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1 Marketing Management 

Chapter Includes : 

• INTRODUCTION 
• CONCEPT OF MARKET 
• TYPES OF MARKETS 
• CONCEPT OF MARKETING 
• CORPORATE ORIENTATION TOWARDS THE MARKETPLACE: 
• DIFFERENCE BETWEEN MARKETING AND SELLING: 
• THE PROCESS OF MARKETING 
• . MARKETING FUNCTIONS 
• MARKETING MANAGEMENT 
• THE MARKETING ENVIRONMENT 
• PLANNING 
• MEANING AND DEFINITION OF PLANNING 
• NATURE / FEATURES OF PLANNING 
• OBJECTIVE OF PLANNING 
• MPORTANCE OF PLANNING 
• LEVELS OF PLANNING 
• PLANNING PROCESS 
• SIX P'S OF PLANNING 
• TYPES OF PLANS 
• TYPES OF PL.ANNING 
• ADVANTAGES OF PLANNING 
• LIMITATIONS OF PLANNING 
• ENVIRONMENTAL SCANNING 
• ROLE OF ENVIRONMENT SCANNING IN ORGANIZATIONS 

Leaming Objective : 

After going through this chapter, you should be able to: 

■ Discuss the concept of Marketing. 

■ List different Marketing Functions. 

■ Understand Marketing Environment. 

■ Explain Marketing Information System and Markmng Research. 

■ Define Environmental Scanning. 
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INTRODUCTION 

Marketing may be termed as tying of the market with the product or service or 
offer. Market is a happening place and managing the market in relation to the 
products or services being oflered to obtain a reasonab1e overwhehning share of the 
market · marketing management. 

Marketing coordinates production, price and availability of products or services at 
points wherever the consumer, customer or user is willing to pay for it 

Marketing is an economic activity, which involves location of products or servi es 
for satisfuction of wants at reasonable cost. Marketing involves design of products 
or service of their production or establishment, its visl"bility, availability, easy ace~ 
and perceived fair price. 

Marketing induces sales, distribution, warehousing, and mercban~ing. Marketing 
uses c mmnnkatiom and advertising to achieve its economic objectives. Marketing 
the ingredients of marketing is supposed to be marketing management. 

Marketing Management is one of the key areas of management. The marketing 
philosophy of business assmnes that an organi7.ation can best service, prosper and 
profit by identifying and satisfying the needs of its customers. Organisations today 
strongly believe that profit goals will be reached through satisfied customers. The 
twenty-first-century marketing professional will need to have the analytical capacity 
to handle :increasing amnmts of data, possess creative ta1ents to define products and 
develop strategies to compete in global markets. 

CONCEPT OF MARKET 

The term 'market' is derived ftom the Latin word 'mercatus', which nan 'to trade' 
(ie. to purchase and sell goods). The term 'market' refers to the place where goods 
are bought and old against the price consideration between the buyers and sellers. 
A market c nsists of all the potential customers sharing a particular need or want 
who might be willing and able to engage in exchange to satisfy that need or want. 

According to Philip Kotler; "A market consists of all potential customers sharing 
a particular need or wants that might be willing able to engage in exchange to safflfy 
that need or want". 

Characteristics of a Good Market: 

l A Good Market should be wide enough so that large number of buyers and 
sellers can enter into the market. 

Il. There should be .facilities for movement of the goods so that the supply of 
a conmodity may reach the market easily, timely and regularly. 

m The title or ownership of goods nrust pass easily from th seller to the buyer 
with minimum fonnalities. 

Iv. There should be freedom of entering into contracts by the buyers and sellers 
among theimelves for executing transactions of sale. 



Types of Markets 

There are many bases of classification of markets. They are: 

(a) Classification on the bases of geographical area; On the basis of the 
geographical area, markets can be classified into four types. They are: 

1. Local Mark.et: When the purchase and sale of goods involve buyers and 
sellers of a smaD local area, say, a village or a town, there is said to be a 
local market. Local market is connnon in the case of perishable commodi
ties like vegetables, ftuits, nnlk, fish etc., and in the case ofbulky and cheap 
articles, such as stones, sand, bricks, etc. 

2. Regional Market: When the purchase and sale of goods involve buyers 
and sellers of a region, say, a few villagers or a :fuw towns, there is said to 
be a regional market. Such a market is cotmmn in foe case of food grains 
such as rice, wheat, etc. 

3. National Market: When the purchase and sale of goods involve buyers 
and sellers of the entire nation, there is said to be a national market. This 
type of market is common in the case of commodities such as cotton, jute, 
tea, textiles, paper, cement, iron and steel goods, etc. 

· 4. International or World Market: When the purchase and sale of goods 
involve buyers and sellers of many nations, there is said to be an interna
tional or world market. World market. is common in the case of commodi
ties such as gold, silver, precious stones, tea, spices, etc. 

(b) Classification on the basis of the position of sellen ID the market: 

On the basis of the position of seller in the markets, the fuilowing classification 
is made: 

1. Primary Market: Primary market is the market where the primary pro
ducers of mrm products sell their products to the who1esalers or their agents. 

2. Secondary Market: Secondary market is the market where the wholesal
ers sell their products to the retails for sale to the consumers. 

3. Terminal Market: Temrinal market is the market where the retailers sell 
the goods to the final consumers. 

(c) Classification of Markets on Time basis 

On the basis of time, markets may be classified into three types. They are: 

1. Very short period Market: A very short period market is a market where 
no attention is paid to the adjustment of the supply of the product according 
to the demand. This type of market exists for a very short period, say, a 
day, and at a particular place. It is generally concerned with perishable 
goods like fiuits, vegetables, milk, etc. 

2. Short period Market: Where so~ consideration is paid for the supply to 
meet the demand, but sufficient time is not available for the adjustment of 
the supply of goods to the demand for it, there js said to be a short period 
market. This type of market exists for a short period, say, a week. 
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3. Long period Market: When sufficient time is available for the adjustrmnt 
of the supply of goods in accordance with the demand for the same, there 
is said to be a long period market. Such a market is concerned with durable 
goods, and so, the sellers hold the goods for long period. 

(d) Classification on the basis of the volume of business transacted: 

On the basis of the volume ofbusiness transacted markets may be classified into 
two types. They are: 

1. Wholesale Market: Wholesale market is the market where goods are 
sold in bulk to dealers for resale. In this market, generally, wholesalers sell 
goods to retailers. 

2. Retails Markets: Retail market is the market where goods are sold in 
small quantities to the ultimate consumers. In~ market, generally retailers 
sell goods directly to the final cons~. 

Markets on the basis of goods offered 

(a) Consumer Goods Market: Consumer goods market is the market for 
consumer goods (ie. goods needed for use or c nsumption by final con
SU1D.7S). 

(b) Industrial Goods Market: Industrial goods market is the market for .in
dustrial goods (ie. goods meant for use by producers in the process of 
production). 

(c) Commoditi Market: Commodities market is the market where different 
types of commodities. Such as raw material, se~- :finished goods, capital 
goods and onsumer goods are bought and sold. 

(d) Capital Market: Capital market is the matket where capital is bought and 
sold. This includes: 

• Capital market proper - where banks and other :financial agencies 
provide long-term capital or finance to the needy borrowers. 

• Money market - where banks and other financia1 agencies provide 
short-term capital or finance to the needy, 

(e) Stock market-where stocks, shares, bonds debentures and other secu
rities are bought and sold. Foreign exchange market is the market where 
foreign exchang~ ie. Currencies of different countries are bought and sold 

(f) Service Market: Service market is the market where services such as 
transport and connmmication, insurance etc., are marketed or provided. 

(g) Labour Market: Labour market is the market where labour is marketed. 

Markets on Nature and Mode of Business 

On the basis of the nature and mode of business transactions, markets may be 
classified into two categories. They are: 

1. Spot Market or Cash Market: Spot market is the market where goods 
are physically tramferred from the sellers to the buyers and the buyers make 
payments to the ell is immediately after th sales are affected. 



2. Futures Market or Forward Market: Futures market is the market where 
no physical delivery of goods and payment fur the purchases take place, but 
only future contracts are entered into. 

Markets on the basis of regulation 

On the basis of regulation of the market, markets may be classified into two . 
types. They are: 

1. Regulated Markets: Regulated markets are markets that are regulated by 
statutory meamres. Regu]ated markets for agricu]tural goods, produce ex- · 
changes, stock exchanges etc. are the examples ofregulated markets. 

2. Unregulated or Free Markets: Umegulated markets are markets which 
are unregulated or not controlled by the statutory measures. They mostly 
operate freely on the basis of market force viz., demand and supply. 

Markets on Economic-basis: On economic basis, market may be classified into 
three types, they are: · · 

1. Perfect Market: It refers to a market or market situation where there is 
perfect competition. Coiq>etition is said to be perfect when the sellers and 
buyers of a particuJar commodity are so numerous that none of the sellers 
or buyers have to sell or buy at-a-sing1e unifunn price. Price is determined 
by the market forces of supply and demand 

2. Imperfect Market: Imperfect market refers to a market or market situ
ation where there is imperfect competition. Competition · said to be imper
fect when any of the essentials of perfect ompetition is absent. In other 
words, competition is said to be imperfect when it bas the features of both 
competition and monopoly. 

3. Monopoly Market: Monopoly market r :fers to a market or a market 
situation where a single seller controls the entire supply of a commodity 
which has no close substitutes. 

CONCEPT OF MARKETING 

Marketing is the management :function. It organises and direct all those activities 
involved in ~~ing and converting customer purchasmg power into effective de
mand for a specific product or service and in moving the product or service to the 
fmal consmner or user so as to achieve the profit target or other objectives set by 
a company. 

Paul Mazur ''Marketing is the delivery of standard of living'' 

Malcolm MacNair "Marketing is the creation and delivery of a standard of living" 

William J Starton "Marketing is total system of interactive of business activities 
designed to plan, price, promote and distribute want satisfying products and ser
vices to present it to any potential customers" 

Philip Kotler ''Marketing intender human action that directs ~ of necessity 
and demand through the exchange processes." 

Arnold K. WeinsteiD "Marketing an organised system ofbehaviour that functions 
for the purpose of evaluating and facilitating the satisfuction of c nsumer need" 
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Edward . CandifJ, Still and Govoni "Marketing is the managerial process by 
which products are marched with markets and through which transfer of ownership 
are offered" 

Marketing is a pervasive phenomenon in this present day world. Every day we are 
exposed to marketing of goods, services, and ideas. Marketing may be defined as 
a process by which goods and services are exchanged and the values determined 
in terms of m mey prices. TheAmerican Marketing ~tion has defined market
ing as" The performance of business activities that direct the flow of goods and 
services through producers to consumers or users". 

According to Philip Kotler, "Marketing is a ocial and managerial process by 
which individuals and groups obtain what they need and want through creating, 
offering and exchanging products of values with others." 

The term marketing refers to the entire process of satisfying the needs of the 
consumer. It starts with the discovery-of needs and wants of the consumer and it 
continues, till these need and wants are satisfied. Marketing · the process of 
matching the resources of~ with identified customer Iftds. The main objective 
of all business enterprise is to satisfy the needs and wants of the society. Marketing 
is a basic fimction of all business organization. Traditionally, small firm owners did 
not give as much importance to imrketing as to other functions such as accountancy, 
production and selling. But there has been a change in the thinking ofbus:ioesml8Il 
from product orientaoon to custon:fi orientation Modem business organization Jays 
emphas~ on 'selling samfilction' and not merely on elling products. 

c-f "°"'a,s 

CustomerN and Wants ---1 Corpora Goals and 

! Objectives 

! 
Customer Satisfuctif._n _ ____ --+i. ,. .. _______ j...a fit 

Matching Process 

The Concept of Marketing may be divided into two parts: 

I). Old Concept of marketing or product - oriented concept, and 

2). New Concept of marketing or consumer - oriented concept. 

Old Concept or Product - Oriented Concept of Marketing 

Meaning and Definition of Marketing: 

This is the old concept of marketing. According to this conoept, marketing is a part 

of production process. This concept is based n the assumption that the manufac
turer must produce the goods and distribute these goods to the consumer. In ancient 
time, marketing includes three elements: 



Production 

Consumer 

Acconting to American Marketing Association, ''MarketiQg is the perfonnance 
of business activities that direct the flow of goods and services from the producer 
to consumer or user". 

Characteristics of the Product - Oriented Concept of Marketing: 

The main characteristics of this concept of marketing are as fullows: 

1) This concept stresses upon production. 

2) This concept assumes that marketing is only the physica] distnbution of. 
goods and services from producer to consunm. 

3) This concept assumes that marketing start with the production of goods 
and ends after the goods bave been sold. 

4) According to tlm concept, the ultimate objective of marketing is tQ Ill8Xinme 
the profits of the concern by maximising the sales. 

New/Modern Concept or Consumer Oriented Concept of 
Marketing 

Meaning and Definition of Marketing: 

This concept is based on the assumption that a busine enterprise can achieve its 
objective ofmaxinming the profits only when it considers the needs and wants of 
its comumers and try to satisfy these needs and want . Therefore, according to this 
concept, marketing start with the discovery of needs and wants of consumer and 
ends with the sat:maction of~ needs and wants. Today, marketing is fully comumer 
oriented 

.----....,..--.i► I._ __ S_al_am_e_n __ ____, 

· Production Consumers 

....__ _ __,.. I._ ____ S_al_es __ ~I••---..., 
According to William J. Stanton, "Marketing is the total system of interacting 
business activiti designed to plan, price, promote, and clistnbute want-satisfying 
products and services to the present and potential customers. n 

According to Prof. PauJ Mazur, •~arketing is the delivery of standard of living 
to the society." 

According to American Marketing Association, ''Marketing is the process o 
planning and executing the conception, pricing promotion, and distribution of ideas, 
goods and services to create excbang that satisfy the individual and orgmmational 
goals.'' 
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Characteristics of New or Modern or Consumer - Oriented Concept of 
Marketing: 

Following are the main characteristics of the new concept of marketing: 

I. According t this concept, consumer is the key of the market and his needs 
and wants are the main objective of the business concern. 

2. This concept assumes that the object of earning the profit can be achieved 
only when the needs of the society are satisfied. 

3. According to this concept, marketing is the entire process of understanding 
and satisfying the needs and wants of consumers. 

4. According to this concept, marketing is the creation and delivery of standard 
of living to the society. 

Corporate orientation towards the marketplace: 

There are five competing concepts of marketing activities: 

I) The Production Concept 

2) The Product Concept 

3) The selling Concept 

4) The Marketing Concept 

5) The Societal Concept 

1. THE PRODU TION CONCEPT 

This approach explains that consmners will prefer products that are widely available 
and are inexpensive. Managers of this concept concentrat n achieving high pro
duction efficiency, lower costs and mass distnbution. They assume that consumers 
are only interested in product availability and low prices. Production concept does 
work for some products, but not for all kinds of products. 

Tm, philosophy holds that custoDD'S filvour those products with low offer price and 
easy availability. Th this concept holds that high production fficiency and wide 
distnbution coverage would sell the product offered to the market. 

Organisations voting fbr this concept are impelled by a drive to produce all that they 
can. Natmally, they get focussed on production and put all their efforts toward that 
aspect of the organisation. They do achieve efficiency in production. But their 
thinking is guided by the assumption that the steep decline in unit costs arising from 
the maximisation of output w uld utomatically bring them all the customm, and all 
the profits that they need. But, they do not get the best of customer patronage. 
Customm,, after all, are motivated by a variety of considerations in their purchases. 
As a result, the production concept fails to -serve as the right marketing philosophy 
for the enterprise. 

Production concept is applicable in situations wher demand exceeds supply. 



2. THE PRODUCT CONCEPT 

This concept is that consumers will favor that product, which offers most quality 
performance and innovative features. The managers f this concept focus their 
attention towards making products more superior and keep improving it. They 
assume that consumers admire and prefer well-made products and appraise quality 
and performance. Automobile industry is one good example. There is always, how
ever, a chance that managers get caught in their own outlook and ignore what 
customers need. Sometimes, they push certain features too far and overlook the 
customers' real needs. The firms following this philosophy believe that by making 
superior products and improving their quality overtDIH; they will be able to attract 
customers. 

The product concept is somewhat different from the production concept. Whereas 
the production concepts eks to win markets and profits via high volume of pro
duction and low unit costs, the product concept seeks to achieve the same result 
via product excellence - improved products, new products and ideally designed and 
engineered products. It aL-w places the emphasis on quality assurance. They spend 
considerable energy, time and money on research and development and bring in a 
variety of new products. 

Organisations which follow this concept concentrate on achieving product excel
lence. They do not bother to study the market and the comumer in depth. They get 
totally engro~ed with the product and almost forget the consumer for whom the 
product is actually made, they fail to find out what the consumers actually need and 
what they would g)adly accept. When organisations fall in love with the product, it 
leads to marketing Myopia because the focus is on the product rather than on the 
customer needs. 

3. THE SELLING CONCEPT 

This philosophy holds that customer, if left alone, would not buy enough of the 
company's products. The organisation must, therefore undertake an ~ ive selling 
and promotion effort. 

As more and more markets became buyers markets and th entrepreneurial prob
lem became one of solving the shortage of customers rather than that of goods, the 
sales concept became the dominant idea guiding marketing. Most ~ practice this 
concept when they have overcapacity. This concept maintains that a company can
not expect its product to get picked up automatically by the customers. The com
pany has to consciously push its products. Aggressive advertising, high-power per
sonal selling, large scale sales promotion, h~vy price discmmts and strong publicity 
and public relations are the tools used by organmrtions that rely on this concept. As 
a result, the public often identifies marketing with hard selling and advertising. 

But marketing based on hard selling carries high risks. Il assumes that customers 
who are coaxed into buying a product will like it and if they don't, they won't 
badmouth about it or complain to consumer organiz.ations, and will forget their 
disappointment soon and buy it again. These assumptions do not have base. One 
study showed that dissatisfied customers may badm:,uth the product to 10 or more 
acquaintances and bad news travels fast. 
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Selling concept is practiced more aggressively with unsought goods, goods that 
buyers no.rma.Ily do not think of buying such as insurance, encyclopaedias etc. These 
industries have perfected various sales techniques to locate prospects and hard sell 
them on their product's benefits. It is also practiced in the non-profit ar by fund 
raisers and political parties. At most times, the selling concept is practical by man

agers having uniq\AIIJLV.» and overcapacity. Their aim is to sell what they can make 
rather that what the market needs. The customer still may not fully like the product 
and have what we calls 'bad-mouth'. Bad mouth is when a customer talks not in 
favors of the product Bad mouth travels fast. 

4. THE MARKET G CONCEPT 

The marketing concept holds that the key to achieving itB organisational goals con
sists of the company being more effective than competitors in creating, delivering 
and conmunicating customer value to its chosen target markets. · 

This concept was bom out of the awareness thatmarlceting starts with the deter
mination of consumer wants and ends with the sat:isfuction of those wants. The 
concept puts the customer both at the beginning and at the end. It says that any 
business shoukl be orgmmed around the marketing fimctK>n, anticipating, stimulating 
and meeting customer's requirements. The customer has to be the centre of the 
business universe and not the organisation. A business cannot succeed by supplying 
products and services that are not properly designed to serve the needs of custom
ers. 

The marketing concept rests on fuur pillars. The starting point is the target customer; 
the focus is customer needs, the means being integrated marketing and the ends 
being profits through customer satismction. 

The concepts rest on four (4) pillars: 

• Target market 
• Customer needs 
• Integrated marketing 

• Profitability through customer satisfaction 

a) Target market: A marketer has to define the madcet to which it will direct its 
efforts. The specification and identification of market would enable the marketer 
to design specific marketing strategi . A target market is defined as a set of 
actual and potential buyers of a product, ervice or idea. A buyer, who has 
interest in the product, income and willingness to buy can broadly be called as 
potential buyer. However, it might not be posmble fur the marketer to target all 
of them There might be geographical barriers, unsuitability of product to certain 
climatic conditions or inability of the marketer to reach certain hilly or remote 
areas. Thus, a small portion of potential market migh become part of the target 
market. Companies do their best in choosing their target markets and then tailor 
their marketing programme. For Ex:amp e fur woolen clothes, select the colder 
areas. 

b) Customer needs: A company can define its target market but fail to correctly 
understand the ustomers' needs. Understanding customer needs and wants is 



not always simple. Some customers have needs of which they are not fully 
conscious or they cannot articuJate their needs or they use words that require 
some interpretation. 

There are five types of needs. They are stated needs, real needs, unstated 
needs. delight needs and secret needs. Responding only to the stated need 
ma}"'hortcbange the customer. 

A responsive marketer finds a stated need and fills it. He is going to lose the 
customer in the near future. An anticipative marketer looks ahead into what 
needs customers may have in the near future. A creative marketer discovers and 
produces solutions customers did not ask for but to which they enthusiastically 
respond Tberefure companies must go beyuixl just asking consumers what they 
want. 1bis is necessary because a company's sales come from two groups, new 
customers and repeat customers. One estimate shows that attracting a new 
customer can cost five times as much pleasing an existing one and it might 
cost sixteen times as much to bring the new customer to the same level of 
profitability as the lost customer. Oistomer retention is thus more important than 
customer attraction. 

c) Integrated marketing: When all the company's department's work together 
for serving the customers, the result is integrated marketing. 

Integrated marketing talces place on two evels; first, the various marketing 
functions - sales force, advertising, customer service, product management, 
Marketing Research mast work together. Second marketing must be embraced 
by the other departments, they must also think on the customer. According to 
David Packard ofHewlet-Packard, "Marketing is far too important to be left 
onJy to the marlceting department." 

To foster team-work among all departments, the company carries out internal 
marketing as well as external marketing. Internal marlcetiog is the task of hiring, 
training and motivating able employees who want to sCIVe cust mers well 
External marketing is marketing directed at people outside of the company. 

d) Profi bllity through customer satisfaction: The ultimate purpose of the 
marketing concq,t is to help organizations in achieving their objectiv . In the 
case of private firms the major objective is profit in the case of non-profit and 
public organizations. It is surviving and attracting enough funds to perform useful 
work. Private firms should not aim for profits as such but to achieve profits as 
a consequence of creating superior consumer value. A company makes money 
by tisfying cUEtomer needs better than its competitors. 

5. THE SOCIETAL MARKETING CONCEPT: 

This concept holds that the organisation's task is to determine the needs, wants and 
interests of target markets and do deliver the desired satisfactions, more effectively 
and efficiently than competitors in a way that preserves or enhances the coDSUDU's 
and the society well-being. 

The societal marketing concept calls upon marketers to build social and ethical 
considerations into their marketing practices. They balance the often conflicting 
criteria of company profits, consumer want, satisfilction and public interest. 
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Th.il, concept holds that the key to organizational goals consists of company being 
more eflective than coiq,etitors in creating, delivering and conmnmicating consumer 
value to the chosen target. 

Marketing c ncept becomes clear in the following statements: 

• Find wants and fill them. 
• Yoo are the bo (Customer). 
• H ve it in your way. 

Whereas selling concept focuses on the needs of the sellers; marketing on the needs 
of the buyers. 

Difference between Need nd Want 

A need is a basic requirement that an individual wishes to satisfy. People have basic 
needs for food, shelter, affection, esteem and self-development. Many of these 
needs are created furn, human biology and the nature of social relationships. On the 
other hand, a want is a desire for a specific product or service to satisfy the 
underlying need. Consumer wants are shaped by social and cultural forces, the 
media and marketing activities of businesses. Consumer demand is a want for a 
specific product supported by an ability and willingness to pay for it. 

Consider this example: 

Conswoors need to eat when they are hungry. What they want to eat and in what 
kind of environment they want to eat. Some people want to eat in McDonalds to 
satisfy the need of hunger. It is not McDonalds that make pepple hungry. Therefore, 
businesses do try to influence demand by designing products and services that are 

• Attractive 
• Work well 
• Are affordable 
• Are available 

Selling: 

The term selling refers to the transrer of the title of the goods and services from the 
seller to the buyer against money consideration. The primary objective of any busi
ness organisation is to maximise the profit and this objective is attained through the 
activity of selling. 

DIFFERENCE BETWEEN MARKETING AND SELLING: 

Basis of Marketing Selllng 
Difference 

1. Activities Marketing indudes the entire Selling includes only the 
process physical distribution of discovering and satisfying 
goods and services. the needs of the consumer. 

2. Orientation Marketing is customer - Selling is product-. 
oriented. oriented - - - -· 



3. Target The ma aim of marketing is The main aim of selfing 
to satisfy toeam maximum profit Is the consumer needs. 

4. Cost Customer detelil11ines price and Cost determines price. 
detennination price determines costs. 

5. Relation with Mar1ceting views the customer Selling views the 
as a king customer customer as a last link 

in the business. 

6. Emphasis It emphasis on the satisfaction It emphasis only on exchange 
Customer needs. not on satisfying the needs of 

the customers. 

Factory------+Produd-+Sdll•1 aad Promotlag --•PrciJb tb.rou es volume 

Selling Concept 

Target Market-------+Cumnner Need.I--+ Integnted Marketing-+Prom~ through 
Cummer Satisfaction 

Marketing Concept 

Objectives of Marketing: 

The various objectives of marketing include the fullowing; 

1 To create new customers. 

II. To raise the standard of living of the people. 

ill. To satisfy the needs and wants of conswner. 

IY. To determine the mmketing-mix. 

V To enhance the profitability of the business. 

Importance of Marketing 

For the sale of convenient study, the significance of marketing can be discussed 
under the following heads:-

1. Importance of Marketing to the Firm: The business itself has become on 
organisation of marketing. According to Peter Drucker - ''Marketing is a 
particular and excellent function of the business. The dividing line of business 
ftom other hmnan OQ?iUIRtioffl is that business does the n:mketing of the products 
and services. Other organisations like Church, army, school and state cannot do 
this function at all. Business only is an organisation that makes itself perfect 
through marketing of the conmodities and services. If marketing is absent in any 
business or it is incidental, it will not be considered as business and nor it should 
be conducted as business. Marketing has the following importance in a firm: 

L It assists the planning and decision of business. 

ii. It establishes balance in the demand and supp thereby renders profits to 
the firm and maximum satisfaction to the consumers. 

iii Marketing buik1s the consumers and stands as a base fur increase in demand. 
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iv. It functions as comrrnmication system between the firm and the customer 
thereby redllces the distance between the producer and the consumer. 

v. It empowers the economy to cope with the recesmn by ensuring maximum 
production on minimum cost. 

2. Importance of Marketing to Society: Marketing is advantageous to society 
on the J following angles:-

a) To Provide Employment: It has ~ed in increasing the opportunities of 
employment by doing the unemployment away with society. It is notable that 
one third of total employed people are absorbed in marketing activities. 

b) Reduction in Distribution Cost: An efficient marketing reduces the cost 
on distribution to a n:rioima) thereby, goods available to consumers at the 
competitive prices. 

c) Increase in Standard of Living: The marketing ensures production 
proportionate to the demand of society and thus, raises up the standard of 
living thereby, upliflment of social values. 

d) Increase in Purchasing Parity: It increases the purchasing parity of 
customers by providing them with the products on minimum price. 

e) Safeguards Recession: It explores new markets so as to put a check on 
reces.mn in the economy. It implements devices for efiDent supply of goods 
from producer to the consumers and thus, fear of recession is ward-off. 

3. Importan.ce of Marketing in the Economic Development: Marketing has 
an important portfolio in the development of the country. It is participating 
fficiently to the development of the economies in under developed countries. 

The responsibility of marketing is growing day to day keeping pace with the 
increase in industrialimtion AB the population oflndia has already crossed the 
billion, marketing is assisting increasingly to cater the demand of so vast popu
lation by emuring large scaJe production oftbe prodncts. Deveklpmem of rrmketing 
is directly armexed with the development of civiliution. It is marketing which 
alone can render expertise in financial institutions, government 'UI1dertakings and 
government offices too. 

THE PROCESS OF MARKETING: 

The term marketing concept implies that achieving the organizational goals. know
ing the needs and wants of target market and delivering them desired satisfuction. 
It proposes that in order to satisfy its organizational objectives, an organization 
slxmld anticipat the needs and wants of consumers and satisfy these more effec
tively than competitors. Marketing is the process by which companies create 
customer's interest in goods or services. It generates the strategy that underlies sales 
techniques, business communication, and business developments. It is an integrated 
process through which companies build strong customer relationship and creates 
value for their customers and for themselves. 

The process of marketing has four basic elements which can be shown as under: 



Four basic clement 

Presence of 

Customer 

Customer Satisfaction 

Sales to Custumas 

(Products and Services) 

Nature of Marketing: 

End Result 

Profit 

Marketing is the management process responsible for identifying, anticipating and 
satisfying coilSUillef requirements profitably.The nature of marketing management 
may be stated as under: 

1. Marketing is a pedaHzed business function: In early days, the selling 
function did not require any specialized skills, but in modem days the business 
environment has undergone drastic changes in soc~ economic, political and 
cultural aspects. The management of a firm therefore has to develop a particular 
organiza~n by absorbing new ideas, new appr aches and new market de
mands. 

2. Marketing is a sodal function: Marketing requires constant interactions with 
the various level of ociety. It helps to manipulate the factors of production, 
distribution, promotion and price and also influence the patterns of comumption 
and attitude of a consumer. 

3. Marketing is an integrative function: Marketing integrates the other function 
of a busms like, production, finance, personnei research and development etc 
in order to accomplish the objective of a busine s. 

4. Marketing is a onivenal function: Marketing is adopted by both profit
motive and non-profit motive organizations. A pro.fit-seeking organization is 
dependent upon the marlreting. The institutions like, hospitals, schools etc also 
require marketing fur popularizing the services offered by them 

S. Marketing is a management function: Like the other functions of manage
ment marketing is also one of the main functions of management The business 
policies, strategi~ and prognum concerned with marketing are mostly related 
to the functions of management. These are needed to planned, organized, 
directed, coordinated and controlled in order to achieve the objectives of 
nmketing. 

6. Marketing as a Disdpline: The subject of marketing has emerged out of 
business which has derived its existence from ec nomics. After emerging from 
business, \marketing has got its strength from related areas Jaw, psychology, 
anthropology, sociology, statistics, mathematics because the related problems' 
impinge heavily on consumer behaviour, legal aspects of marlceting, research or/ 
consumer needs, advertising media, pricing, promotion methods etc. 

7. Marketing creates mutually beneficial relatiorubip: The customer is the 
fucus of ail marketing activities. But dming the last decade, the fucos has shifted 
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to the way of doing business, ie. The Strategic aspect of marketing. Here the 
meam of marketer are their knowledge and experience, and the end result is in 
the form of mutually beneficial relationship with the customer 

8. Marketing is Customer focused: Marketing tends to satisfy and delight 
customer. The activities of marketing must be directed and focused at the 
customer. Marketers can remain in customer mind if they are provided value fur 
what they spend. Marketing efforts must be directed at meeting customer needs, 
not market shares. For this, marketers must track customer's needs on a 
continuous basis. 

