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Figure 1.2: Functions of Marketing

L.el us now study the functions in delail:

Murketing research: Marketers need to approach their customers in a scientific
manner. Marketing rescarch provides a basis for it as it is basically concerned wilh
gathening data about the market. Su, market analysis (mcasurement and evaluation
of target market and ns characteristics), product/service determination (analysis of
consumer aspiralions, cxpectations, tastes, functional and economic utilily} and
distribution analysis are the important sub-functions of marketing research.

Advertising: Advertising is a mass media tool. It is perhaps a very powerful tool
in the hands of the markeicr, particularly in consumer goods markets. It is an
impersonal presentation and promotion of ideas, products or services thal are paid
by the sponsors. It attempts to inform, persuade and remind customers about the
products and services.

Sales promotion: 1his is a shori-term incentive to boost sales. It acls as a
supplement to personal selling and advenusing. Usually, markelers use various
sules promotion deviees when the produel s launched and when the product
reaches its malurity. Consuiner sales promotion and dealer sales promotion are ihe
important sub-functions of a sales promotion programme.

Sales planning: This function involves the planning for marketing of the right
products al the right prices. The sub-functions include formulating sales plans,
price and quantity determinations, packaging and budpeting (forecast sales, selling
sules guota and estimating sales expenses).

Sales operations: This is concerned with transferring of products to the customer
point. Organising Neld and indoor sales force and their management are the
sub-luncnions of salcs operations. Sales force management includes recruitment,
training. direction and supervision, compensation and cvaluation.

Physical distribution: Moving and handling of products comes under physical
distribution. Order processing. inventory, warchousing and transportation are the
key decisions to be assessed in the physical distribution system.

1.7 IMPORTANCE OF MARKETING

Peler Drucker, popularly known as the father of modern managemem, said in one of
his articles that “marketing is everything”. All ather activities in the organisation are
support services 1o the markefing strategy that a firm pursues.

']
A Inmosductuon
o Markcung






























they need or want by pursuing socially acceptable behaviours or the behaviours not
approved by the society. Two socially scceplable approaches of acquiring things
inchude sell-producing or exchanging what a person needs or wanis

The third method. begging s viewed in some societies as somewhat a less than
dignified way of acquiring things.

The fourth approach may include behaviours such as shoplifiing, burglary, or using
poteatially threatening force. etc.. to acquire things, and these means are totally
unaccepiable by all civilised societies and punishable by law. The highly regarded
wiy to acquire what a person nceds or wants is the concepl of exchange in marketing
context.

Both parties in an exchange offer something of valve and fieely acceplable 1o each
othes. It is understandable that panies involved in an exchange must first agree ©
terms and conditions Jaid-down by each party so that acrual exchange 1akes place.

1.10.6 Customer Value and Satisfaction

In developed and developing economies, consumers have several products or brands
1o choose from to satisly a given need or a group of needs. Much depends on what
consumers” perceplions are ahout the value that different products or services are
expected 10 deliver. The sources that build customer expeciations include experience
with products, friends, family members, neighbours, associales, consumer reports and
marketing communications.

Customer value is the ratio of perceived benelits and costs that the customer has to
incur in acquiring that produet vr service. The emphasis here is on cusiomers’
perceptions and not the accuratc, objective evalvanon of value and costs as customers
ofien do not judge values and costs accurately.

Value indicates that a centain product or service i perceived as having the kinds and
amounts of henefits (economic, functional and emational) that cusiomers expect from
that product or service at a cerlain cost (inonelary costs, nime costs, psvchic and
energy costs). Thus, valoe is primarily determincd by a combination of quality. service
and cost.

The value o the customer can be made favourable either by increasing the rowal
benefits at the same cost, maintaining the same benefit level and decreasing the cost,
or increasing hoth the benefits and the cosis, but the proportion of benefits is higher
than the increase in cosis.

P;nud;x[ || Sesfice | | ..‘Imngu H Persomal
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Figure 1.7: Satisfaction Depends on Customer's Perceived Totul Costs and Value
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Customers generally experience satisfaction when the perfonmance level meets or
exceeds the minimum pecformance expectation levels. Similarly, when the
performance level far exceeds the desired performance Jevel, the customer will not
only be satisfied but will also most likely be delighted.
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Principles ol Marketing

Cheek Your Progress

Fill in the blanks:

1. _ can differ in size. range, geographic scale, location,
types, variety ol human communities, and the tvpes of goods and services
traded.

2. An will actvally occur only when the two parties
mvolved ¢an agree on terms that will leave them both better off (or at
least not worse ofT) than belore.

3. A business collects various information regarding consumers behaviour
and their changes from time to time through

4, Due to excessive change of the natural environment, the companics now-
a-days is focusing on the marketing concept.

5. can be defined as a felt state of deprivation of some basic
satisfaction.

1.13 LET US SUM UP

Marketing is a dynamic and all pervasive subject in business, that inakes the
whole organisation ready to serve the customers, 8o, success ol a business largely
depends an the success of marketing.

There are varivus definitions o marketing We can generalise the definition,
through the definition of the famous markeling author, Philip Kotler wha defines
marketing 25 a social activity direcled lowards satislying customer needs and
wants through an exchange process. It is a process of identifying consumer needs,
developing producis and services 1o satisly consumer needs, making these
products and services available (o the consumer through an efficient distribution
network and promoting these products and services to obtain greater competitive
advantage in the market place.

