculating customer value versus company cost for each feature. 

2) Each company must decide whether to offer feature customization at a higher cost or a few standard packages at a lower cost. 

C)  Customization: marketers can differentiate products by making them customized to an individual. 


1) Mass customization is the ability of a company to meet each customer’s requirements. 

D) Performance Quality: Most products are established at one of four performance levels: low, average, high, or superior. 

1) Performance quality is the level at which the product’s primary characteristics operate. 

2) The manufacturer must design a performance level appropriate to the target market and competitors’ performance levels. 

3) A company must mange performance quality through time. 

a.
Quality is becoming an increasingly important parameter for differentiation as companies adopt a value model and provide higher quality for less money. 

E)
Conformance Quality: Buyers expect products to have a high conformance quality – the degree to which all the product units are identical and meet the promised specifications. 

F)  Durability: A measure of the product’s expected operating life under natural or stressful conditions

1) Durability is a valued attribute for certain products. 

2) Buyers will generally pay more for products that have a reputation for being long lasting. 

G)
Reliability: Buyers normally will pay a premium for more reliable products. Reliability is a measure of the probability that a product will not malfunction or fail within a specified time period 

H)
Repairability: Is the measure of the ease of fixing a product. 

 I)   Style: Describes the product’s look and feel to the buyer. 

1) Style has the advantage of creating distinctiveness that is difficult to copy. 

2) Strong style does not always mean high performance. 

J) Design: The Integrative Force

1)  As competition intensifies, design offers a potent way to differentiate and position a company’s products and services. 

2) Design is the totality of features that affect how a product looks and functions in terms of customer requirements. 

3) To the company, a well-designed product is one that is easy to manufacture and distribute. 

4) To the customer, a well-designed product is one that is pleasant to look at and easy to open, install, use, repair, and dispose of. 

Services Differentiation

When the physical product cannot easily be differentiated, the key to competitive success may lie in adding valued services and improving quality. 

A) The main service differentiators are ordering ease, delivery, installation, customer training, customer consulting, and maintenance and repair.  

B) Ordering Ease:  Ordering ease refers to how easy it is for the customer to place an order with the company.
C) Delivery: refers to how well the product or service is brought to the customer. 

D)  Installation: Refers to the work done to make the product operational. 

E) Customer Training: refers to the training the customer’s employees to use the vendor’s equipment properly and efficiently. 

D) Customer consulting: refers to data, information systems, and advice services that the seller offers to the buyers. 

E) Maintenance and Repair: Describes the service program for helping customers keep purchased products in good working order. 

F)  Returns: An unavoidable reality of doing business



1) Controllable returns



2) Uncontrollable returns

PRODUCT AND BRAND RELATIONSHIPS

Each product can be related to other products to ensure that a firm is offering and marketing the optimal set of products. 

The Product Hierarchy

The product hierarchy stretches from basic needs to particular items that satisfy those needs. We can identify six levels of the product hierarchy. 

A) Need family

B) Product family

C) Product class

D) Product line

E) Product type

F) Item, also called stockkeeping unit (SKU) or product variant
Product Systems and Mixes

A product system is a group of diverse but related items that function in a compatible manner. 

A)
A product mix (also called a product assortment) is a set of all products and items a particular seller offers for sale. A product mix consists of various product lines. 

B)
A company’s product mix has a certain width, length, depth, and consistency.

C)
The width of a product mix refers to how many different product lines the company carries.

1)
The length of a product mix refers to the total number of items in the mix. 

a.
We can also talk about the average length of a line. This is obtained by dividing the total length by the number of lines. 

D) The depth of a product mix refers to how many variants are offered of each product in the line.

E) The consistency of the product mix refers to how closely related the various product lines are in end use, production requirements, distribution channels, or some other way. 

Product-Line Analysis

A) In offering a product line, companies normally develop a basic platform and modules that can be added to meet different customer requirements. 

B) Product-line managers need to know the sales and profits of each item in their line in order to determine which items to build, maintain, harvest, or divest. 

Sales and Profits

Every company’s product portfolio contains products with different margins. 

A) 
A company can classify its products into four types that yield different gross margins, depending on sales volume and promotion.

1) Core products

2) Staples

3) Specialties

4) Convenience items

Market Profile

The product-line manager must review how the line is positioned against competitors’ lines. 

A) The product map shows which competitors’ items are competing against company X’s items.

A) The map also reveals possible locations for new items. 

B) Another benefit of product mapping is that it identifies market segments. 

C) Product-line analysis provides information for two key decision areas—product-line length and product-mix pricing. 

Product-Line Length

A) Company objectives influence product-line length. 

B) One objective is to create a product line to induce up selling.

C) A different objective is to create a product line that facilitates cross selling.

D) Still another objective is to create a product line that protects against economic ups and downs.

E) Product lines tend to lengthen over time.

F) A company lengthens its product line in two ways: by line stretching and line filling. 

Line Stretching

A)
Line stretching occurs when a company lengthens its product line beyond its current range. 

Down-market stretch 

Is when a company positioned in the middle market may want to introduce a lower-priced line for any of three reasons:

A) Shoppers want value-priced goods

B) Wish to tie up lower-end competitors 

C) Find that the middle market is stagnating or declining

A company faces a number of choices in deciding to move a brand down-market:

A) Use the parent name on all offerings.

B) Use a sub-brand name

C) Introduce lower-price goods under a different brand name. 

Moving down-market carries risk. 

Up-Market stretch 

Companies may wish to enter the high end of the market for:

1) More growth

2) Higher margins

3) Simply to position themselves as a full-line manufacturer

Two-way stretch 

A) Is where companies serving the middle market might decide to stretch the line in both directions. 

B) Research has shown that a high-end model of a low-end brand is favored over a low-end model of a high-end brand. 

Line Filling

A)
A product line can also be lengthened by adding more items within the present range. There are several motives for line filling: 

1) Reaching for incremental profits.

2) Trying to satisfy dealers who complain about lost sales because of missing items in the line.

3) Trying to utilize excess capacity.

4) Trying to be the leading full-line company.

5) Trying to plug holes to keep out competitors. 

B) Line filling is overdone if it results in self-cannibalization and customer confusion.

C) The company needs to differentiate each item in the consumer’s mind. 

D) Each item should possess a just-noticeable difference. 

E) The company should also check that the proposed item meets a market need and is not being added simply to satisfy an internal need.

Line Modernization, Featuring, and Pruning

Product lines need to be modernized. In rapidly changing product markets, modernization

is continuous. 

A) Companies plan improvement to encourage customer migration to higher-valued, higher-priced items.

B) The product-line managers typically select one or a few items in the line to feature. 

C) Product-line managers must periodically review the line for deadwood that is depressing profits. 

Product-Mix Pricing

A) Price-setting logic must be modified when the product is part of a product mix. 

B)  Product-mix pricing is when the firm searches for a set of prices that maximizes profits on the total mix. 

C)  Pricing is difficult because the various products have demand, cost interrelationships, and are subject to different degrees of competition. 

We can distinguish six situations involving product-mix pricing: 

A) Product-line pricing.

1) Companies normally develop product lines rather than single products and introduce price steps. 

2) In many lines of trade, sellers use well-established price points for the products in its personal line. 

3) The seller’s task is to establish perceived-quality differences that justify the price differences. 

B) Optional-feature pricing.

1) Many companies offer optional products, features, and services along with their main product. 

2) Pricing is a sticky problem, because companies must decide which items to include in the standard price and which to offer as options. 


C)  Captive-product pricing.

1) Some products require the use of ancillary or captive products. 

2) There is a danger in pricing the captive product too high in the aftermarket. 

D) Two-part pricing.

1) Service firms often engage in two-part pricing, consisting of a fixed fee plus a variable usage fee. 

E) By-product pricing. 

1) The production of certain goods often results in by-products. If the by-products have value to a customer group, they should be priced on their value. 

F) Product-bundling pricing. 

1) Sellers often bundle product and features. 

2) Pure bundling occurs when a firm only offers its products as a bundle (tied-in sales). 

3) In mixed-bundling, the seller offers goods both individually and in bundles. 

4) When offering a mixed bundle, the seller normally charges less for the bundle than if the items were purchased separately. 

5) Some customers will want less than the whole bundle. 

6) Studies have shown that as promotional activity increases on individual items in the bundle, buyers perceive less savings on the bundle and are less apt to pay for the bundle. 

7) This research has offered the following three suggested guidelines for correctly implementing a bundling strategy:

a. Don’t promote individual products in a package as frequently and cheaply as the bundle. The bundle price should be much lower than the sum of individual products or the consumer will not perceive its attractiveness. 

(i) Limit promotions to a single item in the mix if you still want to promote individual products. Another option: alternate promotions, one after another, in order to avoid conflicting promotions.

(ii) If you decide to offer large rebates on individual products, it must be the absolute exception and done with discretion. Otherwise, the consumer uses the price of individual products as an external reference for the bundle that then loses value.

Co-Branding and Ingredient Branding

Products are often combined with products from other companies in various ways.

A) Co-branding—is also called dual branding or brand bundling. 

1) Is in which two or more well known existing brands are combined into a joint product and/or marketed together in some fashion. 

B) One form of co-branding is same-company co-branding. 

C) Still another form is joint-venture co-branding. 

D) Another form of co-branding is called multi-sponsor co-branding. 

E) Finally there is retail co-branding where two retail establishments use the same location to maximize sales.

F) The main advantage to co-branding is that a product may be convincingly positioned by virtue of the multiple brands involved. 

G) Co-branding can generate greater sales from the existing target market as well as open additional opportunities with new consumers and channels. 

1) Co-branding can also reduce the cost of product introduction because two well-known images are combined, accelerating potential adoption. 

2) The potential disadvantages of co-branding are:

H) The risks and lack of control from becoming aligned with another brand in the minds of consumers.

I) Consumer expectations about the level of involvement and commitment with co-brands are likely to be high, so unsatisfactory performance could have negative repercussions for the brands involved. 

J) Risk of overexposure if the other brand has entered into a number of co-branding arrangements.

K) It may also result in a lack of focus on existing brands. 

1) A necessary condition for co-branding success is that the two brands separately have brand equity—adequate brand awareness and a sufficiently positive brand image. 

2) The most important requirement is that there is a logical fit between the two brands such that the combined brand or marketing activity maximizes the advantages of the individual brands while minimizing the disadvantage. 

3) Research studies show that consumers are more apt to perceive co-brands favorable if the two brands are complementary rather than similar. 

4) Co-branding ventures must be entered into and executed carefully. 

5) There must be the right kind of fit in value, capabilities, and goals, in addition to an appropriate balance of brand equity. 

Ingredient Branding

Ingredient branding is a special case of co-branding that involves creating brand equity for materials, components, or parts that are necessarily contained within other branded products.

A) An interesting take on ingredient branding is “self-branding” in which companies advertise and even trademark their own branded ingredients. 

B) Ingredient brands attempt to create sufficient awareness and preference for their product such that consumers will not buy a “host” product that does not contain the ingredient. 

PACKAGING, LABELING, WARRANTIES, AND GUARANTEES

Most physical products have to be packaged and labeled. Many marketers have called packaging a fifth P. Most marketers, however, treat packaging and labeling as an element of product strategy. 

Packaging

We define packaging as all the activities of designing and producing the container for a

product. 

A) Various factors have contributed to the growing use of packaging as a marketing tool:

1) Self-service

2) Consumer affluence

3) Company and brand image

4) Innovation opportunity

B)
From the perspective of both the firm and consumers, packaging must achieve a number of objectives:

1) Identify the brand

2) Convey descriptive and persuasive information

3) Facilitate product transportation and protection

4) Assist at-home storage

5) Aid product consumption

C)
After packaging is designed, it must be tested

1) Engineering tests are conducted to ensure that the package stands up under normal conditions.

2) Visual tests are used to ensure that the script is legible and the colors harmonious.

3) Dealer tests are performed to ensure that dealers find the packages attractive and easy to handle. 

4) Consumer tests ensure favorable consumer response.

Labeling

A) Sellers must label products

B) Labels perform several functions

1) The label identifies the product or brand

2) The label might also grade the product

3) The label might describe the product

4) Finally, the label might promote the product through attractive graphics

C) Labels eventually become outmoded and need freshening up

D) Companies with labels that have become icons need to tread very carefully when initiating a redesign. 

E) The Fair Packaging and Labeling Act of 1967, set mandatory labeling requirements, and allows federal agencies to set packaging regulations in specific industries. 

F) The Food and Drug Administration (FDA) sets other labeling requirements. 

G) Consumerists have lobbied for additional labeling laws to require:

1) Open dating

2) Unit pricing

3) Grade labeling

4) Percentage labeling

Warranties and Guarantees

Warranties are formal statements of expected product performance by the manufacturer. Warranties, whether expressed or implied are legally enforceable. 

A) Many sellers offer either general guarantees or specific guarantees. 

B) Guarantees reduce the buyer’s perceived risk. 

C) Guarantees are most effective in two situations:

1) Where the company or the product is not well-known.

2) Where the product’s quality is superior to the competition.


CHAPTER SUMMARY 

Despite the increased role of nonprice factors in modern marketing, price remains a critical element of the marketing mix. Price is the only element that produces revenue; the others produce costs.

In setting pricing policy, a company follows a six-step procedure. It selects its pricing objective. It estimates the demand curve, the probable quantities it will sell at each possible price. It estimates how its costs vary at different levels of output, at different levels of accumulated production experience, and for differentiated marketing offers. It examines competitors’ costs, prices, and offers. It selects a pricing method. It selects the final price.

Companies do not usually set a single price, but rather a pricing structure that reflects variations in geographical demand and costs, market-segment requirements, purchase timing, order levels, and other factors. Several price-adaptation strategies are available: (1) geographical pricing; (2) price discounts and allowances; (3) promotional pricing; and (4) discriminatory pricing.

After developing pricing strategies, firms often face situations in which they need to change prices. A price decrease might be brought about by excess plant capacity, declining market share, a desire to dominate the market through lower costs, or economic recession. A price increase might be brought about by cost inflation or over demand. Companies must carefully manage customer perceptions in raising prices.

Companies must anticipate competitor price changes and prepare contingent response. A number of responses are possible in terms of maintaining or changing price or quality.

The firm facing a competitor’s price change must try to understand the competitor’s intent and the likely duration of the change. Strategy often depends on whether a firm is producing homogeneous or nonhomogeneous products. Market leaders attacked by lower-priced competitors can seek to better differentiate itself, introduce its own low-cost competitor, or transform itself more completely.

UNDERSTANDING PRICING
Price is not just a number on a tag or an item. Price comes in many forms and performs many functions. 
A) Throughout most of history prices were set by negotiation between buyers and sellers. 

B) Setting one price for all buyers is a relatively modern idea.

C) Traditionally, price has operated as the major determinant of buyer choice. 

D) Price remains one of the most important elements determining market share and profitability. 

A Changing Pricing Environment 

Today, many firms are bucking the low-price trend and have been successful in trading consumers up to more expensive products and services by combining unique product formulations with engaging marketing campaigns. Today the Internet is partially reversing the fixed pricing trend. 

How Companies Price   
Companies do their pricing in a variety of ways. 
A) In small companies, prices are often set by the boss

B) In large companies, pricing is handled by division and product-line managers

C) In large companies, top management sets general pricing objectives, policies, and 
D) Effectively designing and implementing pricing strategies requires a thorough understanding of consumer pricing psychology and a systematic approach to setting, adapting, and changing prices. 