9. Marketing is a part of total environment: Total environment may be defined 
as the combination of all the resources and Institutions which are directly related 
to the production and distribution of goods, services, ideas, places and persons 
for the satisfaction of human needs. However it is better to look at remote and 
imrnrmate environment of any marketing organimion. 

MARKETING FUNCTIONS: 

The functional approach of marketing consists of a number of activities called 
Marketing Function. A marketing function is, "an act or operation or service by · 
which original product and the final consumer are linked together." 

Functions of 
Exchange 

Finm:ing 

Identifying 
Oppommities 

Marketing Functions 

FUDCtioo& of 
Physical Supply 

Facilitation 
Funciion 

Storage and 
Warebouain 

Risk-taking Market S dardi7.atio 

l'romoting 
Products and 

Services 

information n 

Plamting 
Markding 
Activity 

Other Functions 

1. Functions of Exchange: The process of transferring goods into the hands of 
the customer is called functions of exchange. 

a) Buying and Assembling: Buying is the. first step in the process of market
ing. Managers have to take number of decisions regarding the type of 
products to be purchased, their quality, quantity, tum of purchase etc. Buying 



involves trans& of ownership of goods from seller to the boyer. Asseni>ling 
refers creation and maintenance of the stock of goods. Sometimes, the 
dealer purchases goods from more than one seller. In that case, the goods 
have to be collected and assembled at one place. 

b) Selling: The profit making object of the business concern is achieved only 
through the sale of its product. It is the process by which goods and 
services finally flow to the consmners who need them and the firm peifo~ 
its functions of distributing its products armng consumers. 

2. Functions of Physical Supply: This is the second group of marketing process. 
These functions are related with the creation of place and time utilities. The 
physical transfer of goods from the manu.fucturer to the consumer takes place 
by means of the following functions: 

a) Transportation: The marketing system requires effective and economical 
transportation system A good system of transportation provides place 
utility to the products. Tramportation involves the IIX)Vtm1tmt of goods from 
the point of production to the point of consumption Railways, water-ways, 
airways etc are the important modes of transporting goods from one place 
to another. 

b) Storage and Warehousing: When production :is seasonal but consumption 
is continuollS or production is continuous but comumption is seasonal, stor
ing becomes the m:,st important function of lIUll~·ement. Storage involves 
holding and preserving of goods between the time of their production and 
their consumption Warehouses can be maintained at central places from 
where the distribution of goods can be made according to the needs of the 
consumer. Storage creates time and place utility of the product. 

3. Facilitation Function: These functions includ~ financing, risk-taking, market
infurmation, standardiz.ation etc. 

a) Financing: Without adequate finance the marketing activities cannot be 
carried out effectively. Connnercial Banks, Cooperative credit societies, and 
Government Agencies arrange short-term, medium-term and long-term fi
nance to fucilitate marketing. 

b) Risk-Taking: Like other business activities marketing also carries a num
ber of risks like damages of goods, change in th economic values of the 
goods, mismanagement etc. These risks are more or Jess inherent in the 
marketing pr . An intelligent rusinessman reduces the possibility of loss 
that may arise on account of fire, flood, deterioration etc by taking prevent
ing measures. 

c) Market Infonnation: The desired success of marketing depends upon the 
correct and timely decisions. These decisions are based n the market
information The infurmation regarding the customer's wants, habits, pur
chasing-power , strength and weakn~ of the ootq>etitors, trend in market 
etc. are must take into account. Market informati n includes all facts, es
timates and other important infunnation which affect the marketing of prod
ucts and service . 
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4. Other Functions: 

a) Identifying Market Opportunities: Under this head needs and wants of 
different types of customers is to be found out. At the same time it is 
essential to be aware regarding the development of new technologies, new 
products and other development activities taking p.lace outside the 
organisafun. 

b) Promoting Products and Services: Proimtion of the products and ser~ 
vices · the most important task of the management. The advertising and 
proJIDtional ~ is aimed to connmmicate with the customer, encourage 
the customer to consider the product, encourage the customer to purchase 
it, and assures that he or she made the correct purchase decision. 

c) P1anning the Mllketing Activity: Marketing planning involve deciding 
on marketing strategies that will help the company to attain its overall ob
jectives. 

Role of Marketing in Indian Economy 

Marketing is an efficient instrument for the under developed economies as that of 
India. As llBICh as 800/o of population lives in the villages here. Marketing therefure, 
is important for the sale ofmachines and agricultural tools one side and for the sale 
of manna) to 1s and implements, modem agricultmal instruments in the field of 
agricu]ture on the other. In the words of former president of India late Shrl 
Fakbaruddin AH Ahmed - "The largest problem of Indian economy is always of 
existence and it is how to assist the poor man." One side, the small Janner and the 
entrepreneurs of the Industries on other side, feel the necessity of efficient marketing 
for their produce. Similarly, the export sector bankers for the efficient marketing 
devices so, as to ensure more export of products in the international market and 
earning of hard currency for India. It is marketing which has now brought a trend 
of producing value added goods through procesmng imtead of the primary products 
as it ensures more profit to the investor's one hand and .increases th employment 
opportunities t a large extent on the other. 

A planned economy has been adopted by India today and now proceeding to the 
path of building a progressive nation for her citizen. What is directly needed tor 
accelerating fast the economic developmmt in India, is of the method for the best 
use of resources available here. When this is the position, importance of efficient 
marketing system increases manifold 

India has done a good performance in every field during the recent past. For 
example, the progress in the fields of iron and steei ships, aircraft, heavy machines, 
electric gadgets, agricultural tooJs, tractors, petrol, sugar, cement, gas, chemica.1, 
fue~ paper etc. is remarkable. These all are examples of seller market. India has 
also acquired tremendous progress in the buyer market which includes transistor, 
radio, sewing machine, pressure cooker, cycle, cosmetics, soap, detergents, backery, 
plastic goods, cigarette etc. Thus, the buyer and seller both markets are available 
in India. It has been observed during recent years in the past that a nmnber of 
products have been shifted from th seller market id the buyer market. 



Seller marlcet is meant for the market where lesser quantity than tbe demand exists 
and the buyers have to wait fur a certain time. Buyer's market is meant for the 
market in which supply is abundant but buyers in tips viz supply dominates the 
demand One question can be asked regarding seller's market that when supply 
remains ~. there may be no need fur the marketing. Its solution is that the nature 
of market is ever-changing and the item, which we see at seller's market, may 
become buyer's market tomorrow. Hence, marketing is equally necessary for both 
markets. 

Inspite of progressive steps, India bas taken in each and every fie~ she is lingering 
behind when we discuss on marketing techniques, undeveloped market, and sale 
promotion, and consumer satisfaction, decentralization of market and clive:rsi:ficaton 
ofproduct. Indian sellers should con entrdte in these conditions prevailing and 
dew;e measures viable for the promotion of marketing techniques. 

MARKETING MANAGEMENT: 

Marketing Management is concerned with the direction of activities towards the 
attamm.mt of marketing objectives i e. satisfuct:ion of custon:D" 's needs, increase the 
organization's profits. Marketing Management is the art and science of choosing 
target markets. Marketing Management deals with all departments of the company 
because it is the combination of marketing techniques and resourc s which the 
company bas to manage. The m>st important function of marketing management is 
to provide the ways through which marketing research and analysis can be carried 
out fur a product or service. It is also very important in determining the appropriate 
marketing trategy for a company. 

According to the American Marketing Association, ''Marketing Management is 
the process of p1anning and executing the conception, pricing, promotion and dis
tnbution of ideas, goods, and seMeS to create exchanges that satisfy individual and 
organillltional objectives." 

Importance of Marketing in Indian Economy: 

India is a dev<;loping country. The functions of marketing are changes day by day. 
ow a day, it is re ognized as a profession based on a systematic part of knowl

edge. Now marketing means the creation of demands and satisfy these demands. 
This all has resuhed in many important achievemmts in India such as 
i). Increase in employment opportunitie 
it). Increase in the sale of goods, 
fu). Increase in profits, 
iv). lncre e in the national income, 
v). Increase in per capita in.come, 
vt). Development of new media of advertisement and ales promotion, 
vii).Improvement in the standard fliving. 

Responsibfflties of Marketing Management: 

Marketing activity begins with generating the idea of creating or making a product 
and ends with the successful latmching of product in market. In this process there 
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are various responsibilities are involved like: 

I. Selection of product 
2. Price of product, 
3. Select geography for test marketing, 
4. Promotional activities, 
5. Packing strategies, 

6. Selection of target market. 

All these activities are performed by the marketing lll3Dager with the help smveys. 

THE MARKETING ENVIRONMENT 

The marketing environment surrounds and impacts upon the organization There are 
three key perspectives on the marketing environment, namely the 'macro-environ
ment, ' the 'micro-enviromnent' and the 'internal environment'. 

The micro-environment 

This environment influences the organi7.ation directly. It includes suppliers that deal 
directly or indirectly, comumers and customers, and other k>cal stakeholders. Micro 
tends to suggest small, but this can be misleading. In this context, micro descnbes 
the relationship between firms and the driving forces that control this relationship. It 
is a more local re tionship, and the firm may exercise a degree of influence. 

The mat:ro-environmeot 

This includes all factors that can influence and organiz.ation, but that are out of their 
direct control. A ompany does not generally influence any laws (although it is 
accepted that they could lobby or be part of a trade organization). It is continuously 
changing, and the company needs to be flexible to adapt There may be aggressive 
competition and rivahy in a market. Globalization means that there is always the 
threat of substitute products and new entrants. The wider environment is also ever 
changing, and the marketer needs to compensate for changes in culture, politics, 
ecooomics and teclmology. 

The internal environment 

All :factors that are internal to the organization are known as the 'internal environ
ment'. They are generally audited by applying the 'Five Ms' which are Men, Money, 
Machinery, Materials and Markets. The internal environment is as important for 
managing change as the external. As marketers we call the process of managing 
internal change 'internal marketing. ' 

Essentially we use marketing approaches to aid coIDID,JIIication and change manage
ment. 

The Company's Mlcroenvironment: 

The forces close to the company that affect its ability to serve its customers - the 
company, market channel firm.g, customer markets, competitors and publics, which 
combin t make up the fum's value delivery system. 



1) The Company: The Company In designing marketing pl.am, marketing 
mmagenmt nmst take other company groups, such as top mmagement, finance, 
research and development (R&D), purchasing, manumcturing and accounting, 
into considerati n. 

2) Suppliers: Suppliers Firms and individuals that provide the resources needed 
by the company and its competitors to produce goods and services. 

3) Marketing Intermediaries: Marketing Intennediaries Firms that help the 
company to promote, sell and distnbute its goods to final buyer; they include 
physx:al distnbution finm, :marketing-service agencies and .finaIK:ial intermediaries. 

4) Resellers: the individuals and organizations that buy goods and services to 
resell at a profit. Physical distnbution firms: warehouse, transportation and 
other firms that help a company to stock and move goods from their point of 
origin to their cb1inations. Marlceting-service agencies: nmketing research firms, 
advertising agenc · , mar.keting consulting finm and other service providers that 
help a company to target and promote its products to the right markets. 

5) Financial intermediaries: banks, credit companies and other businesses that 
help finance transactions or insure against the risks associated with the buying 
and selling of goods. 

6) Customers: The Company must study its customer markets closely and keep 
up to date with changing customer requirements. The ompany must 
communicate with its customers, and must listen to them closely. 

7) Competitors: - Th, marketing concept states that, to be succesmil, a company 
must provide greater custo~ value and satisf.dction than its competitors. Thus, 
marketers must do more than simply adapt to the needs of target consumers. 
They must also gain strategic advantage by positioning their offerings strongly 
against competitors' Offerings in the minds of consumers. They must strive to 
anticipate competitor activity and strategy. 

8) Publics: Any group that has an actual or potential interest in or impact on an 
organization's ability to achieve its objectives. Publics include ~s workers, 
managers, vohmteers and the board of directors. 

The Company's M cro-environment 

Macro-enviromnent is the 1arger societal forces that affect the whole microenviron
ment - demographic, economic, natural, technological, political and cuhural forces. 

1) Political and Legal Environment: - Political and Legal Environment Laws, 
government agencies and pressure groups that .influence and limit various 
organizations and individuals in a given society. 

2) Demographic Environment: - Demographic Environment studies human 
population in temis of size, density, location, age, sex. race, occupation and 
other statistics. 

3) Economic and Competitive Environment : Economic and Competitive 
Enviromnent Factors, including the eflects of gereral economic conditiom, buying 
power, willingness to spend, spending patterm, types of competitive s~cture, 
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competitive too1s and coiq>etitive behaviour, that influence both marlceters' and 
consumers' dec.isiom and activities. 

4) Cu1tural Environment: - Cu1tural Environment persistence of cultural values: 
core and secondarybeliem shifts in secondmyculturalvalues. It includes people's 
view of themselves, people's views of others, people's views oforgmm.ations, 
people's views ofsociet¼ people's views of nature and people's views of the 
mnverse. 

5) Social Environment: - Social Enviromrent involves living standards and quality 
of lire Green rmvement. The trend arising fiom so~s concern about poJlofun, 
water dispo~ manumcturing processes and the greenhouse eflect. Consumer 
movement is a diverse collection of independent individuals, groups and 
organizations seeking to protect the rights of consumers. 

6) Tuchnological Environment: - Technological Environment Technology is the 
knowledge of how to accomplish tasks and goals. It forces that create new 
technologies, creating new product and market opportunities. 

7) annal Environment:- Natural Environment is the natural resources that are 
needed as inputs by marketers or that are affected by marketing activities, . 
issues Shortage of raw materials Increased cost of energy Increased pollution 
Government intetvention in natural resomce management. 

According to American Marketing Association "Any paid furm of non-personal 
presentation and promotion of ideas, goods or services by an identified sponsor'' 

PLANNING 

Introduction: 

Planning · a preparatory step in any task of the rganization. It is a systematic 
activity which determines when, how and who is going to perform a specific job. 
Planning is a detailed programme regarding future cowses of action. It is rightly said 
"Well plan is half donen. Therefore planning takes into consideration in available 
& prospective human and physical resolll'Ces of the organization so as to get effec
tive co-ordination, ntrtbution & perfect adjustment. It is the basic management 
function which includes fummlation of one or more detailed pJans to achieve opti
nmm balance of needs or demands with the available resources. 

Planning involve selecting enterprise's objectives and departments' goals, 
progrannnes, detennming ways of reaching them PJanning is deciding in advance 
what is to be don in future, how it is to be done when and by whom it is to be 
done. Planning involves selecting of a course of action from all available ahematives 
for accomplishing the desired goals of the enterprise. 

Planning is an intellectual process; it :facilitates the best utilization of all available 
limited resources in a systematic manner, so that the desired outcon_ie may be 
attained. Planning attempts to achieve a consistent & co-ordinated structure of 
operations focused on desired results. Planning sketches an efficient sequence of 
action that transforms an organization from a given starting state to the goal state. 
In short, planning is the management of the organization's future in an uncertain 
environn:mt. 



Differentiate between goals and plans. 

Goat are desired outcomes for individuals, groups, or entire organizations. PJans 
are documents that outline bow goals are going to be m:t and that typically describe 
resource ailocatiom, schedules, and other n~ actions to accomplish the goals. 

MEANING AND DEFINITIO OF PLANNING: 

Planning may be denned as the process of setting goals, developing strategies, and 
outlining tasks and scheduJes to accomplish the goals. Plamring involves defining the 
organization's goals, establishing an overall strategy for achieving these goals, and 
developmg a comprehensive set of pJans to integrate and coordinate organizational 
work. 

Planning is forecasting which decides the things to be done in future. It ii a function 
of anticipating the future and determining the course of action to achieve the pre
detennined objectives of an organi7ation. Planning is a process which selects the best 
alternative ftom the various alternatives for the solution of problem to make future 
certain and definite. 

According to Koontz and 0 ' Donne), ' 'Planning is deciding in advance what to 
do, how to do it, when to do it, and who is to do it. Planning bridge the gap from 
where we are to where we want to go. It makes it po~le for things to occur which 
would not otherwise happen". 

It can be defined in the fig below: 

I 
r.l.l 

Current Status 

Plammg 
required 

Desired 
Status 

Gap 

According of Henry Fayo), ''Planning is deciding the best ahernatives among 
others to perform different managerial operations in order to achieve the pre-deter
mined goals." 

A£cording to George R. Terry, "Planning is selecting and relating of facts and 
making and using of assun¢ons regarding the future in the visualization and formu
lation of proposed activif s beli ved necessary to achieve desired results." 

According to James Lundy, "Planning means the determination of what is to be 
done, how and where it · to be done, who is to do it and how resuhs are to be 
evaluated.,, 
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According to Urwick, "Planning is a mental predisposition to do things in orderly 
way, to think before acting and to act in the light of facts rather than guesses". 
Planning is deciding best alternative among others to perform different managerial 
functions in order to achieve predetermined goaJs. 

Planning is a process, which involves anticipation of future course of events and 
deciding the best course of action. It is a process of tbiokmg before doing. It is 
deliberate attempt to :influence, exploit, bring about, and controls the nature, direc
tion, extent, speed and effects of change. It may even attempt dehberately to create 
change, remembering always that change (like decision) in any one sector will in the 
same way affect other sectors". Planning is a deliberate and conscious effort done 
to formulate the design and orderly sequence actions through which it is expected 
to reach the objectives. Planning is a systematic attempt to decide a particular 
course of action for the future; it leads to determination of objectives of the group 
activity and the step necessary to achieve them Thus, it can be concluded that 
'll)anning is the selecting and relating of fucts and the making and using of asmnnp
tions regarding the future in the visualization and fonnulation of proposed activities 
believed necessary to achieve desired resuhs. 

In other words we can say that planning is a process of thinking before doing. It 
involves determinations of goals and the activities required to be performed to 
achieve the goals. It consEts: 

1. What is to be done? 

2. How it is to be done? 

3. Where it is to be done? 

4. When it is to be d ne? 

5. By whom it · to be done? 

So planning is a process of shorting out the path for attaining the determined 
objective of the bus~ Overall p1anning is deciding that in present, what is to do 
in future. 

Thus, planning is the managerial fimction of determining in advance what workers 
are to accomplish and how they ar to accomplish, desired goals and projects. It 
is the most basic function of management. It can be demonstrated as follows -

Bc,wdo 

'i.°ept 
tbert? 

HOW . 

,_/ 
NATURE I FEATURES OF PLANNING: 

WHERE J 
' __./ 

Planning is the beginning of the process of management. Planning sets all other 
functions into action. Planning is thinking and deciding futme course of action in 
advance. The nature of p!anning c.an be understood with the following points-

I) Planning is a primary function: Planning is the base for all other function 
of management. It means planning is the basic function of all other mana
gerial functions. It provides a base for other managerial functions like orga-



nizing, staffing, directing and controlling. We can ay that structure of all 
other functions depends on planning, All other functions are performed within 
the framework of planning. A management process is a circular process 

. beginning with planning ending to plarnung for improvement & adjustment 

2) Planning is a Mental Exercise: Planning is an intellectual activity which 
requires a manager to think before acting. Planning requires application of 
mind involving intelligent imagination, sound judgment etc. 

3) Planning is pervasive: Planning is required at all levels of management as 
well as in all departments of the organization. But the scope of planning 
differs at all levels and all departments of the organization. Planning is re
quired in all sectors, i.e. business, industry, profe ion etc. whether it is of 
large scale or small scale and in all the department of organization like 
purchase, production, marketing, finance department etc. however nature of 
planning differs from one department to anotheL 

4) Planning is Fleiible: There must be flexibility in planning, because plans 
are always based on future, which is uncertain. So fleXIb ility will give a 
chance to make changes as per future requirements. If future asswnptions 
upon which planning are based prove wrong, then the original plan must be 
revised in th light of changed conditions. 

5) Planning is Continuous: Planning is the ne er ending process of manage
ment. Plans are prepared for a specific period of time i.e. monthly, quarterly 
or yearly. At the end of that period, there is the requirement of new plans. 
These plans are drawn on the basis of past performance & future condi
tions. Thus, planning is a continuous proc s_ 

6) Planning· futuristic: Planning is regarded as a forward looking function 
based on forecasting. Planning involves looking ahead and preparing for the 
future. Planning is never done for past but · done fur the future to achieve 
certain objective. Therefore, it is said that planning is tbinkmg before doing. 
Planning is based on estimated future trends of ocial, economic and tech
nological change because it has to tackle the future requirements. 

7) Planning is Goal - oriented: In setting of objectives and the process of 
achieving that objective, the planner goes through an intellectual process. 
The main purpose of plan is always to determine the goal to be achieved 
and the activities to be performed to achieve these goals. So planning relates 
to creative thinking for the solution of various problems. 

8) Involving choice (alternative): Planning can be when there are two or 
more alternatives and the planner can make a choice for the best, in other 
words, in the absence of choice there will be no planning because then there 
is a single way of doing something i.e. to be adopted. 

9) Efficiency of operations: Planning is made with the objective ofraising 
efficiency of operations but it is not ·neces.my that efficiency will rise, if may 
or may not. So the management should make continuous efforts to minimize 
the cost of wastage and improving the efficiency by use of latest change in 
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10) Planning is dosely linked to objectives: Each plan specifies the objec
tives to be attained in the future and the steps neceswy to reach them As 
Billy E. Goetz said, ' 'plans forecast which actions will tend towards the 
ultimate objective ... Managerial planning seeks to achi ea consistent, co
ordinated structure of operations focused on des.ired ends." 

OBJECTIVE OF PLANNING: 

P1anning involves selecting missions and objectiv s and actions to achieve them, it 
requires decision making, and that is choosing future courses of action from among 
many alternatives. P1anning in any organization serves to realu.e the folk>wing objec
tives - • 

1) P1anning can bring co-ordination and co-operation among various activities 
of the organi7.ation. 

2) Proper planning leads to the best utilization of resources and reduces the 
wastage. This help in achieving the economy of the operations. 

3) P1anning may convert the uncertainty into certainty. 

4) Planning provides a provision to meet contingencies and tac.Id them sue-

~ 

5) Through effective planning, objectives of the organization can be attained in 
~-

IMPORTANCE OF PLANNING 

Accounting to Koontz, O'Donnell and Weihrich, ''Planning is an intellectually 
demanding process; it requires the conscious determination of courses of action and 
the basing of decisions on purpose knowledge and considered estimat.es. Planning 
is one of the most important functions of management because of the following 
filctors: 

1. Makes the objectives clear and specific: P1anning clearly specifies the 
objectives and the polid r activitie to be performed to achieve these 
objectives in other words what is to be done and how it is to be done are 
clarified in planning. 

2. Offsetting the uncertainty and change: Planning is necessary to look 
ahead towards future and to take decisions regard facing the expected 
changes/requirement of the :futme. E.g. before coming of smmner session 
producers started production for the products to be used in summer. 

3. Plans to facilitate decision-making: To achieve the objective predeter
mined under plannin& business has to take various decisions by considering 
the available resources. If job may be completed by using various alterna
tives (e.g. man.uallyor by machines) and the best alternative is decided by 
the management, which is more helpful in achieving the objective. 



4. Provides basis of control: Under controlling actual performance is com
pared with the planed performance (target/objective). So planning is the 
base of c ntrolling proces.5. 

5. Leads to onomy and efficiency: Planning clarifies the work and its 
method. of doing. R.esuJtantly it reduces con.fusion and wastage of resources 
in the furm of thinking at the time of doing. So efficiency of the worker will 
be raised which will further result economy in production. 

6. Facilitates integration: Under planning proper directions as per pJane are 
provided to the subordinates. Resultantly they all make effort towards the 
achievement of preplanned objective. Such co-ordination of SWK)rdinates 
and their departments will c rtainly help the organiz.ation in achieving its 
objective. 

7. Encourages innovation and creativity: Planning is the process of thinking 
in advance and so plans are made to achieve a target at future date by using 
latest methods and technology to perform the indust:riaJ/busine~ activities 
and so plans lead to innovation. 

8. Facilitates control: Planning fucilitates the managers in performing their 
function of control Planning and control are inseparable in the sense that 
unplanned action cannot be controlled because control involves keeping 
activities on the predetennined course by rectifying deviations from plans. 
Planning facilitates control by furnishing standards of control It lays down 
objectives and standards of performance, which are essential for the per
funnance of control function. 

9. Improves motivation: The efrective planning system ensures participation 
of all managers, which ilq)roves their motivation. It improves the motivation 
of workers also because they know clearly what is expected of them 
Moreover, planning also serves as a good training device fur future manag
ers. 

10. Improves competitive strength: Effective planning gives a competitive 
edge to the enterprise over other enterprises that do not have planning or 
have ineffective planrring, Tm; is because planning may involve expansion of 
capacity, changes in work methods, changes in quality, anticipation of tastes 
and fashion of people and technological changes, etc. 

11. Achieves better ooordination: Planning secures unity of direction towards 
the organizational objectives. All the ctivities are directed towards the 
COIJllmn goals. There is an integrated effort througmut the enterprise. It will 
also help in avoiding duplication of efforts. Thus, there will be better coor
dination in the organiz.ation. 

LEVEI.S OF PLANNING 

In management theory, it is usual to consider that there are three basic levels of 
planning, though in practice there may be more than three levels of management and 
to an extent, there will. be some overlapping of planning operations. The three levels 
of planning are discussed below: 

Marketing ManagemenJ 

NOTES 

&lf-Jtutn,etio,,.J Mtdmlll 

Jl 



Marketing Management 

NOTES 

Sdf-lutr11ctio1111I M•"rllll 

32 

1. Top level planning: Also known as overall or strategic planning, top level 
planning is done by the top management, ie., board of directors or govern
ing body. It encompasses the long-range objectives and policies or organi
zation and is concerned with corporate results rather than sectional objec
tives. Top level planning is entirely long-range and inextricably linked with 
long-term objectives. It might be called the 'what' of planning. 

2. Second level planning: Also known as tactical planning, it is done by 
middle level managers or departmental heads. It is concerned with 'how' of 
planning. It deals with development of resources to the best advantage. It 
is concerned mainly, not exclusively, with long-range planning, but its nature 
is such that the time spans are usually shorter than those of strategic plan
ning. This is because its attentions are usually devoted to the step-by-step 
attainment of the organization's main objective. It is, in fact, oriented to 
functions and departments rather than to the organization as a whole. 

3. Third level planning: Also known as operational or activity planning, it is 
the concern of departmental managers and supervisors. It is confined to 
putting into effect the tactical or departmental plans. It is usually for a short
term and may be revised quite often to be in tune with the tactical planning. 

PLANNING PROCESS: 

Planning is the process used by managers to identify and select goals and courses 
of action to achieve their goals. 

Perception of oppor tunities 

Establishing objectives or Goals 

, Establishlng Planning Premises 

Determining Alternative Courses of 
action 

Evafuatfng Alternative courses of Action 

Selec.tlng a course of action 

Formulation of Supporting plan 

Establishing sequences of Acti1titles 

Planning Process 



I) Perception of Opportunities: 

Perception of opportunities is not strictly a planning process, but ~ 
of opportunities is very important for planning proce~ because it leads to 
formulation of plans by prowling clue whether opportnoities exist fur taking 
up particular plans. Managers should know where they stand in the light of 
strengths and weaknesses, understand what problems they have to solve 
and what they expect to gain. There are a number of techniques that wit) 
help you to do SWOT Analysis & Risk Analysis. 

2) Establishing Objectives or Goals: 

The second step in planning proce~ is to establish objectives of an orga
nization. In other words, we can say that we should know, where do we 
want to be in future & what is to be accomplished by the various types of 
plans. 

3) Establishing Planning Premises: 

The third step in planning process is to establish planning premises that is 
the conditions under which p1anning activities will be undertaken. The plan
ning prenmes are both external and internal External prenme8 mclude tech
nological changes, population growth, political stability, sociological fuctor 
etc and internal factor may include sales for~ , politics and programmes 
of the organimtion etc. 

4) Determining Alternative Counes of Action: 

The next step in planning process is to search alternative courses of action. 
· The manager should find out the most fruitful possibilities among various 
possibilities. The concept of various possibilities or alternatives states that 
the particular objective can be achieved through various actions. 

5) Evaluating the Alternative Counes of Action: 

After determining the alternative courses of action, the ~ step is evaluating 
them and examining their weak and strong po· s. At this stage, an attempt 
is made to evaluate how each alternative would contribute to the organiza
tion objectives and select the best course of action with the help of opera
tion research and mathematical techniques, so, that the pre-determined 
objectives may be achieved. 

6) Selecting the best coune of Action: 

After the evaluati n of various alternative courses of action, the best one is 
selected. Sometimes after evaluation, we get JDlTC than one course of action 
which may be equally good, in that case the pJanner may choose more than 
one alternatives. Therefore, planner must be ready with alternatives, nor
mally known as contingency plan, which can be formulated in changed 
situation 

7) Formulation of Suppor1ing Plan: 

After formulating the basic plan, various plam are derived so as to support 
the main plan, these plans are known as derivative plans. In an organization 
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there can be various derivative plans like buying raw material, buying new 
equipments, recruitment and developing personne~ etc. These plans are 
furmulated for supporting the basic plan. 

8) Establishing Sequences of Activities: 

After fommlating the basic and supporting plans, the sequence of activities 
is determined so that plans are put into action. Budgets can be prepared for 
various periods, it can be decided who will do what and at what time and 
so on, this type of sequencing is helpful in implementing the plans. 

SIX P's of PLANNING: 

This can be defined as follows: 

1) Purpose: An effective planning system req · a clear understanding of the 
organiz.ation's pmpose. Why this organization exists? Is it to increase profit, or 
to introduce more products or to increase market shares etc.? The purpose of 
the organization's existence mus be clear. 

2) Philosophy: Philosophy means the fundamental beliefi; of the orgatJmltion as to 
how the organization's purpose is to be achieved. 

3) Premise: Premise involves the .kn wledge of strength and weakn~es of the 
organiz.at.ions so that the organization can deal with the changing environment, 
efm:tively. 

4) Policies: Policies are general guidelines that help in managerial thinking and 
action. Policies are the basis for planning. In a typical organization, there are 
production policies, financial policies, accounting policies and so on. 

5) Plans: Plans represent specific objectives and it guides us step by step as to 
how to reach the objectives of the organi7.ation. 

6) Priorities: Goal Priorities would determine what is relatively more important. 
The priorities will determine an appropriate allocation of resources. The priori
ties of goals would be established on the basis of philosophy and premises of 
the organization as well as social, poli 'cal and economic measures. 



TYPES OF PLANS: 

" 

S nding er rep6lted use 
plans 

• Policies 

• Procedures 
md 
methods 

• ·lwlcs 
• St:rmgy 

Types of Plans 

Single-use or 
operating p Jans 

-.. I 
• Progmnme!I 

• Budgets 

Contingency plans , 

1) Standing or Repeated use Plans: These plans are designed to deal wi 
recurring problems. These plans are prepared by managers at difrerent levels 
When a particular problem arises, a standing plan provides a guidance 
solve this problem. 