Marketing. as a concept. has evolved over a period of time and has witnessed
changes 2nd modifications with the progress of civilization. [t has augmented
exchange with dominaling paradigms in markeling. They are production coneept,
product concept, selling concept. markcting concept and socictal concept. People
ofien confuse between selling and marketing,

Core coacepts of marketing inciude: markels. marketing and selling, needs, wants
and demand, exchange. customer value and sansfaction and relationship
marketing.

Traditional 4P's include product. price, place and promotion. The modern mix
includes these four and three other elements namely people. physical evidence and
process. All these topether are referred to as inarketing mix.

1.14 UNIT END ACTIVITY

Conduct a small survey among customers of a retail store nearby your area and find
out the difference between (he cusiomers’™ expeciations of service and what is being
delivered ar the counler.
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7. Explain the concept of needs, wants and demand with help of examples.

% Whar do you mean by marketing mix? Discuss the elements of marketing mix.
Give examples.

9. List and explain teaditional P’s of marketing mix.

10, Write a note on relationship marketing,

Check Your Progress: Model Answer q
1. Markels

2. Exchange

3. Marketing

d,  Crreen

5. Need
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i ICheck Your Progresy
Fill in the bianks:

I _ envirgnmenl means the markel situation/stmosphere
within which a husiness enterprise has to operate.

2. ___ provides quantitative as well as qualitative aspects of
population.

3. environment in India is guided by techmology policy
which is framed by the government of india and is updated from tlime to
nme.

4, technigue is wvsed to increasc the meaning of laciual data
cullected from secondary sources.

5. atlempts 1o given an exiensive insight as to the current
market conditions as well as of impact of external faciors thal are
uncontrollable by the marketers.

2.7 LET US SUM UP

e A marketing manager is required 10 observe and montior the trend in the exiernal
enviropment and incorporate the results of this obscrvation i» business and
inarketing plans.

e LCoviropmental scanning helps a marketing manager in analysing the components
of the company's environment.

o (Observation and evalvation of marketing environment helps the marketing
manager to identify opportunities and threats involved in the business and helps in
designing suitable marketing responses.

e Analysing the micro environment is very important for businesses that include
their suppliers, intermedianes. customers, shareholders and competitors.

® Macro environmental faclors are grouped as demographical, cultural. social, legal
and political, economie, natural and technological environment.

¢  Two comman environment scanning techniques used by the companies are Delphi
technigue and Scenario building technique.

2.8 UNIT END ACTIVITY

Suppose you are the marketing manager of a banking finn. Your bank has opened its
first branch overseas. What [actor do you think will affect the choice of marketing the
most and why?

2.9 KEYWORDS

Demographic Envirenment Apalysis: It is the study of population and s
characteristics. Marketers are always inicrested in population-relaied growth indices
because cveniual inarket growth rate in the long run largely depends on the growth of
population.

Legnl Environmeni: I1 is the environment that frames the rules of the pame within
which firms play their business strategies.

41
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3.0 AIMS AND OBJECTIVES

Alter studying this lesson, you should be able to.

e Explain the concept of consumer behaviour

® l.ist the natwe of consumer behaviour

& Discuss the importance and scope of consumer behaviowr
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The dominant players as well as the challengers in this situation follow differcni
sirategies, The market leader or the dominant player will promote habitual buying
behaviour whereas the challenger will promote variety seeking behaviour to break
loyalty and formation of habitual buying behavicur. The challenger will break the
habitual behaviour by offering discounts, encouraging participation in contesls
and sweepstakes,

3.8 FACTORS INFLUENCING CONSUMER BEHAVIOUR

The consumer decision process explaing the interpal process as well as individual
behaviour for making product or service decisions. The consumption process is
influenced by external factors like cultural, social, personal and psychological factors.
When the marketing and other stimuli come in contact with buyer, his decision
process  is  nitiated.  The marketer has to  correctly  read  the  buyer’s
conscious/unconscious behaviour to generate positive response. Every person has
hisfher distinet set of standards of judgment, However, there is some commonality
between all of us, which make a marketer classify and analyze consumer behaviour.
These are known as sirmilarities or universals,

Consumer behaviour is affected by a host of variables, ranging from psychological
factors like personal motivations, needs, attitudes and values, personality
characterislics, socoeconomic and culiural background, demographic variables like
age. mender. professional status, social influences of various kinds cxerted by family,
friends, colleagues and sociely as a whole and broader cultural factors. The
combination of these variables has a deeper impact on each one of us as manifested in
our different behaviour as a consuner.

3.8.1 Influence of Cultural Factors

There 15 a subtle influence ol cultural factors on consumcr’s decision process.

Consumers live in a complex social and cultural environment. The types of products

and services they buy can be inlluenced by the overall cultural coniext in which they

grow up to becoine individuals. There is also influence of the immediate subculture

with which consumer identifics himselt’ as a meinber. Consumers also grow up in a

social sctting which 1s characteriscd by the concept of social class,

e  Cultwre: Culture s the complex way of living of individuals, Tt represents the way
conswners live and grow up to acquire cultural values and noerns. Culture s
defined as a complex of valves, ideas, attitudes and other meaningful symbaols
created by iman to shape human behaviour and the artifacts of that behaviour as
they are transmitted from one generation to the next. Culture is also the largest
single grouping of people shanng a distinetly unique social heritage. Each culture
evolves over centuries and passes [rom one generation Lo other. Many of our
consumpltion behaviour are manifested in our subconscious due to ransformation
from one generation to the other. Every cullure has bwo components viz. material
and non-material component. Material artifacts are the products, tools. monuinents
and structures that nan has created fromn the natural resources which have come 1o
stay as an indicator ol a particular culture.