Consumer Psychology and Pricing
Marketers recognize that consumers often actively process price information, interpreting prices in terms of their knowledge from prior purchasing experiences, formal communications, and point-of-purchase or online resources. 

A) Purchase decisions are based on how consumers perceive prices. 

B) What they consider the current actual price—not the marketer’s stated price. 

C) Consumers may have a lower price threshold below which prices may signal inferior or unacceptable quality.

D) Upper price threshold above which prices are prohibitive and seen as not worth the money

Reference Prices    
When examining products, consumers often employ reference prices. 

A) In considering an observed price, consumers often compare it to an internal reference price (pricing from memory).

B) An external frame of reference (posted “regular retail price”).

C) All types of reference prices are possible.

D) When consumers evoke one or more of these frames of reference, their perceived price can vary from the stated price. 
1) These “unpleasant surprises” can have a greater impact on purchase
Price-Quality Inferences

A) Many consumers use price as an indicator of quality

B) Some companies adopt exclusivity and scarcity to justify premium prices

Price Endings 

A) Many sellers believe that prices should end in an odd number.

B) Research has shown that consumers tend to process prices in a “left-to-right” manner rather than by rounding. 

C) Pricing cues like “sale” signs and prices that end in a 9 are less effective the more they are employed.

SETTING THE PRICE

A firm must set a price for the first time when it develops a new product, when it introduces its regular product into a new distribution channel or geographic area, and when it enters bids on new contract work. 

A) The firm must decide where to position its product on quality and price. 

B) Most marketers have 3–5 price points or tiers.

C) The firm has to consider many factors in setting its pricing policy.  

1) Six-step procedure 
i. Selecting the pricing objective

ii. Determining demand

iii. Estimating costs

iv. Analyzing competitors’ costs, prices, and offers

v. Selecting a pricing method

vi. Selecting the final price

Step 1: Selecting the Pricing Objective         

The company first decides where it wants to position its market offering. The clearer a firm’s objectives, the easier it is to set price.  The five major objectives are: survival, maximum current profit, maximum market share, maximum market skimming, and product-quality leadership. 
Survival 

Companies pursue survival as their major objective when they are plagued with overcapacity, intense competition, or changing consumer wants. 

A) Survival is a short-run objective.

Maximum Current Profit
Many companies try to set a price that will maximize current profits. They estimate the demand and costs associated with alternative prices and choose the price that produces maximum current profit, cash flow, or rate of return on investment. 

Maximum Market Share   
Some companies want to maximize their market share. They believe that a higher sales volume will lead to lower unit costs and higher long-run profit. 

A) This practice is called market-penetration pricing. 

B) The following conditions favor setting a low price:

1) The market is highly price-sensitive, and a low price stimulates market growth.

2) Production and distribution costs fall with accumulated production experience.

3) A low price discourages actual and potential competition.
Maximum Market Skimming     
Companies unveiling a new technology favor setting high prices to maximize market skimming. 

A)
This is also called market-skimming pricing, where prices start high and are slowly lowered over time.

B) Market skimming makes sense under the following conditions:

1) A sufficient number of buyers have a high current demand.

2) The unit costs of producing a small volume are not so high that they cancel the advantage of charging what the traffic will bear.

3) The high initial price does not attract more competitors to the market.

4) The high price communicates the image of a superior product. 

Product-Quality Leadership
A company might aim to be the product- quality leader in the market.

A) Many brands strive to be “affordable luxuries”—products or services characterized by high levels of perceived quality, taste, and status with a price just high enough not to be out of consumer’s reach. 

Other Objectives
Nonprofit and public organizations may have other pricing objectives. Whatever the specific objective, businesses that use price as a strategic tool will profit more than those who simply let costs or the market determine their pricing. 

Step 2: Determining Demand
Each price will lead to a different level of demand and therefore have a different impact on a company’s marketing objectives. 

A) The relation between alternative prices and the resulting current demand is captured in a demand curve.

Price Sensitivity
The demand curve shows the market’s probable purchase quantity at alternative prices. The first step in estimating demand is to understand what affects price sensitivity. 

A) Generally speaking, customers are most price-sensitive to products that cost a lot or are bought frequently. 

B) Customers are less price-sensitive to low-cost items or items they buy infrequently. 

C) They are also less price-sensitive when price is only a small part of the total cost of obtaining, operating, and servicing the product over its lifetime (total cost of ownership—TCO). 

D) Companies prefer customers who are less price-sensitive.

Estimating Demand Curves  
Most companies attempt to measure their demand curves using several different methods.
A) Surveys can explore how many units consumers would buy at different proposed prices. 

B) Price experiments can vary the prices of different products to see how the change affects sales.

C) Statistical analysis of past prices, quantities sold, and other factors can reveal their relationships. These can be:

1) Longitudinal or 

2) Cross-sectional 
Price Elasticity of Demand     
Marketers need to know how responsive or elastic, demand would be to a change in price. 

A) If demand hardly changes with a small change in price, we say the demand is inelastic.

B) If demand changes considerably, demand is elastic. 

C) Demand is likely to be less elastic under the following conditions:

1) There are few or no substitutes or competitors.

2) Buyers do not readily notice a higher price.

3) Buyers are slow to change their buying habits.

4) Buyers think the higher prices are justified.

D)
If demand is elastic, sellers will consider lowering the price. 

1)   A lower price will produce more total revenue as long as the costs of producing and selling more units do not increase disproportionately

E)
Price elasticity depends on the magnitude and direction of the contemplated price change.

1) It may be negligible with a small price change.

2) Substantial with a large price change

3) It may differ for a price cut versus a price increase.

4) There may be a price indifference band within which price changes have little or no effect 
G)
Long-run price elasticity may differ from short-run elasticity. 

Step 3: Estimating Costs
Demand sets a ceiling on the price the company can charge for its product. Costs set the floor. 

Types of Costs and Levels of Production
A company’s costs take two forms, fixed and variable. 

A) Fixed costs (also known as overhead) are costs that do not vary with production or sales revenue. 

B) Variable costs vary directly with the level of production. 

C) Total costs consist of the sum of the fixed and variable costs for any given level of production.

D) Average cost is the cost per unit at that level of production

E) Management wants to charge a price that will at least cover the total production costs at a given level of production. 

F) To price intelligently, management needs to know how its costs vary with different levels of production.
G) To estimate the real profitability of dealing with different retailers, the manufacturer needs to use activity-based accounting (ABC).
1) ABC accounting tries to identify the real costs associated with serving each customer. 

2) The key to effectively employing ABC is to define and judge “activities” properly. 

Accumulated Production
The decline in the average cost with accumulated production experience is called the experience curve or learning curve. 

A)
Experience-curve pricing carries major risks.

1) Aggressive pricing might give the product a cheap image.

2) The strategy assumes that competitors are weak followers.

B)
Most experience-curve pricing has focused on manufacturing costs, but all costs, including marketing costs, can be improved on

Target Costing
Costs change with production scale and experience. They can also change as a result of a concentrated effort to reduce them through target costing. 

A) The objective is to bring the final cost projections into the target cost range. 

Step 4: Analyzing Competitors’ Costs, Prices, and Offers
Within the range of possible prices determined by market demand and company costs, the firm must take competitors’ costs, prices, and possible price reactions into account. 

A) The firm should first consider the nearest competitor’s price.
B) The introduction of any price or the change of any existing price can provoke a response from customers, competitors, distributors, suppliers, and even the government. 

C) How can a firm anticipate a competitor’s reactions?  

1) One way is to assume the competitor reacts in the standard way to a price being set or changed. 
Step 5: Selecting a Pricing Method
Given the customers’ demand schedule, the cost function, and competitors’ prices, the company is now ready to select a price.
A) Costs set the floor to the price.

B) Competitors’ prices and the price of substitutes provide an orienting point.

C) Customers’ assessment of unique features establishes the price ceiling. 

D) There are six price-setting methods:

1) Markup pricing

2) Target-return pricing

3) Perceived-value pricing

4) Value pricing

5) Going-rate pricing

6) Auction-type pricing

Markup Pricing
A)
The most elementary pricing method is to add a standard markup to the product’s cost

B)
Does the use of standard markups make logical sense?

1)
Generally, no. Any pricing method that ignores current demand, perceived value, and competition is not likely to lead to the optimal price. 

C)
Markup pricing remains popular.

1) Sellers can determine costs much more easily than they can estimate demand. 

2) By tying the price to cost, sellers simplify the pricing task.

3) Where all firms in the industry use this pricing method, prices tend to be similar. 

4) Many people feel that cost-plus pricing is fairer to both buyers and sellers. 

Target-Return Pricing
A) In target-return pricing, the firm determines the price that would yield its target rate of return on investments (ROI). 
B) Target-return pricing tends to ignore price elasticity and competitors’ prices. 

Perceived Value Pricing
An increasing number of companies base their price on the customer’s perceived value. They must deliver the value promised by their value proposition, and the customer must perceive this value. 

A) Perceived value is made up of several characteristics:

1) Buyer’s image of the product performance

2) Channel deliverables

3) The warranty quality

4) Customer support

5) Supplier’s reputation

6) Trustworthiness

7) Esteem

The key to perceived-value pricing is to deliver more value than the competitor and to demonstrate this to prospective buyers.

Value Pricing

In recent years, several companies have adopted value pricing: they win loyal customers by charging a fairly low price for a high-quality offering. 

A) Value pricing is not a matter of simply setting lower prices. 

B) It is a matter of reengineering the company’s operations to become a low-cost producer without sacrificing quality. 

C) Lowering pricings significantly helps to attract a large number of value-conscious customers. 

D) An important type of value pricing is everyday low pricing (EDLP) that takes place at the retail level. 

E) A retailer who holds to an EDLP pricing policy charges a constant low price with little or no price promotions and special sales. 

F) In high-low pricing, the retailer charges higher prices on an everyday basis but then runs frequent promotions in which prices are temporarily lowered below the EDLP level. 

G) The two different pricing strategies have been shown to affect consumer price judgments

1) Deep discounts (EDLP) can lead to lower perceived prices by consumers over time than frequent shallow discounts (high-low) even if the actual averages are the same. 

I)
Some retailers have even based their entire marketing strategy around what could be called extreme everyday low pricing. 

Going-Rate Pricing

In going-rate pricing, the firm bases its price largely on competitor’s prices.

A)
The firm might charge the same, more, or less than major competitor (s). 
B) Going-rate pricing is quite popular where costs are difficult to measure or competitive response is uncertain. 
Auction-type pricing
A) Auction-type pricing is growing more popular, especially with the growth of the Internet. 

B) There are three types of auction-type pricing:

1) English auctions (ascending bids)

2) Dutch auctions (descending bids)

3) Sealed-bid auctions
Step 6: Selecting the Final Price
Pricing methods narrow the range from which the company must select its final price. In selecting the price, the company must consider additional factors, including the impact of other marketing activities, company pricing policies, gain-and-risk sharing pricing, and the impact of price on other parties. 

Impact of Other Marketing Activities
The final price must take into account the brand’s quality and advertising relative to the competition. 
A) Farris and Reibstein‘s findings suggest that price is not as important as quality and other benefits in the market offering. 

Company Pricing Policies
The price must be consistent with company pricing policies. 

A) Many companies set up a pricing department to develop policies and establish or approve pricing decisions. 

1) The aim is to ensure that salespeople quote prices that are reasonable to customers.

2) Profitable to the company

Gain-and-Risk Sharing Pricing

Buyers may resist accepting a seller’s proposal because of a high-perceived level of risk. 

A) The seller has the option of offering to absorb part or all of the risk if he does not deliver the full promised value. 

Impact of Price on Other Parties
Management must also consider the reactions of other parties to the contemplated price:

A) How will distributors and dealers feel about it?

B) Will the sales force be willing to sell at that price?

C) How will competitors react? 

D) Will suppliers raise their prices when they see the company’s price?

E) Will the government intervene and prevent this price from being charged? 

F)  Marketers need to know the laws regulating pricing in the United States. 

ADAPTING THE PRICE

Companies usually do not set a single price, but rather a pricing structure that reflects variations in:

A) Geographical demand and costs

B) Market-segment requirements

C) Purchase timing
D) Order levels

E) Delivery frequency

F) Guarantees

G) Service contracts

H) Other factors

I)
As a result of discounts, allowances, and promotional support, a company rarely realizes the same profit from each unit of a product it sells. 

Geographical Pricing (Cash, Countertrade, Barter)

A)
Geographical pricing involves the company in deciding how to price its products to different customers in different locations and countries. 

1) Should the company charge higher prices to distant customers to cover the higher shipping costs or a lower price to win additional business? 

2) How should exchange rates and the strength of different currencies be accounted for?

3) Another issue is how to get paid.

a. Many buyers want to offer other items in payment, a practice known as countertrade.
B)
Countertrade may account for 15 to 25 percent of the world’s trade and takes several forms:

1) Barter

2) Compensation deal

3) Buyback arrangement

4) Offset

Price Discounts and Allowances
Most companies will adjust list prices and give discounts and allowances for early payment, volume purchases, and off-season buying. 

A) Discount pricing has become the modus operandi of a surprising number of companies offering both products and services. 

B) Some product categories tend to self-destruct by always being on sale.

C) Discounting can be a useful tool if the company can gain concessions in return. 

D) Sales management needs to monitor the proportion of customers who are receiving discounts. 

E) Higher levels of management should conduct a net price analysis to arrive at the “real price” of their offering. 

Promotional Pricing

Companies can use several pricing techniques to stimulate early purchase:

A) Loss-leader pricing

B) Special-event pricing

C) Cash rebates

D) Low-interest financing

E) Longer payment terms

F) Warranties and service contracts

G) Psychological discounting

H) Promotional-pricing strategies are often a zero-sum game

Differentiated Pricing
Companies often adjust their basic price to accommodate differences in customers, products, locations, and so on. 

A) Price discrimination occurs when a company sells a product or service at two or more prices that do not reflect a proportional difference in costs. 

1) In first-degree price discrimination, the seller charges a separate price to each customer depending on the intensity of his or her demand. 

2) In second-degree price discrimination, the seller charges less to buyers who buy a larger volume.

3) In third-degree price discrimination, the seller charges different amounts to different classes of buyers:

a. Customer-segment pricing

b. Product-form pricing

c. Image pricing

d. Channel pricing

e. Location pricing

f. Time pricing

C) Yield pricing, and yield management systems are used to offer discounts based upon some criteria. 

D) The phenomenon of offering different pricing schedules to different consumers is exploding. 

E) Research shows that constant price variations work best in situations where there is no bond between buyer and seller. 

F) Companies are using variable prices as a reward for good behavior 

G) Some forms of price discrimination are illegal. 

H) Price discrimination is legal if the seller can prove that its costs are different when selling different volumes or different quantities of the same product to retailers. 

I) Predatory pricing—selling below cost with the intent of destroying competition - is unlawful.

J) For price discrimination to work, certain conditions must exist:

1) The market must be segmentable and the segments must show different intensities of demands. 

2) Members in the lower-price segment must not be able to resell the product to the higher-price segment.

3) Competitors must not be able to undersell the firm in the higher-price segment.

4) The cost of segmenting and policing the market must not exceed the extra revenue derived from price discrimination.

5) The practice must not breed customer resentment and ill will.

6)
The particular form of price discrimination must not be illegal.

INITIATING AND RESPONDING TO PRICE CHANGES

Companies often face situations when they may need to cut or raise prices. 

Initiating Price Cuts
Several circumstances might lead a firm to cut prices:

A) Excess plant capacity 
B) Companies may initiate a price cut in a drive to dominate the market through lower costs.