The major types of standing plans are as follows -

• Objectives: Objectives or goals are the ends toward which activity · 
aimed In an organization all the department may also have its own obj 
tive to the attainment of organimtion's objectives. 

• Policies: Polici are the general guidelines for taking action. Accofi · 
to George R. terry - ''Policy is a vemai written or implied overall guide 
setting up boundaries that supply the general limits and direction in whic 
managerial actions will take place". In short, policies deal with "how t 
do" the work. 

• Procedures and Methods: A procedure is a irtaoding pJan that ut · 
a series of related actions that must be taken to accomplish a partic 
task. Methods are the manners of work performance, and follow the s 
procedure. 

• Rules: Antle indicates what an organiwinn sbouki do and what it sho 
not do. The· rules prescribe a definite and rigid course of action with 
any scope for deviation. · 

• Strategy: Strategy may be defined as the general program.5 of action 
deployment of resources to attain comprebemive objectives. The su 
of the plan requires that it should be strategy oriented. 

2) Single - Use plans: Single use plans are used only once when the period · 
over, a new plan is devised for the next period. This plan focuses on unique 
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or rare sitoatiom within the organization Single use plans .include the follow
ing aspects of rlaoning -

• Programmes: Pmgramnes include all the activities neces&II)' fur achiev
ing a given obj ctive. 

In order to accomplish an objective, programrt6 lay down the principal 
steps and sets an approximate time for its fiilfi11ment. 

• Budgets: Budget may be defined as a financial statement which is 
prepared prior to a definite period of time, for the purpose of attaining 
a given objective. Budget estimates the men, money, materials and 
equipment in llUDUical terms, required for the implementation of plans. 

3) Contingency Plans: Contingency plans are the plans which are fomrulated 
for some unexpected contingencies. These plans are mentioned in advance 
in order to face any contingency in the near future. 

TYPES OF PLANNING: 

Planning is deciding in advance what to do and how to do. It is one of the basic 
managerial functions. Befure doing solD!thing the manager must fomm1ate an idea 
of how to work on a particular task. Thus planning is closely connected with 
creativity and inoovation. There are many ways _in which an organization can under-
take planning process, some are as follows: · 

1. Corporate Planning: The corporate planning activities are carried out at 
the top level management. The top level management is responsible for the 
fomrulation of such plans and it is prepared according to the inputs received 
from the environment or the lower level management These plans are usu
ally long term in nature. 

2. Functional Planning: Functional planning is the planning that covers some 
functional areas like production. finance, purchasing, and marketing. The 
following steps are necessary for an effective functional planning. 

• The functions should be clearly defined. 

• The activation without a function should be homogenous. 

• The scope and limit of each function should be determined. 

• The iot:a' relation between difrerent fimction and the functional gorus with 
the organi7.a.tion goals should be well defined. 

3. Strategic planning: Strategic planning deals with the basic objectives, poli
cies and the strategies o the organization.. The strategic planning may be 
carried out in a series of steps that includes: 

• Specifying Mmion & Objective, 

• Elaborate environmental scanning, 

• Strategy fhmmJatiort 
• Strategy irq,lementat:ion 

• Evaluation & Control 



- 4. Operational Planning: Operational plaiming is also known as short-term 
planning. Operational planning is the process of ensuring the most effective 
use of resources, emuring to develop a control me~m, and to ensure 
effective implementation of the action so that organizational objectives are 
achieved. Operational planning is done by the lower level management and 
it defines the detailed manner and progrannne as to how current operations 
are to be carried out. 

5. Long-term & Short term Planning: Long-term. p1anning sets long-term 
goals of the organization and then formulate specific plans/strategies for 
attaining these goals. Long-term planning is of strategic nature and involves 
more than one-year period. 

Short-term planning on the other band is mainJy concerned with the deter
mination of short term activities to accomplish long-term objectives. 

6. Formal & Informal Planning: Formal planning exists in the formal hier
archy of the organization. This type of plamring is done at a large scale and 
is based on the pre-defined policies and the mies of the organization. 

Informal planoing is usually carried out in very small organization where the 
fonnal orgamzatfon structure may or may not exist 

ADVANTAGES OF PLANNING: 

PJarming determines where the organization is now and where it will be in the future. 
It provides a ftamework within which a business operates. Planning is that function 
which never ends and is observed in all aspects of the organization. The basic 
purpose of planning is to reduce risk and to initiate a co-ordinated effort for the 
success of the orgauimion. Some of the advantages of planning are as follows -

1) Planning helps in Co-ordination: All managers are involved in setting future 
goak. Planning helps to resolve the differences among different departments and 
all efforts are aiim:I at achieving the common goal Tm activities are co-ordinated 
hanmniously towards the predetermined goals. 

2) Helps in Achieving Objectives: Planning sets the goals or objectives of an 
organi7.ation; it gives effective direction to the employees &, clarity in their role. 
Therefore, planning helps the organiution to accomplish the pre-determined 
objectives. 

3) Effective Control: In planning the manager of the organization ets goals and 
develops plans to achieve these goals. These goals and plans then become 
standards against which perfonnance can be m:asured. The fimction of control 
is to ensure that the activities conform to the plans. 

4) Economy in operation: Wrth th help of proper planning unnecessary produc-· 
tion, ineffective utilization of resources may be avoided which leads to cost 
reduction. This results in the economy ofresources. · 

5) Better Utili7Jltion of Resources: Planning decides what to produce how to 
produce and bow much to produce. Thus planning results in better and efficient 
utilization of resources. 
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6) Promote Growth and Improvement: PJanning sets standards to the control 
process. So, useless and unnecessary activities are avoided, it saves time and 
that time is used in developing new ideas. It leads to the growth and improve
ment of the orgaormtion. 

7) Planning secures unity of purpose & direction: In planning, separate and 
distinct ~tivities are coordinated toward one comrmn goal, and at same time, 
duplication and cro purpose worlcing are avoided tbrougoout ~ organization. 

LIMITATIONS OFPLANNJNG: 

Planning is subject to certain limitation and a proper understanding of them will go 
a long way in improving efficiency of planning. There are several limitations of 
p1anning. Some of them are inherit in the process of p1amring like rigidity and other 
arise due to shortcoming of the teclmiques of planning and in the planners them
selves. 

PJanning is an important function of management. However, the pJamring may fail if. 
the fullowing limitations. 

• Lack of accuracy: Planning re1ates to future and futme is always uncertain 
and so prediction about future is so much difficult. Moreover planning are 
based on data/information relating to past and as such planning based on 
any wrong information may not be useful to the organiz.ation. 

• Costs: Formulation of plans involves too much cost which are in the fonn 
of time spend, money spent etc. but somet~ there is little benefit from in 
plan and then it becomes a burden for the institution. If the pJan is not useful 
than the amount or time spent on its formu1ation is a waste. 

• Advance effect on decisions: Some plans are rigid and a manager.races 
difficu1ty while making any changes where as there may be continuous change 
in environment where as the quick decision is required as per the changed 
environment. 

• Delay in actions: Planning requires some t~ fu.r thinking. analyzing th 
situation and d~gning the final pJan and so in case emergency decision is 
required it will take time and business will lose its opportunity. Moreover 
de]ay in decision will further delay the action. 

• P ychological barrier: People in organization have to work strictly ac
cording to plan where as they may be able to give better performance in a 
way decided bythemselves. Secondly they do not think beside the plan and 
perfu~ their activities like a machine without using their psychology. 

• Limited ftexibiHty: There may be some changes in planning only up to 
som:: extent because ~ changes in plan will further attract the changes 
in supporting plans ~ and as such the who.le system ~ disturbed moreover 



changes in plans time and again will prove a wastage of time and money 
spent on previous pJan (pre-changed pJan). 

• Human elements: Planning are the resuhs of thinking of human being. 
Information on the basis of which plan is fom:wlated may not be :free from 
bias or there may be some other errors which will further Reebok (prob1em) 
the better plan. 

• Improper plan: Sometimes lower target will be easily achieved and we will 
feel fa1se sense of security. On the other hand over planned target beyond 
resources camot be cbieved even all effort both are the situation of im

pr per plaa 

• Planning · a time-consuming and costly process: This may delay ac
tion in certain C$es. But it is also true that, if sufficient time is not given to 
the planning process, the plans so produced may prove to be unrealistic. 
Similarly, planning involves costs of gathering and analyzing iofurmtion and 

evaluation of various alternatives. If the managenmt is n t willing to spend 

on planning, th resuh may not be good. 

• Planning is a forward-looking process: The planner must possess the 
required initiative. He should be an active planner and should take adequate 
follow up measures to see that plans are understood and implemented 
properly. 

ENVIRONMENTAL SCANNING 

Environmental scanning is an ~ part of marketing management. The gathering 
of large ammmt ofinfunnation to tmlSUre and study the changes in the environment 
is called environmental scanning. The environment scanning is taken into business 
scenario. It is very important fur any business to get the latest information about the 
environment to keep 1m business steady and stable. In large and small organization 
the environmental scanning is must The environmental scanning as the point of 
busine is the businesses have to look what is going around them whether the 
market is saturatin& is there need for product innovation. 

The benefits to environmental scanning for the bus· are that they can 1IDcover 
many is.mes that have an effect on the organization's mission and goals. They might 
use it to increas their profits ratio. One of the motive could be for the environ
mental scanning is that they can know that whether the market is going as they 
expected _it. One of the latest methods for the envir nmental scanning which are 
frequently used by the companies is the omputer intelligence. By using these pro
cesses the businesses get infurmation about their rivals. So this is very Jates tech
nological way for keeping eye on your business. Many of the third party services 
who provide this to other companies are doing environmental scanning. 
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Meaning of Environmental Scanning 

Environmental analysis (scanning or appraisal) is the process by which corporate 
pJanners monitor the economic, governmental, supplier, technological and market 
settings to determine the opportunities and the threats to their enteiprise. In other 
words, environmental scanning is the monitoring, evalnating, and disseminating of 
infunnation from the external and internal environments t key people within the 
corporation The Rq>Ortance of environmental analysis ~ in its usefulness fur evabJ
ating the present strategy, setting strategic objectives and fomm1ating future strate
gies. The fortunes of business enteiprises are known to have been determined by 
changes in the social, economic, business and industrial conditions. The key envi
ronmental variables are: 

The external environment consists of variables (Opportunities and threats) that 
are outside the organization and not typically within the short run control of top 
management. 

The internal environmental environment of a corporation consists of variables 
(Strengths and W~) that are within the organmrtio11. itself and are not usually 
within the short run control of top management. 

Influences of environment 

1. Opportunity: 

An event tmy arrive due to changes in tax structure, natural or climatic changes, 
changes in the competitors' product design change in some regulation, etc. 

2. Threat: 

Some event in an environment may create situations where the profit margin of 
a company may be reduced or its very existence may be threatened. Emergence 
of stiff competition, obsolescence due to new products and design, brain drain 
of technical expertise due to lucrative offers :from competitors, etc are some of 
the examples f threats. 

3. Strength: 

Certain companies have inherent strengths that they build over the year viz., 
research and de elopment based infonnation, trained manpower, distnbution 
network, widespread infrastructure, etc which enable them to be highly com
petitive and to create a niche for the company in a highly competitive environ
ment due to these core competencies. 

4. Weakness: 

Some companies have inherent weaknesses, limitations or constraints, which 
prove to be strategicaily disadvantageous. Some companies may depend solely 
on a single source fur raw materiak or they may be doing only seasonal ~ 
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Environmental Variables 

Societal Environment 

Task 
Environment 

(lndusuy) 

Comrrunities 

Approaches to Environmental Scanning 

Suppliers 

Erfllloyeesf 
labor Unrons 

CoJllletltors 

1. Systematic Approach: In this ~proach, formats for various issues are devel
oped and scanning is done systematically in a step-by-step fashion. The infor
mation re1ated to various fuctors viz., regulatory, social, economic, teclmologi-

. cal, resources, etc is collected which has direct bearing on the working ofth 
company. Data on various factors is continuously collected and updated and 
their effect on various pertinent to the organization is tudied. The variance of 
various :factors is analyzed and their swing is worked out to estimate the impact 
of the changes. A system of assessment of the environment is prepared by the 
strategy manager followed by all the line managers in the organiz.ation. 

2. Process Information Approach: Information on environment and its various 
filctors is available from trade papers, trade magazines etc. Many organizations 
prepare summary of relevant information to keep theimelves updated. The 
processed data is made available to the strategy management group for pro
ces&ng and drawing inferences ~ on which orrective actiom may be taken 
by a company. 

3. Ad Hoc Approach: Some companies collect specific infunnation on selected 
enviromnental factors by conducting special pr 1ect. Such studies are usually 
conducted when a ompany wants to launch a sp cial p_roject. The impact of 
a project on various environmental :factors is studied within the framework of a 
spec:iaily designed study program and results are obtained through analysis using 
computer software of changes and developments may be studied using pilot 
projects and results extrapolated for use by strategy managers. 

Role of environment scanning in organizations 

Properly used environmental scanning can help to ensure organizational success. 
The specific organi7.ational roles or functions to ensure this success however can 
vary drastically from organization to organization. Tlrree such ro es are: 
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1. Function-Oriented Role: The main purpose f function-oriented environmen
tal analysis is to improve organvatimial perforne by providing environmental 
information concerning effective performance of specific organizational fimc
tions. This type of enviromnental analysis is normally undertaken to enhance the 
performance of a particular function or tmjor orgaoimtional activity at either the 
corporate or the divis:ion level 

2. Integrated strategic planning role: The main pwpose of this kind of environ
mental ana]ysis is to improve organmitional performance by making top man
agers and divisional managers aware of issues that arise in the firm's environ
ment, by having a direct impact on planning and by linking corporate and 
divisional p1amring. 

3. Policy-Oriented Role: The main pmpose of a policy-oriented environmental 
analysis is to improve organizational performance by simply keeping top man
agement informed about major trends emerging in the environment. Policy
oriented role is broadest in scope and is most loosely related to formal orga
nizational pJamring 

On the other hand, the ftmction-oriented role ~ to be m>st ~ targeted 
at particular organizational ismes. More than the other two roles, the integrated 
strategic planning role seam to emphasu.e a close relationship between enviromnen
tal analysis and formal organmrtio:nal planning. 

CASE STUDY 

Case Study of Euro Dim.ey: _Managing Marketing Enviornmmtal Challenges 

Michael Eisner joined the Wah Disney company as the chairman of the board 
in 1984, after his successes at the ABC television network and Parammmt. The 
same year, Tokyo Disney was completing its first year of operations after five 
years of planning and construction, when the Walt Disney o. entered into an 
agreement with Oriental Land Company in Japan. More than 10 million people 
visited the park that year, spending $355 million. This was $155 million more 
than had been expected and was partially attnbnted to the average expenditure 
per visitor being $35, rather than th estimated $21. The timing of the Tokyo 
Disneyland opening coincided with a rise in income and leisme time among the 
Japanese. Tokyo Disoeyland thus became quickly profitable. Growth continued, 
and by 1990 more than 14 million peopJe visited ~ pm:, a figure slightly higher 
than the attendance at Dimc,ylandin Califumia and about half the attendance at 
Wah Imney World in Florida. Though, Disney was not a :financial partner in the 
Tokyo venture, it was reaping the profit from its franchise (10% royalty from 
admission and 5% from merchandise and food saJes). 

The Tokyo park was in some ways a paradox:. Tokyo Disneyland is nearly a 
replica of the two parks in US. Signs are in E~ and most Jbod is American 
style. The management of the Oriental Land Company demanded tlm because 
they wanted visitors to reel they were getting the real thing and because they bad 
noted that such :franchises as McDonald's ha e enormous success in Japan, as 
Japanese youth embraced American-style culture. Yet, a few changes were 
necessary, such as th addition of a Japanese restaurant. The product was 



readily accepted by the Japanese, an acceptance attributed by some to the 
enthusiastic as.,:imilation of the Japanese to Western ways. The success of the 
Tokyo Disneyland led the company to consider expansion into Europe. 

In 1984, a few months after his arrival at Disney, Eisner decided to create a 
Disney resort in Europe. In 1985, Disney announced that it had narrowed its 
locational choice to two countries, Spain and France. The park was scheduled 
to open in 1992 at either location. Since the park was estimated to provide 
about 40 000 permanent jobs and would draw large numbers of tourists, the 
two countries openly courted Diffley. If Disney opted for a Spanish location, the 
park would have to be like the ones in the U.S, where the visitors are outside 
for almost all 8JTJDsements. However, Disney had 1eamt from the Tokyo experience 
that the cold weather doe not necessarily impede attendance. But the colder 
climate in Paris area would require more indoor shows. Furthermore, France 
would require more focus on technology and historical themes. 

After three years of discussions, the search cuhninated with the selection of a 
site at the heart of Europe: Marna-Ja-Vallee, France. Euro Disney was officially 
bom The total investn:m.t by 1992 was estimated at between $2.4 to 3 billion 
Disney opted for a 49% stake. France was in full economic crisis and Disney 
was ta1cing advantage of this crisis. In a real estate coup, the French Govermumt 
sold Disney ome very expensive Jand at a bargain price and. In spite of the 
economic benefits the park was expected to bring, many people in France 
feared that the Park would be one more step toward the rep1acement of the 
French culture with that of the US. Critics called EuroDisney "a cuhural 
Chernobyl". 

llimey headed off the critn<DD by explaining in the French press that Walt Disrey 
was of French Huguenot descent, with an original name of D1signy rather than 
Disney. Dmey am agreed to make French the first language in the park, although 
relying heavily on visual symbols. Disney would build an attraction, Discovery 
Land, based on the science fiction of France's Jules Verne· and a movie theatre 
featuring European history. Many concessions were made to soothe the French 
resmance. Disney admitted that it may have to aher its oo-alcohol policy for this 
park, rut it didn . The park also emphasi7.ed that Pinocclro was Italian, Cinderalla 
was Fren h and Peter Pan flew in London. 

The marketing campaign began in October, 1991. The sales division began 
ambitious programs to impire European :ra.milies to mark the Euro Disney resort 
on their vacation agendas. The Sales division established a strong presence in 
all the major markets through special partnerships with leading companies in the 
travel industry. On April 12, 1992, Euro Disney sted the biggest event in 
Disney history, the official opening f the Euro Disney resort. Looking at tne 
future, Euro Disney had two primary objectives : to achieve profitability as 
quickly as possible and to better integrate Euro Disney into its European 
environment while reinforcing its greatest asset - Disney heritage. Disney 
ann lDlced plans to add a sec nd theme park, the Disney MGM Studios
Europe and a water park. Disney was o optimistic that it was negotiating the 
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posmbility of creation of creating a third theme park at the beginning of the new 
milbmium. 

The Park admission fee cost US $45 for an adult and $30 for a child under 11, 
a price about SO% higher than the corresponding Disney World price. The US 
Disney park's furmula in terms of ineJasticity of demand did not apply and the 
demand fell sharply ( a 15% decrease in attendance for a 100/o increase in price.) 
Attendance figures were kept secret, but this attitude reinforced the idea that 
even in terms f attendance, the objectives were not reached. The financial 
resuhs were not as strong as hoped and the very difficu1t economic environment 
contnbuted to not meeting the ambitious objectives. 

As Eisner started an interview with Larry King; he quipped, "Everybody is 
giving us 42 reasons why we've made a mistake, because we have financial 
problems ... We are not either responstble for the real estate crisis nor the high 
French interest rate, which are dreadfully penalizing us. Not a single manager, 
whomever he be, could manage so many uncontrollable forces." 

Questx>ns: 

Describe the importance of enviromrental sranning fur Disney in its EmoDisney 
venture. How does the nmketing environm.mt affect Disney's nmketing? Single 
out each of these environmental variables and suggest wa}'S for Disney to manage 
tMln 

SUMMARY 
• Marketing may be termed as tying of the market with the product or service 

or offer. Market is a happening place and managing the market in relation 
to the products or semces being offered to btain a reasonable overwhehning 
share of the market is marketing management. 

• The term 'market' refers o the place where goods are bought and sold 
against the price consideration between the buyers and sellers. 

• Marketing !I'g31rises and direct all those activities involved in assessing and 
converting customer purchasing power into effective demand for a specific 
product or service and in m>ving the product or senice to the final consumer 
or user so as to achieve the profit target or other objectives set by a 
company. 

• Marketing may be defined as a process by which goods and services are 
exchanged and the values determined in te~ of money prices. 

• The marketing concept rests on four pillars. The starting point is the target 
customer; the focus is customer needs, the means being integrated market
ing and the ends being profits through customer satisfuction 



• The term marketing concept implies that achieving the organizational goals, 
knowing the needs and wants of target market anq delivering them desired 
satismction. 

• Marketing is the maoagemmt pro~ responsible for ilentifying, anticipating 
and satisfying consumer requirements profitably. 

• Marketing Managemmt is concerned with the direction of activities towards 
the attainment of marketing objectives i.e. satisrnction of customer's needs, 
increase the organi7.ation's profits. 

• Marketing activity begins with generating the idea of creating or making a 
product and ends with the successful launching of product in market. 

• Management_ Information system is defined as a system that consists of 
people, equipment and procedures to gather, sort, analyse, evaluate and 
distnbute needed, timely and accurate information to marketing. 

• Marketing lnfonnation system includes a set of procedures and methods for 
the continuous analysis and presentati:m of information for decision making. 
Marketing Information System includes internal record system, marketing 
intelligence system, marketing decision support system, and marketing re- 1 

search system. 

• Marketing research is the intelligence service of a business enterprise. It · 
means the careful and objective study of product design, markets and trans

fer activities such as physical distribution and warehousing, advertising and 
sales management 

· · • The marketing research process includes the systematic identification, co 1-
lection, analysis and distribution of information for the purpose of develop
ment and decision ma.king. 

• Environmental scanning is the monitoring, evaluating, and disseminating of 
information from the external and internal environments to key people within 
the corporation. 

ANSWERS TO 'CHECK YOUR PROGRESS' 
1. The term market refers to the place where goods are bought and sold 

against the pricecons·deration between-buyers and sellers. 

2. Marketing Management is the process of planning and executing the con
ception, pricing, promotion and distribution of ideas, goods and services to 
create exchanges that satisfy individual and organi7.ational objectives. 

3. Marketing Information System is a system that consists of people, equip
ments and procedures to gather sort analyze, evaluate and distribute needed, 
timely and accurate infonnation to marketing decision maker. 

4. Marketing Research is the intelligence service of a business enterprise. It 
means the careful and objective study of product design, markets and trans
fer activities such as physical distribution and war housing, advertising and 
sales management. 
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5. The gathering of large amount finformation to measure and tudy the 
changes in the environment is called environmental scannin . 

TEST YOURSELF 

1) What do you mean by the term ''Market''? Discuss various types of market. 

2) Explain the concept of marketing. Why marlceting is important for any or-
ganization? 

3) Explain the process of Marketing. 

4) Discuss the nature of Marketing. 

5) What are the functions of Marketing? 

6) What is the role of Marketing in Indian Economy? 

7) What is Marketing Environment? 

8) What do you mean by the term ''Marketing Information System''? 

9) What is Market Research? Explain its objectives and featmes. 

10) Discuss the scope of Marketing Research. 

11) What is Environmental Scanning? Discuss various approaches to 
Environmental Scanning. 

FURTHER READING 
• Kotler & Armstrong, Principles of Marketing Management 

• Kotler, Keller; Marketing Management, Pearson Education 



2 Market egmentation, 
Targeting and Positioning 

Chapter Includes : 

• MARKETING SEGMENTATION 
• LEVELS OF MARKET SEGMENTATION 
• FEATURES OF NICHE MARKETING 
• IMPORTANCE OF MARKET SEGMENTATION 
• BASES FOR SEGMENTING THE MARKET 
• BASES FOR SEGMENTATION IN INDUSTRIAL MARKETS 
• USING SEGMENTATION IN CU TOMER RETENTION 
• MARKET SEGMENTATION STRATEGIES 
• CHOOSING A MARKET COVERAGE STRATEGY 
• REQUISITES OF EFFECTIVE SEGMENTATION 
• ADVANTAGES OF MARKET SEGMENTATION 
• LIMITATIONS OF MARKET SEGMENTATION: 
• TARGET MARKETING: 
• PROCESS OF TARGET MARKETING 
• TARGETING APPROACHES 
• PRODUCT POSITIONING: 
• PRODUCT DIFFERENTIATION 
• MARKET SEGMENTATION • CASE STUDY • OVERSEAS HOLIDAYS 

Learning Objective : 

Afi:er going through th.is chapter, you should be able co: 

■ Explain Marketing Segmentation. 

■ Describe various bases for segmenting the market. 

■ Discuss Target Marketing. 

■ Understand Product Positioning and Differentiation. 

Market Segmentation, 
Targeting and 

Positioning 

NOTES 

Sdf-lutn,cdoul M.tmlll 

47 



Marketing Management 

NOTES 

Self-llUtnldioul M•t6rld 

41 

INTRODUCTION 

An organization or company can not serve all customers in such a wide market. 
Each customer is different and diverse in his requirements. So to serve effectively 
a company needs to divide the market into different market segments. Customers 
have different disposable income. They are, therefore, difrerent in how sensitive they 
are to price. B y segmenting markets, businesses can raise average prices and sub
sequently enhance profits. 

MEANING OF MARKET SEGMENTATION 

Market Segmentation is based on the division of a market into different homoge
neous groups of consumers. Market represents a group of consumers having com
mon characteristics but two consumers are never common in their nature, habits, 
hobbies etc. A market egment is a sub-set of a market made up of people or 
organizations with one or more common characteristics. In simple words the pro
cess of sub-dividing the market is called as ''market segmentation."The term ''mar
ket segmentation" is used to sub-divide the market or customers of the product in 
order to capture more and rmre sale effectively and efficiently. Market segmentation 
is the process of segmenting a market into a subgr up of people that have similar 
needs. For example if you are marketing a chocolate bar, it will attract younger 
generation rather than older generation. So you hav to target that particular group 
for better results. 

According to Philip Koder, "Market segmentation is sub-dividing a market into 
distinct and homogeneous sub-groups of customers, where any group can conceiv
ably be selected as a target market to be met with distinct marketing-mix." 

According to R.S. Davas, "Grouping of buyers or segmenting the market is 
descnbed as market segmentation." 

The main objecti e of the market segmentation is to prepare separate programmes 
fur all the segments of the market in order to satisfy all comumers to the maximnn 
possible extent. 

Market Segmentation 

1. Id ent ificat,on of customers' 
needs and market segment 
2. Dave lop profiles of 
resulting market segments 

+ 
Identification of T rget Maricets 

3. Evalu ation of attracta vity of 
each segment 
4. Selection of target 
segments 

Position! ng 

5. Identification of differential 
advantages in each segment 
6. Development and 
selection of positioning 
concepts 

• Martceting Pl nning 

7. Development ofa 
marketing mix fo r each 
segm nt according to the 
chosen position 

LEVELS OF MARKET SEGMENTATION 

There are four level of marlc.eting: 



• Segment Marketing: Market segmentation is a pr~ of dividing the mu-ket 
according to similarities that exist among the various subgroups within the 
market. The similarities may be common characteristics or cormnon needs and 
desires. In other words, market segmentation is the process of dividing the 
total heterogeneous market into several markets, each of which similar wants, 
purchasing power, geographical location, buying attitudes. For Example: A 
Car could be segmented as Economy cars, Luxury Cars etc. 

Benefits of Segment Marketing are: 

• The company can create more fine tuned product or services offering and 
price it appropriately for target audience. 

• Choice of distribution channel and communication channel becomes much 
easier. 

• The company also may fuce fewer competitions in a particular segment. 

• · Niche Marketing: A niche is a more narrow defined group whose needs 
are not well seived. For Example, the .segments of heavy smokers includes 
tho e who are trying to stop smoking and those who are careless. · 

Features of niche marketing: 

Kotler and Keller broadly identified the following distinguished characteristics of 
niche marlceting: 

• The customers in the niche have a distinct set of needs. 

• They will pay a premium to the firm that best satisfie.-. their needs. 

• The niche is not likely to attract other competitors. 

• The niche gains certain economies through specialization. 

• The niche bas si2.e, profit and growth potential 

• Local marketing: Local marketing refers to marketing progr&D are being 
centralized to local consumers only. Local marketing is bom from the desire 
of the storekeepet:~ storekeepe1- wants to · · · hirmeJf fi:om co~ . 
Local marketing is the translation of marketing from the national level to local 
consumer needs. 

• Individual Marketing: The final level of segmentation leads to "segments of 
one", "customized marketing'', or "one to one marketing''. Individual market
ing is the latest trend of marketing. Individual marketing can be called as 
customized marketing or one-to-one marketing. Individuals can directly talk 
with the suppliers or the manum.cturers for folfilling their wants fur the required 
product. Individual marketing is an extreme form of product differentiation. 
Where$ product diffurentiation tries to differentiate a product from con:peting 
ones. individualization tries to make a unique product offering for each cus
toID:r. 

Importance of Market Segmentation: 

There are several reasons for which market segmentation is important; some of 
these are summarized as follows: 

Market Segmentation, 
Targeting and 

Pontioning 

NOTES 

Selfl1Utn«til!Ml Mtdert.l 

"' 



Marketing Management 

NOTES 

Sdf--lutrlldioul M•t.rW 

se 

1. Understand the nature of market: Market Segmentation presents an 
opportunity to understand the nature of the marlcet. The seller is well known 
.about the needs of the customer and he can attract the maximum number 
of customers by various publicity media. 

2. Allocation of Marketing Budget: Wrth the help of market segmentation 
marketing budget is adjusted for a particular region and locality. There is no 
need to allocate huge budget where the sales opportunities are limited. 

3. Effective Marketing Program: Market Segmentation helps the producer 
to adopt an effective marketing programme at comparatively low cost. 

4. Increase in Sales Volume: The producers can increase the sales volume 
by segmenting the market. 

5. Expansion of Market: By segmenting the market, a company is able .to 
create new markets for their products. 

6. Evaluation or Marketing Activities: Market segmentation helps the 
manufacturer to find out and compare the market position of the product. 

7. Better Utilimtion or Marketing Resources: Where the possibility of 
selling more products, more resoUICes can be allo ed and where there is 
fewer possibility of selling the product, fewer resources are allocated. 

8. Benefits to the Consumer: The segmentation benefits the consumers as 
the company produces and supplies products that satisfy their needs and 
wants. 

Segmentation is the process of partitioning a market into groups of potential 
customers who sbar similar defined characteristics and who are likely to 
exhibit similar purchase behaviour. In other words ''Grouping people 
according to their similarity related to a particular product category". 