MNon-material culwral components explain the symbols, signs, semiotics and
rituals used by people to reflect their way of living and (ell the hfe siory ol nations
and civilizations. Life in itself is called rites of passage. Every one of us has 1o
comnplete these rites in the birth, graduation, marriage and death of individuals,
Marketing managers need to understand the cultural context in which consumers
derive meaning from products and services, Religion being the [oremost faclor in
deciding the culivral conlext allows or forbids certain consumption choices for
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Reference Group: A person’s reference group has a face-to-face, direct impact or
indirect impact on his attitude and behaviour. Groups with direct influence are the
inembership groups. Membership groups can be classilied as primary membership
groups like family, friends, neighbours and colleagues with whom he has a
continuous and informal interaction; secondary membership groups like religious
membership proups. professional associations and trade union groups where
interactions are more formal and less continuous in nature. Relerences groups
expose people tw new behaviour through which they develop membership
behaviour by using products and services similar to the group members. So, new
groups exert pressure to confirm to group norms, which inluences the brand
choice behavigur, People are also influenced by the aspirational groups w which
they are currenlly not members bul eéxpect o belong al future periad of time.
Simifarly individuals reject ideas and membership norms of ccrlain reference
oroups. They are called dissociative groups.

Reference groups influence consumption decisions. which can be swdied by
analyzing lactors like product catezory, reference group characleristics and group
communication process. The kind of poods and services used by a reference proup
is also a determinant of influence on the consumption decisions of group
meginbers, People penerally resent strong pressures and bold direetives, However,
a participative approach ol communicating group norms regarding consumption
decisions can yield a better adoplion by people in a group.

Family: Qut of all the social factors, the one maost important and cffective in
influencing the consumption choice 15 the family. Ansiotle i 4" B.C. delined
Family, as the assaciation established hy nature for the supply of man’s everyday
wanis, [l is defined as two or more people related by biood, marriage or adoption
that reside together. The individuals who constitute a family might be described as
members of the most basic unit of society or the most fundamental unit of society
who live topether and interact to satisly their personal and mutual needs. Families
are sometimes referred as houwseholds but not all households are families. A
household might include individuals who are not related by blood. marriage or
adoption such as unmarried couples, family fricnds, roommates or boarders. W
will use family and houschold synonymously.

The simplest type of family in number of members is a married couple. A husband
and wife and one or more children constitute a nuclear fanudy. The nuclear family,
weether with atleast one grandparent living within the household is called an
extended family. When a couple creates a family with their children, it 15 called
family of procreation and when they are 2 part of family with their parents, it is
called family ol orientation,

Families have four basic functions, namely function of economic well being in
which hushand 15 1the bread earner and wife is the heme maker and the child
rearer, function of emotional support in which the Family attempts 1o assist its
members in coping with persenal and social problems; function ol suitable family
life cycle which covers upbringing, experience and the personal and jointly
determined poals of the spouses. It deterinines the importance placed in education,
career, reading and selection ol other entertainment and recreational activities.
Family hife eycle eommtments including allocation of time lor other members
greatly influence the consumption pattern. For example, marketing of convenience
and fast loods, emergence of shopping malls and out of the home entertamment is
due to increased number of working inothers in households of India; the lourth
function the family member socialization especially for children, is the central
family function. This process consists of imparting to children the basic valucs
and modes of behaviour consistent within the culture. These generally include
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¢ Consumers differ from one another in terms of their sex, age, education, income,
family life-cycle stage, personality and lifestyle and other personal characteristics,
which influence their buying behaviour.

® Consumers differ fundamentally in income, education level, taste and age. In the
past marketers had close and direct contact with the consumers, which enabled
them to understand consumers.

o Consumer is the king around whom the entire system of marketing revolves. If
anvbody makes the marketing program ignoring the consumer preferences, he
probably will not achieve his ultimate objective.

® The government also plays a vital role in protecting the interest and rizhts of the
consumers. During the iast decade, Customer Lifetine Value {CLV) has become
the standard method lor measuring the success of Customer Relationship
Management programs,

e Return on investment (ROL) is used for campaigns and profitability is uscd.
particularly in banks, to take a snap shot of the performance of existing customers.

3.12 UNIT END ACTIVITY

"Technalogy is a powerful tool in influencing and changing consumer behaviour. As
new technelogies emerge to disrupt indusiries, companies of all sizes can’t atford to
sit on the side fines. [n a world where new technologies pop up ail the time. the
companies that pul consumer needs first are o a position w win”. Prepare a
presentation on importance of new technology in studying consumer behaviour,

3.13 KEYWORDS

Buying Motive: 11 is the reason why a person or an organisation buvs a specific
produet or makes purchases (rom a specific firm.

Culture: 11 is the wholesome way of consumers and explains his mosaic of living,. It is
away of living that distinguishes a group of people from others. Culture is learmned and
transmitted from one generation to another.

Lifestyle: A person’s activilies, wterests, attiudes. opinions, valves and behaviour
palteins in explaming his way of living,
Muotive: A necd sufficiently stimulated 1o move an individual to seek salisfaction.

Perceprion: The process carried out by an individual to receive, organise and assign
meaning 10 stimuli detected by the five senses.

Persomality: The person’s distinguishing psychological characteristics that lead 1o
relatively cansisient respanses o his or her own environment,

Physiological Needs: These are the innate (j.e., biogenic needs) needs for food, water,
clothing and shelier and are also known as primary nceds.