C) Either the company starts with lower costs or initiates price cuts in hope of gaining market share and lower costs.

D) A price-cutting strategy involves possible traps:

1) Low-quality trap

2) Fragile-market-share trap

3) Shallow-pockets trap

Initiating Price Increases
A successful price increase can raise profits considerably. 

A) A major circumstance provoking price increases is cost inflation. 

1)
Rising costs unmatched by productivity gains squeeze profit margins and lead companies to regular rounds of price increases.

B)
Companies often raise their prices by more than the cost increase in anticipation of further inflation or governmental price controls, in a practice called anticipatory pricing. 

C)
Another factor leading to price increase is over-demand. 

1)
The price can be increased in the following ways:

a. Delayed quotation pricing

b. Escalator clauses

c. Unbundling

d. Reduction of discounts

D)
A company needs to decide whether to raise its price sharply on a one-time basis or to raise it by small amounts several times.

1)
Consumers, generally, prefer small price increases on a regular basis to sudden, sharp increases.

E)
In passing on price increases to consumers, the company must avoid looking like a price gouger. Customer memories are long, and they can turn against companies they perceive as price gougers. 

H)
Several techniques help consumers avoid sticker shock and a hostile reaction when prices rise:

1) Sense of fairness must surround any price increase.

2) Customers must be given advance notice so that they can do forward buying or shop around.

3) Sharp price increases need to be explained in understandable terms.

4) Making low-visibility price moves first is also a good technique:

a. Eliminating discounts

b. Increasing minimum order sizes

c. Curtailing production of low-margin products
d. Creating new economy brands
Responding to Competitor’s Price Changes

How should a firm respond to a price cut initiated by a competitor? The best response varies with the situation.
A) One way is to assume that the competitor reacts in a set way to price changes.

B) The other is to assume that the competitor treats each price change as a fresh challenge and reacts according to self-interests at that time.

C) In markets characterized by high product homogeneity, the firm should search for ways to enhance its augmented product. 
1) If not it will have to meet the price reduction. 

D) In non-homogeneous product markets, the firm has more latitude. It needs to consider the following:
1. Why did the competitor change the price?

2. Does the competitor plan to make the price change temporary or permanent?

3. What will happen to the company’s market share and profits if it does not respond?

4. Are other companies going to respond?

5. What are the competitor’s and other firm’s responses likely to be to each possible reaction?

E) Market leaders frequently face aggressive price cutting by smaller firms trying to build market share. 
F) The brand leader can respond in several ways:

1. Maintain price

2. Maintain price and add value

3. Reduce price

4. Increase price and improve quality

5. Launch a low-price fighter line

G) The company has to consider the products:

1. Stage in the life cycle

2. Its importance in the company’s portfolio

3. The competitor’s intentions and resources

4. The market’s price and quality sensitivity

5. The behavior costs of with volume. 

6. The company’s alternative opportunities

H) An extended analysis of alternatives may not be feasible when the attack occurs. 

I) It would make better sense to anticipate possible competitors’ price changes and to prepare contingent responses.


CHAPTER SUMMARY 

Advertising is any paid form of nonpersonal presentation and promotion of ideas, goods, or services by an identified sponsor. Advertisers include not only business firms but also charitable, nonprofit, and government agencies.
Developing an advertising program is a five-step process: (1) Set advertising objectives; (2) establish a budget; (3) choose the advertising message and creative strategy; (4) decide on the media; and (5) evaluate communication and sales effects.

Sales promotion consists of a diverse collection of incentive tools, mostly short term, designed to stimulate quicker or greater purchase of particular products or services by consumers or the trade. Sales promotion includes tools for consumer promotion, trade promotion, and business and sales force promotion (trade shows and conventions, contests for sales reps, and specialty advertising). In using sales promotion, a company must establish its objectives, select the tools, develop the program, pretest the program, implement and control it, and evaluate the results.

Events and experiences are a means to become part of special and more personally relevant moments in consumers’ lives. Involvement with events can broaden and deepen the relationship of the sponsor with its target market, but only if managed properly.

A public relations (PR) involves a variety of programs designed to promote or protect a company’s image or its individual products. Many companies today use marketing public relations (MPR) to support the marketing department in corporate or product promotion and image making. MPR can affect public awareness at a fraction of the cost of advertising, and is often much more credible. The main tools of PR are publications, events, news, speeches, public service activities, and identity media.

DEVELOPING AND MANAGING AN ADVERTISING PROGRAM

Advertising is any paid form of nonpersonal presentation and promotion of ideas, goods, or services by an identified sponsor. 

A) Ads can be a cost-effective way to disseminate message, whether to build a brand preference or to educate people. 

B) In developing an advertising program, marketing managers must always start by identifying the target market and buyer motives. 

C)
They then can make the five major decisions known as “the 5Ms”: 

1) Mission: What are the advertising objectives?

2) Money: How much to spend?

3) Message: What message should be sent?

4) Media: What media should be used?

5) Measurement: How should the results be evaluated? 

Setting the Objectives 

The advertising objectives must flow from prior decisions on target market, brand positioning, and the marketing program. 

A) An advertising goal (or objective) is a specific communication task and achievement level to be accomplished with a specific audience in a specific period of time 

B) Advertising objective can be classified according to whether their aim is to:

1) Informative advertising
2) Persuasive advertising
3) Reminder advertising
4) Reinforcement advertising 
C) Each aim at different stages in the hierarchy of effects discussed in Chapter 17

D) Information advertising aims to create brand awareness and knowledge of new products or new features of existing products.

E) Persuasive advertising aims to create liking, preference, conviction, and purchase of a product or service.

F) Reminder advertising aims to stimulate repeat purchase of products and services.

G) Reinforcement advertising aims to convince purchasers that they made the right choice.

H) The advertising objective should emerge from a thorough analysis of the current marketing situation.

Deciding On the Advertising Budget

How does a company know if it is spending the right amount?

A) Although advertising is treated as a current expense, part of it really is an investment in building brand equity.

B) Factors affecting budget decisions. Here are five specific factors to consider when setting the advertising budget:

1) Stage in the product life cycle

2) Market share and consumer base

3) Competition and clutter

4) Advertising frequency

5) Product substitutability

Developing the Advertising Campaign

In designing and evaluating an ad campaign, marketers employ both art and science to develop the message strategy or positioning of an ad - what the ad attempts to convey about the brand- and its creative strategy - how the ad expresses the brand claim.

Message Generation and Evaluation

A good ad normally focuses on one or two core selling propositions. 

A) Creative brief

B) Positioning statement 

Creative Development and Execution

The ad’s impact depends not only on what is said, but often more importantly, on how it says it. Message execution can be decisive.

A) In preparing an ad campaign, the advertiser can prepare a copy strategy statement describing the:

1) Objective

2) Content
3) Support

4) Tone of the desired ad

B)
Every advertising medium has specific advantages and disadvantages.

Television Ads 

Television is generally acknowledged as the most powerful advertising medium and reaches a broad spectrum of consumers. 

A) The wide reach translates to low cost per exposure.

B) From a brand-building perspective, TV advertising has two particularly important strengths:

1) If can be an effective means of vividly demonstrating product attributes and persuasively explaining their corresponding consumer benefits 
2) TV advertising can be a compelling means for dramatically portraying user and usage imagery, brand personality, and other brand tangibles.

C)
Television advertising also has its drawbacks

1) Because of the fleeting nature of the message and the potentially distracting creative elements, product-related messages and the brand itself can be overlooked.

2) The large number of ads and non-programming material creates clutter that makes it easy for consumers to ignore or forget ads.

3) TV advertising has high costs in production and placement.

D)
Properly designed and executed TV ads can improve brand equity and affect sales and profits.

1)
A well-done TV commercial can still be a powerful marketing tool.

Print Ads

Print media offers a stark contrast to broadcast media.

A) Print media can provide much detailed product information and can also effectively communicate user and usage imagery.

B) However, the static nature of the visual images makes it difficult to provide dynamic presentations or demonstrations.

C) It also can be a fairly passive medium.

D) The two main print media-newspapers and magazines- have many of the same advantages and disadvantages.

1) Newspapers are timely and pervasive.

2) Magazines are more effective at building user and usage imagery.

E) Format elements such as ad size, color, and illustration affect a print ad’s impact.

F) Researchers studying print advertisements report that the: 

1) Picture

2) Headline

3) Copy (are important in that order)

Radio Ads

 Radio is a pervasive medium.

A) Radio’s main advantage is flexibility:

1) Stations are very targeted.

2) Ads are relatively inexpensive to produce and place.

3) Short closing allow for quick response.

B)
Radio is particularly effective in the morning.

1) It allows a company to achieve a balance between broad and localized market coverage.

C)
The obvious disadvantages of radio are: 

1) The lack of visual images

2) Relatively passive nature of the consumer processing those results. 
Legal and Social Issues
Advertisers and their agencies must be sure advertising does not overstep social and legal norms. Public policy makers have developed a substantial body of laws and regulations to govern advertising. 

A)
Under U.S. law, advertisers must not:

1) Make false claims

2) Must avoid false demonstrations

3) It is illegal in the United States to create ads that have the capacity to deceive

a. The problem is how to tell the difference between deception and “puffery”—simple exaggerations not intended to be believed that are permitted by law. 

4) Sellers are legally obligated to avoid bait-and-switch advertising that attracts buyers under false pretenses.

B)
Advertisers must be careful not to offend the general public as well as any ethnic groups, racial minorities, or special-interest groups.

DECIDING ON MEDIA AND MEASURING EFFECTIVENESS
After choosing the message, the advertiser’s next task is to choose media to carry it. The steps here are deciding on desired reach, frequency, and impact; choosing among major media types; selecting specific media vehicles; deciding on media timing; and deciding on geographical media allocation. Then the results of these decisions need to be evaluated.

Deciding On Reach, Frequency, and Impact

Media selection is finding the most cost-effective media to deliver the desired number and type of exposures to the target audience. 

A)
What do we mean by the desired number of exposures? 

1))
The advertiser is seeking a specified advertising objective and response from the target audience.

B)
The next task is to find out how many exposures will produce a level of audience awareness.

C)
The effect of exposures on audience awareness depends on the exposures.

1) Reach

2) Frequency

3) Impact

There are important trade-offs among reach, frequency, and impact, namely budget dollars.

D) The relationship between reach, frequency, and impact is captured in the following concepts:

1) Total number of exposures (E) is reach times the average frequency: E = R x F

2)
Weighted number of exposures (WE) is the reach times average frequency times average impact: WE = R x F x  I

E)
The media planner has to figure out the most cost-effective combination of reach, frequency, and impact.

F)
Reach is most important when:

1) Launching new products

2) Flanker brands
3) Extensions of well-known brands

4) Infrequently purchased goods

5) Going after an undefined target market

G) Frequency is most important where:

1) There are strong competitors.

2) A complex store to tell

3) High consumer resistance

4) A frequent-purchase cycle

H) Many advertisers believe a target audience needs a large number of exposures for the advertising to work.

1)
Others doubt the value of high frequency.

I) Another factor arguing for repetition is that of forgetting.

1) The higher the forgetting rate associated with a brand, the higher the warranted level of repetition.

2) Ads wear out and viewers tune them out so repetition is not enough.

3) Advertisers should insist on fresh ads. 

Choosing Among Major Media Types

The media planner has to know the capacity of the major advertising media types to deliver reach, frequency, and impact. 

A)
Media planners make their choices by considering the following variables:

1) Target audiences’ media habits

2) Product characteristics

3) Message characteristics
4) Cost

B)
Given the abundance of media, the planner must first decide how to allocate the budget to the major media types.

C)
The distribution must be planned with the awareness that people are increasingly time-starved. 

D)
Attention is becoming a scarce currency, and advertisers need strong devices to capture people’s attention.

E)
Marketers must also recognize that consumer response can be S-shaped: An ad threshold effect exists where some positive amount of advertising is necessary before any sales impact can be detected, but sales increase eventually flatten out.

Alternative Advertising Options

Many marketers are looking for alternative advertising media.

Place Advertising

Place advertising, also called out-of-home advertising, is a broadly defined category that captures many different alternative advertising forms. 

A) Marketers are using creative and unexpected ad placement to grab consumer’s attention.

B) The rationale is that marketers are better off reaching people in other environments, such as where they:

1) Work

2) Play

3) Shop

C)
Some of the options available include:

1) Billboards

2) Public places

3) Product placement

4) Point-of-purchase

Billboards

A) Billboards now use colorful, digitally produced graphics, backlighting, sounds, movement, and even three-dimensional images.

B) Billboards do not have to be fixed. Marketers can buy space on billboard-laden trucks.

Public Spaces

A)
Advertisers are placing traditional TV and print ads in unconventional places such as: 

1) Movies

2) Airlines

3) Lounges

4) Classrooms

5) Sports arenas

6) Hotel elevators

7) Other public places

B)
Advertisers can buy space in:

1) Stadiums
2) Garbage cans

3) Bicycle racks

4) Other places 
Product Placement

A) Product placement has expanded from movies to all types of TV shows.

B) Marketers pay fees of $50,000 to $100,000 and higher for cameo appearances in movies and on television shows.

C) Product placements can be combined with special promotions to publicize entertainment tie-ins.

D) Some firms get product placement at no cost by supplying their product to the movie company.

E) Marketers are finding other inventive ways to advertise during actual television broadcasts.

1) Virtual logos networks add digitally to the playing field.

2) Ads also appear in best-selling paperback books and movie videotapes.

F) Advertorials are print ads that offer editorial content that reflects favorably on the brand and is difficult to distinguish from newspaper or magazine content.

G) Other firms are exploring branded entertainment such as online mini-films.

Point-of-Purchase

There are many ways to communicate with consumers at the point-of-purchase (POP)

A)
In-store advertising includes ads:

1) On shopping carts

2) Cart straps

3) Aisles and shelves

4) In-store demonstrations

5) Live sampling

6) Instant coupon machines

B)
The appeal of point-of-purchasing advertising lies in the fact that numerous studies show that in many product categories consumers make the bulk of their final brand decisions in the store

1) One study suggested that 70 percent of all buying decisions are made in the store

2) In-store advertising is designed to increase the number of spontaneous buying decisions

Evaluating Alternative Media

The main advantage of non-traditional media is that a very precise and captive audience often can be reached in a cost-effective manner. 

A) The challenge with non-traditional media is demonstrating its reach and effectiveness through credible, independent research.

B) These new marketing strategies must be judged on how they contribute, directly or indirectly, to brand equity.

C) There has been some consumer backlash when people see ads in traditionally ad-free spaces.

D) Perhaps because of the sheer pervasiveness of advertising, consumer seem to be less bothered by non-traditional media now than in the past.

E) Consumers must be favorably affected in some way to justify the marketing expenditures for non-traditional media.

Selecting Specific Vehicles

The media planner must search for the most cost-effective vehicles within each chosen media type.

A) In making choices, the planner has to rely on measurement services that provide estimates of audience size, composition, and media cost. 

B) Audience size has several possible measures:

1) Circulation

2) Audience

3) Effective audience

4) Effective ad-exposed audience

C)
Media planner calculates the cost per thousand persons reached by a vehicle.

D)
Several adjustments have to be applied to the cost-per-thousand measure:

1) The measure should be adjusted for audience quality.
2) The exposure value should be adjusted for the audience-attention probability. 

3) The exposed value should be adjusted for the magazine’s editorial quality (prestige and believability).

4) The exposure value should be adjusted for the magazine’s ad placement policies and extra services.
E)
Many magazines often put together a “reader profile” for their advertisers, summarizing the characteristics of the magazines’ readers with respect to age, income, residence, marital status, and leisure activities. 