BASES FOR SEGMENTING THE MARKET: 

Customer based 
Segmcmation 

Geographic 
location 

Demognipb.ic 
cb4ract«istics 

Buyer rcadines., 

.Psycho graphic 
Variable 

I Baa fur Marlcet Segmenbltion I 
+ 

Product Relalcd 
Segmcntatim 

Product ll8e 
situaiion 

Bencfi 
segmmtatioo 

Quantity 
comumcd 

Competitiou 
related 

Segmentation 

Banicore 
loyai 

Sollooo, 
loyai 

l 
tamer 

Responac: 
Segmcnlation 

1 Benefm 1 

I Attitude I 
BuF 

readiJH:s 

Market segmentation comes about as a result of the ob ervation that all potential 
users of a product are not alike, and that the same general appeal will not interest 
all prospects. Therefore, it becomes essential to develop different marlreting tactics 
based on the differ nces among potential users in order to effectively cover the 



entire market fur a particular product. A market can be segmented by various bases; 
some of these are as follows: 

L Customer based Market Segmentation 

• Geographic location: The geographic locations of customers help the firm 
in planning its marketing offer. It is based on regional variables such as 
region, climate, population density, and population growth rate. Geographic 
segmentation involves dividing the market on the basis of where people live. 
Divisions may be in terms qf neighbourhoods, cities, counties, states, re
gions, or even countries. Considerations related to geographic grouping may 
include the makeup of the areas, that is, urban, sub.uban or rural; size of 
the area; climate; or population. Geographic segment.ation offers some im
portant advantages. Further, geography provides a convenient organizational 
framework. Products salespeople, and distribution networks can all be 
organjud around a central, specific location. 

• Demographic Characteristics: In demographic segmentation the market 
is divided into groups on the basis of variables such as age, gender, ethnicity, 
education, occupamn, income, and family status. Dermgmphic segmentation 
involves dividing the market on the basis of statistical differences in pe'lSOnal 
cbaractemtics, such as age, fillnily, size, life cycle, gender, inoom; occupamn, 
education leve~ religion, race, generation, nationality, social class. For 
example, CJothing maouiacturers, segment on the buis of age groups such 
as teenagers, ~ung adults, and mature adults. Jewelers use gender to divide 
markets. 

• Psychographic Variables: Sometimes customers with the same demo
graphic characteristiai may act in an entirely diflcrent manner, they may have 
different attitude towards risk-taking and new-products. It is based on 
variables such as values, attitudes, personality, and lirestyle. In simple words, 
psychograpbic segmentation is based on traits, attitudes, interests, or lifestyles 
of potential customer groups. Companies marketing new products, for in
stance, seek to identify customer groups that are po itively disposed to new 
ideas. 

• Buyer Readiness: This variable is based on the buyer's preparedness to 
buy a product At any given time, buyers are at different stages of rn1dioes.4iJ. 
Sometimes buyers are unaware; sometime they are aware but not inter
ested etc. 

2. Product Related Segmentation: 

• Product Use Situatio s: Different customers may use the same product in 
different situations. Let's take an example of cold drink; we can use cold 
drink in different situations like in parties, for the unexpected guest etc. 

• Benefits Segmentation: Here, the madreter identifies bmmts that a customer 

looks for when buying a product. 

• Quantity Consumed: The quantity consumed at any given time has also 
been the basis for segmentation. 
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3. Competition Related Segmentation: 

• Hard Core Loyal: Hard core loyals are those customers who continue to 
buy the same brand over and over again. 

• Soft Core Loyal: Those customers who are loyal to two or three brands 
for a product are called soft core loyals. 

• Switchers: Those customers who are never stick to a brand are called 
switchers. 

4. Consumer Response Segmentation: 

• Occasions: Ac-cording to the occasions buyers develop a need to purchase 
a product or use a product. It can help the firms to expand product usage. 

• Benefits: Buyers can be classified according to the benefits they look for. 
For Example: The basic purpose of a car is transportation but people prefer 
different cars because they seek different benefits. The benefits can be of 
four types: 

L Quality 

II. Service 

m. Eoonomy 

N. Specially 

• User Status: Markets can be segmented on the basis of its user status. The 
category of users of a product perfume are: 

i). Non-user iI).Potential User 

iii).First Time User iv). ReguJar User 

• Buyer-Readiness Stage: A market consists of people in different stages 
of readiness for a produc . Various stages of people are as foll~ws: 

i). Unaware iI).Aware 

iil).lnfurm!d iv).Interested 

• Attitude: Five attitud groups can be found in a market. These can be 
distinguished as follows: 

i). Enthusiastic 

iii). Indifferem 

v). Hostile 

it). Positive 

iv).Negative 

Bases for Segmentation in Industrial Markets 

Industrial markets might be segmented on the basis of following characteristics: 

• Location 

• Type of Customer 

• Behavioral characteristics 

Location: 

In industrial market, customer' location may be important in some cases. Shipping 
costs may be a purchase factor fur vendor selection for products having a high bulk 



to value ratio, so d6tance from the vendor may be criticaJ. In some industries firms 
tend to cluster together geographically and therefore may have similar needs within 
a regx>n. 

Type of customer: 

The customers may be those who want to purchase for the end use or those who 
are looking forward to use the purchase further in production. 

Behavioral Characteristics 

In industrial markets, patterns of purchase behavior can be a basis fur segmentation. 
Such behavioral characteristics may include: 

• Usagerate 

• Buying status: potential, first-time, regu]ar, etc. 

• Pm-chase procedme: sealed bids, negotiations, etc. 

USING SEGM TATION IN CUSTOMER RETENTION 

Segmentation is commonly used by organizations to irq,rove their customer reten
tion program, and help ensme that they are: 

• Focused on retaining their most profitable customers 

• Employing those tactics most likely to retain th e customers. 

For customers who ar deemed "save-worthy", it's essential for the company to 
know which save tacti are most likely to be successful Tactic cotmnonly used 
range ftom providing "special'' customer discounts to sending customers conmnmi
cations that reinforce the value proposition of the given service. 

Target marketing can be the key to a small business's success. The beauty of target 
marketing is that it makes the promotion, pricing and distribution of your products 
and/or services easier and more cost-effective. Target marketing provides a focus 
to all of your marketing activities. 

Why segment marke ? 

There are several important ~ ns why businesses should attempt to segment their 
markets carefully: 

• Customer needs are different. Creating separate offers for each segment 
provides better product to the customers. 

• Market segmentation can build sales. For example, customers can be 
encouraged to "trade-up" after being introduced to a particu1ar product with 
an introductory, lower-priced product. 

• Customer circwmtances change fur exaJ11>le they grow older, form fiunilies, 
change jobs or get promoted, change their buying patterns. By marketing 
products that appeal to customers at different tages of their life ("life
cycle"), a business can retain customers who might otherwise switch to 
co~ting products and brands. 
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Market Segmentation Procedure: 

STEP I STEP JI STEP ill 

[ s~~sm~ ]---( ~~ ]----( ProfilingSmge J 
1. Survey Stage: This stage is divided into two parts: 

i). Focus group discussions and in-depth interviews with a view to get an 
insight into consumer motivation, attitudes, and behavior. 

ii). A questionnaire is developed according to ~ io&ght, which is administered 
to a sample group of consumers. The objective of this questionnaire is to 
collect data on the attributes of the product, brand, usage pattern of the 
product, custom,r attitudes towards the product 

2. Analysis Stage: After collecting the data, it is analyzed using fuctor analysis. 
This is used to identify the met rs that differentiate custoirer groups. 

2. Profiling Stage: In this stage each group is profiled in team of demographic, 
ps~hographic, attitudes, and behavior and consumption habits. 

MARKET SEGMENTATION STRATEGIBS 

Depending upon the emerging patterns of market segmentation, homogeneous pref
erence (showing no natural segments) as in case of soft drinks sale by Pepsi and 
Coca-CoJa), diffused preference (showing clear pre:rerences as in case of automo
bile market), and clustered preference (market showing natural segments as in case 
of occupation having impact on the types of cicthes wom), a company chooses its 
market segmentation strategy. 

A) Undifferentiated Marketing. It is a market coverage strategy in which the 
company treats the target market as on and does not consider that there are 
market segmmts that exhibit uncon:nmn needs. The company fucuses on the 
centre of the target market to get maximum advantage. The feature of 'one 
product-all segments' calls for presenting one marketing-mix for the target 
market For example, the Coca-Cola Company sells Coke, Limca, Thu:rm-up 
etc., and does not distinguish the target audience. 

B) Differentiated Marketing: It is a market coverage strategy in which the 
company goes for proper market segmentation as depicted by its analysis of 
the total market. The company, therefore, goes for several products or several 
segment approach which calls for prepm ing different marketing mixes for each 
of the market segment. This strategy is followed by Hindustan Lever Limited 
which sells different soaps (Life Buoy, Lux. Rexona, Liril, Pears etc.) and each 
of members bas its own market. Thus, the company creates segments in the 
soap market and not in toiletries market (including soaps, detergents, tooth
paste, etc.) 

C) Concentrated Marketing: It is a market coverage strategy in which company 
fullows 'one product-one segment' principle. The company tries to position its 
product in the middle of the segment to attract maximum clientele. For ex
ample, Ashok Leyland produces large chassis of machine which can be used 



for buses and trucks. The manufucturer gets maximum knowledge about the 
segment's needs and therefore acquires special reputation. This strategy can 
aJso he]p the small company to stand against a large corporation because the 
small company can create niches in its one-product one-segment approach by 
prowling maximum varieta. 

Choosing a M rket Coverage Strategy: 

An overview of the three market coverage strategies will help to choose one for a 
particular company. 

Comparison of Market Coverage Strategies: 

Focus 

Product 
Segment 
Marketing-Mix 

Undifferentiated 
Marketing 
One/Few 

One 

Differentiating 
Marketing 

Many 
Many 
Many 

Concentrated 
Marketing 
One/Few 
One/Few 
One/Few 

Given the comparison of different coverage strategies, it is easy to locate the rel
evant strategies as shown in Table. 

Comparison of Market Coverage Strategies 

Undifferentiated 

Constrained Ann Resources 
Common usage Product 
Different need Satlsfyi\g prowcts 

llartetlng 
More suitable 
Most suitabfe 
Least Slitable 

Olffarantiati1g 
Marketing 

least suitable 
More suitable 
Most suitable 

Concentra1Bd 
Marketing 

Mostsllfable 
Least suitable 
More suitable 

Given the above tab.le, th firm's resources and the product's requirement in its 
present form (by all or few) would decide the choice of particular market
coverage strategy. Fioally, the competitor 's adaptation of a partim1ar strategy should 
be considered fur deciding company's own strategy. For e.xm:q,le, c.oca-Cola starts 
segmenting soft drinks market and targets fiunily, Pepsi cannot ignore it because it 
would be suicidal for them (segmentation would provide differentiation of products 
more easily). 

REQillSITES OF EFFECTIVE SEGMENTATION 

To useful, segmentation of Ill3Iki must exhibit some characteristics that are as 
follows: 

1. Measurable and Obtainable: The srze, profile and other reJevant charac
teristics of the segtrent nmst be measurable and obtainable in tenm of data. 
If the infunnation is DQt obtainabJe, no segmentation can be carried out. For 
example, customers can be segmented on the basis of their life styles. 
Though the information is measurable through AIOD .framework, it might 
not be obtainable because of time limits or budgetary constrain . 

2. Substant:W: The segment should be large enough to be profitable. For 
consumer markets, the small segment might <mproportionably increase the 
ost and hence products might be priced too high. Th.is might make the 

segment non-profitable. However, for business markets even a single cus
tomer might mean big business. For example, house construction takes 
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several months. But due to advancement of Infonnation Technology, CAD 
and CAM have made it possible to take op even smaller segments from 
consumer markets. 

3. Accessible: The segment should be accessible through existing network of 
people at a cost that is affordable. For example. targeting rural population 
could be through Television, Rlulio, and by opening outlets locaily. It might 
not be easy to access hilly terrains for actual distn"bution of products. 

4. Differentiate: The basis of segmentation should be such that it leads to 
different segments. For example, if young and old people would not behave 
in almost the same way when tempted to eat chips, Ruffle's lays would not 
have tried the two taryeis as one by combining the segments. 

5. Actionable: The segments which a company wishes to pursue must bo 
actionable in the sense that there should be sufficient finance, personnei and 
capability to take them all Hence, depending upon the reach of the com
pany, the segments should be s lected. 

6. General Con1iderations: Apart from the above requisites, the segment 
must have growth potentiaJ, be profitable, earn; no mmsual risk, and has 
competitors who do not fight directly with the product or brand. 

ADVANTAGES OF MARKET SEGMENTATION 

Market segmentation reflects reality in marketing situation. There may be different 
demand curves in different market segn:mts. There may be certain customer needs 
which are not met. This ana~. can yield profits and prospects for growth. Seg
mentation ensures higher customer satisfuction and improves effectiveness of the 
marketing programme. It oflm the following specific benefits: 

1. Understanding the needs of Consumers: It helps the marketer to fully 
understand the needs, behaviour and expectations of the consumers of dif
ferent segments so that precise and clear decisions can be taken. 

2. Better Position to spot marketing opportunities: It helps the marketer 
in owing the habits, tastes, nature etc. of comumers of different markets 
to harness marketing opportunities. 

3. Allocation of marketing budget: On the basis of segmentation, the mar
keting budget fi aJhcated for a particular region or locality. In regions where 
the sales opportmrities are limited, a huge budget :is of no use and so, budget 
allocation will be limited and vice versa. 

4. Meeting the competition effectively: it help the producer to face the 
competition ofhis rivals effectively by making a deep study of the products, 
policies and strategies of competitors in all the segments, which helps in 
adopting different polici , programmes and strategies for different markets 
based on rivals strategies, policies and programmes. 

5. Effective ketiDg programmes: On th basis of segmentation, the 
manuracturer can prepare and follow different marketing programmes for 
different segments to ensme effectiveness. 



6. Choosing of advertising media: Segmentation be]ps m choosmg different 
media, message and timings for different segments based on the character
istics of the segments. 

7. Increasing sale volume: Segmentation helps the producer to know the 
demand pattern of each segment and satisfy it by preparing desired prod
ucts. This leads to an increase in overall sales volume of the product. 

8. Benefits to the customers: It benefits the customeras producer produces 
and supplies goods which serve customers' interest and" satisfy their needs 
and wants. 

9. Better utilisation of marketing resources: More resources can be allo
cated to segments in which there are more poS&bilities f selling the prod
ucts and fewer resources may be allocated to the segments in which there 
are fewer posSibilities. 

l 0. Specialised marketing: Marketing can be more specialised when there is 
segmentation as the elements of marketing mix are specially designed to suit 
the characteristics of particular segment . 

11. Minimises aggreg tlon risk: By dividing the market and designing spe
cific marketing mix to each segment, egmentation reduces the risk of ag
gregation i.e. the risk of not being able to satisfy customer needs with one 
marketing mix to all segments. 

· 12. Provides opportunities to expand market: By egmenting th market, a 

marketer is able to create new markets for their products. 

· 13. Encourages innovations: Marketers get benefits in focussing the re evant 
segment more closely and look for changes in the market requirements. 

LIMITATIONS OF MARKET SEGMENTATION: 

While market segmentation is a useful process in allowing an organ:i7.ation to aggre
gate customer needs into distinct groups, it is not a perfect proce . Market seg
mentation has been criticized for the following reasons: 

• This process involves approximating product/service offerings to the needs 
of customer groups, rather than providing an individaaJ customized fferiog, 
there is a chance that our customers' needs are not being fully met. 

• There is insufficient consideration of how market segmentation is linked to 
competitive advantage. At the same time as the product differentiatio con
cept is clearly linked to the need to develop competing offerings, market 
segmentation bas not tended to stress the need to egment on the basis of 
differentiating the offering from competitors. 

• It is unclear how valuable segmentation is to the manager. Suitable pro
cesses and models to indicate how to measure the effectiveness of market 
segmentation processes are not yet available. 

TARGET MARKETING: 

Target Marketing in¥ Ives breaking a market into segm:nts and then concentrating 
your marketing efforts on one or a few key segments. Target marketing can be the 
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key to a small business's success. The beauty of target marketing is that it makes 
the promotion, pricing and distnbution of your products and/or services easier and 
more cost-effective. Target marketing provides a focus to all of your marketing 
activities. 

In market targeting firm has to evalaate the various segments to decide how many 
and which ones to target. Ultimately, managerial discretion and judgnx:nt determines 
which markets are selected and exploited and which others are ignored. After the 
most attractive segments are selected, a company should not directly start targeting 
all these segmmts - other important fuctots is defining a target market Fom sub 
activities form the basis for deciding on which segments will actually be targeted. 

The four sub activities within targeting are: 

1. The abilities of the company and resource needed to enter a market are defined. 

2. The competitors are analyzed on the basis of their resomces and skills. 

3. Considering the company's abilities compared o the competitors' abilities. 

4. Deciding on the actual target markets. 

Obviously, targeting can only be done when segments have been defined, as these 
s~nts allow~ to analyze the competitors in this marlcet. 

Why is target market important to market segmentation? 

It's important to remember that the focus of marketing is people. The term ''target 
market" is 1lSed because that market-that group of peopJe..is the buD's eye at which 
you aim all your marketing efforts. All businesses need to study and develop a 
thorough knowledge of the importance of target markets. 

There are many ways to conduct market segmentation research, but the most 
common involves first determining the target market's detmgraphic characteristics. 
This in turn reveals manypsychographic and behavioural characteristics. Using age 
to reveal generation and lire stage is just one example. 

Target marketing conserve your small business resources for marketing to the 
people most likely to buy what your business seUs. In thls day and time, you can't 
afford to waste any resomces. You need to get as h return from yom marketing 
investments as possible. Targeting enable you to sell more products and ervices 
with fewer marketing resomces. 

For example, the market at Jarge includes people of all ages, all income le els, all 
education levels, all soc.ial classes, all lifestyles, and all types of occupations. 

But you can't market to all these people at once. They are just too different. So 
you have to pick a specific group of people from the market at large and market 
specifically to them 

PROCESS OF TARGET MARKETING 

After the process of segmentation the next step is for the oigani2ation to decide bow 
it is going to target these particular group(s). There are three targeting options an 
organmrtion can adopt. 

http:analy.re


1. Undifferentiated marketing - Sometimes referred to as mass marketing 
the firm may decide to aim its resources at the entire market with one 
particular product. Coca Colas original marketing strategy was based on 
~ fonn One product aimed at the mass mm:ket in the hope that a sufficient 
anxnmt ofbuyers would be attracted. 

ur J ff r n · a (I 11mrk In 

2. Differentiated marketing strategy - Where the firm decides to target 
several segments and develops distinct products/services with separate 
marketing mix strategies aimed at the varying groups. An example of this 
wou1d be air.line companies offering first, business (segment I) or economy 
class tickets ( segment 2), with separate marketing programmes to attract the 
diffeteot groups. 

3. Concentrated Marketing: Where the organization concentrates its market
ing effort on one particular segment. The fum will deve p a product that 
caters for the needs of that particular group. 

TARGETING APPROACHES 

Four differing approaches can be considered. These include undifferentiated, differ
entiated, concentrated or focused, and customized target marketing approaches. 

TargeiMmct 

--- Approach 
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I) In an undifferentiated approach there is no description between market 
segments, and instead the market is viewed as one mass market with one 
marketing strategy fur the entire market. Although very expensive, this tar
geting approach 6 often selected in markets where there is limited segment 
d:iflb:entiafun. 

2) A differentiated targeting approach recognizes that there are several 
market segments to target, each being attractive to the marketing organiza
tion. As such, to exploit market segments, a.marketing strategy is developed 
fur each segment. For example, the clothing brand Levi's uses muhiple 
marketing strategies to target the trendy/casual, the price shopper, the tra
ditionalist, the utilitarian, and the mainstream clothing shopper. A disadvan
tage of this approach is the loss of economies of scale due to the resources 
required to meet the needs of many market segments. 

3) A concentrated or niche-marketing strategy recognizes that there are 
segments in the market, but implements a concentrated strategy by focusing 
on just a few market segments. This is often adopted by finm that either 
have limited r sources by which to fund their marketing strategy, or are 
adopting a ery exclusive strategy in the market. 

4) The final approach is a custommd targeting strategy in which a market
ing strategy is developed for each customer as opposed to each market 
segment. This approach is more predominant in B2B markets ( e.g. market
ing research or adv: rtming services) or consumer markets with high-value 
highly customized products (e.g. purchase of a custom-made car). For 
example, a manumcturer of industrial electronics fur assembly lines might 
target and cmtomize its product differently from Nic;san, Unilever, and Levi's, 
given the differing requirements in assembly line processes for the manufac
ture of automobiles, foodstuffs, and clothing. 

PRODUCT POSITIONING: 

We know that all products do not appeal to all income groups or age groups, unless 
they are meant to satisfy basic necessities. A manufiu:turer can thus use the need
oriented segmentation. 

In positioning, the mm decides how and around what parameters, the product offer 
has to be placed before the target consumers. Po itioning is the act of fixing the 
exact locus of the product offer in the chosen market; it decides how and around 
what distinctive feature, the product offer bas to be continued and communicated 
to the consumers. Positioning involves ascertaining how a product or a company is 
perceived in the minds of co1l&Dlle1"S. Product positioning involves creating a unique, 
consistent, and recognized customer perception about a firm's offering. A product 
or service may be positioned on the basis of use or application, user, class, price, 
or level of quality. It targets a product and product needs at specific prices for 
specific market segments. The same product can be positioned in many different 
ways. Positioning is important because it is the meam by which goods and services 
can be differentiated ftom one another. Positioning encompasses two fundam!ntal 
elements. The first element concerns the physical attnbutes, the functionality and 
capability that a brand offers. The second positioning element concerns the way in 



which a brand is comrmmicated and how consumers perceive the brand relative to 
other competing brands in the marketplace. 

According to Kotler, "Positioning is the act of designing the company's offering 
and image to occupy a distinctive place in the target market's mind." 

According to James L. Hesket, ''Product positioning is the process of identifying 
the needs of market segments, product strength and weaknesses and the extent to 
which competing products are perceived to meet the commrer needs." 

Positioning is the act of designing the company's offering and image to occupy the 
distinctive place in the minds of the target market. The goal is to locate the brands 
in the minds of consumers to maximize the potential benefit to the firm. 

The common framework for product positioning is taken from a series of questions. 
You can position a product using a positioning statement that answers, these impor
tant questions: 

• For whom is the product designed? 

• What kind of product is it? 

• What is the single most important benefit it offers? 

• Who is its most important competitor? 

• How is your produ t different from that competitor? 

• What is the significant customer benefit of that difference? 

Positioning is the act of designing the company's offering and image to occupy a 
distinctive place in the target "market's mind The end result of positioning is the 
succ~ful creation of a market-focused value proposition, a cogent reason why the 
target market should buy the product. 

Each company must decide how many differences to promote to its target custom
ers. Many marketers advocate promoting only one central benefit and Rosser Reeves 
called it as "a unique selling proposition". Number one positioning includes ''best 
quality", "best service" "Lowest price" ''best value", "safest,., ''more advanced 
technology'' etc. If a company hammers away at one of these positioning and 
delivers on it, it will probably be best known and recalled for this strengths. 

Not everyone agrees that single-benefit positioning is always best. Double-benefit 
positioning may be necessary if two or more firms claim to be best on the same 
attnbute. There ~ even cases of successful triple-benefit positioning. 

As the companies increase the number of claims for their brand, they risk disbelief 
and a loss of clear · positioning. In general, a company must avoid four major 
positioning errors. 

1. Under positioning: Some companies discover that buyers have only a 
vague idea of the brand. The brand is seen as just another entry in a 
crowded marketplace. ' 

2. Over-positioning: Buyers may have too narrow image of the brand. 
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3. Confused Positioning: Buyers might have a confused image of the brand 
resulting fiom the conpany's making too many clairm or ~ tfie brand's 
positioning too frequently. 

4. Doubtful Positioning: Buyers may find it hard to believe the brand cJaims 
in view of the product's features, price or manufilcturer. 

Solving the positioning problem enables the company to solve the marketing-mix 
problem. Thus seizing the "high-quality position" requires the firm to produce high 
quality products, charge a high price, distribute through high-class dealers and 
advertise in high-quality magazines. 

The different positioning strategies that are available are: 

I) Attribute Positioning: A company positions itself on an attnbute such as 
size or number of years in existence. 

2) Benefit Positioning: The product is positioned as the leader in a certain 
benefit. 

3) Use or Application Positioning: Positioning the product as best fur some 
use and application 

4) User Positioning: Positioning the product as best for some user group. 

5) Competitor Positioning: The product claims to be better in some way 
than a named competitor. 

6) Product Category Positioning: The product is positioned as the leader in 
a certain product category. 

7) Quality or Price Positioning: The product is positioned as offuring the 
best value. 

Objectives of Product Positioning: 

The objective of positioning is to create clear position of a product in consumer's 
minds, which differentiates it from its competitors and represents a clear benefit or 
value to the customers. Some important objectives of the Positioning are as follows: 

l) It creates a distinctive place of a product or service in the minds of target 
customer. 

2) It places an intangible service within a more tangible frame of reference. 

3) It provides a competitive edge to a product ie. an attempt to transmit 
attractiveness of the product to the target market. 

4) It helps to develop the ervices and red sign the existing services. 

Determinants of Successful Product Positioning: 

The marketing firm that wants to achieve a great success with its product positioning 
should fuJfill the following conditions: 

1. Design creative product proposition: Product proposition means the 
offer of advantages accruing from the use of the product In other words, 
it concerns itself with special product features. The proposition to be per-



ceived by the consumers is one, which is desired by the firm proposing. The 
outcome of positioning increases the satisfuction of users and profits of the 
seller through in~ sales. If uniqueness is shown through creativity, the 
product proposal is bound to be appealing than those of competitors. 

2. Existence of warranted competition: Th~ positioning strategy may be 
successful in case, there is competition warranting product positioning. 
Positioning is the strategy. Strategy is a counter plan to meet the challenges 
of opponents in the field or any odd situation that has emerged. Product 
positioning and repositioning is always done with regard to the product 
positioning or repositioning done by competitors. 

3. Sizeable ud profitable market segment: Market segments must be 
large enough to make it profitable for the manufacturer or marketer. A 
market segment must contain enough people to make a profitable market 
and must be identifiable for implementing such a strategy. 

4. Sensitive market segment: A sensitive market segment is one that receives 
the communication message transmitted by the COl1')any and reacts to it. 

5. Proper consumer behaviour information: Product positioning assumes 
the availability of adequate, detailed and up-to-date information, regarding 
the consumer behaviour. 

Different Types of Product Positioning Strategies: 

1. Attribute Po tioning: A company positions itself on an attributes like s~ 
or number of years in existence. 

2. Product Features and Benefits Positioning Strategy: Consumers buy a 
product when they perceive some promised benefit that would satisfy the 
need and that the offer is better or tempting as against other competing 
brands. This positioning strategy is implemented by differentiating the brand 
from its competitors on the basis of its features and benefits offered. 

3. Price-Quality Positioning Strategy: Here positioning is done by focusing 
on the affordable/low price of the product and superior quality. Here the 
consumer expericoces a feel good ractor because they are obtaining a quality 
product at an economical price. 

4. Competitive Positioning Strategy: This is very effective strategy fur the 
marketer who seeks to persuade the consumer that bis product is better or 
at par with an established competitor. 

5. User Positioning Strategy: Products can be positioned according to their 
user groups. For Example, beer marketers often position their products as 
light and strong beers. 

6. Corporate Brand Positioning Strategy: Here the marketer uses his 
company name for brand extension. 
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Process of Product Positioning: 

Identify the Competitors 

Detennining the position of 
competitors 

Analyzing Customer's choice 

Making the Positioning Decisions 

Monitor the Positioning 

Process of Product Positioning 

l) Identify the Competiton: This is the first step for positioning. The mar
keter must consider all the competitors, as well as the various factors and 
situations that affect the comumer. 

2) Determining the posidon of Competiton: Uod :r this step, the position 
of competitors is determined on the basis of their attnbutes. After this de
termination, the competitors are positioned 

3) Analyzing the customer's choice: In segmentation, consumers are sub
divided according to their needs, purchas motivations and so on. At this 
stage, the choices of the target customers are analyzed. 

4) Making the Posidoning Decisions: In this step the marketing manager 
have to take some decis'ons. These decisions raise a number of questions 
like; 

L The segmentation strategy is appropriate or not? 

II. Sufficient resources are available foI comnnmication or not? 

III. How strong · the competition? 

lY. Is the current positioning strategy working? 

5) Monitor the Po idoning: After establishing the position, it is necessary to 
monitor how well this position is being maintained in the market. This 
studies measure the image of the product over time. 

PRODUCT DIFFERENTIATION 
In marki ting, product differentiation (also known imply as "differentiation'') is the 
process of distinguishing a product or offering from others, to make it more attrac
tive to a particular target market. This involves diffi:rentiating it from competitors' 
products as well as a firm's own product offerings. 

Product different· · n is th proces of distinguishing a product, to make it more 
attractive to a particular target market Product differentiation means distinguishing 



one product or service from another that you offer. Differentiation is the act of 
designing a set of meaningful differences to distinguish the company's offering from 
the competitor's off~. When using product differentiation to reach your target 
market, compile a list of what makes your product better than the rest. Some 
sources of product differentiation are differences in quality, price, features, or design 
of a product. The pwpose of product differentiation is to make your pr duct 
different even if it is very similar to competitors' products. For successful product 
differentiation, you must attain the trust of consumers that your item is the best out 
there. 

Successful product differentiation creates a competitive advantage fur the seller, as 
customers view these products as unique or superior. Product differentiation in
cludes the physical attributes and fe~tures of your products as well as the overall 
experience of your customeis in doing business with you. 

Marketing or product differentiation is the process of describing the differences 
between products or services, or the resulting list of differen s. This is don in 
order to demonstrate the unique aspects of a firm's product and create a sense of 
value. Marketing textbooks are firm on the point that any differentiation must be 
valued by buyers. The term unique selling proposition refurs to advertising to com
unmicate a product's differentiation 

In economics, successful product differentiation leads to monopolistic competition 
and is inconsistent with the conditions for perfect competition, which include the 
requirement that the products of competing firms should be perfect substitutes. 

There are three types of product differentiation: 

1. Sim.pie: It is based on a variety of characteristics. 

2. Horizontal: It is based on a single characteristic but consumers are not clear on 
quality. 

3. Vertical: It is based on a single characteristic and consumers are clear on its 
quality. 

The brand differences are usually minor; they can be merely a difference in pack
aging or an advertising theme. The physical product need not change, but it could. 
Differentiation is due to buyers perceiving a difference; hence causes of differentia
tion may be functional aspects of the product or service, how it is distnbuted and 
marketed, or who buys it. The major sources of pr duct differentiation are as 
:fbllows. 

• Differences in quality which are usually accompanied by differences in price. 

• Differences in functional features or design 

• Ignorance of buyers regarding the essential characteristics and qualiti of 
goods they are purchasing. 

• Sales promotion activities of sellers and, in particular, advertising. 

• Differences in availability ( e.g. timing and location). 

The objective of differentiation is to develop a position that poteatial customers see 
as unique. Given they target a same group of customers; it is imperative that free 
and paid versions be effectively difrerentiated. 
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Differentiation primarily impacts performance through reducing directness of com
petition: As the product becomes more different, categori7.ation becomes more 
difficult and hence draws fewer comparisons with its competition. A successful 
product differentiation strategy will move your product ftom competing based pri
marily on price to competing on non-price factors (such as product characteristics, 
distribution strategy, or promotional variables). 