Reference Group: A group or a person that serves as a point of comparison or
reference for an individual m the information of either general or specilic values,
ahitudes or behaviour,

Customer Lifetime Value: 11 is the net present value (INFV) of the future profits 1o be
received from a given number of newly acquired or existing customers during & given
period of years,



3.14 QUESTIONS FOR DISCUSSION

]

L

Discuss rwo situations, with examples, that show the influence of culture/
subculiure on consumer purchase behaviour

Describe how reference groups can influence consumers” buving hehaviour. Give
iwo evamples.

In what aspects roles and family can influence buy ing behaviour?

Discuss the impact of artitudes on consumer behaviour, with examples.

What are the important types ol decision-making approaches that consuiners use?
How can difTerent sitvational factors influence the purchase behaviour?

What differcnt decision steps are invalved in buying behaviour? Do you think
consumers may skip one or more of these stages?

Whart is posi-purchase dissorance? Do consmmers expecience Lthis anxiery afler
every lype of purchase?

Check Your Progress: Model Answer
1. Actors

2. Lifetime

1 Internal
4. Dnpulse
5. Lifetime
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4.10 LET US SUM UP

Market segmentation seeks to carve out a homogenous market oul of a large,
helerogeneous markel. There arc a few common bases, which are used in
sepmentation ¢.g., demographic. economic, psychographics, etc, Although the use
of demographic variables is appealing and widelv available to marketers, but these
variables are not able to profile segments on their own.

Market segmentation for individual customer markets is different from that of
industrial markets. Segmentution in & business-to-consumcr market is possible by
cither segmenting through customer characieristics or on the basis of consumer
response o markeling programs.

Segmentation is advaniageous to markclers In many ways. [nstcad of spending all
marketing rcsources on a hoterogeneous market where customers have varied
characteristics and response patierns. seginentation guides marketing managers 1o
identify who are the likely buvers and to spend the resources on these buyers to
achieve a time based resull.

It also heips firms to develop differennated offers 10 suitably cater to cater
different markel segments,

Sepmentation is a scientific process in which the marketing manager identifies the
bases or variables on which the market is 1o be divided, forms segments, and
profiles them and then launches marketing programs for each segment.

Managers can usc any of the basc variables for profiling segments for e.g.,
demographic, psychographic and behavioural wvariables. The success of a
segmentation process depends on the ability of the marketing manager to ¥ind a
difference worth promuting among customers.

Marketers use threc stratcgic options in  larget marketing. They are
undifferentiated marketing. differentiated markcting and concentrated marketing.
In undiffeventiated marketing strategy. the same marketing program is offcied to
evervone regardless of their differences. In differentiatcd markcting, two or more
segments are largeicd wsing different marketing programs for each of the
sepments. In concentrated marketing stratcyy . the marketing manager focuses on
one segment aut of many possible segments.

A decision on target marketing largely depends on the profit potential of each
segment, resources available with the firm and the strategic intent of the firm.

Pusitioning is a very important concept in modern marketing. It is the decision by
a marketer 1o {ry to achieve a well-defined and differentiated brand image relative
1w competition In a largeted marketl segment.

The marketer can make use of marker entry strategies by investing in promotions
or making widespread emtrée through low price, and skimming strategies where
shart-term gain is the objective with high entrée price. Marketing mix is a too! that
assists m defining o marketing strategy for the product or service.

Marketing strategy and marketing mix are closely related 1o each other. Proper
marketing mix analysis is very importani for implementation of your marketing
plan to achieve the business goals.

4.11 UNIT END ACTIVITY

Suppose you want lo slart a business of sports items, Prepare a report on how vou siart
and plan up for that business after focussme on market segmentation strategies.
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After studving this lesson, you should be able o:
o Dhscuss the concept of product
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5.12 LET US SUM UP

® A product is the offer that the consumer ultimately owns in the exchange process.
Fach product offers some level of core, tangible and augmermted benefit to
CONSUMErs.

® A product has different layers or levels like an cnion and each layer contributes to
the make of the product. The identified levels are: core layer. basic product layer,
expected produet layer, augmented product laver and potential product layer.

» Products can be classified on the basis of three essential characteristics -
durability, tangibility and user type.

® Product mix is an asscriment ol all rclated and unrelated products that the
company offers in the market place. Product mix has got four important elements
like width, depth. lengih and consistency.

# DProduct line decisions arc related to the lenglh and depth of cach product line and
the decisions that the inarketer should take for each product’s market seginent.

e Many companies follow different types of new product development systen
which are concept peneration and market structure identification, advertising
development, product formulation and testing, commercialisation and final
launch.

e Products follow cerain kinds of lifecvele panerns. The siages of product lifecyele
are introduction stage, growth stage, maturity stage and decline stage.

5.13 UNIT END ACTIVITY

Conduct a search on intcrnet for top 5 companies producing and marketing FMCG
products. Prepare a repon on products the companics are dealing with considering the
product mix stralegies used for various products.

5.14 KEYWORDS

Convenience Products: These products satisty the needs but one isn’t willing to spend
time or effort 10 shop for them.

Durable Goods: These are the goods that survive many uses by copsuimers.
Industrial Produces: Products that are used in producing other products,

Nen-durable Gaods: These are the goods which are consumed in one instance or a
few uscs.

Product: A product is anything which is offered to the inarket 10 satisfy consumer
needs and wanis.

Product Line: A set of individual products that are closely related.
Product Width: 1t explains how many different product lines a company carries.

Product Deprh: 11 explains the pumber ol products that a product line has in its overall
product mix.

Shopping Products: The consumers compare the features and buying criteria of these
products with the compeling brands before inaking a choice.



5.15 QUESTIONS FOR DISCUSSION

1. Define a product. What are the various levels of a product?

FJ

Cxplamn the classification of a product with suitable examples.