Deciding On Media Timing and Allocation

In choosing media, the advertiser faces both a macro scheduling and a micro-scheduling problem.

A) The macro-scheduling problem involves scheduling the advertising in relation to seasons and the business cycle. 

B) The micro-scheduling problem calls for allocating advertising expenditures within a short period to obtain maximum impact. 

C)
The most effective pattern depends on the communication objectives in relation to the:

1) Product

2) Target customers

3) Distribution channels

4) Other marketing factors 
D)
The timing pattern should also consider three factors:

1) Buyer turnover: the higher this rate, the more continuous the advertising should be.

2) Purchase frequency: the higher the purchase frequency, the more continuous the advertising should be.

3) Forgetting rate: the higher the forgetting rate, the more continuous the advertising should be.

E)
In launching a new product, the advertiser has to choose among:

1) Continuity

2) Concentration

3) Flighting

4) Pulsing

F)
A company has to decide how to allocate its advertising budget over space as well as over time: 

1) Areas of dominant influence (ADIs)

2) Designated marketing areas (DMAs)

Evaluating Advertising Effectiveness

Most advertisers try to measure the communication effect of an ad— that is, the potential effect on awareness, knowledge, or preference. They would also like to measure the ad’s sales effect.

Communication-Effect Research

Communication-effect research seeks to determine whether an ad is communicating effectively. Called copy testing, it can be done before an ad is put into media and after it is printed or broadcast.

There are three major methods of pre-testing:

1) The consumer feedback method asks consumers for their reactions to a proposed ad

2) Portfolio tests ask consumers to view or listen to a portfolio of advertisements, then consumers are asked to recall all the ads and their contents.

3) Laboratory tests uses equipment to measure physiological reactions to an ad.

Many advertisers use posttests to assess the overall impact of a completed campaign.

Sales-Effect Research

Advertising’s sales effect is generally harder to measure than its communication effect. 

A)
Sales are influenced by many factors:

1) Features

2) Price

3) Availability

4) Competitors’ actions

B)
The sales impact is easiest to measure in direct-marketing situations. 

C)
Harder to measure in brand or corporate image-building campaigns 
D)
Companies are generally interested in finding out whether they are overspending or under-spending on advertising.

E)
A company’s share of advertising expenditures produces:

1) A share of voice

2) Earns a share of consumers’ minds and hearts

3) Ultimately a share of market

F)
Researchers try to measure the sales impact through analyzing historical or experimental data.

G)
The historical approach involves correlating past sales to past advertising expenditures.

H)
Other researchers use an experimental design to measure advertising’s sales impact.

SALES PROMOTION

Sales promotion, a key ingredient in marketing campaigns, consists of a collection of incentive tools, mostly short term, designed to stimulate quicker or greater purchase of particular products or services by consumers or the trade. 

A) Where advertising offers a reason to buy, sales promotion offers an incentive to buy.

B) Sales promotions includes tools for:

1) Consumer promotion

2) Trade promotion

3) Business and sales-force promotion

Objectives
Sales promotions tools vary in their specific objectives:

A) Sellers use incentive-type promotions to:

1) Attract new users.

2) Reward loyal customers.

3) Increase the repurchase rates of occasional users.

B) Sales promotions are often used to attract brand switchers.

C) Sales promotions used in markets of high brand similarity can produce a high sales response in the short run.

D) In markets of high brand dissimilarity, sales promotions may be able to alter market shares permanently.

E) In addition to brand switching, consumers may engage in stockpiling during sales promotions.

F) A number of sales-promotion benefits flow to manufacturers and consumers.

1) Sales promotions enable manufacturers to adjust short-term variations in supply and demand.

2) Enable manufacturers to test how high a list price they can charge.

3) Induce consumers to try new products.

4) Lead to more varied retail formats, such as the EDLP store.

G) For retailers promotions may:

1) Increase sales of complementary categories.

2) Induce some store switching by consumers.

3) Promote greater consumer awareness of prices.

4) Permit manufacturers to sell more than they would normally sell at the list price.

5) Help the manufacturer adapt programs to different consumer segment.

H) Service marketers also employ sales promotions to achieve marketing objectives:

1) To attract new customers 
2) Establish loyalty.

Advertising versus Promotion

A decade ago, the advertising-to-sales promotion ratio was about 60:40. Today, in many consumer packaged-goods companies, sales promotions accounts for 75 percent of the combined budget – 50% trade and 25% consumer. 
A)
Sales-promotion expenditures have been increasing as a percentage of budget expenditure annually for the last two decades. Several factors contribute to this rapid growth, especially in consumer markets:

1) Promotion is now more accepted by top management as an effective sales tool.

2) More product managers are qualified to use sales-promotion tools.

3) Product managers are under greater pressure to increase current sales.

4) The number of brands has increased.

5) Competitors use promotions frequently.

6) Many brands are seen as similar.

7) Consumers are more price-orientated.

8) The trade has demanded more deals from manufacturers.

9) Advertising efficiency has declined because of rising costs, media clutter, and legal restraints.

B) The question of whether or not sales promotion weakens brand loyalty is subject to interpretation.

1)
Sales promotions may devalue the product offering in buyer’s mind.

C) Certain types of sales promotions can actually enhance brand image (added-value promotions).

D) There is a risk in putting a well-known brand on promotion over 30 percent of the time.

E) Dominant brands offer deals less frequently, because most deals subsidize only current users.

F) Sales promotions yield faster and more measurable responses in sales than advertising, but do not tend to yield new, long-term buyers in mature markets.

G) Loyal brand buyers tend not to change their buying patterns as a result of competitive promotion.

1)
Advertising appears to be more effective at deepening brand loyalty.

H) There is also evidence that price promotions do not build permanent total-category volume.

I) Small-share competitors find it advantageous to use sales promotions because:

1) They cannot match the market leaders large advertising budgets.

2) They cannot obtain shelf space without offering trade allowance,

3) They cannot stimulate consumer trial without offering incentives.

Major Decisions

In using sales promotions, a company must establish its objectives, select the tools, develop the program, pretest the program, implement and control it, and evaluate the results.

Establishing Objectives

Sales promotion objectives are derived from broader promotion objectives that are derived from more basic marketing objectives developed for the product.

A)
For consumers, objectives may include:

1) Encouraging purchase of larger-sized units

2) Building trial among nonusers

3) Attracting switchers away from competitors’ brands

B)
Ideally, promotions with consumers would have short-run sales impact as well as long-run brand equity effects.

C)
For retailers, objectives include persuading retailers to: 

1) Carry new items.

2) Higher levels of inventory
3) Encouraging off-season buying

4) Encouraging stocking of related items

5) Offsetting competitive promotions

6) Building brand loyalty

7) Gaining entry into new retail outlets

D)
For the sales force, objectives include:

1) Encouraging support of a new product or model

2) Encouraging more prospecting

3) Stimulating off-season sales 
Selecting Consumer-Promotion Tools

The promotion planner should take into account the type of market, sales-promotion objectives, competitive conditions, and each tool’s cost-effectiveness.

A)
We can distinguish between manufacturers’ promotions and retailer promotions.

1) Manufactures promotions are illustrated by uses of rebates and gifts.

2) Retailer promotions include price cuts, feature advertising, coupons, contests, or premiums.

B) We can also distinguish between sales-promotion tools that are consumer-franchise building and reinforce the consumer’s brand preference and those that do not. 

C) Consumer franchise-building promotions offer the best of both worlds—they build brand equity while moving product.

D) Sales promotion seems most effective when used together with advertising.

Selecting Trade-Promotion Tools

Manufacturers use a number of trade-promotion tools, a higher proportion of the promotion pie is devoted to trade-promotion tools than to consumer promotion 

A)
Manufacturers award money to the trade: 

1) To persuade the retailer or wholesaler to carry the brand

2) To persuade the retailer or wholesaler to carry more units than the normal amount

3) To induce retailers to promote the brand by featuring, displaying, and reducing prices.

4) To stimulate retailers and their sales clerks to push the product 
B)
The growing power of large retailers has increased their ability to demand trade promotions at the expense of consumer promotion and advertising.

C)
Manufacturers face several challenges in managing trade promotions:

1)
They often find it difficult to police retailers. 

a.
Manufacturers are increasingly insisting on proof of performance before paying allowance.

2)
More retailers are doing forward buying—buying a greater quantity during the deal period than they can sell during the deal period.

3)
Retailers are doing more diverting.

a.
Manufacturers are trying to handle forward buying and diverting by limiting the amount that they will sell at a discount.

Selecting Business-and Sales-Force-Promotion Tools

Companies spend billions of dollars on business-and-sales force promotion tools. These tools are used to gather business leads, impress, and reward customers, and motivate the sales force to greater effort. 

Developing the Program

In planning sales-promotion programs, marketers are increasingly blending several media into a total campaign concept. 

A)
In deciding to use a particular incentive, marketers have several factors to consider: 

1) The size of the incentive

2) The conditions for participation

3) The duration of the promotion

4) The distribution vehicle

5) The timing of the promotion

6) The total sales-promotion budget

Pretesting, Implementing, Controlling, and Evaluating the Program

Pretests can determine if the tools are appropriate, the incentive size optimal, and the presentation method efficient. Most sales-promotion programs are designed on the basis of experience. 

A) Marketing managers must prepare implementation and control plans for each individual promotion that cover lead-time and sell-in time.

B) Lead-time is the time necessary to prepare the program prior to launching it.

C) Sell-in time begins with the promotional launch and ends when the merchandise is in the hands of consumers.

D) Manufacturers can evaluate the program using three methods:

1) Sales data

2) Consumer survey

3) Experiments

E)
In general, sales promotions work best when they attract competitors’ customers who switch.

1)
Consumer surveys can be conducted to learn: 

a. How many recall the promotion

b. What they thought of it

c. How many took advantage of it

d. How the promotion affected subsequent brand-choice behavior

F)
Sales promotions can also be evaluated through experiments that vary such attributes as:

1) Incentive value

2) Duration

3) Distribution media

G)
There are additional costs beyond the cost of specific promotions:

1) Promotions might decrease long-run brand loyalty.

2) Promotions can be more expensive than they appear.

3) There are the costs of special production runs, extra sales-force efforts, and handling requirements.

4)
Certain promotions irritate retailers who may demand extra trade allowances or refuse to cooperate.

EVENTS AND EXPERIENCES

According to the IEG Sponsorship report, $14.9 billion will be spent in North America in 2007 on sponsorships of events. By becoming part of a special and more personally relevant moment in consumers’ lives, involvement with events can broaden and deepen the relationship in consumers’ lives. 
A) Daily encounters with brands may also affect consumers’ brand attitudes and beliefs. 

B) Atmospheres are “packaged environments” that create or reinforce leaning toward product purchase 

More firms are creating on-site or off-site product and brand experiences.

Events Objectives

Marketers report a number of reasons why they sponsor events:

A) To identify with a particular target market or life style

B) To increase awareness of company or product name

C) To create or reinforce consumer perceptions of key brand image associations

D) To enhance corporate image dimensions

E) To create experiences and evoke feelings

F) To express commitment to the community or on social issues

G) To entertain key clients or reward key employees

H) To permit merchandising or promotional opportunities

I) Despite these potential advantages, there are a number of potential disadvantages to sponsorships:

1)
The success of the event can be unpredictable and out of the control of the sponsor.

2)
Some consumers may still resent the commercialization of events.

Major Sponsorship Decisions 

Developing successful sponsored events involves choosing the appropriate events, designing the optimal sponsorship program for the event, and measuring the effects of sponsorship.

Choosing Events
Because of the huge amount of money involved and the number of events, many marketers are becoming more strategic about which events they will get involved and the manner in which they will do so.

A)
The marketing objectives and communication strategy that have been defined for the brand must be met by the event. 

1) The audience delivered by the event must match the target market of the brand.

2) The event must have sufficient awareness.

3) Possess the desired image.

4) Be capable of creating the desired effect with that target market. 

5) Consumers must make favorable attributions to the sponsor for its event involved.

B)
An “ideal” event might be one that:

1) Audience closely matches the desired target market

2) Generates much favorable attention

3) Is unique but not encumbered with many sponsors

4) Lends itself to ancillary marketing activities

5) Reflects or enhances the brand or corporate image of the sponsor.

C)
More and more firms are also using their names to sponsor the arenas, stadiums, and other venues that actually hold the event.

Designing Sponsorship Programs

Many marketers believe that it is the marketing program accompanying an event sponsorship that ultimately determines its success 

A) At least 2 to 3 times the amount of the sponsorship expenditure should be spent on related marketing activities.

B) Event creation is a particularly important skill in publicizing fund-raising drives for non-profit organizations.

Measuring Sponsorship Activities

As with public relations, measurement of events is difficult.
A)
There are two basic approaches to measuring the effects of sponsorship activities:

1) Supply-side method focuses on potential exposure to the brand by assessing the extent of media coverage.

2) Demand-side method focuses on reported exposure from consumers.

B)
Supply-side methods attempt to approximate the amount of time or space devoted to media coverage of an event 

1) This measure of potential “impressions” is then translated into an equivalent “value” in advertising dollars according to the fees associated in actually advertising in the particular media vehicle.

2) This methods validity can be questioned:

a. In equating media coverage with advertising exposure the content of the respective communications consumers receive is ignored.

b. Advertisers use media space and time to communicate a strategically designed message: Media coverage and telecasts only expose the brand and do not necessarily embellish its meaning in any direct way.

C)
The demand-side method attempts to identify the effects sponsorship has on consumers’ brand knowledge. 

1)
Tracking or customized surveys can explore the ability of the event sponsors want to affect by: 

a. Awareness

b. Attitudes

c. Sales

Creating Experiences

A large part of local, grassroots marketing is experiential marketing, which not only communicates features and benefits, but also connects a product or service with unique and interesting experiences. 

PUBLIC RELATIONS

Not only must the company relate constructively to customers, suppliers, and dealers, it must also relate to a large number of interested publics. 

A) A public is any group that has an actual or potential interest in or impact on a company’s ability to achieve its objectives. 

B) Public relations (PR) involve a variety of programs designed to promote or protect a company’s image to its individual products.

C) The wise company takes concrete steps to manage successful relations with its key publics. 

D) Most companies have a public-relations department that monitors the attitudes of the organizations’ publics and distributes information and communications to build goodwill.

E) PR departments perform the following five functions:

1) Press relations

2) Product publicity

3) Corporate communications

4) Lobbying

5) Counseling

Marketing Public Relations

Many companies are turning to marketing public relations (MPR) to support corporate or product promotion and image making. 

 A)
The old name for MPR was publicity that was seen as the task of securing editorial space to promote or “hype” a product, service, idea, etc. 

B)
MPR goes beyond simple publicity and plays an important role in the following tasks:

1) Launching new products

2) Repositioning a mature product

3) Building interest in a product category

4) Influencing specific target groups

5) Defending products that have encountered public problems

6) Building the corporate image in a way that reflects favorably on its products
C)
As the power of mass advertising weakens, marketing managers are turning to MPR to build awareness and brand knowledge for both new and established products.

D)
MPR is also effective in blanketing local communities and reaching specific groups.

E)
MPR must be planned jointly with advertising.

F)
Creative public relations can affect public awareness at a fraction of the cost of advertising.

G)
Some experts say that consumers are five times more likely to be influenced by editorial copy than by advertising.

Major Decisions in Marketing PR

In considering when and how to use MPR, management must establish the marketing objectives, choose the PR messages and vehicles, implement the plan carefully, and evaluate the results. 