Most people would say that the implication of differentiation is the possibility of 
charging a price premiwn; however, this is a gross simpliticatioJ1. If customers value 
the firm's offer, they will be Jess semitive to aspects of competing offers; price may 
not be one of these aspects. Differentiation makes customers in a given segment 
have a lower sensitivity to other features (non-price) of the product 

Market segmentation - case study - overseas holidays 

lnttoduction 

The UK leisure travel industry is a large, highly fragmented and competitive 
market. In total, UK consumers take almost l lO million holiday trips each year. 

Segmenting the m rket 

The Overseas Holidaymarket can be segmented in everal ways: 

• On the basis of Tramportation: The overseas holidays can be segmented 
on the basis of transportation i.e. air travel "Air-inclusive Toms" or "AIT' 
and other meam oftramport ''Non-AIT'. The most significant type ofNon
AIT transportation is "S If:.Drive", particularly to France, Italy and Ireland. 

• On the basis of Destination: The most popular overseas destinations for 
UK. holidaymakers are Spain, France, NorthAmerica, and Greece. Many 
of these destinations require air travel as part of the holiday experience On 
the otm band with self:.drive only being a prac&al option fur cer1ain Western 
and Northem European destinations. 

• Accommodation: Holiday accommodation varies enormously. It can be 
hotel-based (with a range of altering options), in apartments, villas, holiday 
home properties, mobile homes, tents, boats and other categories. 

• . Flexibility and Customer Management: Custormrs may prefer holidays 
with a · degree of independence and flexibility, with little involvement 
during the holiday ftom the tour operator. At the other end of the spectrum, 
many holidays are based around a fixed tour where the tour operator controls 
and manages 1mst of the holiday experience. 

• Duration: Most holidays tend to be taken for either 7 or 14 nights. How
ever, according to the International Passenger Smvey, the fastest growing 
segment by holiday duration is for holidays taken fur between one and three 
nights ie. weekend and short break holidays. 

Product Positioning: 

The cone pt of product positioning in the 21st ntury is blurred as many of the 
companies appear to have no ground or base on which they are really operating. 
Companies are perating with short-time goals to make a quick buck and quit soon. 
Unlike previous century, where co~ successfu11y positioned their products by 
slicing and targeting oonsmners into right segn:EDts, most of the corq>anies today are 



positioning their products with no clear strategies. This is because most of the 
companies are mlling to set specific attributes for their products, services and their 
brand image. Most of the companies want to enter just because there is a scope 
for penetration and run the business without real long-time objectives. 

When we observe the positioning strategies of few brands like 'Lifebuoy' or 
'Colgate', their positioning strategies was clear since their inception. While Lifebuoy 
build its brand as a mark of 'health and hygiene' product, Colgate positioned its 
dental products by offering a 'cavity protection'. While branding cormnmic:ated the 
benefits of their products during previous century, today the importance of branding 
seemed to have lost its meaning. Similarly, positioning a product became a way of 
offering products with cosmetic changes to the existing product categories, rather 
than new products. In ~ context, I recall the words of John Trout who said that 
'Positioning is not what you do to the product; it is what you do to the mind of the 
prospect'. 

SUMMARY 
• The term m.atket segmentation is used to sub-divide the market or customers 

of the product in order to capture more and more sale effectively and 
efficiently. Madcet segmentation is the process of segmenting a market into 
a subgroup of people that have similar needs. 

• Segmentation is the process of partitioning a market into groups of potential 
customers who share similar defined charact ristics and who are likely to 
exhibit similar purchase behaviour. 

• Target Marketing involves brealdng a market into segments and then 
concentrating your marketing efforts on one or a few key segments. 

• The term "target marlret'; is used because that mmket-t:hat group of people
is the bull's eye at which you aim all your marketing efforts. 

• Target marketing conserves your small business resources fur marketing to 
the people most likely to buy what your business sells. . 

• In an undifferentiated approach there is no description between mark.et 
segments, and instead the mark.et is viewed as one mass market with one 
marketing strategy fur the entire market. 

• A differentiated targeting approach recognizes that there are several marlret 
segments to target, each being attractive to the marketing organization. 

• A concentrated or niche-marketing strategy recognizes that there are seg
ments in the market. but implements a concentrated trategy by focusing on 
just a few market segments. 

• In positioning, the firm decides how and around what parameters, the prod
uct offer has to be placed before the target consumers. 

• Positioning is the act of fixing the exact locus of the product offer in the 
chosen market; it decides how and around what distinctive feature, the 
product offer has to be continued and corimnmicated to the consumers. 

• Product positioning involves creating a unique, consistent, and recognized 
customer perception about a firm's offering. 

• Positioning encompasses two fundamental e s. The first elemm con-
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cems the physical attributes, the functionality and capability that a brand 
offers. The second positioning element concerns the way in which a brand 
is communicated and how consumers perceive the brand relative to other 
competing brands in the marketplace. 

• Positioning is the act of designing the company's offering and image to 
occupy the distinctive place in the minds of the target market. 

• In marlceting, product differentiation ( also known simply as "difrerentiation'') 
is the process of distinguishing a product or offering from others, to make 
it more attractive to a particular target market. 

• In economics, successful product differentiation eads to monopolistic 
competition and is inconsistent with the conditions for perfect competi
tion, which inchJde the requirement that the products of competing firms 
should be perfuct substitutes.· 

ANSWERS TO 'CHECK YOUR PROGRESS' 
1. Market Segmentation is based on the division of a market into different 

homogenous group of customers. 

2. Target Marketing involves breaking a market into segments and then con
centrating your marketing efforts on one or a few key segments. 

3. In positioning, the firm decides how and around what parameters, the prod
uct offer has to be placed before the target consumers. 

4. Product difrerentiation is the process of distinguishing a product, to make it 
more attractive to particular target market. 

TEST YOURSELF 
1) What do you mean by 'Product Positioning'? 

2) Discuss various determinants of Successful Product Positioning. 

3) State different types of Product Positioning Strategies. 

4-) Explain process of Product Positioning. 

5) What do you mean by Product Differentiation? 

6) What is Market Segmentation? Explain different levels of Market segmen-
tation 

7) Discuss various bases for Segmenting the Market. 

8) What is the procedure of Market Segmentation? 

9) Why market egmentation is required? 

10) What do yo mean by Target Marketing? Why target market is important 
to market segmentation? 

11) Discuss various approaches of Targeting. 

FURTHER READING 
• Kotler & Armstrong, Principles of Marketing Management 

• Kotler, Keller; Marketing Management, Pearson Education 



3 Produd And 
Produd Decisions 

Chapter Includes : 

• MEANING OF PRODUCT 
• LEVELS OF PRODUCT AND SERVICES 
• IMPORTANCE ·oF A PRODUCT 
• PRODUCT DECISIONS 
• FACTORS INFLUENCING CHANGE IN PRODUCT MIX 
• DECISIONS ON A PRODUCT-MIX LEVEL 
• DECISIONS ON A PRODUCT-LINE LEVEL 
• DECISIONS ABOUT THE TANGIBLE/PHYSICAL PRODUCT 
• DECISIONS ABOUT THE INTANGIBLE/AUGMENTED PRODUCT 
• BRANDING 
• PACKAGING 
• PRODUCT SERVICES 
• PRODUCT DECISIONS FOR SERVICES 
• CASE STUDY OF BRANDING 

Learning Objective : 

After going through this chapter, you should be able to: 

■ Define Product. 

■ Discuss Product Decisions. 

■ Explain Branding and Packaging. 

■ Understand Product Services. 
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INTRODUCTION 
. A product is anything that can be offirred to a market for attention, acquisition, use, 
or consumption and that might satisfy a want or need It include physical objects, 
services persons, places, organmtions, and ideas. Services are distingwshed from 
'physical' products on the basis of intangibility, inseparability, variability and perish 
ability. Services are a form of product that co~ of activities, benefits, or satisfuc
tions offered for saJe that are essentially intangible and do not resuh in the ownership 
of anything.· 

Product is a complex concept that nmst be carefully defined As the first of the four 
marketing mix variables, it is often where strategic planning begins. Product strategy 
calls fur making coordinated decisions on individual products, product lines, and the 
product mix. 

MEANING OF PRODUCT 

Product is anything that can be offered by a market that may satisfy the wants of 
the consumer. A product can be defined as a collection of physical and symbolic 
attnbutes which yield satisfa tion or benefits to a user or buyer. In other words, 
product is a combination of physical attnbutes like, size or shape; and subjective 
attributes like, image or quality. 

According to George Filk, ''Product is a cluster of psychological satisfilctions." 

Accordtng to Philip Kotler, "A product is a bundle of physical services and 
symbolic particulars expected to yield satismctions or benefits to the buyer. 

A satisfuctoryproduct is central to the marketing operations in any organiz.ation. The 
product of an organization .is an item of its output which is usually offered for sale. · 
In case of manufacturing units though products are tangible they can be intangible · 
in case of service industries. Thus, an insurance plan of an insurance company is a 
product which is a service. 'Product' is VEWed by diffetent people in different ways. 
To the coJ]Sl.tlllef it is the bundle of perceived benefits that meets bis or her needs, 
to the producti n manager, it is the task for thinking as he spends whole time on 
thinking about the product; to the advertising agency, it is conmnmiration challenge, 
to the finance manager, it is a source offinanc.e. 

LEVELS OF PRODUCT AND SERVICES 

Product can be defined as the end result of the manumcturing process, which oan 
be offered to a market that might satisfy a need or want. Product can be viewed 
on these levels: 
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Core Benefit: This is the most basic level of the product, which identifies what 
consumers feel (What they are getting out of it) while buying the product. It is the 
service or benefit the customer is really buying. Marketers nmst see themselves as 
benefit providers. It is a full time task for a marketer to identify the core benefit for 
a particular target market. 

Basic Product: At the second level, the marketer must tum the core benefit. For 
Example: A hotel room includes a· bed, bathroom, towels, desk etc 

Expected Product: At the third level, the marketer prepares an expected product 
a set of attributes and conditions that buyer nonnally expect when they purchase the 
product. Like hotel guests expect a clean bed, fresh owels, working lamps and a 
relative degree of quiet. 

Augmented Product: At the fourth level, a marketer prepares an augmented prod
uct that exceeds customer expectations. In developed countries, brand positioning 
and competition take place at this level 

Potential Product: At the fifth level, stands the potential product, which encom
passes all the possible augmentations and transformations the product or oflirring 
might undergo in the future. Here is where companies search :fur new w~ to sa.tmy 
customrrs and distinguish their oflering. 

Importance of a Product · 

Good, attractive and diversified products (and services) are the heart of every 
strong brand. Like Sp.lender is a trade mark product for Hero Honda. Hero Honda 
became the market leader because of Sp lender bike, and then they produced some 
more great products (Two wheelers). 

Products Catalog should be designed in such a way that it gives an overview or 
general idea of your Company's products. Your Products Catalog should contain all 
your B t Sellin .Products. These Products should be the ones that are produced 
by your COD1)any const.antly, give you a brand image and enhance your company•s 
reputation. They must directly reflect your area of specialk.ation. 

The knowledge of product is important in marketing in the sense that there can be 
no marketing functions without the existence ofa product: 

A product Mffl1lleS its importance in consideration of following mets: 

1) The key elemeot in a ccessful marketing po&y and strategy ~ finding and 
meeting the~ of the consumers. A product through its tangil,le attrirotes 
like quality, services, and amenities can meet the consumers' needs and 
wants. 

2) For the performance of marketing functi ns like selling, purchasing, 
d.istnoutioo, etc., the existen e a product is must. 

3) The success of a company of its marketing efforts. m most cases. depends 
on the product policy. 

4) The policies relating to pricing, distn"bution, sales promotion, and customer 
sat:ismction are all dependent on the product policy. 

5) The study of market sjze, sales vohune, profits and profitability, and there 
growth or decline which serve as effective guides of the marketing 
management-are all done always in consideration of the product. 
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6) It i; the knowledge of the product, whether consumer category or industrial 
category, that has led o the concept of product and marketing guided 
orgmmation structure. 

PRODUCT DECISIONS: 

The product decision can be defined as every conscious decision made by a com
pany for a product. There are many different such decisions. At one extreme there 
are such things as a minor modification of the label or color of the package. At the 
ther extreme, there are such things as diversification into new bus~ fields, either 

through internal R&D or mergers and acquisitions; 

There is a three-fold classification of product decisi>ns: 

• What are the decisions that a company should make about the product types? 

• What are the decisions that a company should make about the tangible/physical 
product? 
• What are the decisions that a company should make about the intangible/ aug
mented product? 

1. DECISIONS ABOUT THE PRODUCT TYPES 

The decisions about the product types to be offered represent the most critical 
decisions in detennining the future of a company. The managemmt must first decide 
what products to offer in the market pJace before other intelligent product decisions 
pertaining to the product's physical attnbutes, packaging branding, and so on, can 
be made. 

There are two distinct levels at which such chang take place, namely: 

• The product-mix level and 

• The product-line level 

The decisions about the type of products to be offered represent the most critical 
decimns in detennining the future of a company. The managemmt must first decide 
what products to offer in the market before other intelligent product decisions 
pertaining to the product's physical attnbutes, packaging branding, and so on, can 
be made. 

There are two distinct levels at which such changes tak pJace, namely: 

• The product-mix level and 

• The product-line level 

Product - Mix: 
A product-mix is th set of all product lines and items that particuJar seller offers 
to buyer for sale. In other words, a company's product mix refers to the total 
number of products that are offered for sale or it is a collection of products manu
factured or distnbuted by a firm. An organization with several product lines has a 
product mix. Product mix of a company is the composite of all products offered for 
sale. For Example: If an enterprise manufuctures different varieties of soaps, tooth
paste. toothbrush etc, then the group of all these products is called 'Product Mix'. 

According to American Marketing Association, "Product mix is the composite 
of products offered for sale by a firm or a busines unit." 



Product Item: Product item refers to a specific product of certain specifications 
and may be distinguished from other products or brands. In other words, product 
item is a product of a particuJar brand like, Lux soap, Pepsodent toothpaste etc. 

Product Line: A product line refers t a group of different product items that are 
closely related to each other. For Example: Toothpaste, Watch, TV, etc. 

According to American Marketing Association, ''produd-line is a group of 
products that are closely related either because they satisfy a cJass of need, are used 
together, are sold to the same customer groups, are marketed through the saine type 
of outlet or fall within given price range". 

On the basis of abo e discussions, it can be concluded that a single product item 
is called as a 'product item'. All the product item; of th same gr up are collectively 
known as a 'product line' and all the product lines mam:dactured and distnbuted by 
an enterprise are collectively known as 'Product Mix'. 
The product mix has certain width, length, depth and consiffimcy. These concepts 
are explained as follows: 

I. The width of a product mix refers to the total number of different product 
lines of the company. 

2. The length of a product mix refers to the total number of brands in all of 
the company's product lines. 

3. The depth of a product mix refers to the total nmnber of variants are offered 
of each product in the line. 

4. The consistency of a product mix refers to bow closely relate the company's 
product lines in terms of characteristics, production process, distnoution 
channe1s to name just a few. 

FACTORS INFLUENCING CHANGE IN PRODUCT MIX: 
1. Change in Demand: The product mix deci!ion is affected by the change 

in the demand of a product. The changes in the demand of a product may 
arise due to change in habits, fashion, purchasing power, income, attitude 
etc. 

2. Advertmng and Distribution Factors: Advertising and dimibution :.factors 
may be the one factor for the changes in product mix. 

3. Change in Company Desire: A company can change it product mix 
according to the change in desire of the company. A company may eliminate 
the unprofitable product and may start a new product 

4. Competiton Action and Reaction: The decision of adding or eliminating 
the product may be the reaction of competitor's action. 

S. Utihation of the residuab: If~ are used properly, then the COII1)any 
can develop its by-product into the main product. 

6. Change in consumer behav1011r. If the change in the buying behaviour of 
the customer arises then the company bas to change the product mix keeping 
the profitability of the concern in the mind. 

7. Financial Resources: Availability of the finance may also affect the product 
mix of the company. If the company is nmning sort of finance or if the 
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product is continuously going into loss the company may decide to drop the 
production of that product. Similarly if the company has sufficient funds, 
then the company may increase the production 
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DECISIONS ON A PRODUCT-MIX LEVEL: 

Decisiom at the product-mix Jevel represent the highest order decmons made by the 
company constraining all the subsequent lower order decisions and identifying the 
business that the company operates. 

A company's product mix refers to the total number of products that are offered for 
sale. The product mix bas certain width, length, depth and consistency (Kotler, 
2003). 

• The width of a product mix refers to the total number of different product 
lines of the company. For example, width = 2 (pasta and pasta sauces). 

• The length of a product mix refers to the total number of brands in all of 
the company's product lines. For example, length = 5 (three pasta brands 
and two brands of pasta sauce). 

• The depth of a product mix refe_rs to the average mmlher of variants of the 
company's products. For example, depth= 4 (three pasta brands, each 
marketed in two sizes: 3 x 2 = 6 and 2 pasta sauce brands, each marketed 
in l size: 2 x 1 = 2 means 6 + 2 = 8/2 = 4). 

• The consistency of a product mix refers to how closely related are the · 
company's product lines in tenns of characteristics, production process, 
distnlnrtion channels to name just a few. 

Product decirons at the product-mix level tend to dete.rmine the width of a co~s 
product-mix. The ham product-policy/strategy ismles at the product-mix level ch.Is
ter around the follo · questions: 

1. Which product categories should we offer? Will we function primarily as a 
supplier of materiahl and components or as a mamrmcturer of end products? 



2. What are the groups and classes of customers for which our products are 
intended to serve? 

3. Do we seek to serve our markets as full-line suppliers or limited line spe
cialists? Closely allied to this is the degree of custom manumctwing to meet 
the needs of individual buyers versus quantityproduction ofa limited range 
of product typeS. 

4. Will we attempt to take a position of technical leadership or will we achieve 
greater success as a fullower? 

5. What are the ~s cbaractemtics (criteria) such as target rate of profit, 
payback period on investment, mininmm sales volume, etc., that each prod
uct line must meet in order to be included in the product mix (portfolio)? 

The answers to the furegoing questions tend to form the company's genera] product 
policy, which will guide managemmt in making decisions pertaining to the addition 
or elimination of product-lines from the company's product mix. In adding new 
product-lines management has to decide about the type and the nature of the 
product lines as well as the ways that these lines should be added to the mix. The 
decision to add new product-lines to the mix is ordinarily descn"bed as diversifi
cation and it can be materialized thr ugh internal R&D, licensing, merger and 
acquisitions, joint venture or alliances. 

However, companies are also involvi d in contracting their product-mixes through 
the eJimination of product lines. Decisions are made about nentifying, evab.Jating and 
specifying which product lines are to be removed from the market. The procedure 
of eliminating product lines ftom the company's product- mix is called divestment 
or divestiture. 

DECISIONS ON A PRODUCT-LINE LEVEL 

Important and complex decisions are also made at the product line level, which tend 
to determine the length of a company's product mix. The basic product policy 
strategy issues at the product line level cluster around the following questions: 

I. What is the limit beyond which no product should be added? 

2. What is the number of different products to be offered in the line and to 
wbat extent should they be differentiated? 

3. What is the number of different versions (models) to be offered for each 
product in the line? 

4. What are the business criteria (fbr exaznple, rninimmn profitability, and mini
nmm sales volume) that each product must meet in order to be included in 
the line? 

S. In how many egments should we compete in order to maintain a secme 
overall cost and market position in respect of competitors? 

In close relation tQ the company's product-line policy is the company's design 
policy. The formulation of a design policy may aim at: 

1. Giving attention to innovation, high quality and reliable performance, to 
allow each product in the line to be differentiated from its competitors. 
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2. Making the products compatible with then~ emotional and rational, of 
the customer. 

3. Achieving variety reduction of the range of product types in the line, and a 
~lification of the design and construction, to secure reduction in overheads 
and inventories. 

4. · Replacing expensive materials and those production processes· requiring 
skilled labor to bring about savings in production costs . 

Decisiom at the product-line level imply either the extension of the line through the 
addimn of new products (fur example, Coca-Cola with lemon, Baileys with coffee), 
or the contraction of the line through the elimination of products, or the rep1acement 
of existing product with new and improved ones. The products that are added, 
eliminated or rep1aced in the product line might be either versions of existing prod
ucts, tmdels, sizes and the like - or product types that make up the product line. 

Product line extension can be made in two form : 

a) Line stretching: Lin stretching occurs when the company stretches its 
product line beyond its current range. In this respect, when a company 
serves the upper market, it can stretch its line downward by offering a new 
product in a lower price/quality (for example, MercCC:es Benz in coopera
tion with Swatch launched Smart). By contrast, companies that serve the 
lower end of the madret can make an upward stretch of their line by offering 
a new product in a higher price/quality (for example, Toyota introduced 
Lexus). Alternatively, when a company targets its products in the middle 
market, it can stretch its line both ways. 

b) Line filing: Line filling occms when new products are added to a co~any's 
present line for reasons like establishing an image of a full-line company, 
talcing advantage of excess capacity, filling gaps in the marlcet and discour
aging competitive actions. For instance, there are various kinder chocolate 
products in the market, such as Kinder Milk Chocolate, Kinder Bueno, 
Kinder Delice, Kinder Chocolate Eggs and Kinder Happy Hippo. Keeping 
both products :in the company's portfolio can be quite successful, as long as 
they are targeted to different segments and do not result in customer con
fusion and product cannibamtion. 

Product cannibalization can be caused when a new product introduced by a com
pany in the market takes sales out of an existing company produ According to 
McGrath (2001), annibalization is unfavorable, particularly for marke leaders, 
when, first the new product will contribute less to profits, secondly, the economics 
of the new product might be unfavorable, thirdly, the new product will require 
significant retooling, and fourthly the new product has greater technical risks. De
spite the aforementioned negative aspects of cannibalization, it can well be a pJanned 
action as part ofan attacker 's product strategy. Deliberate canmbalization can be 
implemented by using two main strategies: 

1) Cannibalizing an existing market to attack the market leader: This 
strategy is suitable for attacking an entrenched market leader. In this case, 
the attacker can introduce its product using a different distnbution channel 
(for example offer a new bank loan througb the Internet, instead of the 



traditional bank branch). Although the attacker cannibalires its own product, 
it also erodes the position of the dominant company. Since the attacker has 
less to lose than the leader, it hopes to compensate for its losses with 
increased market share in the redefined market. 

2) Introducing a new technology fint: This strategy is common in high
technology industries where the market leader has an increased interest in 
maintaining the existing technology as long as possible. Using this strategy, 
the attacker can leapfrog the market leader by motivating the existing cus
tomers to replace their brand with a superior brand (namely, new technol
ogy) . . 

DECISIONS ABOUT THE TANGIBLE/PHYSICAL PROD
UCT 
The decisions about the product types offered at the product-mix and product-line 
levels imply mainly the addition or elimination of products, and represent as we have · 
already seen, the extreme and most complex types of product decisions. However, 
companies are also engaged in relatively less complex decisions, which imply the 
addition, elimination and modification of the products' specifications and physical 
attnbutes. Since products have a nrultitude of specificatiom and physical attnbutes 
there is almost an unlimited number of ways that products can be changed. Nev
ertheless, quality, functional features, and style, are the typical dimensions along 
which changes occur. These types of product changes may result in new and im
proved products, which are either added to the product line, or replace existing 

· products in the line and consequently they are intimately tied up with the product 
line decisions. 

Product quality: 

In formuJating a product quality policy, management must answer the following 
questions: 

1. What level of quality should the company offer compared with what is 
offered by the competitors 

2. How wide a 'range of quality should be represented by the company's 
~nc,? Ouw'"c->· 

3. How frequently and under what circumstances should the quality of a prod
uct (line) be altered? 

4. How lllllch emphasis should the company place on the quality in its sales 
prorrotion? 

5. How nrucb risk of product failure should the company take in order to be 
first with some basic improvements in product quality? 

Quality steim from manumcture, design or processing, and its basic dimensions are 
reliability and durability. Altering the materials from which the product is made and/ 
or changing the way the materials are configured can vary both reliability and 
durability. A company may realize that it can make a real gain from its competitor 
by increasing the quality of its product and launching the ncw and in'proved product. 
Decisions of offering products with a higher quality may also be linked to a policy 
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of trading up. However, an increase in the quality usually means higher costs and 
although the relationship between level of quality and cost can usually be reflected 
in the company's cost function, ·the explicit relationship between demand and quality 
is fur more elusive. The estimation of the elasticity of demand with respect to quality 
is a difficult exerc · e. 

The functional features of a product: 

Another set of decisiom revolves around the fimctional characteristics of the prod
uct. The selection of functional featur s depends very much on the company's 
design policy, which shoukl give answers to the·following questions: 

1. What specific product reatures shoukl be developed and made ready for the 
next product change? 

2. Which of our competitors ' product changes shouJd we copy? 

3. Should we hold back certain new product features - and which ones - for 
po~ible slowdown in sales? 

4. What product features should our company emphasize? 

Functional features can make the product more attractive to customers. Functional 
features modification has several competitive advantages and may assist the com
pany, among other things, to find new applications for its product. ~ignificant im
provements as measmed by technical standards create functional or technological 
obsolescence. 

The style of the product: . 
Decisions about style may render a product 'different• in terms of its functional 
capacity and quality level Style decisions again depend on the company's design 
and induced obsolescence policies. For example, frequent changes in style can 
make a product out of date and thus inctease the replacement market. This is called 
style or psychological obsolescence and intends to make a person feel out of date 
if he/she continues to use it. However, despite the :fact that style changes can be 
extremely effective fur a coq,any, they contain a significant element of risk. To start 
with, style decisions are usually thoroughgoing; companies tend to eliminate the old 
style by introducing the new one and therefore they risk losing some of the custom
ers who liked the old style in the hope of gaining a large number of customers who 
like the new one. Moreover, sty.ling is usuall not as flexible as functional features. 
Style can be adopted or dropped quickly but it usually cannot be made optional as 
easily as functional features. With fimctional reatures it is often possible to fit reatures 
to satisfy the requirements of specific II11Iket segments· with styling it is usually more 
difficult to predict what.kind of people will prefer the new style. 

DECISIONS ABOUT THE INTANGIBLE/AUGMENTED 
PRODUCT: 
The tendency to attach a lot of emphasis to the physical product as a basis for 
customer appeal might have severe consequences for the manu:filcturer. Manage
ment has become more aware in recent years ofth fact that distinction between 
the physical characteristics of competing product and their _performance :fficiency 
has diminished. The pemd of excJusive advantage in the product's physical qualities 



has been shortened, and as such seeks to develop innovations in areas external to 
the physical product The recognition of the met that characteristics other than the 
physical ones assist a company to gain a comparative advantag led to the devel
opment of the 'augmented product' concept. Augmented product is the physical 
product along with the whole cluster of services that accompany it. Put another way, 
it is the totality ofbenefits that the buyer receives or experiences in obtaining the 
physical product. It is more the development of the right augmented product rather 
than the development of the right physical product that distinguish a company's 
product from those of competitors. According to Levitt (1969) the competition of 
product augmentatio11, is not competition between what companies produce in their 
fuctories but between what they add to their factory output in the form of packaging, 
services, advertising, customer advice, finance, delivery arrangements, and other 
things that people value. 

In the same context, Blois ( 1990) argues that in an attempt to ensure that their 
product is not regarded as a "commodity" undifferentiated from their competitors' 
products, firms will seek ways of augmenting their product - that is adding goods 
or services to the product over and above what the customer had come to expect'. 
As far as the product variable is concerned, the key characteristics external to the 
physical product that offer a company means of achieving a competitive plus are: 

• branding, • packaging and • product services 

BRANDING: 

Brand: A brand is a name, sign, symbol or design or a combination of them which 
is intended to identify the goods or services of one manu.filcturer or group of 
manu.mcturers and to difrerentiate them from those of competitors. A brand identifies 
the product for a buyer. Marketers see a brand as an implied promise that the level 
of quality people have come to expect from a brand will continue with present and 
future purchases of the same product. The value of brand is determined by the 
amount of profit it generates fur the manufilcturer. Tim results from the combination 
of increased sales and increased price. 

According to William J. Stanton, "All trademarks are brands and thus include the 
word, letters or numbers which may be pronounced; they may also include a 
pictorial design." 

According to American Marketing Association, 'A brand is 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 for those of 
cot:Ipetit.ors." 

A brand name when registered is called ' trademark'. In esseoce, a brand identifies 
the seller or market. It can be name, trademark, logo or other symbol. Under 
trademark law, the seller is granted exclusiv rights to the use of the brand name 
in perpetuity. 

ADVANTAGES OF BRAND: 
Advantages to Producers/ Marketen: 

1) Easy to Advertise: When the product of an enterprise is marketed with 
a particular brand. it makes very easy for the enterprise to advertise its 
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product because the enterprise can use the name of the brand in its adver
tisement message. 

2) Easy to identify the products: The products can be identified very easily 
by the use of brand The producers can advertise their products with their 
brand and consumers can identify such products easily. 

3) To get mare price: When consumers like a brand and they start to use the 
product of that brand, they do not mind the little increase in the prices of 
such products. 

4) Easy to expand the product"."mix: If the brand of the producer is very 
popular in the market and the demand of such products is quite encourag
ing, the producers may decide to expand his product mix. He can add new 
product lines to his product mix or he can add new product items to his 
existing product lines. It does not create any difficulty for the producer to 
create demand for these new products because his brand has already got 
popularity armng the comumers. 

Advantages to Con omen: 

1) Easy to recognm: All the products of a producer are of the same brand, 
packing, design, color, etc. Therefore, coilSUillers can easily recognize the 
products of a particular brand of a particular producer. 

2) Availability of Quality Products: The producers, who use the particular 
~ for their products, always try to improve the quality of their products 
because theywant to increase the demand of their products. The result of 
such efforts of producers ~ that the consumen; get the best quality products. 

3) Improved packing: The packing of the products of standard brands is 
always of high quality. The name of the brand and all the relevant particulars 
about the pr duct are printed in packing itself The packing of such prod
ucts is very attractive, convenient and durable. 

4) Mental Satisfaction: The use of the products of a standard brand pro
vides mental satisfaction to the consumers that they are using the goods of 
high quality and paying reasonab e price for these products. 

Branding: 

Branding is the process of finding and fixing the means of identification. In other 
words, branding is a management process by which a product is named. Branding 
creates mental structures that helps consumers to organize their knowledge about 
products and services in a way that clarifies their decision making and, in the 
process, provides value to the firm 

Branding refers to decisions about names, including brands, brand names, brand 
marks and trademam. A brand is a name, term, design, symbol or any other feature 
that identifies one seller's good or service as distinct from those of other sellers. A 
brand may identify one item, a fiunily of it~ or all items of the seller. If used for 
the firm as a whole, the preferred llllllle is trade name. A brand name is the part 
of a brand that can be verbalized; it includes letters, words and numbers. A brand 
name is sometimes an identity, simplifies shopping and connotes quality to consum
ers. 