3. Distinguish betwecn consumer products and industrial products. Also explain the
various classifications of industrial products.

4. FEaplain the stages in the new product development process.

“h

A product lifecycle is the market’s responsc to a new praduct launch in the
market. Explain the stages of product hifecycle,

6. Demand for industnal products thar ve inle another praduct for final consumption
is derived in paturc. Explain this with suitable examples.

7. Whar factors guide the scope of product line decisions? Explain the relevance of
these facturs in Indian marketing context.

8. Findoutthe product mix for any two major Indian companies.
9. What is mecant by product ltne expanston? What olher strategies do marketers
adopt tor product categorics?
| Check Your Progress: Model Answer 4_‘
1. value
2 hne
3. Growth
4. Dimensions
u. Advenisig
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® The brand sponsorship involves whether a brand should be a manufacturer's
brand, private brand, partly manufacturer's brand or pantly private brand.

® The brand development decision involves a set of decisions 1 add or maintain a
number of brand elements to its product portfolio. It involves brand extension,
sub-branding. master branding and family branding.

6.18 UNIT END ACTIVITY

— R — — e —

Conduct a survey by interviewing 10 differeal people on how much importance they
give 10 brand of a prodect which buying daly use products, clothes and cars Share
outcome of your survey with colleagues in ncxi session.

Brand: The name, word. ssmbaol or a combination intended tor identifving seller’s
produci ar service and distinguish them from other rivals.

Brand Name: That brand part consisting of a word, letter or group of words or ketters
that can be vxpressed

Brand Eqguiry: Brand equiny 1s the total accumulated valee or worth of a brand.

Brand Image: The perception aboui a brand as refllected by the associarions held in
the ConsEMEr Memory.

Brand  Pogition: The compopent of brand  identity and  walue  proposition
demonsirating advantage over competing brands and used to communicae 1o the
larget audience

1. What is a brand?

2. What are the advantages of brandimp? What value does the organisation and
customers pei ool of the banding process?

3. Whal ar¢ the disadvamages ol hranding? How du these disadvantages affect the
consumers?

4. What do you undersiand by brand sponsorship?

5. Fxplain the concept of brand dovelopiment.

Check Your Progress: Model Answer
I. Brands

2. Losaity

3. Building

4. Introduction

3. Grawth

|
Lirand
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Mrnciples af Markefing,

During, merger discussivns, representatives frum both HF and Compaq talked ahour
the 3.5 billion doter yearly cost savings that would result from the merger.

li surprised me that there was so much money to be saved by combining two huge
companies. Even before merging HIP and Compag were gach big enough (o caplure
any economies of scale in PC manufacturing. A study by McKinscy showed that up o
40% of mergers fail 1o capture identified cost synergies. Bt assuming that they
succeeded in saving 32.5 hillion. on combined sales of 387 billion, $2.5 billion means
they will improve profitability by abouwt 3%. Why all this empbhasis on cost savings?
Why nol lalk about revenue crowth or new fechnologizs?

The prablem faced by HP and Compag was the same problein faced by Guateway and
IBM-that 15, Dell Compuler. Over the past few years, Dell has created on
cxtraordinary competifive advaniape by becorning the mus ctficient PC manulacturer.

Dell's efticiency comes From two Facters. Firsy, they sell direcily o their customers so
their dislsibutien channels are simple and cheap (no deater markup). Second, they
build-to-arder, which keeps imventaries low. Low invenlories mean that, when Inigl
drops the price of ity processors, Dell doesn'l have a lor of the old expensive
processars sitring around. Dell can reduce the prices on ils computers faster than ifs
competitars because the components thar make up those computers are the latest and
cheapesy 5o lar. ne other PC maker bas been able io match Dell's cost sirecture.

1 February 2001, Dell lavnched a campaign 1o become the {argest competitor in the
PC industry. It aanounced thar # was intentipnally underculling compefitors’ prices by
[0% 1o quickdy grab maiket share. Thal anngunccement, along with the well-known
fact thai Dell has a cast advanlage aver ils competilors, was a signal to the rest of the
P indusiry that if others iried (o match Dell's prices they would be playing 2 game
they couldn’t win.

Deil's annpupcement and  strategy 38 similar ro the “low priced guaraniee”
annoumeement popular among clectronics retailers. A Tow priced guaranize tefls your
competitors, "If you Iry o undercut our prices, we will drop ours even further”. OF
conrse, tizis hivid of threat bas o be backed wp by the ability to actvally sustain low
prices withour going out of business. The ability 120 sustain Inw prices is exactly what
Dell has and why 1hey are difficult o beat.

From a gane theary perspective, the probiem is a litle like the Prisoner's Dilemma.
except that in the classic prisoner’s dilemma. each party has the same lo lose but. in
this gume, Dell knows thay HP with Compaq has more o lose. A threat by HID and
Compaq 0 maich Dell's prices isn'y credible hecause HP and Compag can't sustain
lusses forgver,

From a game thevretie perspective. HP's and Compag's dilemma can be representicd as
a2 x 2 malrix;

Payoft Matny, for PC Makers

QELL'S ACTICNS
RO FRICECHAMGE | CUT PRaCES

HE" T COMPQS AC TIHE
TUT PRICES: | M0 FRICE CRANGT

Figure 7.2: Price Simualstion Game


















162
P!'l'ru."l'ph‘\. al hark rtiug

5.0 I we allow ourselves 1 be a1 3 price dizadvantage on thiz product, will this affect the tale of
our other products?

6. I we meet o go below the competitor's new price, what will he go about n?

7. How sirong 15 the competilor Bnancially, production-wise and market-wise in comparison to
our fimm?

8 I we du mot mieet a competitors new price. hiny much physical volume are we apl 10 lose
and what will this do e ons costs?