Establishing Objectives 

MPR can:

A) Build awareness by placing stores in the media to bring attention to a product, service, person, organization, or idea.

B) It can build credibility by communication the message in an editorial context.

C) It can help boost sales-force and dealer enthusiasm with stores about a new product before it is launched.

D) It can hold down promotion costs because MPR costs less than direct mail and media advertising.

Choosing Message and Vehicles

The MPR manager must identify or develop interesting stories about the product. 

A)
Each event is an opportunity to develop a multitude of stories directed at different audiences.

B)
The best MPR practitioners are able to find or create stories even for mundane or out-of-fashion product.

Implementing the Plan and Evaluating Results

MPRs contribution to the bottom line is difficult to measure, because it is used along with other promotional tools.

A)
The three most commonly used measures of MPR effectiveness are:

1) Number of exposures

2) Awareness, comprehension, or attitude change

3) Contribution to sales and profits

B)
The easiest measure of MPR effectiveness is the number of exposures carried by the media.

1)
This measure is not very satisfying because it contains no indication of:

a. How many people actually read, heard, or recalled the message.

b. What they thought afterward 
c. Nor does it contain information on the net audience reached.

(i) It would be better to know the number of unduplicated exposures.

C)
A better measure is the change in:

1) Product awareness

2) Comprehension

3) Attitude resulting from the MPR campaign

D)  A better measure is the: 

1) Change in product awareness

2) Comprehension

3) Attitude

Resulting from the MPR campaign


CHAPTER SUMMARY 

Once a company has segmented the market, chosen its target customer groups and identified their needs, and determined its desired market positioning, it is ready to develop and launch appropriate new products and services.  Marketing should participate with other departments in every stage of new-product development.
Successful new-product development requires the company to establish an effective organization for managing the development process.  Companies can choose to use product managers, new-product managers, new-product committees, new-product departments, or new-product venture teams.  Increasingly, companies are adopting cross-functional teams, connecting to individuals and organizations outside the company, and developing multiple product concepts.

Eight stages take place the new-product development process: idea generation, screening, concept development and testing, marketing-strategy development, business analysis, product development, market testing, and commercialization.  At each stage, the company must determine whether the idea should be dropped or moved to the next stage.

The consumer-adoption process is the process by which customers learn about new products, try them, and adopt or reject them.  Today many marketers are targeting heavy users and early adopters of new products, because both groups can be reached by specific media and tend to be opinion leaders. The consumer-adoption process is influenced by many factors beyond the marketer’s control, including consumers’ and organizations’ willingness to try new products, personal influences, and the characteristics of the new product or innovation.

NEW PRODUCT OPTIONS 
There are a variety of types of new products and ways to create them. A company can add new products through acquisition or development. 
A)
The acquisition route can take three forms:

1) The company can buy other companies.

2) It can acquire patents from other companies.

3) It can buy a license or franchise from another company.

B)
The development route can take two forms:

1) It can develop new products in its own laboratories called organic growth 
2) It can contract with independent researchers or new-product development firms to develop new products. 

Types of New Products

We can identify six categories of new products:

1) New-to-the-world products
2) New product lines
3) Additions to existing product lines
4) Improvements and revisions of existing products
5) Repositioning

6) Cost Reductions.

A)  Fewer than 10 to 15 percent of all new products are truly innovative and new to the world. 

B)
These products involve the greatest cost and risk because they are new to both the company and the marketplace.

C) Most new-product activity is devoted to improving existing products.
D)   Many high-tech firms strive for radical innovation

CHALLENGES IN NEW PRODUCT DEVELOPMENT 

New-product introductions have accelerated in recent years.  In many industries, the time it takes to bring a product to market has been cut in half. 
The Innovative Imperative

A) New-product introductions have accelerated in recent years

B) In an economy of rapid change, continuous innovation is a necessity

C) Companies that fail to develop new products put themselves at risk.

New Product Success

A) Most established companies focus on incremental innovation. 

B) Newer companies create disruptive technologies. 

C) Established companies can be slow to react or invest in these disruptive technologies because they threaten their investment. 

D) Incumbent firms must carefully monitor the preferences of both customers and non-customers over time and uncover evolving, difficult-to-articulate customer needs.
E) New Product Failure

New-product development can be quite risky. 

A) New products continue to fail at a disturbing rate:

1) Around 95 percent in the United States

2) Around 90 percent in Europe

New products can fail for many reasons:

1) Shortage of important ideas in certain areas

2) Fragmented markets

3) Social and governmental constraints

4) Cost of development

5) Capital shortages

6) Shorter required development time

7) Shorter product life cycles

ORGANIZATIONAL ARRANGEMENTS 

Many companies today use customer-driven engineering to design new products. 

A) Customer-driven engineering attaches high importance to incorporating customer preferences in the final design. 

B) New product development requires senior management to define business domain, product categories, and specific criteria

Budgeting for New-Product Development

Senior management must decide how much to budget for new-product development.  

A) Some companies solve this problem by financing as many projects as possible, hoping to achieve a few winners.

B) Others apply conventional percentage of sales figures.

C) Spend what the competition does.

Organizing New-product Development

Companies handle the organizational aspect of new-product development in several ways. 

L) New-product manager
M) High-level management committee
N) New-product department
O) Venture teams
1)
A venture team is a cross-functional group charged with developing a specific product or business. These skunk works are informal places where “intrapreneurial" teams attempt to develop new products. 

F)
Cross-functional teams can collaborate and use concurrent new-product development to push new products to market.  Cross-functional teams help to ensure that engineers are not just driven to create a “better mousetrap” when potential customers do not really need or want one. 

G)
Some companies use the stage-gate system to manage the innovation process.

1)
The gatekeepers make one of four decisions at each stage of the process:

a. Go
b. Kill
c. Hold
d. Recycle
H)
The process can be depicted as a funnel.
I)
Many firms use a spiral development process that recognizes the value of returning to an earlier stage to make improvements before moving forward. 

MANAGING THE DEVELOPMENT PROCESS: IDEAS 

The new product development process starts with the search for ideas. 

 Idea Generation

New product ideas can come from interacting with various groups and from using creativity-generating techniques

Interacting with Others 

Ideas for new products can come from many sources, such as customers, scientists, competitors, employees, channel members, and top management. 

A) Customer needs and wants are the logical place to start the search.

B) One-on-one interviews and focus group discussions can explore product needs and reactions.

C) 
Technical companies can learn a great deal by studying customers who make the most advance use of the company’s products and who recognize the need for improvements before other customers do.

D) Employees throughout the company can be a source of ideas for improving production, products, and services.

E) Companies can also find good ideas by researching competitors’ products and services.  

G) They can find out what customers like and dislike about competitors’ products. 
H) They can buy the competitors products and take them apart.

I) Company sales representatives and intermediaries are a particularly good source of ideas.

J) These groups have firsthand exposure to customers and are often the first to learn about competitive developments.

K) Top management can be another major source of ideas. 

Creativity Techniques

Here is a sampling of techniques for stimulating creativity in individuals and groups. 

A) Attribute listing
B) Forced relationships

C) Morphological analysis
D) Reverse assumption analysis
E) New contexts
F) Mind-mapping
G)
Increasingly, new product ideas arise from lateral marketing that combines two product concepts or ideas to create a new offering.

Idea Screening 

A company should motivate its employees to submit new ideas to an idea manager. Ideas should be written down and reviewed each week by an idea committee

A)
The company then sorts the proposed ideas into three groups: 

1) Promising ideas
2) Marginal ideas
3) Rejects
B)
A DROP-error occurs when the company dismisses an otherwise good idea.

1)
It is extremely easy to find fault with other people’s ideas.  
C) A GO-error occurs when the company permits a poor idea to move into development and commercialization.

D) An absolute product failure loses money, because its sales do not cover variable costs.

E) A partial product failure loses money, but its sales cover all its variable costs and some of its fixed costs.

F) A relative product failure yields a profit that is less than the company’s target rate of return.

G) The purpose of screening is to drop poor ideas as early as possible.

1)
The rationale is that product-development costs rise substantially with each successive development stage.

H) Most companies require new-product ideas to be described on a standard form that can be reviewed by a new-product committee.

I) The executive committee then reviews each idea against a set of criteria.

J) The surviving ideas can be rated using a weighted-index method.

K)
As the idea moves through development, the company will constantly need to revise its estimate of the product’s overall probability of success using the following formula:
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MANAGING THE DEVELOPMENT PROCESS: CONCEPT TO STRATEGY

Attractive ideas must be refined into testable product concepts. 

A) A product idea is a possible product the company might offer to the market.

B) A product concept is an elaborated version of the idea expressed in consumer terms.

Concept Development and Testing

A product idea can be turned into several concepts.

A)
Questions to ask include:

1) Who will use this product?

2) What primary benefit should this product provide?

3) When will people consume this product? 

B)
The answers to these questions will form several concepts:

1) Concept 1
2) Concept 2
3) Concept 3
C)
Each concept represents a category concept that defines the product’s competition.

D)
Next, the product concept has to be turned into a brand concept. 

Concept Testing 

Concept testing involves presenting the product concept to target consumers and getting their reactions. The concepts can be presented symbolically or physically. 

A) In the past, creating physical prototypes was costly and time-consuming. 

B) Today firms can use rapid prototyping to design products.

C) Companies are also using virtual reality to test product concepts.

D) Concept testing entails presenting consumers with an elaborated version of the concept.

E) After receiving information, researchers measure product dimensions by having consumers respond to the following:

1) Communicability and believability
2) Need level
3) Gap level
4) Perceived value
5) Purchase intention
6) User targets, purchase occasions, purchasing frequency
F)
The respondents’ answers indicate whether the concept has:

1) A broad consumer appeal
2) What products this new product competes against
3) Which consumers are the best targets
Conjoint Analysis

Consumers’ preferences for alternative product concepts can be measured through conjoint analysis, a method for deriving the utility values that consumers attach to varying levels of a product’s attributes. 

A) Respondents are shown different hypothetical offers formed by combining varying levels of the attributes, then asked to rank the various offers.

B) Management can identify the most appealing offer and the estimated market share and profit the company might realize.

C)
The marketer now uses a statistical program to derive the consumer’s utility functions for each of the five attributes.

1) The higher the utility, the stronger the consumer’s preference for that level of attribute
2) Clearly, this consumer sees price and package design as the most important attributes.

D) When preference data are collected from a sufficient sample of target consumers, the data can be used to estimate the market share any specific offer is likely to achieve, given any assumptions about competitive response.

E) The most customer-appealing offer is not always the most profitable offer to make. 

F) Conjoint analysis has become one of the most popular concept-development and testing tools. 

Marketing Strategy Development 
Following a successful concept test, the new-product manager will develop a preliminary strategy plan for introducing the new product into the market. 

A)
The plan consists of three parts
1)
The first part describes the:

a. Target market’s size
b. Structure
c. Behavior
d. Planned product’s positioning
e. Sales
f. Market share
g. Profit goals in the first few years
2)
The second part outlines
a. Planned price
b. Distribution strategy
c. Marketing budget for the first year
 3)
The third part describes the
a. Long-run sales and profit goals
b. Marketing-mix strategy over time
Business Analysis

After management develops the product concept and marketing strategy, it can evaluate the proposal’s business attractiveness. Management needs to prepare sales, cost, and profit projections to determine whether they satisfy company objectives. If it does, then the concept can move into the development stage.

Estimating Total Sales

Total estimated sales are the sum of estimated first-time sales, replacement sales, and repeat sales. Sales-estimation methods depend on whether the product is a one-time purchase, an infrequently purchased product, or a frequently purchased product. 

A) Infrequently purchased products exhibit replacement cycles dictated by physical wearing out or by obsolescence.

B)
Frequently purchased products have product life cycles sales. 

C) In estimating sales, the manager’s first task is to estimate first-time purchases of the new product in each period.

D) To estimate replacement sales, management has to research the product’s survival-age distribution.
E) Because replacement sales are difficult to estimate before the product is in use, some manufacturers base the decision to launch a new product solely on the estimate of first-time sales.

F) For a frequently purchased new-product, the seller has to estimate repeat sales as well as first-time sales.

Estimating Costs and Profits

Costs are estimated by the R&D, manufacturing, marketing, and finance departments. 

A) The payback period here is approximately three and a half years.

B) Management has to decide whether to risk a maximum investment loss of $4.6 million and a possible payback period of three and a half years.

C) Companies use other financial measures to evaluate the merit of a new-product proposal.

D) The simplest is breakeven analysis.
E) The more complex method is risk analysis.
MANAGING THE DEVELOPMENT PROCESS: DEVELOPMENT TO COMMERCIALIZATION

At this stage, the company will determine whether the product idea can translate into a technically and commercially feasible product. 

Product Development

The job of translating target customer requirements into a working prototype is helped by
a set of methods known as quality function deployment (QFD).

A)
This methodology takes the list of desired customer attributes (CAs) and turns them into:

1) A list of engineering attributes (EAs).

2) A major contribution of QFD is that it improves communication between marketers, engineers, and the manufacturing people.

Physical Prototypes
The R&D department will develop one or more physical versions of the product concept.

A)
Its goal is to find a prototype that: 

1) Embodies the key attributes described in the product-concept statement.

2) Performs safely under normal use and conditions
3) Can be produced within the budgeted manufacturing costs.

B)
With the emergence of the Web, there is a need for more rapid prototyping and more flexible development processes.

C)
Lab scientists must also communicate the products psychological aspects through physical cues.

1)
Marketers need to supply lab people with information on what attributes consumers seek and how consumers judge whether these attributes are present.

Customer Tests 

When the prototypes are ready, they must be put through rigorous functional tests and consumer tests.

A) Alpha testing is a name given to testing the product within the company.

B) Beta testing is testing the product with customers.

C)
Consumer testing can take several forms:

1)
Bringing consumers into the laboratory
2)
Give them samples to use in their homes.

D)
Consumer preferences can be measured in several ways:

1) The rank-order method
2) The paired-comparison method
3) The monadic-rating method
Market Testing
The new product is ready to be introduced into an authentic setting with a brand name and packaging, to learn how large the market is, and how consumers and dealers react to handling, using, and repurchasing the product.

A) Not all companies undertake market testing.

B) Many companies believe that market testing can yield valuable information about buyers, dealers, marketing program effectiveness, and market potential.

C) The amount of market testing is influenced by the investment cost, risk on the one hand, and time pressure and research on the other.

D) High investment—high-risk products, where the chance of failure is high, must be market tested.

High-risk products, those that create new-product categories or have novel features warrant more market testing than modified products.

Consumer-Goods Market Testing

A)
In testing consumer products, the company seeks to estimate four variables:

1) Trial
2) First repeat
3) Adoption
4) Purchase frequency 

Here are four major methods of consumer-goods market testing, from the least to most costly:
1) Sales-Wave Research

In sales-wave research, consumers who initially try the product at no cost are re-offered the product, or a competitor’s product, at slightly reduced prices.

A) They might be offered the product as many as five times (sales wave) with the company noting how many customers selected the product again and their reported levels of satisfaction.

B) Sales-wave research can also expose consumers to one or more advertising concepts to see the impact of that advertising on repeat purchase.

C) Sales-wave research can be:

1) Implemented quickly
2) Conducted with a fair amount of security
3) Carried out without final packaging and advertising
D)
It does not indicate what trial rates would be achieved with different sales-promotion incentives.

E)
Nor does it indicate the brand’s power to gain distribution and favorable shelf positioning.

2) Simulated Test Marketing

Simulated test marketing calls for finding 30 to 40 qualified shoppers and questioning them about brand familiarity and preferences in a specific product category.