The brand mark is a symboi design or other element of a brand that cannot be 
spoken. 

Branding is the business process of managing your trademark portfo lio so as to 
maximize the value of the experience associated with it, to the benefit of your key 
stakeholders, especially current and prospective: 

a) Employees b) Customers c) Stock/shareholders 

d) Suppliers e) Intermediaries 

Brand Equity: Brand equity is the added value endowed on product and services. 
It may be reflected in the way that consumers think, feel and act with respect to the 
brand, as well as in the prices, market share, and profitability the brand commands 
for the firm. 

It is the value of a brand, based on the extent to which it has high brand loyalty, 
name awaren~, perceived quality, strong brand associations, and other assets such 
as patents, tiademarks, and channel relationships. Powerful brand names command 
strong conswner preference and are powerful assets. Perhaps the most distinctive 
skill of professional marketers is their ability to create, maintain, protect, and en
hance brands. Measuring the actual equity of a brand name · difficult. However, the 
advantages of having it include: 

• High consumer awareness and loyalty. 

• Easier to launch brand extensions because of high brand credibility. 

• A good defense against fierce price competition. 

• It is believed to be the company's most enduring asset. Customer 
equity tends to aid 
marketing planning in asswing loyal customer lifetime value. 

Developing a Branding Strategy: 

A firm's brand strategy reflects the number and nature of both common and distinc
tive brand elements it applie the products it sells. Deciding how to brand new 
products is especially critical Management should make some more fundamental 
poli_cy or strategic decisions pertaining to branding. 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 ofits existing brand elements. 

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

When a firm uses an established brand to introduce a new product, the product is 
called a brand extension. When marketer combine a new brand with an existing 
brand, the brand extension can also be called a subbrand, like Amu.l Masti Dahl, 
Maruti swift automobile etc. 

Branding Strategy Decisions: 

The first branding strategy decision is whether to develop a brand name for a 
product. Today, branding is such a strong force that hardly anything goes un-
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branded. Assuming a firm decides to brand its products or services, it must then 
choose which brand names to use. Four general strategies are often ed: 

• Individual nam : Amajor advantages ofan individual-name strategy is that the 
company does not tie its reputation to the products. If the product fails or 
appears to have low quality, the company's name and .image is not hurt for this 
milure. For Example: Procter & Gamble (India) has several individual brands in 
different product categories like Vicks (healthcare), Ariel and Tide (filbric care), 
Pantene, Head & Shoulders, Rejoice (hair care), Pampers (baby care) etc. 

• Blanket family names: This policy is fo llowed by Tata. The blanket fiunily 
name of the company is UBed in diverse products categories such as salt, tea, 
automobiles etc. Development costs are lower with blanket names because there 
is no need to nm ''name" research or spend heavily on advertising to create 
recognition. Sates of the new products are likely to be very strong if the 
manumcturer' name is good 

• Separate family names for all products: The Aditya B.irla Group in India 
follows this policy to great extent. It uses separate family names for its various 
products like Hindalro fur ahuninium, Ultra tech for CenED.t, Grasim and Gravitn 
for suiting etc. If a company produces quite different products like these, one 
blanket name is often not desirable. 

• Corporate name combined with individual mducts name: Kellogg com
bines corporate and individual names in Kellogg's Krispies, Kellogg's Raisin 
Bran, and ~ llogg's Com Flakes as do Honda and Sony for their products. The 
company name Jegirimiz.es, and the iodividua1 name individualizes, the new prod
uct. 

Individual names and blanket mmily names are som:times referred to as a "house 
of brands" and a "branded house", respectively, and they represent two ends of 
a brand relationship cnntimnnn Separate fiunily naroo comes in between the two, 
and corporate-plus-individual names combine them. 

The two key components of virtually any branding strategy are brand extension 
and brand portfolios. 

Brand eitensions: 

Many fimrs have decided to leverage their most valuable ~ by introducing a host 
of new products under their strongest brand names. In the 1990s, 81 % of new 
producm used brand extemion to imroduce new brands and to create sales. LmD:hing 
a new product is not only time consuming but also needs a big budget to create 
awareness and to promote a product's benefits. Brand Extension is the use of an 
established brand name in new product categories. This new categocy to which the 
brand is extended can be related or unrelated to the existing product categories. A 
renowned/successful brand helps an organiz.ation to launch products in new cat go
ries more easily. For instance, Nike's brand core product is shoes. But it is now 
extended to sunglasses, soccer balls, basketballs, and golf equipments. An existing 
brand that gives rise to a brand extension is referred to as' arent brand". Brand 
extension is one of th new product development strategies which can reduce 



financial risk by using the parent brand name to enhance consumers' perception due 
to the core brand equity. 

While there can be significant benefits in brand extension strategic , there can also 
be significant risks, resulting in a diluted or severely damaged brand image. Poor 
choices fur brand extension may dilute and deteriorate the core brand and damage 
the brand equity. In some cases, the failures of brand extension are at higher rate 
than the successes. 

Advantages of Brand Extension 

Brand Extemion has following advantages: 

l . It makes cceptance of new product easy. 

a It increases brand image. 

b. The risk perceived by the customers reduces. 

c. The po8.ffllility of gaining distnbution and trial increases. An estab
lished brand name increases consumer interest and willingness to try 
new product having the established brand name. 

d. The efficiency of promotional expenditure increases. Advertising, 
selling and promotional costs are reduced. There are economies of 
scale as advertising for core brand and its extemion reinfurces each 
other. 

e. Cost of developing new brand is saved. 

f Consumers can now seek for a variety. 

g. There are packaging and labelling efficiencies. 

h. The expense of introductory and follow up marketing programs is 
reduced. 

2. There are feedback benefits to the parent brand and the organization. 

a The image of parent brand is enhanced. 

b. It revives the brand. 

c. It allows subsequent extension. 

d. Brand meaning is clarified 

e. It increases market coverage as it brings new customers into brand 
fumchise. 

f Customers ~ ciate originaVcore brand to new product, hence they 
also have quality associations. 

Disadvantages of Brand Extension 

l . Brand exteomon in unrelated markets may lead to loss of reliability if a brand 
name is extended too far. An organization must research the product cat
egories in which the established brand name will work. 
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2. There is a risk that the new product may generate implications that damage 
the image of the core/original brand. 

3. There are chances of awareness and trial because the management may 
not provide enough investment for the introduction of new product assuming 
that the spin-off effects from the original brand name will compensate. 

4. If the brand extensions have no advantage over competitive brands in the 
new category, then it will filiL 

Brand Portfolios: 

All brands have boundaries - a brand can only be stretched so fur, and all the 
segments the firm would like to target may not view the same brand equally favor
ably. Marketers often need multiple brands in order to pursue these multiple seg
ments. Some other r~ns for introducing multiple brands in a category include: 

a) Increasing shelf presence and retailer dependence in the store. 

b) Attracting consumers seeking variety who may otherwise have switched to 
another brand. 

c) Increasing internal competition within the fum. 

d) Yielding economies of scale in advertising, sales, merchandising, and physi-
cal distribution. 

The brand portfolio is the set of all brands and brand lines a particular firm offers 
for sale in a particular category or market segment. The basic principle in designing 
a brand portfolio is to maximize matt.et coverage, so that no potential customer are 
being ignored, but to mioi:mfae brand overlap, so brands are not competing for 
customer approval Each brand should be clearly differentiated and appealing to a 
sizable enough marketing segment to justify its marketing and production costs. 

Marketers carefully monitor brand portfolios over time to identify weak brands and 
kill unprofitable ones. Brand lines with poorly diflerentiated brands are likely to be 
characterized by much cannibalization and require pruning. Investors can choose 
among thousams of mutual funds. Students can choose among mmdreds ofbusiness 
schools. For the seller, this spells hwer competition. For the buyer, it may mean too 
much choice. 

Reasons for Branding: 

Branding helps consumers identify the specific products they like or dislike so that 
they can purchase the products that satisfy their needs. Branding also helps consum
ers evaluate the quality of products, especially when they cannot judge a product 's 
characteristics. In addition, a brand that symbolizes status can provide a psychologi
cal reward to cons 

Branding also benefits sellers because brands identify their products, which encour
ages repeat purchases by consumers. When consumers become loyal to a specific 
brand, the producers share of that product market achi ves a certain level of 
stability. Moreover, brands that have some-degree of customer loyalty can com
mand premium prices. 



Branding can facilitate the introduction of a new product that carries the name of 
an organization's existing products because buyers are already fiuniliar with the 
firm's existing brands. Finally, branding expedites promotional efforts because the 
promotion of each branded product indirectly prom>tes all other products with a 
similar brand name. 

Selecting an Effective Brand: Because the brand effects, customers' perceptions 
of and attitudes towards a product and sometimes towards the firm, it ultimately 
affects purchase decisions. Consequently. selection of an appIOpriate brand is a 
critical decision for organizations. 

In selecting a brand name, marketers should consider a number of issues. A brand 
name should be easy for consumers to say, spell and remember. This includes 
foreign customers if the product is to le marketed in other countries. A short, one
syllable name such as Ponds, is easy to say, spell and recall. The brand naire should 
aJso suggest a product's uses and special characteristics in a positive way. A perfume's 
name, for example, might suggest fragrance and magnetism. 

An effective brand must be compatible with other products in the line. The manu
facturer of kitchen aid appliances for examp e, might have some doubts about 
putting the kitchen aid name on a household drill or vacuum cleaner. Finally, a brand 
should be designed to that it can be used and recognized in newspapers magazines 
and billboards and a television and radio. 

A brand name should also convey the derived product image. For instance, 'A-1 
Steak Sauce' suggests a high quality product. Sporting goods made by 'Everlast' 
have an image of trength and durability. On the other hand, bank named 'Fifth 
Bank' may convey an image cf an unsuccessful bank or a bank that is oot the leader. 

Categories of Brand: Brands fall into three categories, marnrfactmer, private dis
tnbutor and generic brands. A manufacturer brand is developed and owned by its 
producer, who is usually involved with distnbution, promotion and to some extent 
pricing decisions for the brand IBM, Sony, Tata, Bajaj etc. are manumctW'er brands. 
Manufucturer brands make it possible for CODSl.lIDerS to identify products with their 
manufacturers at the point of purchase. 

A Private Distributor Brand is developed and owned by re-seller, such as whole
saler or retailer. The marnrfdcturer of a private brand is not xlentified on the product. 
Re-sellers employ private distnbutor brands to develop mom efficient promotion, 
generate higher gross margins and improve store image. 

A Generic Brand does not list the manufacturer or any other distinguishing infor
mation on its label; only the product type (such as peanut butter, tomato sauce, 
cigarettes papertowel) is identified Because generic brands ar rarely advertised, 
many grocery stores sell them at lower prices than they sell comparable branded 
ite~. Much of tbe growth in generic grocery brand sales has been at the expeme 
of private distnbutor brands. 

PACKAGING: 

Packaging involves all the activities of designing and producing the container for a 
product. Well-designed packages can build brand equity and drives sales. The 
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package is the buyer's first encounter with the product and is capable of turning the 
buyer on or ff. Packaging also affects consumer's later product experiences. 
Packaging is often the key element in assisting mainly consumer goods companies 
to achieve a comparative advantage. The critical decisio:m that must be made on th 
package are concerned with the functions the product pack will perfurm. as well as 
with the mix of packaging components best able to perfonnin different degrees, the 
particular functions of the packaging. 

Packaging means wrapping of goods before they are transported or stor d or 
delivered to a consumer. On the other hand, packaging is the sub--division of a 
packing fimction of madreting. "Packaging" has been defined as "an activity which 
is concerned with protection, economy, convenience, and promotional consider
ati>n". 

According to William J. Stanton, ''Packaging may be defined as a general group 
of activities in product planning which involves designing and producing the con
tainer OI a wrapper for a product". 

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 tramportation and protection. 

4. Assist at-home storage. 

5. Aid product conswq,tion. 

Reason for Growth of Packaging: 

1. Self-service: An increasing number of products are sold on self-service 
basis. In an average super market, which stocks 15,000 items, the 
typical shopper passes by some 300 itcrm per minute. Given that 50% 
to 70% of all purchases are made in the store the effective package 
must perform many of the sales tasks: attract attention, descnl>e the 
product's features, create consumer confidence, make a favorable 
overall impression. 

2. Consumer affluence: Rising consumer affluence means consumers are 
willing to pay a little imre fur the convenience, appearance dependabil
ity. and prestige ofbetter packages. 

3. Company and brand image: Packages contribute to instant recogni
tion of the company or brand. In the store, pac.kag for the brand can 
create a visible billboard effect, such as Garnier Fructis and their bright 
green packaging :in the hair care aisle. 

4. Innovation Opportunity: Innovation packaging can bring large ben
efits to consumer and profits to producer. Calcium Sandoz bottles, 
targeted at children and women, have been designed to make them 
attractive to the target customers. 



Functions of Packaging: 

1. Product Protection: Package protects t product. Package prevents 
breakage, contamination, pilferage, chemical change, .insect attack, etc. 

2. Product Containant: Package meam using just the space in which the 
product will be contained. 

3. Product Attractiveness: Attractiveness is a major consideration in 
modem packaging because the psychological feeling is that a good 
package contains good quality product in it. Therefore the size, shape 
of the package, its color, printed matter on it etc nmst make the pack
age attractive. 

4. Product Identification: Packages differentiate similar products. Pack
aging and labeling are inseparable and are closely re1ated to branding. 

S. Product Convenience: The purpose of packaging is not merely con
fined to coma.mer service. The design and s~ of the package nmst be 
in accordance with the contents, i.e., product; it nmst be convenient to 
the ultimate customers. Package which can be easily handled. opened, 
moved, etc., is appreciably favored by customers. 

Advantages of Packaging: 

Advantages of Packaging may be divided into three parts: 

1) Advantage to Manufactoren: Advantages of packaging available to 
mannfacturer are as under: 

a) To keep the product safe; 

b) To minimiu the po ibilities of adulteration; 

c) To mcilitate storage; 

d) To mcilitate dimlbution; 

e) Helpful in advertising and sales promotion; 

f) To increase the demand: 

w To increase the profits; 

h) To increase the go dwill of the enterprise. 

2) Advantage to Middlemen: Middlemen get .following advantages of pack
agng: 

a) Helpful in storage; 

b) Helpful iD baxvfling; 

c) Helpful in presenting the product before the consumm; 

3) Advantages to Consumen: Packaging offers following advantages to 
COilSUDlel'S: 

a) Mioimmn po~ibility of adulteration; 

b) He]ptw in providing necessary information about the product 

c) He]pful in providing necessary information about the producer; 
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d) Helpful in providing necessary instruction for the use of the product. 

Decisions for Packaging: 

The packaging components fur which managen:ait must take a decision are the 
folk>wiag: 

1. packaging materials, 

2. package size, 

3. package shape, 

4. package color, texture and graphic art, and 

5. other packaging components such as 'ease of opening', 'ease of use', 're-
usability', and so on which aTe incorporated into the package design. 

One of the most .important decisions..pertaining to packaging components is the 
package-size decision, which is ultimately tied up with the product-line decisions. 
Changes in the size of the package may create an illusion of a new product. 
Companies tend to add to their lines either 'king' or 'giant economy' package sizes 
or 'small' pack.age sizes. The packaging size decision evolves from appraisals of 
several factors, but the most important are the consuming unit and the rate of 
consumption So it is important decide the package-siz.elconsumption-rate relation
ship that are a major base for market segmentation. For instance, companies tend 
to segment markets on the basis of heavy, moderate and light user characteristics, 
and to develop package sizes accordingly. Similarly, the shape of the package can 
be used for segmentation purposes. Generally, packaging can be a powerful com
petitive tool as well as a major component of a marketing strategy. A better box or 
wrapper, a secondary use package, a unique closme or a roore convenient container 
size, may give a company a competitive advantage. The companies can take advan
tage of an innovative packaging to gain a differential advantage over competitors. 

PRODUCT SERVICES: 

Finally, one more intangible characteristic through which a company may achieve a 
comparative advan e is product services. Product services tend to expand a 
product's utility and the buyers associate them with the physical product when 
considering alternative offers. For many industrial products service policies are 
indispensable; for some comumer products, they are important elements in market
ing programs. However, companies do, and can, offer an ahnost infinite range of 
services. However, the product connected services are rather limited and can be 

1assi1ied, using the type of value they add to the product as a basis for cJassifica
tion, into: 

• product performance enhancing services; 

• product life prolonging services and 

• product risk reducing eivices 

The product perfurmmce enhancing services are more important fur industrial goods 
and include imtallation. application engineering and the training of operators. The 
product life prolonging services are equally important fuI both COilSllm!I' and indus-



trial products and intend to keep the product operating satisfactorily for a long 
period of time, and therefore, increase the customer's satismction These services 
are primarily concerned with maintenance and repair. The product risk reducing 
services intend to reduce the risk associated with the uncertainty about a product 
and include product warranties. A warranty whether expre sed or implied repre
sents a seller's obligation for certain services such as free repair, full and partial 
refund of the purchase price, or rep1acement of the product. However, since every 
type of service is associated with different cost structures and customer perception, 
a company should combine services into a total 'service offering' in such a way as · 

1 

to minimize cost on th one hand and maximize favorable customer responses on 
the other. Tm, ~ that each time a company changes its product service policies, 1 

such change (product decision) should lead towards an 'optimum' product service 
offering. This, of course, presupposes that the company knows very well the ser
vices that customers value most and their relative importance. 

PRODUCT DECISIONS FOR SERVICES: 

The types of product decisions, which were descnbed in the previous sections, 
require certain acljust:mms fur service companies. In particular, while the decisions 
fur the products to be offered at the product mix and the product line levels remain 
the same, there are significant differences as to the decisions fur tm tangible/physical 
and intangible/augmented product of the service providers (for JQmJPle, packaging 
or style have no meaning). 

Decisions about the tangi"ble/physical service: 

Given the intangible natme of services, the decisions regarding the tangible/physical 
service aim at reducing this ~ erent intangibility of services, and thus, helping cus
tomers perceive the service more easily. In general, this effort is assigned to mar
keters and it is considered so critical that it is rec gnized as the fifth p of the 
marketing mix (namely, physical evidence), along with product, price, place and 
promotion. Physical evidence includes the following elements: 

• Facility exterior (for example, car park, signing); 

• Facility interior (for example, lighting; temperature, interior design); 

• Tangibles (for example, brochures, business documents personnel uniforms). 

The pertinent decisions a service company has to make include: 

1. How tangible should the service be? 

2. What elements should they be used. to make a service more tangible? .. 

Types of product decisions for service companies: 

According to SERVQUALmodei five broad dimensions of service quality are as 
fi>Dows: 

• Tangibles (fur example, modem-looking equipment, visually appealing); 

• Reliability (for example, showing a sincere interest in solving customers' prob
lems); 
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• Responsiveness (for example, willingness to he)p customers); 

• Assurance (for ex.ample, knowledge to answer customer questions); 

• Empathy (for example to give customers individual attention). 

The SERVQUAL model is based on the CODl)arison of customers' perceptions of 
a service and their respective expectations. 

According to INDSERV model, service quality comprises four underlying dimen
sions, namely: 

• Potential quality (for example, offers full service, has required facilities); 

• Hard process quality (for example, keeps time schedules, honors, looks at de
tails); 

• Soft process quality accepted enthusiastically (for example, listening to our prob
leim, open to suggestions/ideas, argue if necessary); 

• Output quality (for example, reaches objectives, contnbutes to our sales/image). 

Potential quality relates to the search attnbutes that customers use in order to 
evaluate the provider's ability to perform the service before the relation bas actually 
begun. Hard quality pertains to what is being performed during the service pro
cess, while soft quality pertains to how the service is perfomm during the service 
process. Output quality refers to the client's evaluation of the end-resuhs of the 
hard and soft parametera. 

AD in all, service companies must make the following decisions in relation to service 
quality: 

l. Which service quality dimensions should the company focus on? 

2. How often and under which conditions should the company change the quality 
of its services? 

3. How much emphasis should the company give to service quality during sales 
protmtion? 

Decisions about the intangible/augmented senice 

Decisions about the intangible/augmented service refer to the core service/delivery 
process, the supplementary services/delivery process and branding. The core ser
vice refers to the basic functiona] characteristics or to put it differently, to the core 
benefit delivered to the customer (fur example, transportation, and car repair). Due 
to its inherent intangibility, a service can be viewed as an 'experience' that the 
customer lives through a specific delivery process. Designing the appropriate deliv
ery process is an essential decision, which includes how and when the service is 
going to be offered, as wen as the degree finvolvement and interaction of:frontline 
personnel and customers. For designing a service delivery process better, a 'service 
blueprint' is used, which represents graphically the whole delivery s~ em. In total, 
a service company must decide: 

1. Which are the basic functional characteristics of its services? 



2. Which fimctional characteristics must be empbasi7.ed? 

3. How differentiated should these characteristics be ftom competition? 

4. Which processes should be designed for delivering its services? 

CASE STUDY OF BRANDING: 
The case descnoos: -

D Brand management strategies f the German bnmded goods major Beiersdorf 
for its Nivea range of products. 

□ Nivea' journey :from bein a one-product brand to a range encompassing 
fourteen product categories. 

□ The strat gies taken by the company to ensure that brand dihrtion did not 
hamper the umbrella branding initiatives for Nivea. 

Company Overview 

□ ivea · a brand of Beiersdorf a German based company owing various 
other cosmetics brand. 

□ Company presents over 14 product categories. 

□ These product categories serve many people of 150 countries. 

□ Nivea began its operations in the year 1911. 

□ Mr. Oscar Troplowitz was the owner of this company and also he was the 
person who named it Nivea. 

□ Nivea comes ftom the Latin word niveus/nivea/niveum i.e. Snow-white. 

Market S are: The brand had a 15% market share in the global skin care 
products market in 1990. 

Core values of Nive : 

□ They were not ming animal firts in their product. Their product is made off 
natural ingredients. 

□ Nivea has a strong brand personality which is emotionally involving, based 
on childhood, trust and lov . 

□ Nivea products meet consumer needs. 

□ Ni ea is the mass market brand which offers the largest skincare assort
lIGII:. 

□ Nivea always concern of keeping its brand young, attractive, energetic and 
sympathetic. 

□ The Nivea brand has always been closely linked with consumer. 

□ Ntvea is truly global product, 

Brand Enensio Framework 

its product are sam: everywhere. 

□ To maintain the brand extension framework, ivea made sure that product 
extension that they are o:frering to the coDSWIE" is really adding value or not. 

□ They were offering their consmner an innovative product, so that conswner 
can try their product. 
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□ To differentiate their product from competitors, Nivea adopted strategy of 
product variants, so that they can tap every consumer from the all comer 
of the world 

Market Strategy 

□ The target segment of Nivea was primarily w~ from the upper strata of 
society. 

□ Mass-marketing. 

□ Take the help of advertising for the brand recognition. 

□ Expanding the brand globally. 

Reasons to expand the brand: 

The main reasons to expand the brand to different product categories are as follows: . 

• Beiersdorf wanted to go globally with Nivea brand, so they extended 
their product categories. 

• Geograph:i:al condition of various countries a1so motivated Beiersdorf to 
extend the brand Nivea. 

• Beiersdorf wanted to increase the brand equity ofNivea brand, that's 
why they adopted the strategy of product category extension. 

• As the competiti n increased in skin care market it was necessary for 
Nivea to extend it brand to be a-step-ahead of the competition. 

• To tap all age group of COJlSUIMf both male and female, it was essential 
for Nivea to extend its brand. 

Brand Extension is of the new product development strategies, which can reduce 
:financial mk by using the parent brand name, so ivea decided to extend it product 
categories to tap new set of co~ rs. 

Umbrella Branding 

• An umbrella brand is a brand that covers diverse kinds f products which 
are more or less reJated. 

• It applies also to any company that is identified only by its brand and history. 

• An umbrella is a place brand used by a locality to attract the attention of 
different kinds of audiences, e.g. incoming tourists, investors, or students. 

Pros of using Umb branding 

• The same brand supports several produc in different market. 



\ 

• The main advantage of using umbrella branding strategy is the capitaliz.ation 
on one single name. 

• The umbrella branding strategy also helps new product to penetrate in the 
market. 

• Umbrella branding strategy also helps in brand awareness and brand recall. 

• An umbrella brand strategy allows the core brand to be nurtured by asso
ciation with products with which it was not previously associated. 

• An umbrella brand strategy also helps companies to reduce promotional and 
advertisement cost 

Cons of using umbrella Branding Strategy 

• If the brand is not managed well, there is a threat for its associate brands. 

• If the core brand is not stronger than its extension, it may destroy the brand 
image. 

• Sometimes the brand communication strategy of core brand affects the 
extension brand, the message that the core brand is communicating is not 
clear. 

Q. Why did Beiersdorf decide to extend the brand to different product categories? 
In the light ofBeiersdrof's brand extension ofNivea, critically comment on the pros 
and cons of adopting an umbrella branding strategy? 

Q. What are the core values of the Nivea brand? What type of brand extension 
framework did Beiersdorf develop to ensure that these core values did not get 
diluted? 

SUMMARY 

• A product is anything that can be offered to a market for attention, acqui
sition, use, or 
consumption and that might satisfy a want or need. Product is anything that 
can be offered by a market that may satisfy the wants of the consumer. 

• Product is a combination of physical attnbutes like, size or shape; and 
subjective attnbutes like, image or quality. 

• The product decision can be defined as every conscious decision made by 
a company for a product. 

• A product-mix is the set of all product lines and itetm that a particuJar seller 
offers to bllJer for sale. 

• Product item refers to a specific product of certain specifications and may 
be distinguished from other products or brands. 

• Branding creates mental structures that helps conswners to organi7.e their 
knowledge about products and services in a way that clarifies their decision 
making and, in the process, provides value to the firm. 

• Brand equity is the added value endowed on product and services. It may 
be reflected in the way that consumers think, feel and act with respect to 
the brand, as well as in the prices, market share, and profitability the brand 
commands for the firm 
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• Brand Extension is the use of an established brand name in new product 
categories. This new category to which the brand is extended can be related 
or unrelated to the existing product ategories. 

• Brand extension is one of the new product development strategies which 
can reduce financial risk by using the parent brand name to enhance 
consumers' perception due to the core brand equity. 

• The brand porttblio is the set of all brands and brand lines a particular firm 
offers for sale in a particular category or market segment. 

• Packaging has been defined as "an activity which is concerned with protec
tion, economy, convenience, and promotional consideration". 

• Product services tend to expand a product's utility and the buyers associate 
them with the physic.al product when considering alternative offers. 

ANSWERS TO 'CHECK YOUR PROGRES ' 
l. A product is a bundle of physical services and S)fflbolic particulars expected 

to yield satismctions or benefits to the buyer. 

2. A product-mix is the set of all product · and iteim that a particular seller 
offers to buyer for sale. 

3. Branding is a process of firxting and fixing the meam of identification. Brmling 
is a management process by which a product is named 

4. Packaging involves all the activities of designing and producing the container 
for a product. 

TEST YOURSELF 
1) What do you mean by Product Decision? 

2) Briefly discus various types of Product Decision. 

3) Explain the concept of Branding. 

4) Describe strategie of Branding Decisions. 

5) What is Brand Extension? 

6) Explain Brand Portfolios. 
7) What do you mean by Packaging? 

8) 

9) 

Discuss various reasons fur the growth of Packaging. 
\ 

Explain various functions of Packaging. 

10) What do you mean by Product Services? Explain product decisions for 

services. 

FURTHER READING 
• Kotler & Armstrong, Principles of Marketing Management 

• Kotle~ Keller; Marketing Management, Pearson Education 
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Chap-ier Includes : 

• PRODUCT LIFE CYCLE 
• LIMITATIONS OF THE PRODUCT LIFE CYct.E THEORY 
• UTILITY OF PRODUCT LIFE CYCLE 
• ASSUMPTIONS OF PRODUCT LIFE CYCLE 
• NEW PRODUCT DEVELOPMENT 
• NEW PRODUCT FAILURE 
• TYPES OF MARKET TESTING 
• ORGANIZING NEW PRODUCT DEVELOPMENT 
• PRODUCT LIFE CYCLE 
• IDEA GENERATION: 
• CONCEPT TESTING AND DEVLOPMENT 
• TOTAL SALES ESTIMATION 
• COMMERCIALIZATION 
• INNOVATIVE MARKETING 

Leaming Objective : 

After going through th.is chapter, you should be able to: 

■ Explain Produa Life Cycle. 

■ Discuss New Produce Development. 

■ Analyze New Produa Failure. 

■ Understand cbe process of New Product Devdopment. 
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PRODUCT LIFE CYCLE 

The theory of a product lif1 cycle was first introduced in the l 950s to explain the 
expected ·life cycle of a typical product. Like human beings. products also have their 
own life-cy le. From birth to death human beings pass through various stages e.g. 
birth, growth, maturity, decline and death. The product life cycle also goes through 
multiple phases, involves many professional disciplines, and requires many skills, 
tools and processes. A produet life begins with its introduction, and then goes 
through a period, during which it grows rapidly, then it reaches at maturity, then 
decline and finally its life comes to end 

The stages through which individual products develop over time are commonly 
known as-the "Product Life Cycle". 

The product life cycle bas four stages (illustrated in the diagram below): introduction; 
growth; maturity and decline-

Introduction Growth Maturity Decline 

Sales Stage Stage Stage Stage 

and Profit 

Total 

t Market 

Sales 

0 

TIME 

Product Life Cycle 

According to Philip Kotler, ''The product life cycle is an attempt to recognize 
distinct stage in the sales history of the product." 

According to Arch Patton, "The life-cycle of a product has many points of simi
larity with the human life cycle; the product is born., grows lustily, attains dynamic 
maturity then enters its declining year." 

A company's positioning and differentiation strategy must change as the product, 
market, and competitors change over the product life cycle (PLC). To say that a 
product has a life cycle is to assert four things: 

1. Products have a limited life. 

2. Product sales ~ through distinct stages, each posing different challenges, 
opportunitie , and problems to the seller. 

3. Profits rise and fall at different stages of the product life cycle. 

4. Products require different marlc:eting, financial, manumcturing, and purchamng 
strategies in each life-cycle stage. 



Strategies in different stages of the Product Life Cycle: 

Introduction Phase 

This is the phase where a product is conceptualiud and first brought to the marlret. 
When the product is in~ sales will be low because customers are unaware 
about the product and its benefits. Some firms may announce their product before 
its introduction, but such announcements also alert the competitors. Advertising cost 
is very high during this stage in order to increase the customer's awareness of the 
product. During the introduction stage, the major objective of the concern is to 
establish a market and build primary demands for the product The goal of any new 
product introduction is to meet consumer's needs with a quality product at the 
lowest possible cost in order to return the highest level of profit The introduction 
of a new product can be broken down into five distinct parts: 

• Idea validatioll- A company, finds that areas where needs are not being 
met by current products, and tries to think of new products that could meet 
that-need The company's marl.ceting department is responsible for identify
ing market opportunities and defining who will buy the product, what the 
primary benefits of the product will be, and how the product will be used. 