9. Blow much is the competitor making of his price change publicitv-wise and =ale promation-
wise?

7.10 DISCOUNTS AND REBATES

A discouni is a reduction from the list price given by the sclier to the buyer. Buyers
who use discounts usually pive up some pan of the marketing mix included in the list
price - such as service. Quantity discounts are discounts that encourage customers o
buy in large amounts. Cumulative quantity discounts give a reduction in price for
large purchases over a given period, such as a vear. Cumulative quantity discounts are
used 1o encourage repeat buying, Companies may use them to iry lo develop closer,
ongoing relationships with cuslomers. Non-cumulative quantity discounts give a
reduction in price when a customer buys a larger quantity on an individual order. For
example, a store might zive a free bonle of shampoo with cvery two borles
purchased. Discounts that encourage buyers to buy earlier than present demand
requires are known as seasonal discounts. For example, many beach resoris offer
summer holiday discounts and many ski resors offer winter holiday discounts, Phone
calls made at offpeak times are also seasonal discounts. Most business sales are made
on credit. The seller sends an invoice to the buver’s accounting department, which
proccsscs it for payment. Usually. the invoice statcs when payment is due. Net means
that the paymeni for the face value of the invoice 15 due immediately - net 30 means
that payment is due in 30 days.

A cash discount gives a reduction in price if the bill is paid quickly. For example, if a
buyer pays within 10 davs, he or she may receive a 5% discount. Sellers like to use
cash discounts because they provide a quick turnover and wmprove cash flow, Sellers
sometimes prefer cash discounts ta credit card services, which can take up to ™o of
the revenue for each sale and are sometimes slow to process payments. A trade
discount is a traditional list price discount given o channel members for the job they
do. For examplc, a clothes manufacturer might give retailers a regular discount of 10%
1o cover their retailing costs. A sale price is a temporary discount from the list price.
Marketing managers might use sale prices o respond 10 changes in the market. For
example, a retailer might vse a sale to meet a competing store’s price. Sale prices can
also be used to reduce inventory and encourage middiemen to carry a product.
Constantly changing priccs can confuse customers and weaken brand loyalty. Some
companies avoid high list prices and discounts altogether. Insiead, they use everyday
low pricing that sets a low list price, which the customers can rely on. Allowances are
reductions in price given to final consumers or channel members for doing something
or accepting less of something. Advertising allowances are price reductions given to
channel members who advertise or promote the product in return. For example. a 1oy
company might give it retailer a 2% advertising allowance. The retailers can buy the
toys for 29 less than the list price as long as they vse the 2% saving on local
advertising, A stocking allowance is a price reduction given to middlemen in return
for morc - or better - shelf space. Stocking allowances are uvsed 10 get supermarket
chains to handle new products. Push moncy (or prize money) allowances are cash
pavments given by manufacturers or wholesalers 1o retail salespeople who
aggressively sell certain ttgms, Push money is penerally used to encourage sales of
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competition based or market based methods, in which the prices are decided on
the prevailing market condilion and customary pricing methods.

®  There are specific pricing methods like value pricing, sealed bid pricing, price-
guality based pricing and psychological pricing.

* The marketer needs to initiate price changes as well as respond 1o competitor's
price changes, failing which he cannot manage the emerging markel opportunity
or the threat raised due o compctitor's moves,

7.12 UNIT END ACTIVITY

Appropriate prices of product have an impact on sales of product and piofits of firm.
Clarify this statemem with the help of a PowerPoint presentation gquoting suitable
scenanio and examples of the same.

7.13 KEYWORDS

Price: Price is the eachange value of goods and services in terms of money,

Cost-plus Method: Under this meihod, the price is sel to cover costs (materials, labour
and overhead) and pre-determined percentage or profit.

Targer Return Pricing: In this method, the fum decides the target return that it
expecis out of busincss and then decides prices.

Murginal Cost Pricing: Under marginal cost pricing, fixed cosis are ignored and
prices are determined on the busis of marginal cost.

Going-rate Pricing: In this mcthod. the firm adjusts ils own pricing policy to the
yeneral pricing structure in the industry,

Customary Prices: Prices of certain goods becoine more or less lixed, not by
deliberate action on the sellers' part but as a result of their having prevailed for a

considerable period of time.

Perceived Value Pricing Method: In this method, prices are decided on the basis ol
customer's perceived value. They see the buyer's perceptions of value, not the seller's
cost as the key indicator of pricing. They use wvarious promotional methods like
advertising and brand building for crealing this perception.

Value Pricing: 1In this method, the marketer charges fairly low price for a high qualiy
offering. This methed proposes that price represents a high value offer to consumers.

Sealed Bid Pricing: In this method. the firms submit bids in sealed covers for the
price of the job or the service, This is based on firm's expeciation about the level at
which the competitor is likely to set up prices rather than on the cost structure of the
firm.

Psychalogical Pricing: In this method. the marketer bases prices on the psychology of
consumcrs. Many <onsumers perceive price as an indicator of qualiy. While
evaluating producis. buvers carry a reference price in their mind and evaloate the
alternatives on the basis of this refercnce price. Seilers often manipulate these
reference points and decide their pricing strategy.

Qdd Pricing: In this method, the buver charges an odd price to get noticed by the
consumer, A fypical exampie of odd pricing is the pricing strategy followed by Bata.