A) These people are then invited to a brief screening of both well-known and new commercials or print ads.

B) Consumers receive a small amount of money and are invited into a store where they may buy any items they wish.

C) The company notes how many consumers buy the new brand and competing brands. 

D) This provides a measure of the ad’s relative effectiveness against competing ads in stimulating trial.

E) This method gives fairly accurate results on advertising effectiveness and trial rates in a shorter period of time.

F) The results are incorporated into new-product forecasting models to project ultimate sales levels.

3) Controlled Test Marketing

In this method, a research firm manages a panel of stores that will carry new products for a fee.

A) The company specifies the number of stores and the geographic locations it wants to test.

B) The research firm delivers the product and controls shelf positioning, the number of facings, displays, point-of-purchase promotions, and pricing.

C) Controlled test marketing allows the company to test the impact of in-store factors and limited advertising on buying behavior.

D) The controlled test market gives no information on how to sell the trade on carrying the new product. 

E) This method also exposes the product to competition.

4) Test Markets

The ultimate way to test a new consumer product is to put it into full-blown test markets.

A) The company chooses the cities, the sales force tries to sell the trade on carrying the product and giving it good shelf exposure.

B) The company puts on a full advertising and promotion campaign.

C) The company can also test alternative marketing plans by varying the marketing program in different cities.

D) Management faces several decisions:

1) How many test cities
2) Which cities
3) Length of test
4) What information
5) What action to take
E) In spite of its benefits, many companies today skip test marketing and rely on faster and more economical testing methods.

Business-Goods Market Testing

Business goods can also benefit from market testing.

A) Expensive industrial goods and new technologies will normally undergo alpha and beta testing (with vendors).

B) A second common test method for business goods is to introduce the new product at trade shows.

C) New industrial products can be tested in distributor and dealer display rooms.

D) Industrial manufacturers come close to using full test marketing when they give a limited supply of the product to the sales force to sell in a limited number of areas that receive promotion support and printed catalog sheets.

Commercialization

If the company goes ahead with commercialization, it will face its biggest costs to date.

A) The company will have to contract for manufacturers or build or rent a full-scale manufacturing facility.

B) Another major cost is marketing.

When (Timing)

In commercializing a new product, market-entry timing is critical. The company faces three choices:

A) First entry
B) Parallel entry
C) Late entry
D) The timing decision involves additional considerations:

1) If the new product replaces an older product

2) If the product is seasonal
3) Waiting for a “killer application” to occur
E)
Complicating new product launches, many companies are encountering competitive “design-arounds”—rivals are imitating inventions but making their own versions just different enough to avoid patent infringement and the need to pay royalties.

Where (Geographic Strategy)

The company must decide whether to launch the new product in a single locality, a region, several regions, the national market, or the international market. Most will develop a planned rollout over time. 

A) Small companies will select an attractive city and put on a blitz campaign, they will enter other cities one at a time.

B) Larger companies will introduce their products into a whole region and then move to the next region.

C) Some companies will launch their products to the national market.

D) Most companies design new products to sell primarily in the domestic market.

E) If the product does well, they may decide to roll it out to other countries. 

F) In choosing rollout markets, the major criteria are:

1) Market potential
2) Company’s local reputation
3) Cost of filling the pipeline
4) Cost of communications media
5) Influence of area on other areas
6) Competitive penetration
G)
The presence of strong competitors will influence rollout strategy
H)
With the Web connecting far-flung parts of the globe, competition is more likely to cross national borders.

To Whom (Target-Market Prospects)

Within the rollout markets, the company must target its initial distribution and promotion to the best prospect groups. 

A)
These would be the
1) Early adopters
2) Heavy users
3) Opinion leaders
4) Reached at a low cost
B)
The company should rate the various prospect groups on these characteristics and 
How (Introductory Market Strategy)

The company must develop an action plan for introducing the new product into the rollout markets.

A) To coordinate the many activities involved in launching a new product, management can use network-planning techniques such as critical path scheduling.

B) Critical path scheduling (CPS) calls for developing a master chart showing the simultaneous and sequential activities that must take place to launch the product.

THE CONSUMER-ADOPTION PROCESS

Adoption is an individual’s decision to become a regular user of a product.

A)
The consumer-adoption process is followed by the:

1)
Consumer-loyalty process, is the concern of the established producer.

B)
Years ago, new-product marketers used a mass-market approach to launch new products. 

1)
This process had two main drawbacks: 

a. It called for heavy marketing expenditures.

b. It involved many wasted exposures.

C)
New-product marketers now aim at consumers who are early adopters.

Stages in the Adoption Process

An innovation is any goods, service, or idea that is perceived by someone as new. Innovations take time to spread through the social system.

A) Innovation diffusion process
B) Adopters of new products have been observed to move through five stages:

1) Awareness
2) Interest
3) Evaluation
4) Trial

5) Adoption
C)
The new-product marketers should facilitate movement through these stages.

Factors Influencing the Adoption Process

Marketers recognize the following characteristics of the adoption process: differences in individual readiness to try new products; the effect of personal influences; differing rates of adoption; and differences in organizations’ readiness to try new products.

Readiness to Try New Products and Personal Influence

In each product area, there are pioneers and early adopters

A)
People can be classified into these adopter categories:

1) Innovators
2) Early adopters
3) Early majority
4) Late majority
5) Laggards
B)
Each of the five groups must be approached with a different type of marketing if the firm wants to move its innovation through the full product life cycle.

C)
Personal influence is the effect that one person has on another’s attitude or purchase probability.

1) Its significance is greater in some situations and for some individuals than for others. 

2) Personal influence is more important in the evaluation stage of the adoption process than in the other stages.

3) It has more influence on late adopters than early adopters.

4) It also is more important in risky situations.

D)
Companies often target innovators and early adopters with product rollouts.

Characteristics of the Innovation

Some products catch on immediately, whereas others take a long time to gain acceptance.

A)
Five characteristics influence the rate of adoption of an innovation:

1) Relative advantage—the degree to which the innovation appears superior to existing products.

2) Compatibility—the degree to which the innovation matches the values and experiences of the individuals
3) Complexity—the degree to which the innovation is relatively difficult to understand or use.

4) Divisibility—the degree to which the innovation can be tried on a limited basis
5) Communicability—the degree to which the beneficial results of use are observable or describable to others.

B)
Other characteristics that influence the rate of adoption are:

1) Costs
2) Risk and uncertainty
3) Scientific credibility
4) Social approval
C)
The new-product marketer has to research all these factors and give the key ones maximum attention in designing the new-product and marketing programs.

Organizations’ Readiness to Adopt Innovations 

Adoption is associated with variables in the organization’s environment, the organization itself, and the administrators. 

A)
Other forces come into play in trying to get a product adopted into organizations that receive:

1)
The bulk of their funding from the government
B)
A controversial or innovative product can be squelched by negative public opinion.


CHAPTER SUMMARY 

Despite the many challenges in the international arena (shifting borders, unstable governments, foreign-exchange problems, corruption, and technological pirating), companies selling in global industries need to internationalize their operations. Companies cannot simply stay domestic and expect to maintain their markets.

In deciding to go abroad, a company needs to define its international marketing objectives and policies. The company must determine whether to market in a few countries or many countries. It must decide which countries to consider. In general, the candidate countries should be rated on three criteria: market attractiveness, risk, and competitive advantage. Developing countries offer a unique set of opportunities and risks.

Once a company decides on a particular country, it must determine the best mode of entry. Its broad choices are indirect exporting, direct exporting, licensing, joint ventures, and direct investment. Each succeeding strategy involves more commitment, risk, control, and profit potential.

In deciding on the marketing program, a company must decide how much to adapt its marketing program. At the product level, firms can pursue a strategy of straight extension, product adaptation, or product invention. At the communication level, firms may choose communication adaptation or dual adaptation. At the price level, firms may encounter price escalation, dumping, gray markets, and discounted counterfeit products. At the distribution level, firms need to take a whole-channel view of the challenge of distributing products to the final users. In creating all elements of the marketing program, firms must be aware of the cultural, social, political, technological, environmental, and legal limitations they face in other countries.

Country-of-origin perceptions can affect consumers and businesses alike. Managing those perceptions in the most advantageous way possible is an important marketing priority.

Depending on the level of international involvement, companies manage their international marketing activity in three ways: through export departments, international divisions, or a global organization.
COMPETING ON A GLOBAL BASIS

Two hundred giant corporations together have sales that exceed ¼ of the world’s total economic activity. 

A) Many companies have conducted international marketing for decades.

B) Domestic companies who never thought about foreign competitors suddenly find them in their backyards.

C) The better way to compete is to continuously improve products at home and expand into foreign markets.

D) A global industry is an industry in which the strategic positions of competitors in major geographic or national markets are fundamentally affected by their overall global positions.

E) A global firm is a firm that operates in more than one country and captures R&D, production, logistical, marketing, and financial advantages in its costs and reputation that are not available to purely domestic competitors.

F) Global firms plan, operate, and coordinate their activities on a worldwide basis 

G) A company doesn’t need to be large to sell globally.

H) Small and medium-sized firms can practice global nichemanship.

I) For a company of any size to go global it must make a series of decisions.

DECIDING WHETHER TO GO ABROAD

Most companies would prefer to remain domestic if their domestic market were large enough. 

Several factors are drawing more and more companies into the international arena:

A) Some international markets present higher profit opportunities than the domestic market.

B) The company needs a larger customer base to achieve economies of scale.  

C) The company wants to reduce its dependence on any one market.

D) Global firms offering better products or lower prices can attack the company’s domestic market. The company may want to counterattack these competitors in their home markets.

E) The company’s customers are going abroad and require international servicing.

Before making a decision to go abroad the company must weigh several risks:

A) The company might not understand foreign customer preferences and fail to offer a competitively attractive product.

B) The company might not understand the foreign country’s business culture or know how to deal effectively with foreign nationals.

C) The company might underestimate foreign regulations and incur unexpected costs.

D) The company might realize that it lacks managers with international experience.

E) The foreign country might change its commercial laws, devalue its currency, or undergo a political revolution and expropriate foreign property.

Because of the competing advantages and risks, companies often do not act until some event thrusts them into the international arena. 

The internationalization process typically has four stages: 

A) No regular export activities
B) Export via independent representatives (agents).

C) Establishment of one or more sales subsidiaries
D) Establishment of production facilities aboard
The first task is to get companies to move from stage 1 to stage 2
A) This move is helped by studying how firms make their first export decisions (hire agents).

B) A company then engages further agents to enter additional countries.

C) Later it establishes an export department to manage its agent relationships.

D) Still later, the company replaces its agents with its own sales subsidiaries in its larger export markets.

L)
To manage these subsidiaries the company replaces the export department with an international department.

M)
If certain markets continue to be larger and stable, the company takes the next step in locating production facilities in those markets.

DECIDING WHICH MARKETS TO ENTER

In deciding to go abroad, the company needs to define its marketing objectives and policies. 

How Many Markets to Enter

The company must decide how many countries to enter and how fast to expand.

A)
Companies entry strategy typically follows one of two possible approaches:

1) A waterfall approach—countries are gradually entered sequentially.

2) A sprinkler approach— many countries are entered simultaneously within a limited period of time
B)
Increasingly companies are born global and market to the entire world right from the outset.

C)
When first mover advantage is crucial and a high degree of competitive intensity prevails, the sprinkler approach is preferred.

1)
The main risk is the substantial resources involved and the difficulty of planning entry strategies in so many potentially diverse markets.

D)
The company must also decide on the types of countries to consider.

Developed Versus Developing Markets

The developed nations and the prosperous parts of developing nations account for less than 15 percent of the world’s population. Is there a way for marketers to serve the other 85 percent? 

A) Successfully entering developing markets requires a special set of skills and plans. 

B) These marketers are able to capitalize on the potential of developing markets by changing their conventional marketing practices to sell their products and services more effectively.

C) Smaller packaging and lower sales prices are often critical in markets where incomes are limited.

D) The challenge is to think creatively about how marketing can fulfill the dreams of most of the world’s population for a better standard of living. 

Regional Free Trade Zones

Regional economic integration-trading agreements between blocs of countries have intensified in recent years. This development means that companies are more likely to enter entire regions at the same time. 

A) Certain countries have formed free trade zones or economic communities—groups of nations organized to work toward common goals in the regulation of international trade.

The European Union

The European Union (EU) set out to create a single European market by reducing barriers to the free flow of products, services, finances, and labor among member countries. 

A) It has a common currency, the euro monetary system.

B) European unification offers tremendous trade opportunities for non-European firms.

C) It also poses threats:

1)
European companies will grow bigger and more competitive.

2)
Low barriers inside Europe will only create thicker outside walls.

D) Companies that plan to create “pan-European” marketing campaigns directed to a unified Europe, should proceed with caution.

1) 
Creating an economic community will not create a homogeneous market.

NAFTA

The North American Free Trade Agreement (NAFTA) established a free trade zone among the United States, Mexico, and Canada.

A) As it is implemented over 15 years, NAFTA will eliminate all trade barriers and investment restrictions among these three countries.

MERCOSUL

MERCOSUL links Brazil, Argentina, Paraguay, and Uruguay.

B) It is likely that NAFTA will eventually merge with this and form an all-Americas free trade zone.

APEC

Twenty-one Pacific Rim countries, including the NAFTA member states, Japan and China, are working to create a pan-Pacific free trade area under the auspices of the Asian Pacific Economic Cooperation forum (APEC.)

ASEAN

Ten countries make up the Association of Southeast Asian Nations.  The region is an attractive market of over 550 million people.

Evaluating Potential Markets

Although the world is becoming flatter, there is still some “roundness”. However, many nations and regions integrate their trading policies and standards; each nation still has unique features.  

A) A nation’s readiness for different products and services and its attractiveness as a market to foreign firms depend upon certain environments:

1) Economic
2) Political-legal
3) Cultural
B) Many companies choose to sell to neighboring countries because they understand these countries better and can control their costs more effectively.

C) At other times, psychic proximity determines choices:

1)
Companies should be careful in choosing markets according to cultural distance.

D) In general, a company prefers to enter countries: 

1) That rank high on market attractiveness.

2) That is low in market risk.

3) In which it possesses a competitive advantage.

DECIDING HOW TO ENTER THE MARKET

Once a company decides to target a particular country, it has to determine the best mode of entry. Its broad choices are indirect exporting, direct exporting, licensing, joint ventures, and direct investment. Each succeeding strategy involves more commitment, risk, control, and profit potential.

Indirect and Direct Export

The normal way to get involved in an international market is through export.

A) Occasional exporting is a passive level of involvement in which the company exports from time to time, either on its own initiative or in response to unsolicited orders from abroad.

B) Active exporting takes place when the company makes a commitment to expand into a particular market.

C) In either case, the company produces its goods in the home country and might or might not adapt them to the international market. 

D) Companies typically start with indirect exporting—working through independent intermediaries.

1) Domestic-based export merchants buy the manufacturer’s products and then sell them abroad.

E) Domestic-based export agents seek and negotiate foreign purchases and are paid a commission (including trading companies).

F) Cooperative organizations carry on exporting activities on behalf of several producers.

G) Export-management companies agree to manage a company’s export activities for a fee.

H) Indirect export has two advantages.

1) It involves less investment.

2) It involves less risks

I) Companies eventually may decide to handle their own exports, the investment and risk are greater, but so is the potential return.