• Conceptual design occurs .when an idea has been approved and begins to 
take shape. The company has to study about the available materials, tech
nology, and manufacturing capability for the creation of a new product. 
Once that is done, more thorough specifications are developed, including 
price and style. Marlreting is responsible for minimum and maximum sales 
estimates, competition review, and market share estimates. 

• Specification and design is when the product is nearing release. Final 
design questions are answered and final product specs are determined so 
that a prototype can be created. 

• Prototype and testing occurs when the first version of a product is created 
and tested by engineers and by customers. The marketing department is 
extremely important at this point It is responsible for developing packaging 
for the product, conducting the consumer tests through focus groups and 
other feedback methods, and tracking customer responses to the product 

• Manufacturing ramp-up is the final stage of new product introductio . 
This is also known as commercialization. When the product completes its 
production and ready to release in the market, final checks are made on 
product reliability and variability. 

In the introduction phase, sales may be slow as the company builds awareness of 
its product among potemial customers. At this stage, marketing budget plays significant 
role for advertisement The type of advertising depends on the product. If the 
product is intended to reach a mass audience, than an advertising campaign built 
around one theme may be in order. If a product is specialized, or if a company's 
resources are limited, than smaller advertising campaigns can be used. As a product 

ProduclLife Cycle And 
NewProduct 
Development 

NOTES 

Sdf../Mtracd411tll MlltnW 

97 



Marketing Management 

NOTES 

Sdfl'""11ctuHMI M.tmlll 

91 

matures, the advertising budget associated with it will most likely shrink since 
audiences are already aware of the product. 

Author Philip Kotter has found that marketing departments can choose from four 
strategies at this stage. These are as follows: 

L Rapid skimming strategy: The rapid refers to the speed with which the 
· company recovers its development costs on the product and the strategy 
calls for the new product t.o be launched at a high price and hlgb promotion 
level. High prices mean high initial profits (provided the product is purchased 
at acceptable levels of course , and high promotion means high market 
recognition. This works best when the new product is unknown in the 
market place. 

ii. Slow Skimming Strategy: Slow skimming strategy entails releasing the 
product at high price but with low promoti n level. Again, the high price is 
designed to recover costs quickly, while the low promotion level keeps new 
costs down. This works best in a market that is made up of few major 
players or products. The small market means everyone already knows about 
the product when it is rel~ed. 

iiL Rapid penetration strategy: The other two strategies involve low prices. 
The first is known as rapid penetration and involves low price combined 
with high promotion. This works best in large marlrets where competition is 
strong and consumers are price-conscious. 

iv. Slow penetration strategy: The second is called slow penetration, and 
involves low price and low promotion. The low price enables the company 
to penetrate the market whereas the low promotional costs enable the 
company to have better profitability. 

Growth Phase 

After completing the introduction phase, product enters the growth phase. The 
growth phase is a period of rapid re enue growth. The sales increase as more 
customers become aware of the product and its benefits. Once the product has 
been proven a success and customers begin asking for it, sales will increase further 
as more retailers become interested in carrying it. The marlreting team may expand 
the distnbution at this point When competitors enter in the ~ often during the 
later part of the growth stage, there may be price competition and/or increased 
promotional costs in order to convince consumers that the firm's product is better 
than the competitor's product · 

The growth phase occurs when a product has survived its introduction and it's · 
beginning to be noticed in the marketplace. This is the boom time for any product 
Competition grows as awareness of the product builds. Minor changes are made 
as more feedback is gathered or as new markets are targeted. The goal for any 
company is to stay in this phase as long as possible. It is possible that the product 
will not succeed at this stage and move immediately past decline and straight to 



cancellation. Marketing department needs to evaluate just what costs the company 
·can bear and what the product's chances for survival are. Iftbe product is doing 
we}L then the marketing department bas other responsibilities. The goal of marketing 
department is to build brand loyalty for attaining more buyers and retaining past 
buyers. Sales, discounts, and advertising all play an important role in that process. 

During tbe growth stage, the goal is to gain consumer preference and increase sales. 
The marketing mix may be modified as follows: 

• Add new product features and packaging options; 

• Improvement of the product quality. 

• Maintained at a high price level if demand is high, or reduced to capture 
additional customers. 

• Distnbution becomes more intensive. Trade disoot.mts are minimal if resellers 
show a strong interest in the product. 

• Increase the promotional activities to build brand preference. 

Maturity Phase 

Most products that survive the earlier stages tend to spend longest in this phase. 
Sales grow at a decreasing rate and then stabilize. Producers try to differentiate its 
products to the other products that are offered in the market Price wars and intense 
competition occur at this point At this stage the marlcet reaches saturation. Produc
ers begin to leave the market due to poor margins. Promotion becomes more 
widespread and uses a greater variety of media. At the maturity stage, growth in 
sales has started to slow and approaching the point where the inevitable decline will 
begin Defending the marlret share becomes the chief concem, as marketing depart
ments have to spend more and more on promotion to persuade the customers to 
buy the product Additionally, more competitors have stepped forward to challenge 
the product at this stage some of which may offer a higher quality version of the 
product at a lower price. This can create price wars. Lower prices mean lower 
profits, which will cause some companies to drop out of the market The money 
earned from the mature products should then be used in research and development 
to come up with new product ideas to replace the maturing products. From mar
keting point of view, experts wgue that the right promotion can make more impact 
at this stage than at any other. One popular theory postulates that there are two 
primary marketing strategies to utilize at this stago----0ffensive and defensive. Offen
sive strategy means looking beyond current markets and attempting to gain brand 
oew buyers. Relaunching the product is one option. Other offensive tactics include 
changing the price of a product ( either higher or lower) to appeal to an entirely new 
audience or finding new applications for a product Defensive strategies consist of 
special sales, promotions, cosmetic product changes, and other means of boring up 
market share. It can also mean quite literally defending the quality and integrity of 
your product versus your competition. 
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Decline phase 

This is th last and most crucial stage in the product life cycle. At this point there 
is a downturn in the market, this may due to more innovative products are intro
duced or consumer tastes have changed. There · intense price-cutting and many 
more products are withdrawn from the market. At this stage, revenues will drop to 
the point where it is no longer economically feasible to continue making the product 
Investment is minimized. The product can simply be discontinued, or it can be sold 
to another company. Under this scenario, the product is discontinued and stock is 
allowed to dwindl to zero, but the company sells the rights to supporting the 
product to another company, which then becomes responsible for servicing and 
maintaining the product 

Limitations of the Product Life Cycle Theory: 

The term ''life cycle" implies a well-defined life cycle as observed in living organisms, 
but products do not have such a predictable life and the specific life cycle curves 
followed by different products vary substantially. Consequently, the life cycle con
cept is not well-suited for the forecasting of product sales. Furthermore, critics have . 
argued that the product life cycle may become self-fidfilling. Nonethel~, the prod
uct life cycle concept helps marketing managers to plan alte!113te marketing strat
egies to address the challenges that their products are likely to face. It also useful 
for monitoring sales results over time and comparing them to those of products 
having a similar life cycle. A new product progresses through a sequence of stages 
from introduction to growth, maturity, and decline. This sequence is known as the 
product life cycle and is associated with changes in the marketing situation, thus 
impacting the marketing strategy and the marketing mix. 

While the product life cycle theory is widely accepted, it does have critics who say 
that the theory has so many exceptions and so few rules that it is meaningless. 
Amon,g the holes in the theory that these critics highlight: 

• There is no set amount of time that a product must stay in any stage; each 
product is different and moves through the stages at different times. Also, 
the four stages are not the same time period in length, which is often over
looked. 

• There is no real proof that all products must die. Some products have been 
seen to go from maturity back to a period of rapid growth due to some 
improvement or re-design. 

• This theory leads to over-emphasis on new product releases at the expense 
of mature products, but in reality the greater profits could possibly be 
derived from th mature product. 

• This theory emphasizes individual products instead of taking larger brands 
into account. 

• This theory does not adequately account for product redesign and/or rein
vention. 



Utility of Product Life Cycle: 

1. As a Forecasting Tool: The study of product life cycle is an important tool 
for sales forecasting. It helps to foretell that problems and prospects, which 
will be faced by a product in future. 

2. As a PlannJng Tool: The study of product life cycle is an important tool 
for pJamring. The study of product life cyc1e reveals the marketing strategies 
and policies of competitors. On the basis f this information, marketing 
manager of the enterprise can prepare his marketing plan. 

3. As a Control Tool: The study of product life cycle helps in controlling the 
marketing activities of an enteiprise. 

4. Development of New Products: The study of product life cycle studies 
the changes taJdng place in the needs, habits, tastes and attitude of consum
ers. Keeping in view these changes, necessary decisions may be taken for 
the improvement of existing products and development of new products. 

Assumptions of Product Life Cycle: 

I. The products have a limited life, 

II. The product sales pass through distinct stages, each having different chal
lenges, opportunities, and problems to the seller, 

m. The profits rise and fall at different stages of product life cycle, and 

IY. The products require different marketing, financial, manufiwturing, purchas
ing, and human resomce strategies in each life cycle stage. 

Summary of Product Life Cycle Characteristics, Objectives, nd Strategies 

Introduction Growth Matllrlty Decline 

Cbaracterilt:lcs 

Sales Low Sales Rapidly rising Peak sales Declining Sales 

sales 

Costs High cost per Average cost per Low per Low cost per 

customer customer customer customer 

Proftta egativc Rising profits High profi1s Declining profits 

Customer Innovator Early adopters Middle majority Laggards 

Competlton Few Growing Stabl munber Declining 

Number beginning to number 

decline 

Marketing Objectives 

Create product Maximize Maximiu profit ,Redn.ce 

awareness and market share while defending expenditure and 

trial market share milk the brand 
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StnCl!gill 

Product Offer a basic Offer product 

product extensions, 

service. warranty 

Price Charge cost plus Price to penetrate 

mmet 
Distribution Build selective Build intensive 

distribution distribution 

Advertlml Build product Build awareness 

awareness and and interest in 

early adopters the mass market 

and dealers 

Salet Promotion Use heavy sales Reduce to take 

promotion to advantage of 

attract consumers heavy consumer 

I 
demand 

NEW PRODUCT DEVELOPMENT 

Cut That Matter and Paste it in Introduce 

Divcnify brands Phase out weak 

and items models products. 

Price to match m Cut price 

best competitors 

Build more Go selective: 

intensive phase out 

distribution unprofitable 

outlets 

Stress brand Reduce to level 

diffemices and needed to retain 

benefits hard core loyals 

Increase to Reduce to 

encourage brand minimal level 

switching 

A firm's new product development efforts are shaped by its size, as well as the 
natme of the industry in which it operates. New products may be defined as any 
produc service, or idea not currently made or marketed by a company, or which 
the consumer may perceive as new. In business, product development is the term 
used to describe the complete process of bringing a new product or service in the 
market and it is an ongoing practice in which the entire organmltion is looking for 
opportunities as new products provide growth promise to organizations that allow 
them to strengthen their market position. There are two parallel paths involved in the 
new product development process: one involves the idea generation, product de
sign, and detail engineering; the other involves mmket research and marketing analy
sis. Intense global competition, short product and technology lifecycles, unpredict
able consumer buying patterns and po ible market stagnation makes new product 
development a critical activity in most businesses. Various studies suggest that be
tween 50 and 80 percent of new products fail. There are numerous reasons for 
failure of new products· faulty management and planning are at the core of most 
failures. Therefore, managing the new product development process is a key to a 
healthy orgmrizatinn. 

Today's successful finns learn and re-learn how to deal with the dynamics of con
swn~ competitors and technologies, all of which requjre companies to review and 



reconstitute the products and services they offer to the market This, in t\Dn, requires 
the development of new products and services to replace cmrent ones. The prodnct 
can satisfy the market needs and is sufficiently differentiated from competitors at 
price that will provide contnlrotion to overheads. We can no longer ignore safety 
and environmenml impact of our product. The business plan should provide guid
ance on likely areas for product development and in circwnstances will constraints 
development or at least provide a strategic method of comparing opportunities. 

BIS10RY 

The history of product innovation can be divided into three stages, beginning with 
the product-oriented or technology-pushed stage. In the post-World War Il era 
Americans were coming off wartime shortages and were in the mood to buy the 
many goods that manufacturers produced. This was a product-oriented process in 
which the market~ considered the receptacle for products that emerged from the 
finn 's research and development efforts. 

However, competition escalated and consumers became more skeptical and selec
tive about the types of products they purchased. Marketers found it increasingly 
difficult to r ly on persuasive sales techniques to move products. Retailers grew 
restl ss when these products did not move off shelves as quickly as planned. 
Companies had to know more about their target markets. What were the wants and 
needs of the people who were buying their products? How could their firm satisfy 
these wants and needs? 

The second stage was marked by the emergence of the market as the driver of 
innovation. Instead of being technology-driven, new product development evolved 
into a market-led process in which new products emerged from well-researched 
customer needs. The new product development process was placed in the hands 
of marketers who knew consumers' wants and needs. Customer demand •~ulled" 
th product through the development process. 

Modem new product development is a blending of the e two orientations into a 
"dual-drive'' approach to innovation. Companies r cognize that innovation is a 
complex process that requires sound investment in research and development, as 
well as significant marketing expertise that focuses on satisfying consumers' wants 
and needs. 

The rapid pace of change that engulfed businesses toward the end of the twentieth 
century put an even greater bmden on companies to build adaptive capabilities into 
their organizations. Global competition means there are more competitors capable 
of world-class performance. This has made competition more :intense, rigorous, and 
aggressive than ever before. Fragmenting and more sophisticated markets mean that 
consumers demand more from produ in terms of quality, differentiation, and 
"momingfi;iheN." 

New technologies have bad two important outcomes in regards to innovation. First, 
new technologies are responsible for this n w market sophistication in which con-
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swners have more choices and are thus more demanding. Secondly, new technology 
has increased manufacturera' capabilities for rapid response to shifting market needs. 

Finally, product life cycles have become more compressed as the skills required for 
developing new products increase in complexity. For example, consider the devel
opment of a new type of computer software. The expertise needed to develop the 
software from conception to commercializ.ation might take years. The product's life 
cycle in such a competitive and turimlent environment might last only a few months. 
Therefore, companies have embraced the view that new products are transient, 
whereas the skills and expertise needed to develop these products are a much more 
persistent requirement for success. Instead of the mono-approach, in which tech
nology or markets drive innovation, new product development now requires a 
convergence of technology, marketing, product design, engineering, and manufactur
ing capabilities. Speed, efficiency, and quality in product development are the chal
lenges that new product development faces in today's intense competitive environ
ment 

Meaning and Definition of Product Development: 

Product Development is the next step to product planning. Product development is 
the process of finding out the possibility of producing a product. 

According to William J. Stanton, "Product Development encompasses the tech
nical activities of product research, engineering and design". 

According to Limpson and Darling, ''Product Development involves the adding, 
dropping, modification ofitem specifications in the product line for a given period 
of time, usually one year.,, 

Product Development involves: 

a) Product Innovation 

b) Product Improvement 

c) Packing Improvement 

a) Product Innovation: It is the development of a new product resulting into 
an in ease in the product ine. The change in the market, technological 
chan es, change in customer needs and styles etc. are taken into consider
ation. 

b) Product Improvement: Product improvement involves improvement in 
quality, size, form, design and packing of the existing product. 

c) Packing Improvement: This· also an important form of product devel
opment. The attractive packing helps to increase the sale of the products. 

Categories of New Product: 

1. New to the World Product: New products that create an entirely new 
. market 

http:change.in


2. New Product Lines: New products that allow a company to enter an 
established market for the first time. 

3. Additions to emtlng Product Lines: New products that supplement a 
company's established product lines. 

. 
4. Repositioning: Existing products that are targeted to new .marlrets or market 

segments. 

5. Cost Reductions: New products that provide similar performance at lower 
cost. 

Facton Contributing to New Product Development: 

1. Changing Customer Preferences: · 

The driving force in new product development is changing customer life
styles, leading towards a change in the customer's preferences and expec
tations. 

2. Technological Changes: 

Another factor is the technological change in the industry and the market 
that contribute in the development of new product 

3. Government Policy: 

Government policy can also encourage or foster new product development 
processes. 

ADVANTAGES OF PRODUCT DEVELOPMENT 

The following are the advantages of product development: 

i. Industrial Stability: A firm following the policy of product development is 
likely to be more stable because it will not have to face the o solescence 
or closure of the unit because it always remains in touch with changes in 
technology, new products and new markets. 

ii. Diversification of risk: Product development helps to diversify the prod
uct as well as risk. The greater the variety of products produced by a fum, 
the smaller the relative impact of one's disappearance from the market. 

iii. Availability of new products: Product development helps to bring new 
products in the market. The most successful products of one time become 
obsolete the other day. Hence, the marketers consciously strive to reach 
specific market segments by introducing new products. 

iv. Proper utilization of waste and scrap: Product dev Jopment helps the 
company to make proper utilization of waste or scrap from the present 
production. 
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v. Efficient u of marketing and production skills: Product development 
helps the companies to make more efficient use of marlceting and production 
skills. 

NEW PRODUCT FAILURE 

New Product Development can be quite risky. The new product largely depends 
on the product quality and the marketing tactics of the firm, there are many occa
sions were the product failed miserably even after using the best technology and 
quality the reason is that the new product is not worth for the customers. The prime 
factor for the new product success is - customer value. New products can fail for 
many reasons: ignored or mismterpreted market research; overestimates of market 
size, high development costs, poor design. incorrect positioning, in ffective adver
tising, or wrong price, insufficient distnbution support etc. Some additional factors 
hindering new product development are: 

1. Shortage of Important ideas In certain areu: 

There may be few ways left to improve some basic products. 

2. Social and Governmental Constraints: 

New products must satisfy consumer safety and environmental concerns. 

3. Distribution related market: 

The new product fails if the product is unable to meet the channe require
ments. While developing the product the bannel requirements must be 
given adequate consideration. For Example: when NESTLE launched its 
new chocolates the product and promotion was ok but the product failed 
in the distribution side because the company stipulated the product to be 
stored in refrigerators. The product faced two problems in the distribution 
side because it meant excluding a mmiber of retail ootlets as they didn't have 
this facility and secondly the chocolate was not picked by the customers as 
it was not seen upftont in the retail shops. Finally Nestle bad 1o reformulate 
the product according to channel requirements. 

4. Poor timing of launch: 

Too early or late entry into the market is a common cause of failure. The 
fundamental principle to be followed in product planning is to find out the 
exact time at which the product is to be introduced in the markel 

5. Improper Positioning: 

Positioning means putting the product into the predetermined orbit. Im
proper ~ tioning may affect the product~ For Example: Titan Taoisbq 
introduced their 18 carat jewellery and the product was positioned at elite 
segment but there was a contradiction as to why this elite segment should 
go in for low carat gold because the nonns for gold in India at that time was 
22 carat. The product failed misera Iy in retrospect Tttan had to introduce 



22-carat jewellery. 

6. Inadequate Sales force: 

Selling is done by personal or impersonal methods. Impersonal methods. 
Impersonal methods include advertisement and similar promotional activi
ties. Personal methods, on the other hand, are more intimate and more 
efficient promotional activities should be backed by adequate salesforce's to 
introduce the product properly in the market If salesmen are not trained or 
do not possess salesmen qualities, the product will not succeed. 

7. InsufficJent Marketing Effort: 

It is wrong to assume that a manufacturer just ends is efforts the moment · 
a product is ready for sale. dvertising and proper promotional activities 
also form a part of his job to make the product known to consumers. 

8. Product Defect: 

This arises out of technical flaws in the proc s of production. This is a 
fundamental reason for product failure. Low quality of products, poor de
sign or packing may lead to product failure. 1bis can be done away the 
proper testing. 

Some other reasons for product failure are: 
• Lack of differential advantage 
• Poor planning 
• Technical problems in the product 
• Competitors fighting back harder than expected 
• Poor market research. 

All these problems could be solved by the timely action of the management Blain 
Cooke opines that today three products or more of new products fail According 
to Blain Cooke, "the new products which fall are not in literal marketing sense 
p oducts at all-they are merely interestin but worthl ss artifacts of the product 
proces ." 

Budgeting for New Product Development: 

The management must decide how much to budget for new product development. 
R&D outcomes are so uncertain that it is difficuJt to use normal investment criteria 
Some ompanies solve this problem by financing as many proj cts as possible, 
hoping to achieve a few winners. Other companies apply a conventional perce11t
age-of-sales figure or spend what the competition spend . Still other companies 
decide how many successful new products they need and work backward to es
timate .the required investment 

NEW PRODUCT DEVELOPMENT PROCESS: 

A new product is the result of a series of steps taken a company, beginning with 
the conception of a new idea to its successful commercial exploitation, the consmn-
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ers needs should identified, competing and substitute products should be evaluated 
and above all, the strength of the firm should be examined before deciding to 
produce a new product. onnally, following stages are suggested for introducing a 
new product in the market: 

New Product Development Process 

I. Idea Generation: Idea Generation is often called the 1'fuzzy front end" of the 
NPD process. The process begins with idea generation. For every successful 
new product, many new product ideas are conceived and discarded. Therefore, 
companies usually generate a large nmnber of ideas from which successful new 
products emerge. New product ideas can come from interacting with various 
groups and using creativity generating techniques. 

A product idea is a ~ible product the company that might offer to the market 
Drucker suggested that the sources of ideas can broadly be divided as: 

i Internal Sources ie. within the company/industiy, and 

ii External Sources i.e. outside the company/industry. 

The specific activities performed at this stage are: 

i Determining product fields of interest of the company. 

ii Establishing a programme for planned idea generation, and 



iii Collection of ideas through an organiz.ed work. 

2. Idea Screening: Idea screening, the second step, considers all new product 
ideas in the idea pool and eliminates ones that are perceived to be the least 
likely to succeed. In the idea screening stage, the various product ideas are put 
to rigorous screening by expert product evaluation committees. In screening 
ideas, the company must avoid two types of errors. A DROP error occurs when 
the company dismisses a good idea. A Go-error occurs when the company 
permits a poor idea to move into development and commercialization. Not only 
the firm's manufacturing, technology, and marketing capabilities be evaluated at 

this stage, but also how the new idea fits with the company's vision and strategic ' 
objectives are also evaluated. 

The screeners should ask several questions: 

■ Will the customer in the target market benefit from the product? 

■ What is the siz.e and growth forecasts of the market segment/target marlret? 

■ What is the current or expected competitive pre sure for the product idea? 

■ What are the industry sales and market trends the product idea is based on? 

■ Is it technically feasible to manufacture the procluc 

■ Will the product be profitable when manufactured and delivered to the 
customer at the target price? 

3. Concept Developments and Testing: The third stage, concept development 
and testing, requires formal evaluations of the product concept by conswners, 
usually through some form of marketing research. The product concept involves 
translating the basic idea into a specific set of features and attributes that the 
product will offer to potential customers. Once a clear product concept has 
been developed, it would be normal to progress by testing either the concept 
or a sample product or both in the market. 

A product concept is an elaborated version of the idea expressed in meaningful 
consumer terms. To conceptualize and implement an idea, the concepts need to 
be developed and tested. 

I) Concept Development: A product idea can be turned into several concepts by 
asking following questions: 

a) Who will use the product? 

b) What primary benefit the product would provide? 

c) When will th product be consumed? 

d) How will the product be consumed? 

II) Concept Testing: Concept testing means presenting the product concept, sym
bolically or physically, to target conswners and getting their reactions. In order 
to this, conjoint lysis is conducted to measure consumer preferences for 
alternative product concepts. This method derives the utility values that the 
consumers attach to varying levels of a product's attributes. Conjoint analysis 
has become one fthe most popular concept-development and testing tools. 
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4. Market Strategy Development: After testing, the new-product manager must 
develop a prelimiruuy mark ting-strategy plan for introducing the new product 
into the market The plan consists of three parts: 

L The first part describes the target market's size, structure~ and behaviour; 
the planned product positioning; and the ales, market share, and profit 
goals sought in the first few years. 

n. The second part outlines the planned price, distribution strategy, and mar
keting budget for the first year. 

m. The third part of the marketing strategy plan describes the Long-run sales 
and profit goals and marketing mix strategy overtime. 

5. Business Analysis: The business analysis stage is next. At this point the new 
- produ~ idea is analyzed for its marketability and costs. Once the management 

develops the product concept and marketing strategy, it should evaluate the 
concept's business attracti eness. In order to do so, a proper estimation of total 
sales, costs and profits need to be done. 

6. Product Development: The idea on paper is converted into product. The 
product is shaped corresponding to the needs and des.ire of the buyers. Product 
development is the introduction of the new markets in the present market New 
or improved products are offered by the firm, to the present markets so as to 
satisfy better the present customers. If the product concept passes the business 
test, it moves to R&D or engineering department to be developed into a physi
cal product. The R&D department will develop one or more physical versions 
of the product concept Its goal is to find a prototype that seIVes the following 
functiom: 

L Consumers see it as embodiment of th key attributes described in the 
product-concept statement, 

n. It perfonns safely under normal use and conditions, 

m. It can be produced within the. budgeted manufacturing costs. 

After making the prototype, they must be put through rigorous functional tests 
and customer tests. 

i. Functional Tests: Alpha testing is the name given to test the product within 
the company to see how it performs in different applications. After refining 
the prototype further, it is moved for beta testing. The company enlists a set 
of customers to use the prototype and give feedback on their experiences. 

ii. Consumer 11 t It can take a variety of forms ftom bringing customers into 
a laboratory to giving them samples to use in their homes. 

7. Test marketing: After designing, the next step is testing the product in the 
market. The term 'test marketinf is also known as field testing'. The world 
'test' means examination or trial. Therefore ' test marketing' means testing the 
product in the market before the product is commercialized on a large scale. 
This is done with a view to understand the market and the marketing consid
erations like nature of competition, nature of demand, and the consumers needs 
etc. 



According to Philip Kotler, "Test iruuketing is the stage at which the product and 
marketing programs are introduced into more realistic market settings." 

The objectives of test marketing are as follows: 

i To evaluate a complete market plan including advertising, distribution sales, 
pricing, etc. 

n. To determine media ~ channels et.c. 

m. To forecast sales volume. 

Types of Market Testing: 

1. Consumer Goods Market Testing: Consumer-products tests seek to esti
mate four variables: trial, first repeat, adoption and purchase frequency. The 
company hopes to find all these variables at high levels. Many consumers may 
try the product but few rebuy it or it might achieve high permanerit adoption but 
low purchase frequency. The four major methodB of consumer-goods market 
testing, which are described below in the order from the least to most costly: 

a) Sales-Wave Research: In sales-wave research, consumers who initially 
try the product at no cost are reoffered the product or a competitor's 
product at slightly reduced prices. 

Sales-wave research can be implemented quickly, conducted with a fair 
amount of security, and carried out without final packaging and advertising. 

b) Stimulated Test Marketing: Stimulated test marketing asks a selected 
group of buyers about brand familiarity and preferences in a specific prod
uct category. These consumers attend a brief screening of both well-known 
and new TV commercials and print ads. This method gives fairly accurate 
results on advertising effectiveness and trial rates in a much short.er time and 
at a fraction of the cost of using real test markets. The results are incorpo
rated into new-product forecasting models to project ultimate sales level. 

c) Controlled Test Marketing: In controlled test marketing, a research firm 
manages a panel of stores that will carry new products for a fee. The 
company with the new product specifi the number of stores and geo
graphic locations it wants to test. 

Controlled test marketing allows the company to test the impact of in-store 
factors and limited advertising on buying behaviour. Controlled test market
ing provides no information o how to sell the trade on carrying the new 
business. This technique also exposes the product and its features to com
petitors•· scrutiny. 

d) Test Markets: The ultimate way to t.est a new consumer product is to put 
it into full-blown test marlrets. The mpany chooses a few representative 
ities, and the sales force tries to sell the trade on cauying the product and 

giving it good shelf exposure. The company mos full advertising and promo
tion campaign in these markets. In this regard, the management should 
consider the following mctors: 

• The number of test cities 
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• The decision of selecting cities 
• Length of test 
• Kind of information 
• Mode of action. 

2. Busines&-Goods Market Testing: Business goods can also benefit from market 
testing. Expensive industrial goods and new technologies will nonnally undergo 
alpha testing within the company and beta testing with external customers. During 
beta testing, the company's technical people observe how test customers use 
the product The company will ask the test customers to express their purchise 
intention and other reactions after the test. Companies must interpret beta test 
result carefully, because only a small number oftest customers are used, they 
are not randomly drawn, and tests are somewhat customized in each site. 
Another risk is that test customers who are unimpressed with the product may 
leak unfavorable reports about it. 

The second common test method for business goods is to introduce the new 
products at trade shows. The company can observe how much interest buyers 
show for the new product and how they react about the features and terms of 
the new product 

8. Commercialization: Once the test marketing is completed and the firm gets 
favorable result for the new product, it is ready to commercialize the product 
or in other words, launch the new product. New products approved for com
mercialization enter the final phase of the development process. During the 
period required to get into full scale production, various activities started in 
earlier phases, such as package design, promotional literature, and advertising 
copy can be completed. The level of investment and risk are highest at this 
stage. When the company decides to commerciali7.e its products, the major cost 
takes place. Some decisions regarding commercialization have to be taken 
properly and judiciously. 

1) When (timing): The marlcet entry timing is very critical. The company can have 
three choices: 

a) Fint Entry: The first firm when enters into the marlcet enjoys "first mover 
advantage" by locking up key clistributers and customers and gaining repu
tation and leadership. But the product should not be rushed to the market 
before it is thoroughly tested otherwise it would acquire a faulted image. 

b) Parallel Entry: The Company can time its entry of new product to co
incide with the competitor's entry. 

c) Late Entry: The firm may delay its launch until after the competitor has 
entered. This has following advantages: 

• The competitor bas to pay the cost for educating the market. 

• The competitor's products can reveal the faults. 

• It helps t understand the size of the potential market and profitability 
of the target market segment 



The timing decision requires additional considerations. If a new product replaces 
an older product, the company might delay the introduction until the older 
product's stock is drawn down. If the product is seasonal, it might be delayed 
until the right season arrives. 

2) Where (Geographical Strategy): The company must decide whether to launch 
the new product in a single locality, a region, several regions, national market 
or international market. 

3) To Whom (Target-Market Prospects): Within the rollout markets, the com
pany must target its initial distribution and promotion to the best prospect groups. 

4) How (Introductory Market Strategy): The company must develop an action 
for introducing the new product into the rollout markets. 

These steps may be iterated as needed. Some steps may be eliminated. To reduce 
the time that the NPD process talces, many companies are completing several steps 
at the same time (referred to as concurrent engineering or time to market). Most 
industry leaders see new product development as a proactive process where re
sources are allocated to identify market changes and seize upon new product op
portunities before they occur (in contrast to a reactive strategy in which nothing is 
done lDltil problems occur or the competitor introduces an innovation). Many indus
try leaders see new product development as an ongoing pro ess (referred to as 
continuous development) in which the entire organization is always looking for 
opportunities. 