Geographical Pricing: This is a2 method in which the marketer decides pricing
strategy depending on the location ol the customer. Multinational firms fullow such a
pricing strategy as they apcrate in different geographic locations.



7.14 QUESTIONS FOR DISCUSSION

I What are the general objectives of pricing for an organisation?

2. Compare cost based method, target return method and marginal cost method of
pricing.

What do you mean by going-rate pricing?
State value pricing stralegy.
Briefly discuss price simulation game,

Discuss the steps in setting up of a price.

- e v s W

How should the firms respond to competitors” price changes?

Check Your Progress: Model Answer
1. psychological
Refined

Cusiomary

I

[ntermal

S R

Pricing policy
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8.0 AIMS AND OBJECTIVES

After studying this lessan, vou should be able (¢

& Explain how distribution svstems evolved

® List the significance and functions of channe! members
e [xplain the determinants of channel cost

e Discuss the factors affecting channe! selection

® Know the distribution siralegics

8.1 INTRODUCTION

Management of distribution is another 'P" (place)} in markeling. This involves
processcs 10 place the finished goods from a manufacturer to a customer for final
consumption and usage. This encompasses flow of goods and ownership from
manufacturer to the custoiners. [t 13 important in marketing to make goods available at
customer poims not only n good numbers but also at the right time. Here right time
means the time when the cusiomer is ready 10 buy the product. In direct inarketing
model, the manufacturer also tries to remove the intermediaries completely and recruit
their own sales force for scrving customers. Though maintaining a direct marketing
network is a costly affair it provides competitive advanlage fo the company, as ir will
have a greater control over the network. 11 is crucial to ensure availability of goods
and services to customers when they wani, @l places they waat, and in the right
quantities. The third 'P' of traditional marketing mix represents ‘place’, the location or
the point of product availability. Place decisions concern narketing channel or
distribution channe) arrangeinents. This 5 an mtegral part of satisfaction delivery 1o
customers and marketing channel arrangesnents ¢an have dramatic implications for
compelition in a product market. Mosi marketing channels are composed of
intermediaries.  These intermediaries or channgl members include finms and
individuals such as wholcsalers, refailers, cte. that facilitate the disiribution of goods
or services to the customer.

8.2 EVOLUTION

After a product has been produced. there was a need to make those products available
to the consumers. This was a daunting task as consumers were widespread. Thus,
came into existence system of distribution/distribution management. Every markeling
activity starts with the customer and ends with the customer. The customer is the
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Check Your Progress
Fill in the blanks:

I. A marketing s a system of relanonships existing
among businesses thal participate in the process of biying and selling
products and services.

1

Channel - offer exchange ¢fMiciencies and help reduce
the excliange costs by providing certain functions or ser ices.

3. The abiliry 10 recruit and use
producer.

varies from producer 1o

409 __ differs from marketing in the sense that it refers to

only those activities, which are related to marketing goads andfor services
ta funal consumers for personal, family, or household use.

5. _ of industrial products work with mare than one level

of wholesalers.

8.16 LET US SUM UP

e  Compames do not sell all their products directly 1o consumers. Therc are two
way s of marketing products viz. direct maiketing without using the channel and
inddirect marketing though a set of intermediaries.

o The intetmedianes who provide a link between the manufactuvers and the ulimmate
consumers or users are known as middlemen.

o luterincdigries lielp i different kinds of flows in the markei between the producer
and the end consumer. They help in physical flow, title flow, information Now and
cash flow.

® The design of a chamne! starts with understanding the customer’s service
expeciations [t should help in setting objectives and constraints for the channel.

* A compamy inay pursue exclusive, selective and intensive distribution stratcgy for
reaching markets. Unce the channel design decisions are taken and intermediaries
are decided upon, the hig task is to manage the selected channel

®  The marketing munager should select appropriate channel by evaluating product,
markel and producer related tactors,

e Channel management s a dynamic process as it involves participants not directly
under the control of the oreanisation.

8.17 UNITEND ACTIVITY

You have started a business of selling clothes, after collecting information from
vanious sources vou made a planwed distribution system for your business. Share the
plan with your colleagues through a presentation clarifying what level of channet
member will be included and why?

8.18 KEYWORDS

Distribution Channel: A Jdisuibution channel for a product is the route taken by the
title to the goods a5 thev move from the producer to the ultimate customer,

—— _—

Middlemen: Middlemen refer fo just abowt anybudy acting as an intermediary
between the producer and the consumer.,
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9.14 LET US SUM UP

- —— . e i 8

o Promotion refers 10 the mix of promotional elements that a firm uses 10
communicate with its current or potential customers aboul its products or services,

e The term oplimum promotion mix is indicating the level of results compared 1o
the expectations from the adoption of pamicular promotion mix. Tt implies
maximum retum for minimuem inputs iv the form of expenditure on various
promational tools employed by the company.

®  Advertising is a paid form of non-personal communication by an identificd
spensor through non-personal and mass media to inform, persuade and infuence
an identified audicnce.

¢ Sales promotion aums directly at inducing purchasers 1o buy a praduct. It involves
demonstrations, confests, prices-off, coupons. free samples, special packaging and
motey refund offers. Personal seliing involves a face to interaction with the
customers wherein there is guick response and personal confrontation.

e Sirncluring of the sales foree is itmportant for any organisation. Sales force
struclures in most of the companies i1s based on geopraphy. custiomers or products,
or some combination of these faciors.

® For a company marketing just a single product caicgory and selbng to different
scattercd customers in onc indusiry, a territory -based struclure wowld be suilable.

o Designing ol sales foree is a very crivical task. It imvolves # series of steps such as
determining the <ize of sales force, recruitment and selecuon of sales force,
maining and compensating the sales force. motwvaiing the sales foree and
cvalvating sales force performance.