J) A company can carry on direct exporting in several ways:

1) Domestic-based export department or division
2) Overseas sales branch or subsidiary
3) Traveling export sales representatives
4) Foreign-based distributors or agents
K) Whether companies decided to export indirectly or directly, many companies use exporting as a way to “test the waters” before further investments.

Using a Global Web Strategy

One of the best ways to initiate or extend export activities used to be to exhibit at an overseas trade show. With the Web, it is not even necessary to attend trade shows to show one’s wares. Electronic communication via the Internet is extending the reach of companies large and small to worldwide markets.

A)
Major marketers doing global e-commerce are using the Web to reach new customers: 

1) Outside their home countries
2) To support existing customers who live abroad
3) To source from international suppliers
4) To build global brand awareness
B)
These companies adapt their Web sites to provide country-specific content and services to their best potential international markets

C)
The Internet has become an effective means: 

1) Gaining free exporting information and guidelines
2) Conducting market research
3) Offering customers a secure process for ordering and paying for products
D)
“Going aboard” on the Internet does pose special challenges
1)
The global marketer may run up against governmental or cultural restrictions.

Licensing

Licensing is a simple way to engage in international marketing. 

A) The licensor licenses a foreign company to use a manufacturing process, trademark, patent, trade secret, or other item of value for a fee or royalty.

B) The licensor gains entry at little risk.

C) The licensee gains production expertise or a well-known product or brand name.

D) Licensing has potential disadvantages:

1) The licensor has less control over the licensee than it does over its own production and sales facilities.

2) If the licensee is very successful, the firm has given up profits.

3) If and when the contract ends the company might find that it has created a competitor.

4) To avoid this, the licensor usually supplies some proprietary ingredients or components needed in the product.

E)
The best strategy is for the licensor to lead in innovation so that the licensee will continue to depend on the licensor.

F)
There are several variations on the licensing arrangement:

1) Management contracts- sold to owners to manage these businesses for a fee

2) Contract manufacturing- the company hires local manufacturers to produce the product. 

3) Franchising-a more complete form of licensing. 
Joint Ventures

Foreign investors may join with local investors to create a joint venture company in which they share ownership and control. 

A)
A joint venture may be necessary or desirable for economic or political reasons

B)
The foreign firm might lack the:

1) Financial
2) Physical
3) Managerial resources needed to undertake the venture alone.

4) Foreign governments might require joint ownership for entry.

C)
Joint ownership has certain drawbacks:

1) The partners might disagree over investment
2) Over marketing
3) Over other policies
4) Can also prevent a multinational company from carrying out specific manufacturing and marketing policies on a worldwide basis.

Direct Investment

The ultimate form of foreign involvement is direct ownership of foreign-based assembly or manufacturing facilities. 

A)
The foreign company can buy part or full interest in a local company or build its own facilities.

B)
If the market appears large enough, foreign production facilities offer distinct advantages:

1) The firm secures cost economies in the form of cheaper labor or raw materials; foreign-government investment incentives and/or freight savings.

2) The firm strengthens its image in the host country because it creates jobs.

3) The firm develops a deeper relationship with government, customers, local suppliers, and distributors.

4) The firm retains full control over its investment.

5)
The firm assures itself access to the market. 

C)
The main disadvantage of direct investment is that the firm:

1) Exposes a large investment to risks such as blocked or devalued currencies

2) Worsening markets
3) Expropriation
DECIDING ON THE MARKETING PROGRAM

International companies must decide how much to adapt their marketing strategy to local conditions. 

A)
At one extreme are companies that use a globally standardized marketing mix worldwide.

1)
Standardization of the product, communications, and distribution channels promises the lowest costs.

B)
At the other extreme is an adapted marketing mix where the producer adjusts the marketing program to each target market.

C)
Between the two extremes many possibilities exist.

D)
Most brands are adapted to some extent to reflect significant differences in: 

1) Consumer behavior
2) Brand development
3) Competitive forces
4) Legal and political environment
E)
Satisfying different consumer needs and wants can require different marketing programs.

F)
Cultural differences can often be pronounced across countries.

G)
Hofstede identifies four cultural dimensions that can differentiate countries:

1) Individualism versus collectivism
2) High versus low power distance
3) Masculine versus feminine
4) Weak versus strong uncertainty avoidance
Product 

Some types of products travel better across borders than others. Warren Keegan has distinguished five adaptation strategies of product and communications to a foreign market. The product adaptation strategies are:

A)
Straight extension means introducing the product in the foreign market without any change.

B)
Product adaptation involves altering the product to meet local conditions or preferences.

1) A company can produce a regional version of its product. 

2) A company can produce a country version of its product.

3) A company can produce a city version of its product.

4) A company can produce different retailer versions of its product. 

C)
Product invention consists of creating something new

1) Backward invention is reintroducing earlier product forms that are well adapted to a foreign country’s needs.

2) Forward invention is creating a new product to meet a need in another country.

D)
Product invention is a costly strategy, but the payoffs can be great, particularly if a company can parlay a product innovation into other countries.

E)
In launching products and services globally, certain brand elements may have to be changed.

Communications 

Companies can run the same marketing communications programs as used in the home market or change them for each local market, a process called communication adaptation. 

A) If it adapts both the product and the communication, the company engages in dual adaptation.
B) The company can use one message everywhere, varying only the language, name, and colors. 

C) The second possibility is to use the same theme globally but adapt the copy to each local market.

1) 
The positioning stays the same, but the creative execution reflects local sensibilities.

D) The third approach consists of developing a global pool of ads from which each country selects the most appropriate ones.

E) Finally, some companies allow their country managers to create country-specific ads.

F) The use of media also requires international adaptation because media availability varies from country to country.

G) Marketers must also adapt sales-promotion techniques to different markets.

H) Personal selling tactics may have to change too.

Price 

Multinationals face several pricing problems when selling abroad. They must deal with 

A) Price escalation

B) Transfer prices

C) Dumping charges

D) Gray markets. 

When companies sell their goods abroad, they face a price escalation problem.

A) Depending on the added costs of transportation, tariffs, importer margins, and currency fluctuations, the product might have to sell for two to five times as much in another country to make the same profit for the manufacturer.

B) Because cost escalation varies from country to country, companies have three choices:

1) Set a uniform price everywhere.

2)
Set a market-based price in each country.

3)
Set a cost-based price in each country.

C)
Another problem arises when a company sets a transfer price (the price it charges another unit in the company) for goods that it ships to its foreign subsidiaries.

1) If the company charges too high a prices—it may end up paying higher tariff duties.

2) If it charges too low a price—it can be charged with dumping.

D)
Dumping occurs when a company charges either less than its costs or less than it charges in its home market, in order to win a market. 

E)  Various government agencies force companies to charge the arm’s-length price that is the price charged by other competitors for the same or similar product.

F) Multinational are plagued by the gray-market problem.

1)
The gray market consists of branded products diverted from normal or authorized distribution channels in the country of product origin or across international borders

Distribution Channels

Too many manufacturers think their job is done once the product leaves the factory. They should pay attention to how the product moves within the foreign country. They should take a whole-channel view of the problem of distributing products to the final users.

A) In the first link, seller’s international marketing headquarters, the export department, or international division makes decisions on channels and other marketing-mix elements.

B) In the second link, channels between nations, gets the products to the borders of the foreign nations. The decisions made in this link include:

1) Types of intermediaries (agents, trading companies)
2) Type of transportation
3) Financing and risk arrangements
C) The third link, channels within foreign nations, gets the products from their entry point to the final buyers and users.

D) Distribution channels within countries vary considerably.

E) Another difference lies in the size and character of retail units abroad

1)
Larger-scale retail chains dominate the United States but much foreign retailing is in the hands of small, independent retailers.

2) Breaking bulk remains an important function of intermediaries and helps perpetuate the long channels of distribution that are a major obstacle to the expansion of large-scale retailing in developing countries.

F) When multinationals first enter a country they prefer to work with local distributors who have good local knowledge, but friction often arises later.

1)
The multinational must choose the right distributors, invest in them, and set up performance goals to which they can agree.

G) Some companies choose to invest in infrastructure to ensure they benefit from the right channels.

H) Some of the world’s most successful retailers have had mixed success meeting the challenges of going aboard. 

COUNTRY-OF-ORIGIN EFFECTS

In an increasingly connected, highly competitive global marketplace, government officials and marketers are concerned with how attitudes and beliefs about their country affect consumer and business decision-making. 

A) Country-of-origin perceptions are the mental associations and beliefs triggered by a country. 

B) Government officials want to strengthen their country’s image to help domestic marketers who export and to attract foreign firms and investors.

C) Marketers want to use country-of-origin perceptions in the most advantageous way possible to sell their products and services.

Building Country Images

Governments now recognize that the image of their cities and countries affects more than tourism and has important value in commerce.

A) Attracting foreign business can improve the local economy, provide jobs, and improve infrastructure. 

B) Countries all over the world are being marketed like any other brand.

1)
In some cases, negative perceptions must be overcome.

C) Attitudes toward country-of-origin can change over time.

Consumer Perceptions of Country-of-Origin

Global marketers know that buyers hold distinct attitudes and beliefs about brands or products from different countries. 

A) These country-of-origin perceptions can affect consumer decision-making directly or indirectly.

B) The perceptions may be included as an attribute in decision-making or influence other attributes in the process.

C) The mere fact that a brand is perceived as being successful on a global stage may lend credibility and respect.

D) Several studies have shown the following:

1) People are often ethnocentric and favorably predisposed to their own country’s products, unless they come from a less developed country
2) The more favorable a country’s image, the more prominently the “Made in” label should be displayed.

3) The impact of country of origin varies with the type of product.

4) Certain countries enjoy a reputation for certain goods.

5) Sometimes country-of-origin perception can encompass an entire country’s products.

E)
The favorability of country-of-origin perceptions must be considered both from a domestic and foreign perspective.

1) In the domestic market, country-of-origin may stir up consumers’ patriotic notions or remind them of their past.

2) As international trade grows, consumers may view certain brands as symbolically important of their own cultural heritage and identity.

F)
A company has several options when its products are competitively priced but their place of origin turns consumers off:

1) The company can consider co-production with a foreign company that has a better name.

2) The company can adopt a strategy to achieve world-class quality in the local industry.

G)
Companies can target niches to establish a footing in new markets.

H)
As progress is made, companies can start to build local roots to increase relevance.

DECIDING ON THE MARKETING ORGANIZATION

Companies manage their international marketing activities in three ways: through export departments, international divisions, or a global organization.

Export Department

A) A firm normally gets into international marketing by simply shipping out its goods.

B) As sales increase, the export department is expanded to include various marketing services.

C) If the firm moves into joint ventures or direct investment, the export department will no longer be adequate.

International Division

Many companies become involved in several international markets and ventures. The international division is headed by a division president, who sets goals and budgets and is responsible for the company’s international growth.  The international division’s staff consists of functional specialists who provide services to the various operating units.

A) Operational units can be organized in several ways:

1) Geographic organizations
2) World product groups

3) International subsidiaries
Global Organization

Several firms have become truly global organizations. Their top corporate management and staff plans worldwide manufacturing, marketing policies, financial flows, and logistical systems.

A) The global operating units report directly to the chief executive or executive committee.

B) Executives are trained in worldwide operations
C) Management is recruited from many countries
D) These companies face several organizational complexities
E) Bartlett and Ghoshal have proposed circumstances under which different approaches work best.

1) They describe forces that favor “global integration”
a. Capital-intensive production
b. Homogeneous demand

2) Versus “national responsiveness”
a. Local standards and barriers
b.
Strong local preferences
3)
They distinguish three organizational strategies:

a. A global strategy treats the world as a single market
b. A multinational strategy treats the world as a portfolio of national opportunities
c. A “glocal” strategy standardizes certain core elements and localizes other elements
d. Many firms seek a blend of centralized global control from corporate headquarters with input from local and regional marketers. 


CHAPTER SUMMARY 

The modern marketing department has evolved through the years from a simple sales department to an organizational structure where marketing personnel work mainly on cross-disciplinary teams.
Modern marketing departments can be organized in a number of ways. Some companies are organized by functional specialization, while others focus on geography and regionalization. Still others emphasize product and brand management or market-segment management. Some companies establish a matrix organization consisting of both product and market managers. Finally, some companies have strong corporate marketing, others have limited corporate marketing, and still others place marketing only in the divisions.

Effective modern marketing organizations are marked by a strong cooperation and customer focus among the company’s departments: marketing, R&D, engineering, purchasing, manufacturing, operations, finance, accounting, and credit.

Companies must practice social responsibility through their legal, ethical, and social words and actions. Cause marketing can be a means for companies to productively link social responsibility to consumer marketing programs. Social marketing is done by a nonprofit or government organization to directly address a social problem or cause.

A brilliant strategic marketing plan counts for little if it is not implemented properly. Implementing marketing plans calls for skills in recognizing and diagnosing a problem, assessing the company level where the problem exists, implementation skills, and skills in evaluating the results.

The marketing department has to monitor and control marketing activities continuously. Marketing plan control involves analysis to ensure that the company achieves the sales, profits, and other goals established in its annual plan. The main tools are sales analysis, market share analysis, marketing expense-to-sales analysis, and financial analysis of the marketing plan. Profitability control seeks to measure and control the profitability of various products, territories, customer groups, trade channels, and order sizes. An important part of controlling for profitability is assigning costs and generating profit-and-loss statements. Efficiency control focuses on finding ways to increase the efficiency of the sales force, advertising, sales promotion, and distribution. Strategic control entails a periodic reassessment of the company and its strategic approach to the market place using the tools of the marketing effectiveness and marketing excellence reviews, as well as the marketing audit.

Achieving marketing excellence in the future will require new challenges and oppportunities. The resulting marketing imperatives will require a new set of skills and competencies.

TRENDS IN MARKETING PRACTICES

In response to the rapidly changing marketing environment, companies have restructured their business and marketing practices in some of the following ways: 
C) Reengineering

D) Outsourcing
E) Benchmarking 
F) Supplier partnering
G) Customer partnering
H) Merging
I) Globalizing
J) Flattening
K) Focusing
L) Accelerating
M) Empowering
The role of marketing in the organization is changing. 

A) Traditionally, marketers have played the role of middlemen
B) In a networked enterprise every functional area can interact directly with customers.

C) Marketing in a networked enterprise must integrate all the customer-facing processes so that the customer sees a single face and hears a single voice when they interact with the firm. 
INTERNAL MARKETING
Internal marketing requires that everyone in the organization buy into the concepts and goals of marketing and engage in choosing, providing, and communicating customer value. 

B) A company can have an excellent marketing department, yet fail at marketing.

C) Much depends upon how the other company departments view customers.
D) Only when all employees realize that their jobs are to create, serve, and satisfy customers does the company become an effective marketer.

E) Many companies are now focusing on key processes rather than departments to serve the customer.

F) To achieve customer-related outcomes, companies appoint process leaders who manage cross-disciplinary teams.

Organizing the Marketing Department

Modern marketing departments may be organized in a number of different, sometimes overlapping ways: functionally, geographically, by product or brand, by market, in a matrix, and by corporate or division. 

Functional Organization

The most common form of marketing organization consists of functional specialists reporting to a marketing vice president, who coordinates their activities.

A) Additional specialists might include: 

6) Customer service manager
7) Marketing planning manager
8) Market logistic manager
9) Direct marketing manager
10) Internet marketing manager

B) The main advantage of a functional marketing organization is its administrative simplicity.
C) A functional organization often leads to inadequate planning for specific products and markets.
Geographic Organization
A company selling in a national market often organizes its sales force along geographic lines.

H) Several companies are now adding area-marketing specialists (regional or local marketing managers) to support the sales efforts in high-volume markets.
I) Improved information and marketing research technologies have spurred regionalization. 
J) Some companies have to develop different marketing programs in different parts of the country out of necessity because their brand developments (and retailers’ request it) varies so much.
Product-or-Brand-Management Organization
Companies producing a variety of products and brands often establish a product (or brand) management organization.

H) The product management organization does not replace the functional organization but serves as another layer or management.

I) A product-management organization makes sense if the company’s products are quite different, or if the sheer number of products is beyond the ability of a functional organization to handle.

J) Product and brand management is sometimes characterized as a hub-and-spoke system.
Some of the tasks that product or brand managers may perform include:

a) Developing a long-range and competitive strategy for the product

b) Preparing an annual marketing plan and sales forecast.

c) Working with advertising and merchandising agencies
d) Increasing support of the product among the sales force and distributors
e) Gathering continuous intelligence on the product’s performance, customer and dealer attitudes, and new problems and opportunities
f) Initiating product improvements to meet changing market needs.

K) These tasks are common to both consumer and industrial product managers.

a) Consumer-product managers typically manage fewer products and spend more time on advertising and sales promotion.

b)  Industrial product managers spend more time with customers, laboratory, and engineering personnel. 

L) The product-management organization has several advantages:

a) Product managers can concentrate on developing a cost-effective marketing mix for the product.

b) He or she can react more quickly to new products in the marketplace.

c) The company’s smaller brands have a product advocate.

M) The product management has some disadvantages also:

a) Product managers and specifically brand managers are not given enough authority to carry out their responsibilities.

b) Product and brand managers become experts in their product area but rarely achieve functional expertise.

c) The product management system often turns out to be costly.

d)  Brand managers normally manage a brand for only a short time.

e) The fragmentation of markets makes it harder to develop a national strategy from headquarters.

f) Product and brand managers cause the company to focus on building marketing share rather than building the customer relationship.

The triangular and horizontal product-team approaches let each major brand be run by a brand-asset management team (BAMT). 

N) A third alternative for product management organization is to eliminate product manger positions for minor products and assign two or more products to each remaining manager.

O) A fourth alternative is to introduce category management in which a company focuses on product categories to manage its brands.

a) A rationale for category management is the increasing power of the trade who thinks in terms of category of products not individual product lines. 

Market-Management Organization
When customers fall into different user groups with distinct buying preferences and practices, a market-management organization is desirable. 

E) A market manager supervises several market managers (also called market-development managers, market specialists, or industry specialists). 

F) Market managers are staff people and develop long-range and annual plans for their markets.

G) Market managers are judged by their market’s growth and profitability.

H) Many companies are reorganizing along market lines and becoming market-centered organizations.

I) In a customer-management organization, companies can organize themselves to understand and deal with individual customers. 

Matrix-Management Organization

Companies that produce many products flowing into many markets adopt a matrix organization. 

A) Companies can go one-step further and view the market managers as the main marketers, and their product managers as suppliers.

B) A matrix organization would seem desirable in a multi-product, multi-market company.

C) The rub is that this system is costly and often creates conflicts, here are two examples:

4) How should the sales force be organized?

5) Who should set the prices for a particular product or market? 

D) Matrix management gained advocates because companies provide the context in which a matrix can thrive—flat, lean team organizations focused around business processes that cut horizontally across functions.

Relations with Other Departments 
In principle, all business functions should interact harmoniously to pursue the firm’s overall objectives. In practice, interdepartmental relations are often characterized by deep rivalries and distrust. 
B) In the typical organization, each business function has a potential impact on customer satisfaction.

C) Under the marketing concept, all departments need to “think customer” and work together to satisfy customer needs and expectations.

D) The marketing vice president, or CMO, has two tasks: 

1) To coordinate the company’s internal marketing activities.

2) To coordinate marketing with finance, operations, and other company functions to serve the customer.

D) Yet there is little agreement on how much influence and authority marketing should have over other departments. 

E) Typically, the marketing vice president must work through permission rather than authority.

F) Companies need to develop a balanced orientation in which marketing and other functions jointly determine what is in the company’s best interests. 

G) Perhaps, the best solution is for marketing to periodically propose a function-to-function meeting with departments where greater understanding and collaboration is warranted.

Building a Creative Marketing Organization

Many companies are beginning to realize that they are not really market-  and customer-driven, they are product-and-sales driven. To transform themselves into true market-driven companies will require:

A) Developing a companywide passion for customers
D) Organizing around customer segments instead of around products
E) Developing a deep understanding of customers through qualitative and quantitative research
F) The task is not easy; it will require a change in job and department definition, responsibilities, incentives, and relationships.

G) The organization must also be creative. 

H) The only answer is for the firm to build a capability in strategic innovation and imagination.

I) Companies must watch trends and be ready to capitalize on them. 

J) Market leaders tend to miss trends when they are:

1) Risk averse.

2) Obsessed about protecting their existing markets and physical resources.

3) More interested in efficiency than innovation.

SOCIALLY RESPONSIBLE MARKETING

Effective internal marketing must be matched by a strong sense of social responsibility Companies need to evaluate whether they are truly practicing ethical and socially responsible marketing.
Several forces are driving companies to practice a higher level of corporate social responsibility:

1) Rising customer expectations
2) Changing employee expectations
3) Government legislation and pressure
4) Investor interest in social criteria
5) Changing business procurement practices.

J) Business success and continually satisfying the customer and other stakeholders are closely tied to adoption and implementation of high standards of business and marketing conduct.

K) Business practices are often under attack because business situations routinely pose tough ethical dilemmas.

L) The most admired and increasingly successful companies in the world abide by a code of serving people’s interests, and not their own.

Corporate Social Responsibility

Raising the level of socially responsible marketing calls for a three-pronged attack that relies on proper legal, ethical, and social responsibility behavior.

Legal Behavior

Society must use the law to define those practices that are illegal, antisocial, or anti-competitive.

I) Organizations must ensure that every employee knows and observes all relevant laws.

Ethical Behavior
Companies must adopt and disseminate a written code of ethics, build a company tradition of ethical behavior, and hold its people fully responsible for observing ethical and legal guidelines.

Social Responsibility Behavior

Individual marketers must practice a “social conscience” in specific dealing with customers and stakeholders. 
A) Increasingly, people say that they want information about a company’s record on social and environmental responsibility to help decide which companies to buy from, invest in, and work for. 

B) Deciding how to communicate corporate attitudes and behaviors towards social responsibility can be difficult.

Sustainability

Sustainability is the importance of meeting humanity’s needs without harming future generations, has risen to the top of many corporate agendas. 

A) Embracing sustainability helps avoid the negative consequences of environmental disasters, political protests, and human rights or workplace abuses. 

B) Investors are demanding more concrete information about what firms are doing to achieve sustainability. 

Socially Responsible Business Models

The future holds a wealth of opportunities for companies. Many companies are giving social responsibility a more prominent role.

Cause-Related Marketing

Many firms are blending their corporate social responsibility initiatives with their marketing activities.

D) Cause-related marketing is marketing that links the firm’s contributions to a designated cause to customers’ engaging directly or indirectly in revenue-producing transactions with the firm.
E) Cause marketing has also been called a part of corporate societal marketing (CSM).
Cause Marketing Benefits and Costs
A successful cause marketing program can produce a number of benefits:

(1) Building brand awareness
(2) Enhancing brand image
(3) Establishing brand credibility
(4) Evoking brand feelings
(5) Creating a sense of brand community
(6) Eliciting brand engagement
The danger is that the promotional efforts behind a cause-related marketing program could backfire if cynical consumers question the link between the product and the cause and see the firm as being self-serving and exploitative.

Choosing a Cause

Some experts believe that the positive impact on a brand from cause-related marketing may be lessened by sporadic involvement with numerous causes

A) Many companies choose to focus on one or a few main causes to simplify execution and maximize impact.

B) Limiting support to a single cause may limit the pool of consumers or other stakeholders who could transfer positive feelings from the cause to the firm.

C) Most firms tend to choose causes that fit their corporate or brand image and matter to their employees and shareholders.

Social Marketing

Cause-related marketing is done by a company to support a cause.
F) Social marketing is done by a nonprofit or government organization to further a cause.

G) Social marketing is a global phenomenon that goes back for years.

H) A number of different types of organizations conduct social marketing in the United States.

I) Literally hundreds of nonprofit organizations are involved with social marketing.

J) Choosing the right goal or objective for a social marketing program is critical.

K) Social marketing campaigns may have objectives related to changing people’s cognitions, values, actions, or behaviors.

1) Cognitive campaigns
2) Action campaigns
3) Behavioral campaigns
4) Value campaigns
L) The social marketing planning process follows many of the same steps as for traditional products and services.

M) Given the complexity and challenges of the issues involved with social marketing, it is important to take a long-run view.

N) The actual success of the social marketing program must be evaluated in terms of the program objectives.

O) Criteria might include the following:

1) High incidence of adoption
2) High speed of adoption
3) High continuance of adoption
4) Low cost per unit of adoption.

5) No major counterproductive consequences
a. Corporate culture defined as “the shared experiences, stories, beliefs, and norms that characterize an organization.”

MARKETING IMPLEMENTATION
A marketing company is great not by “what it is,” but by “what it does.”
B) Marketing implementation is the process that turns marketing plans into action assignments and ensures that such assignments are executed in a manner that accomplishes the plan’s stated objectives.
C) A brilliant strategic marketing plan counts for little if it is not implemented properly. 
D) Strategy addresses the what and why of marketing activities.
E) Implementation addresses the who, where, when, and how.
F) Companies today are striving to make their marketing operations more efficient and their return on marketing investment more measurable.

G) Companies use information technology to improve the management of their marketing resources.

H) Certain repetitive processes can be automated. This drive is going under such names as: 
1) Marketing resource management (MRM)
2) Enterprise marketing management (EMM)
3) Marketing automation systems (MAS)
I) Marketing resource management (MRM) software provides a set of Web-based applications that automate and integrate such activities as:
J) These software packages are Web-based and add up to what some have called desktop marketing in that marketers can find whatever information and decision structures they need on their computers.
EVALUATION AND CONTROL

In spite of the need to monitor and control marketing activities, many companies have inadequate control procedures

Annual-Plan Control

C) Annual-plan control aims to ensure that the company achieves the sales, profits, and other goals established in its annual plan
1) The heart of annual-plan control is management by objectives

2) Four steps are involved 
a. Management sets monthly or quarterly goals. 

b. Management monitors its performance in the marketplace.

c. Management determines the causes of serious performance deviations.

d. Management takes corrective action to close the gaps between goals and performance.

D) This control model applies to all levels of the organization.
Sales Analysis

Sales analysis measures and evaluates actual sales in relationship to goals.  Two specific tools make it work:

A) Sales-variance analysis measures the relative contribution of different factors to a gap in sales performance.
B) Microsales analysis looks at specific products, territories, etc. that failed to produce expected sales. 
Market Share Analysis

Company sales don’t always reveal how well the company is performing relative to competitors. Management tracks its market share in three ways:

3 Overall market share

3 Served market share
3 Relative market share
Conclusions from market share analysis are subject to certain qualifications

A) Outside forces affect all companies in the same way
B) A company’s performance should be judged against the average performance of all companies
C) New firms entering the industry will cause all existing firms market shares to fall
D) A market share decline is sometimes deliberately engineered to improve profits.
E) Market share can fluctuate for many minor reasons. 
A useful way to analyze market share movements is in terms of four components:

Overall market share = 
Customer   X   Customer 
X 
Customer 
X Price 

                    

Penetration
Loyalty


Selectivity 
Selectivity

Marketing Expense-to-Sales Analysis

Annual-plan control requires making sure the company is not overspending to achieve sales goals. 

A) Key ratio: Marketing expense-to-sales 
B) Monitor period-to-period fluctuations
Financial Analysis

Marketers should analyze the expense-to-sales rations and use financial analysis to find profitable strategies beyond sales building

A) Rate of Return on Net Worth

B) Return on Assets and its financial leverage

C) Profit margin 

D) Asset turnover 

Profitability Control 

Companies should measure the profitability of their products, territories, customer groups, segments, trade channels, and order sizes. 

Marketing-Profitability Analysis
This example uses a lawnmower company to illustrate the steps in the marketing-profitability analysis.

In general, marketing-profitability analysis indicates the relative profitability of different products, channels, territories, and other marketing entities.  It does not prove that the best course of action is to drop unprofitable ones. 

Direct Versus Full Costing

Another judgmental element affecting profitability analysis is whether or not to allocate full costs or only direct and traceable costs in evaluating a marketing entity’s performance. 

A) Direct costs

B) Traceable common costs

C) Non-traceable common costs 

Companies are showing growing interest in using marketing-profitability analysis, or its broader version, activity-based accounting (ABC), to quantify the true profitability of different activities. 

Efficiency Control

Some companies are establishing a position of marketing controller to specialize in improving marketing efficiency. 
Strategic Control 

Each company should periodically reassess its strategic approach to the marketplace with marketing effectiveness reviews and marketing audits.

The Marketing Audit

The average U.S. corporation loses half of its customers in five years, half of its employees in four years, and half of its investors in less than one year. Clearly, this points to some weaknesses. Companies that discover weaknesses should undertake a thorough study known as a marketing audit. 

A marketing audit is a comprehensive, systematic, independent, and periodic examination of a company’s or business unit’s marketing environment, objectives, strategies, and activities with a view to determining problem areas and opportunities and recommending a plan of action to improve the company’s marketing performance.

A) The marketing audit has four characteristics:

1) Comprehensive
2) Systematic
3) Independent
4) Periodic
A marketing audit starts out with a meeting between the company officer(s) and the marketing auditor(s) to work out an agreement on the audits:

1) Objectives
2) Coverage
3) Depth
4) Data sources
5) Report format

6) Time frame
B) The cardinal rule of the marketing audit is not to rely solely on company mangers for data and opinions.

C) Customers, dealers, and other outside groups must also be interviewed.

D) The marketing audit examines six major components of the company’s marketing situation.
The Marketing Excellence Review

Management can place a checkmark to indicate its perception of where its business stands.  The profile that results can expose weaknesses and strengths, and highlight where the company might become an outstanding player in the marketplace. 

THE FUTURE OF MARKETING

Top management has recognized that past marketing has been highly wasteful and is demanding more accountability from marketing

A) Going forward, there are a number of imperatives to achieve marketing excellence:

1) Marketing must be “holistic” and less departmental.

2) Marketers must achieve larger influence in the company if they are to be the main architect of business strategy.

3) Marketers must continuously create new ideas if the company is to prosper in a hyper-competitive economy.

4) Marketers must strive for customer insight and treat customers differently but appropriately.

5) Marketers must build their brands through performance, more than through promotion.

6) Marketers must go electronic and win through building superior information and communication system.

B) In the coming years we will see:

1) The demise of the marketing department and the rise of holistic marketing
2) The demise of free-spending marketing and the rise of ROI marketing

3) The demise of marketing intuition and the rise of marketing science
4) The demise of manual marketing and the rise of automated marketing
5) The demise of mass marketing and the rise of precision marketing
C) To accomplish these changes, a new set of skills and competencies is needed. Proficiency will be demanded in areas such as:

1) Customer relationship management (CRM)
2) Partner relationship management (PRM)
3) Database marketing and data mining
4) Contact center management and telemarketing.

5) Public relations marketing (including event and sponsorship marketing)
6) Brand building and brand asset management.

7) Experiential marketing
8) Integrated marketing communications
9) Profitability analysis by segment, customer, and channel
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