&  Public relations are a diverse field incorporating a wide vareny of activities in
support of buth corporate and brand goals.

o [n publicity the media rather than the cuinpany become the nformation source.
The credibility that comes fromm a posttive news story can never come from an
advertisinig campaign

® Inlemet revolution has developed an aliemate way of iving for us.

®  Online buying has become one of the alternative living patterns in the twenty first
century. People are showing higher interest in online marketing as it provides a
real time, interactive and personalised environment for the imarketers (o transact
un onling storefranis.

9.15 UNIT END ACTIVITY

—

Cullect advertisemems and promotional material of’ diflerent companies and analyse
what concept have heen used by them 1o promote their produels or services.

9.16 KEY WORDS

Promotion: 1t is the publicising of a product. organisalion or venrure 50 as 1o increase
sales or public awnareness.

Advertising: 1t is a means of communication with the wers of a product or service,
Advertisemients are messages paid for by those who send them and are intended to
inform or influence people wheo receive them,

Personal selling: 1t involves personal confrontation, response and cultivation.

Ny
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FPublic Relations: I\ is a communication process that buikds mutually beneficial
relationships between organisations and their publics.

Communication: |t is coordinated promational messages delivered through one or
more channels such as print, radio. television or direct mail.

Publicity: [t involves giving public speeches, giving interviews, conducting seminars,
offering charitable donations. inaugurating mega events by film aclurs, cricketers,
politicians, or popular personalities. arranging stage show., elc., thal attract mass media
to publish the news about them.

9.17 QUESTIONS FOR DISCUSSION

I. Explain promotion and its importance in increasing profitability of an
organisation.

2. Discuss the nnportance of optinal promotion mix
3. What is advertising? What role does it play?
4. Who are the major players in advertising? Discuss the wvarious rypes of

advertising. Give some examples lrom the Indian scenario,

5. Discuss the varnious types of media options avadable 10 the marketers for
promotion of their products and services.

State the sales promotion directed at the consumers and (rade pariners.
How does a company decide the structure of sales lorce?

Discuss the steps in sales force deswgn.

W o

List the tools available for corporate commupications

10 Explain the feawres of internegt as a promotion mix clement.

Check Your Progress: Modcl Answer

"Promational mix’

2. Optimum

1. Intermediaries
4. E-mail

5. Free samples

9.18 REFERENCE

Kotler, P, & Keller, K. L. (2020). AMMarketing Management (15th ed.). Pearsan Education.
Khan, M. A, (2020). Principles of AMarketing (2nd ed.), Taxmann Publications,

Shankar, V., & Bolton, R. M. [2022). AMdarketing Strotegy: A Decision-Focused Approach (2nd
ed.). Cengage Learning.

9.19 SUGGESTED READINGS

Tapan K Panda, Markering Munagement. Excel Books. New Delhi.
Philip Kotler, Marketing Management, Pearson, 1047,
V S Ramaswamy. S Namakumari. Marketing Management. Macmillan, 2003.

Pau), P. J.. and Jr. James, D. H. (2000). Marketing Management: Knowledge and
Skills. 10" Edition. McGraw-Hill Trwin.

Marshall, Greg. and Johnston (2009). Mark, Markening Management. MeGraw-
Hill/lrwin,













































&  Well-mapaged companies armwwe taining  programme  for newly selected
salespersons. The trainig period may range between a few weeks 10 lew months.
The wainiog, programme {or fresh salespevple is generally comprehensive.

®  Evaluanen of any business acrivine is ideally relaled to ser objectives and
standards  The areas of performance evaluation with respect to salespersons
aenerallh focus on some combination of knowledge. skills, performance and
persanal characterislics,

& Sales ofler o good start for those who deswe for a managerial career. Geperally,
youngsters preter domg sales than any other jub as i gives them the opportunity to
work with the customers directly.

e  Cummunicating with buyers more often creates goodwill, improving customer
satisfaction and lovalry,

10.9 UNIT END ACTIVITY

A good sales foree management has a dircct relation with prafit of company. Focusing
on the said siatement, share your experiences of communicating with sales persons
during the purchases vou dune in last visit to a retail store of clothes apparel.

10.10 KEY WORDS

e

Personal Selling: 11 is 2 Tace-to-face seiling in which a seller artcmpts 10 persuade a
buyer to muke a purchase.

Prospeciimg: 1 is the firsh step in the sales process. which consists of dentifying
potential customers, aka prospects.

Training: |t is the aci of increasing the knowiedge and skill of an employee for domg
a particular job.

Recruiting: I ts the process of emploving new people 10 work for a company or
arganisaten

Compensation: 1t can also bc manev. a payment meant o give snmeone a [air
exchange for their efton and output.

Sales Quoru: T is the salcs poal set for a product line. company division or sales
representative, [t helps the managers to define and stimulate sales etfort. Sales guota is
the minimum sales goal for a set lime span.

10.11 QUESTIONS FOR DISCUSSION

], What is personal selling?

Explain the techmque of personal selling.

]

Discuss the functions and dutics of a salesman.

State she gualities of cood sales personnel.

I:xplain all the steps to design a sales force.

State the myyths of sales prospecting,

Explain how the perfurinance of a sales persnn ¢an be evaluated?

o8 =~ o oLh B

Discuss the basis of formming salkes force structure.

113
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Check Your P:;éress: Model Answer
1. Narrowing

Presentation

2

3. Imerprey
4, Relationship
3

Reeruit
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