Organizing New Product Development: 

Companies handle the organivuional aspect of new product development in several 
ways. Many companies assign responsibility for new product ideas to product 
managers. But product managers are often so busy managing existing lines that they 
give little thought to new products other than line extensions. They also lack the 
specific skills and knowledge needed to develop and critique new products. Kraft 
and Johnson & Johnson have employed new-product managers who report to 
category managers. Some companies have a high-level management committee 
charged with reviewing and approving proposals. Large companies often establish 
a new-product department headed by a manager who has substantial authority and 
access to top management The department's major respoDSibilities include gener
ating and screening new ideas, working with the R&D department, and canying out 
field testing and commei:ciali7.8tion. 
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The traditional product life-cycle shows how a product goes through 4 stages during 
its life in the market place. At each stage in the product life-cycle, there is a close 
relationship between sales and profit so when a product goes into decline, profits 
decrease. 

When a product is introduced to the market, growth is slow due to limited aware
ness. As the product is establishing itself: sales will start to increase during the period 
of growth. As the product reaches maturity, the company needs to inject new life 
into the product; either by creating brand extensions or variants otherwise the 
product will reach maturity and start to decline. 

Before taking any investment decisions, Kellogg's undertook market research. It 
wanted to answer these questio~: 

• What changes taking place in society are likely to affect the product? 

• How might new technologies affect our business? 

• What are likely to be the future market trends? 

• Where are the opportunities within the m.arlret place? 

• What n w categorie would appeal to the target market? 

• How far do consumers think the brand could stretch into ,the market for 
different product categories? 

Kellogg's had to understand how the product could be extended into a series of 
variants which would keep the core product strong, but grow the brand~ a whole. 

Manufacturing capability is another key issue. If launcbe of new products are 
uccessful in global markets, Kellogg's must have the manufacturing capacity to 

meet consumer demand as well as the supply chain necessary to reach those con" 
sumers. 

In considering Special K, the company concentrated on changing the product through 
new variants. Although Special Kw~ already a well-established brand, its full 
potential had never been reached. It w~ viewed as a d-alone product, and 
Kellogg's had not created any variants or brand extensions to develop the core 
product 

Manag rs can decide when to make key changes to a core product by analyzing 
its position within the product life-cycle. Life-cycle analysis accepts that products 
have a finite life, and analysts chart a product' perfonnance through sevcnl phases, 
from its launch through various phases of growth until it reaches ma1urity and even
tually decline. 

A product's life cycle may last only a few months ( e.g. with a fad, or craze) or, as 
with Special K, for many years. Although it was a successful product, Kellogg's 
recognized the opportunity to stretch the brand by investments that would: 

• revitalise it 

• extend and further develop its growth phase 

• h Ip to delay the onset of the maturity phase. 



Kellogg's was convinced that such inves1ment would help to maintain the brand's 
strength in a rapidly changine market place. 

CASE STUDY ON PRODUCT DEVELOPMENT 

~p 
Kellogg's is a global rganmuion. Its products are manufactured in 19 countries 
worldwide and sold in more than 180 countries. Kelloggys is the world' leading 
producer of cereal products and convenience foods, such as cookies, crackers and 
frozen waffles. Its brands include Com Flakes, Nutri-Grain and Rice Krispies. 

When a company like Kellogg's is investigating a change in its marketing it can 
consider four elements. These are known as the marketing mix or 4Ps: 

• Product: This element relates to what the company offers for meeting the 
changing needs and wants of customers. The growth in healthier lifestyles 
creates opportunities for Kellogg's to increase the number of products for 
this segment 

• Price: The amount a company charges for its product is important in de
termining sales. Soper brands like Kellogg's can charge a premium because 
of the strength of the brand and product quality. 

• Place: Where customers can purchase the produc is also an important 
factor in determining sales. If a brand like Special K is not stocked in 
supermarkets where most purchases are made, sales will be lost 

• Promotion; Comnnmicating the availability of a product is esoontial for sales 
to be made. Kellogg's uses above the line promotion like rv advertising as 
well as below the line promotion like on-pack promotions and sampling. 

In a rapidly changing and competitive business environment, it is not easy to predict: 

• future trends in consumer tastes and preferences 

• competitors' actiom 

• market conditions 

Creating new products or making changes to existing brands can be expensive. It 
involves making investment decisions now, in the hope of making a return later. 
Wi ·gbing up future retmns against an investment is a crucial part of a manager's job. 

It always involves an element of risk, because the future is never certain. Managers• 
previous experience, together with market research infounation helps them to pre
dict future events and outcomes. However, all business activities involve some el
ement of risk. There is often said to be a link between risk and return. The more 
you risk, th higher the likely returns (or profits). However, a balance must be 
struck. 

It follows from this that decisions about a brand, ( e.g. whether to develop it, 
maintain it, allow it to decline, or even kill it off) involve much ~on. In deciding 
to develop a brand, managers have to decide how much investment to make and 
to forecast the likelihood of a successful outcome. 
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Brand managers aim to develop a long-term strategy· to meet a range of objectives 
such as: 

• growing market share 
• developing a unique market position 
• creating consumer or brand loyalty 
• generating a targeted level of profit 

This case study describes a major investment in Kellogg's Special K. It illustrates 
how the company's investment in new product development served to strengthen a 
global brand 

Q. What factors that company should keep in mind while investing for new product? 

Case Study on Development of Tata ano Car 
IDEA GENERATION: 

So , how did TATA known for making lumbering trucks come out with a "cute as 
a bug car'' that its rivals could not built to a tar et price of 1 lakh? "In India, a 
middle class family would travel by scooter in the classic, death defying Indian 
fashion. The father would drive with his son on the floorboard in front of him and 
the mother seated pillion. cradling her infant daughter in her arms. In India at that 
time, CARS for a young.family were far out of reach and is still the same."- Ratan 
Tata started it with a dream which was translated into a reality on the 10th of 
January, 2008 at the Auto Expo, Delhi. 

IDEA SCREENING 

The next step was the screening of idea. How is this dream possible? What should 
they make? 

• A scooter with tw extra wheels at the back for better stability? 

• An auto-rickshaw with four wheels? 

• A four wheeled car made of Engineering Plastics? 

• A Four wheeled rural car? 

• Rolled up Plastic curtains in place of windows? 

• Openings like Auto rickshaws from the side 

• A four wheeled open car with safety side bars? 

But the market wanted a and if they build a people's car it should be a car and 
not something that people would say, "Ah! That's just a scooter with four wheels 
or an auto-rickshaw with four wheels & not really a Car." Trying to build a car 
cheap enough for motorcycle buyers seems to make sense now but seemed crazy 
several years ago when Ra.tan Tata, longtime chairman of Tata Motors, first men
tioned his dream of building a one-lakh car in 2003. "They are still saying it can't 
be done," he says, insisting that it can and will. After we get done with it, there will 
hopefully be a new definition of low-cost." 

CONCEPT TESTING AND DEVLOPMENT 
Before starting the project. Wagh did something no one at Tata Motors ever had: 
He talked to customers. The three-wheeler men inevitably insisted on a cheap, 



dependable truck that could go from village to marlcet carrying, say, a ton of onions 
or potatoes, one night, as sunset approached, Wagh stuck with one rickshaw driver. 
He says, "I kept asking the question. Why? Why? Why do you want a four
wheeler?" Wagh remembered. Finally, he got the real answer. It turned out it wasn't 
really a problem of transportation of vegetables "Ifl had a four-wheeler, I would 
have better marriage prospects in my village," the young man said Drivers of three
wheelers are looked down upon in India. Wagh realized that four wheels had 
emotional, not just practical, appeal. Thus the new product was now to be devel
oped. 

The car was to cost Rs. 1 lakh on road. 

• The car should be built on a different platform than conventional ones. 

• It must be meeting all the safety and regulatory requirements. 

• The car'has to be designed so that it can be exported to other countries as 
the domestic demand may not materialize as per projections. 

• The car must be a beacon for the Indian Automobile industry and prove to 
the world that we are capable to take any challenge and come out worthy 
winners. 

That quest to build the world' cheapest car hasn't ended The mission began back 
in 2003, when Ratan Tata, chairman of Tata Motors and the $50 billion Tata 
conglomerate, set a challenge to build a "people's car". Tata gave three require
ments for the new vehicle: 

. It should be low-cost, adhere to regulatory requirements, and achieve performance 
targets such as fuel efficiency and acceleration capacity. 

The design team initially came up with a vehicle which had bars instead of doors 
and plastic flaps to keep out the monsoon rains. It was closer to a quadricycle than 
a car, and the first prototype, even a bigger engine, which boosted the power by 
nearly 20 per cent, was still dismal. But failure didn't stop them they quickly realized 
it was necessary to bring everyone on board. Every one :from manufacturers to • 
vendor development teams were asked to be a part of decision-making. The body 
had to be changed because Ratan Tata, over six feet tall himself, wanted it to be 
easy for tall people to get in and out f the car. The attention to detail paid off: 
When the car rolled onto the dais at the Auto Show in New Dellii in January, and 
Ratan Tata stepped out of the driver 's seat with ease, it made an immediate impact. 
What shook the automobile world most was the fact that the designers seem to have 
done the impossible: The sleek, sophisticated Nano didnt look flimsy or inexpensive. 
If it had been an upgraded scooter on four wheels, Tata still would have been 
applauded for making a family of four safer on Indian roads. Th Nano, however, 
affords both safety and status. "The innovation wasn't in technology; it was in a 
mindset change". 

BUSINESS ANALYSIS 

Since the car had to be built within a cost of Rs. 1 Lac, no conventional design 
would work as the costs shall be higher and so the entire car has to be redesigned. 
What makes Nano so less expensive can be well understood from the following 
diagram. 

The design has to question the need of each and every component from the point 
of view of its necessity of existence and also the minimum requirements of its 
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functionality. TATA med the concept of Disruptive Technology which was cheaper 
than existing Technology, much higher performing is convenient to llSe and brings 
radical changes. 

The Guiding factor was that the cost bas to be minimi?:ed for each component yet 
maintaining ~ basic fimctionality. 

The Alternatives are: 
• Reduce Consumption of Material being used. 
• Alternate Suppliers to get same material at fewer prices. 
• Use alternate materials. 

The design was outsourced to Italy's Institute of elopment in Automotive En- · 
gineering, but Tam himself ordered changes along the way. Most recently he vetoed 
the design of the windshield wipers. His solution: a single wiper instead of two. 

Th target was very clearly defined that within the given cost structure of lLakh all 
the components have to be allocated a maximum price and, the same had to be 
achieved using the available alternatives. The Guiding factor was that the tax stnJc.. 
ture, on materials and manufacturing, must support the final cost of Rs. 1 Lakh. 

The Decisions were: 
• Establish factory in a tax free zone. 
• Get the tax advantages on infrastructure deveJopmenl 
• Get the suppliers to establish base near the factory. 
• Get special concessions from State Govt. 

In short select a manufacturing location where all the advantages could be achieved. 

TOTAL SALES ESTIMATION 
ow the question was, .. how much to produce" 

• It was estimated that the demand for the people's car shall be at least twice 
the demand for Maruti 800, the lowest end car. Initial projections were at 
about 500,000 cars per year . 

• The basic reason was the conviction that the target price shall redefine the 
4 - wheeler segment. 

• The price decision ofRs 1 lakh is definitely going to make a lot many people 
transit to 4-wheeler fold and that shall explode the demand 

• If only I 0% customers of 9 Million two wheeler mark t transit to 4- wheel
ers it shall amount to 50% of the passenger car market share. 

• It was decided to set up plants with 5 lakhs cars per annum capacity and 
ramp the same up in stages, in line with increase in market demand 

PRODUCT DEVELOPMENT 
And finally the product was developed with the following features. 

• Engine Capacity Bosch 624 c.c. twin cylinder. 
• Low capacity, Lighter, sufficient with better Power Rear Engine to reduce 

the- transmission length using a balancer shaft. 

• 4 Speed Manual Gear Box. 

• AllA.lmninum Engine. 
• Higher thermal conductivity than cast iron, Ligbter and so better mileage. 



• Engine Management System by Bosch 
• Supetb control over emission and smooth acceleration. 

• Dimensions L: 3.lm, W: I.Sm, H: 1.6m 
• Less length but more inner cabin space due to height. 
• Comfortable eg room. 
• Independent Front & Rear Suspension McPherson Strut in Front & Coil 

spring & trailing arm in rear. 
• Better ride than Maruti 800. 
• Single piece ribbed steel body with safety features such as crumple zones, 

intrusion resistant doors, seat belts, strong seats & anchorages .. 
• Safety requirements are adequately met. 
• Single Wiper in place of two. 
• Cost effective. 
• Tube less Tll'es. 
• Weight reduced by 2 Kg. Cost reductions 200 Rs. And in line with modem 

vehicles. 
• Instrmnent co le in the centre 
• Elegant to look at and can be used both in Left Hand & Right hand version. 

COMMERCIALIZATION 
It will be commercialized in whole of India. It is mostly targeted to the middle class 
and lower middle class people. 

INNOVATIVE MARKETING 
Tata will sell its ultra cheap new car through its own retail and electronics megamore 
outlets as well as auto dealerships 

The Rs 1 lakh cam, which broke new ground in design. engineering and production 
processes will opt for "cost-effective and innovative use of media," say people with 
knowledge of the Nano marketing strategy. To make the car more easily accessible 
to people, the Tata Motors team will sell the Nano not just through Tata car 
dealerships ~ the coantzy, but also through conventional retail outlets like Westside 
and Croma. Westside and Croma outlets will display the Nano and also take 
bookings. Also available will be a whole range of Nano merchandise like baseball 
caps, T-shirts and key chains, among others The Nano's overall marketing strategy 
will use conventional media in an unconventional manner. Unlike most small cars 
(Nano won't be big on advertising. There will be no TV campaign. only innovative 
use of print, radio and other media, particularly the web. The Tata team is working 
on Nano news in papers, Nano breaks on radio, Nano appearing in the form of 
messages or ticker news on TV, online Nano games, Nano chatrooms on the Net, 
Nano popups on major websites and Nano conversation on Facebook, Orkut and 
blogspaces). 

According to people in the ad industry with direct knowledge of the Nano's mar
keting strategy, the campaign will be cost-effective and innovative so that Nano 
becomes synonymous with anything "small, cute and brief" "The idea is to make 
the Nano part of our everyday lingo like ' see you after a nano,• it's a totally word
of-mouth ~aign." said a person familiar with the ano marketing strategy." 
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SUMMARY 
-• The product life cycle also goes through multiple phases, involves many 

professional disciplines, and requires many skills, tools and processes. 

• A company's positioning and differentiation strategy must change as the 
product, mm:ket, and competitors change over the product life cycle (PLC). 

• In the introduction phase, sales may be slow as the company builds awaren~ 
of its product among potential customers. 

• Product development is the process of finding out the possibility of produc
ing a product. 

• The new product largely depends on the product quality and the marketing 
tactics of the firm, there are many occasions were the product failed miserably 
even after using the best technology and quality the reason is that the new 
product is not worth for the customers. 

• A new product · s the result of a series of steps taken by a company, 
beginning with the conception of a new idea to its successful commercial 
exploitation, the consumers' needs should identified, competing and substitute 
products should be evaluated and above all, the strength of the firm should 
be examined before deciding to produce a new product. 

ANSWERS TO 'CHECK YOUR PROGRESS' 
I. The product life cycle is an attempt to recognize distinct stage in the sales 

history of the product. 

2. Product Development encompasses the technical activities of product re
search, engineering and design. 

3. Concept testing means presenting the product concept, symbolically or 
physically to target consumers and getting their reactions. 

4. Test Marketing is the stage at which the product and marketing programs 
are introduced into more realistic market settings. 

TEST YOURSELF 
1) What do you mean by Product Life Cycle? 

2) Briefly descnbe the strategies in different stages of the Product Life Cycle. 

3 What are the utilities and limitations of the Product Life Cycle Theory? 

4) What is meaning of Product Development? 

5) State various different categories of New Product 

6) What general factors Contributing to New Product Development? 

7) Explain reasons for the failure of New Product 

8) Describe the process of New Product Development. 

FURTHER READ G 
• Kotler & Armstrong. Principles of Marketing Management 

• Kotler, Keller; Marketing Management, Pearson Education 
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5 Pricing Strategy 

Chapter Includes : 

• CONCEPT OF PRICE 
• PRICING OBJECTIVES 
• FACTORS TO CONSIDER WHEN SETTING PRICES / DETERMINANTS 

OF PRICING DECISIONS 
• OTHER FACTORS INFLUENCING PRICING STRATEGY 
• THREE C'S THAT AFFECT THE PRICING DECISIONS 
• PRICE DETERMINATION PROCESS 
• BASIC PRICING POLICIES 
• GENERAL PRICING APPROACHES 
• COST-BASED APPROACH 
• PRICING STRATEGIES FOR NEW PRODUCTS 
• PRODUCT MIX PRICING STRATEGIES 
• PRICE-ADJUSTMENT STRATEGIES / PRICE MODIFICATION STRATE

GIES 
• CASE STUDY - SUPERMARKET PETROL PRICING 
• PRICING STRATEGIES · DELL 

Leaming Objective : 

After going through tlili chapter, you should be able to: 

■ Explain concept of Price. 

■ Discuss various determinants of Pricing Decisions. 

■ Understand different Pricing Approaches. 

■ Describe Pricing Strategies for New Products. 
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INTRODUCTION 

Price is th~ amount of money charged for a product or service. Price is the only 
element in the marketing mix that produces revenue; all o1her elements represent 
costs. Price is also one of the most flexible elements of the marketing mix. Unlike 
product featmes and channel commi1men1s, price can be changed quickly. At the 
same time, pricing and price competition is the number-one problem facing many 
marketing xecutives. 

Price is a component of exchange or transaction that takes place between two 
parties and refers to what must be given up by one party (i.e., buyer) in order to 
obtain something offered by another party (i.e., seller). Price is the marketing mix 
element that produces revenue and the other produce cost. Price may be defined 
as the exchange of goods or services in terms of money. In fact, price means 
different to different participants in an ex hange: 

• Buyers' View: In customer's view price refers to what must be given to 
obtain benefits. Jo most cases, what is given in terms of money for exchang
ing the goods or services is known as price of those goods of services. 

• Sellers' View - For sellers in a transaction, rice refers the revenue gen
erated for each product sold. It is an important factor in determining profit. 
For marketing organizations price also serves as a marketing tool and is a 
key element in marketing promotions. 

Price is commonly confused with the notion of cost. Let us take an example to clear 
the difference between both these terms: "I paid a high cost for buying my new 
plasma television." For it price is what a buyer pays to acquire television from a 
seller. Cost concerns the seller's investment (e.g., manufacturing expense) in the 
product (television) being exchanged with a buyer. 

Quantity of money received by the seller 
PRICE = - --- - - - -------- - --

Quantity of goods and services rendered received by the buyer 

Many companies do not handle pricing well Common mistakes that they make are: 

1) Pricing is too cost-oriented. 

2) Prices are not revised often enough to reflect market changes. 

3) Prices do not take into accolDlt the other elements of the marketing mix. 

4) Prices are not varied for different products, market segments, and purchase 
oc ions. 

PRICING OB.JEC'DVES: 

1) Profit Oriented: Designed to maximize price relative to competitor's pm.es, 
the product's perceived value, the firm's cost structure and production ef
ficiency. Profit objectives are typically based on a target return, rather than 
simple profit maximization. 

2) Volume-oriented: Sets price in order to maximize dollar or unit sales 
volume. This objective sacrifices profit margin in favor of high product 
turnover. 



3) Market demand: Sets price in accordance with customer expectations 
and specific buying situations. This objective is often known as "charging 
what the market will bear''. · 

4) Market share:- Designed to increase or maintain market share regardless 
of fluctuations in industry sales. Market share objectives are often used in 
the maturity stage of the product life cycle. 

S) Cash flow: Designed to maximize the recovery of cash as quickly as pos
sible. This objective is useful when a firm has a cash emergency or when 
the product life cycle is expected to be quite short. 

6) Competitive matching: Designed to match and or beat competitor,s prices. 
The goal is to maintain the perception of good value relative to the compe
tition. 

7) Prestige: Sets high prices that are consistent with a prestige or high status 
product. Prices are set with little regard for the firm's cost structure or the 
completion. 

8) Status quo: Maintain current prices in an effort to sustain a position relative 
to the competition. 

FACTORS TO CONSIDER WHEN SETTING PRICES / DETERMI
NANTS OF PRICING DECISIONS 

The pricing decisions of a product may be affected by many factors which can be 
categorized into two main groups: 

1 ). Internal Factors, 

2). External Factm:s 

bttT111IF1d 
Finn's Objective 
Marketin!Mix 
Cost of the prom Gt 
ProdDct (iJfemJli m 

___ _) 

Facton Affecting Pricing Decision 

Price 
Decisi 

..,/ 

Ena■al Factor . 
Demand 
Campelitioo 
Buycis 

- - - E0C1D01JJic conditim 
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1). Internal Facton - When setting price, marketers must take into consideration 
several factors which may affect the results of the company decisions and 
actions. To a large extent these factors are controllable by the ompany and, if 
necessary; can be altered. For in.stance, product pricing may depend on the 
productivity of a manufacturing facility (e.g., how much can be produced within 
a certain period of time). The marketer knows that increasing productivity can 
reduce the cost of producing each product and thus allow the marketer to 
potentially lower the price of the product. Increasing productivity may require 
major changes in the manufacturin process that will take tim . e important 
factors that will affect the pricing decisions are as follow : 
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a) Objectives of the Firm: A finn may have vario11S objectives and pricing 
decisions contnlrutes its share in achieving such objectives. Pricing policy 
should be established after proper consideration of the objectives of the 

. fum. Pricing strategy is largely determined by decisions on market position
ing. The clearer a firm is about its objectives, the easier it is to set price. 
Examples of common objectives are survival, current profit maximiz.ation, 
market share leadership, and product quality leadership. 

b) Marketing Mix: Pricing is one of the important elements of Marketing 
Mix. A little change in one of the elements has an immediate effect 01 he 
other three - Production, Promotion, and Distribution. Price is only one of 
the marketing mix tools that a company us to achieve its marketing ob
jectives. Price decisions must be coordinated with product design, distri u
tion, and promotion decisions to form a consistent and effective marketing 
program. Decisions made for o1her marlceting mix variables may affect pricing 
decisions. Thus, the marketer must consider the total marketing mix when 
setting prices. If the product is positioned on non-price factors, then deci
sions about quality, promotion, and distribution will strongly affect price. If 
price is a crucia positioning factor, then price will strongly affect decisions 
made about the other marketing mix elements. However, even when featur
ing price, marketers need to remember that customers rarely buy on price 
alone. Ins~ they seek products that give them the best value in terms of 
benefits received for the price paid. Thus, in most cases, the company will 
consider price along with all the other marlceting-mix elements when devel
oping the marketing program. 

c) Cost of the Prod.ad: The most important that will affect the pricing deci
sions is the cost of production of the product Costs set the floor for the 
price that the compan can charge for its product. The company wants to 
charge a pric that both covers all its costs for producing, distributing, and 
selling the product and delivers a fair rate of return for its effort and risk. 
A company' costs may be an important element in its pricing strategy. 
Companies with lower costs can set lower prices that result in greater sales 
and profits. 

d) Product Differentiation: The price of the product also depends upon the 
characteristics of the product In order to attract consumers, different char
acteristics are ad to the product like change in quality, size, color, etc. 

e) Organizational Considerations: Management must decide who within the 
organization should et prices. Companies handle pricing in a variety of 
ways. In small companies, price are often set by top management rather 
than by the marketing or sales departments. In large companies, pricing is 
typically handled by divisi nal or product line managers. In industrial mar
kets, salespeople may be allowed to negotiate with customers within certain 
price ranges. Even s-o, top management sets the pricing objectives and 
policies, and it often approves the prices proposed by lower-level manage
ment or salespeople. In industries in which pricing · a key factor ( aero
space, railroads oil companies), companies often have a pricing department 
to set the best prices or help others in setting them This department reports 



to the mar ting department or top management Others who have an 
influence on pricing include sales managers, production managers, finance 
managers, and accountants. 

2). External Facton - There are a number of influencing factors which are not 
controlled by the company but will impact pricing decisions. External factor 
affecting the company's pricing decisions is competitors' costs and prices and 
possible competitor reactions to the company's own pricing moves. When set
ting prices, the company also must consider other factors in its external environ
ment Economic conditions can have a strong impact on the firm's pricing strat
egies. Economic factors such as boom or recession, inflation, and interest rates 
affect pricing decisions because they affect both the costs of producing a prod
uct and consumer perceptions of the product's price and value. The company 
must also consider what impact its prices will have on other parties in its 
environment How will resellers react to various prices? The company should 
set prices that give resellers a fair profit, encourage their support, and help them 
to sell the product effectively. The government is another important external 
influence on pricing decisions. Finally, social concerns may have to be taken into 
account. In setting prices, a company's short-term sales, market share, and 
profit goals may ha e to be tempered by broader soci tal considerations. 

Some of the important ext.emal factors that will affect the pricing decisions are as 
follows: 

a) Demand: The demand for a product or service has a great impact on 
pricing. The facton that affect the demand of the product like, nwnber and 
siz.e of competitors, the prospective buyers, their capacity and willingness to 
pay, etc are must taken into account while fixing the price of the product. 
Whereas costs set the lower limit of prices, the market and demand set the 
upper limit. Both nswner and industrial buyers balance the price of a 
product or service against the benefits of owning il Thus, before setting 
prices, the marketer must understand the relationship tween price and 
demand for its product. 

b) Competition: Competition is the crucial factor in the determination of price 
of the product. A firm can decide the price of the product which is equal 
to or less than that of the competitors. 

c) Buyen: The buyers of the product or service may have an influence in the 
pricing decision. Their nature and behavior for purchasing a product or 
service affect pricing of the product. 

d) Economic Condition: The economic condition effects pricing. In ~ion 
period, the prices are reduced to a certain extent to maintain the level of 
turnover. On the other hand, in the boom period prices are increased to 
cover the increasing cost of production. 

Other Factors inffuencing Pricing Strategy: 

1) The level of Competition: Most entrepreneurs believe the concept of selling 
their products with a very high margin. This idea can only be realistic when you 
have a monopolistic h Id on the market But if not, you can't sell with your 
desired profit margin without getting a sting from competition. 

Pricing Strategy 

NOTES 

SdfllUO'JU:tlolllll Mlllm#II 

IZS 



Marketing Management 

NOTES 

S 'f/utn,ct/o,u,I M.urilll 

11' 

According to Victor Kiam, "In business, the competition will bite you if you 
keep running. If you stand still, they will swallow you.., When trying to adopt 

· a product pricing strategy or determine the right price for your product, the 
issue of competition is a factor that must be trashed out effectively. The more 
intense competition in your industry is, the product pricing strategy and policy 
will have to be very flexible. 

"Defeat your opponent by strategy and flexibility." - Sun Tzu. 

In simple words if your competitor sells the same product as you are selling 
but at a lower price, it may affect your busines negatively. That is why a 
feasibility study or business plan always in fodes an opposition or competition 
analysis section. Never implement yow- product pricing strategy without first 
putting your competition into consideration. Pricing yom product without giving 
a check to your competitor 's product pricing strategy is a sure way to business 
failure; so don't do it. 

2) Perceived value of your product: This is another factor you must take into 
consideration before setting a price for your product. Your first step is to ask 
this question ' 'what is the perceived value of my product in the heart of the 
customer? You stri e to find a good and definite answer to this question 
before fixing a price for your product. The reason peroeived value is a critical 
factor to consider in a product pricing strategy is because customers often 
associate low price with low quality. In simple words, if yow- product is priced 
too low, the customers tend to feel the materials used in producing the goods 
is inferior and so therefore, the product is of low quality. So before fixing a 
price for your product, make sure you strike a balance between the price of 
your product and its perceived value. 

3) Product development cost: According to normal business and market eco
nomics, you should never price your product below its actual cost price. Your 
actual product cost price is determined by the total cost of production including 
tax, divided by the total number of products produced. Product development 
cost is a cost incurred from research and experimentation. and it is a co t that 
is usually incurred when bringing an innovative product to the market 

• If you are a business owner, you should know that newly introduced product, 

usually command a high price. This high introductory price is based on two 
reasons: The first reason fi r the high product price is due to lack of compe
tition. Since the product is the first of its kind in the market place, there will 
be less or no competition thereby giving room for the company to fix price. 

• The second reason is this; a high price will enable the manufacturer recover the 
heavy investments channeled into the research and development of the product 

4) Economic trend: This is another unavoidable factor that can influence the 
pricing of your product. I don't ven need to stres much on this. As an 
entrepreneur, you should know that economic factors such as taxation rate, 
labor cost, inflation rate, and currency exchange rate, government's fiscal and 
monetary policy will definitely influence your adopted product pricing strategy 
either positively r negatively. 

5) Level of market demand: This is the fifth factor that can greatly affect yow
product pricing strategy. In business economics, if demand exceeds supply, 



there tends to be a mad rush for the few available products, thus inflating the 
price of the product and vice versa. Some companies even go as far as creating 
artificial scarcity in order to gain a stronger hold on the industrial price level. 

6) Demographics: The demographics of the targeted customers will indisputably 
influence the pricing of your product Demographic factors to consider before 
taking a stand on your product price include: 

• The age bracket of the customers you are targeting. 

• Business location and customer s location. 

• Educational status of targeted market 

In short, demographics are all about who is your targeted customer. 

7) Promotion Strategy: Price discounts can be an effective means of getting 
consumers' attention and stimulating demand For example, people might be 
tempted to try a new cereal if they get a half-price coupon for it On the other 
hand, a firm could choose a high price to reinforce a high-quality image and 
help convince consumers that it is selling an exclusive, luxurious brand 

8) Costomen: How will buyers respond? Three important factors are whether 
the buyers perceive the product offers value, how many buyers there are, and 
how sensitive they are to changes in price. In addition to gathering data on the 
size of markets, companies must try to determine how price sensitive customers 
are. Will customers buy the product, in given price? Or will they believe the 
value is not equal to the cost and choose an alternative or decide they can do 
without the product or service? Equally important is how much buyers are 
willing to pay for the offering. 

Price elastici~ or people's sensitivity to price changes, affects the demand for 
products. Sometimes, demand for some products won't change even if the 
price changes. The fonnula for calculating the price elasticity of demand is as 
follows. 

Price elasticity = percentage chang in quantity demanded + percentage change 
mpnce 

When consumers are very sensitive to the price change of a product-that is, 
they boy more at low prices and less ofit at high prices-the demand for it 
is price elastic. Durable goods such as TVs, stereo , and freezers are more 
price elastic than necessities. People are more likely to buy them when their 
prices drop and less likely to buy them when their prices rise. By contrast, 
when the demand for a product st.ays relatively the same and buyers are not 
sensitive to changes in its price, th demand is price inelastic. Demand for 
essential products such as many basic food and first-aid products is not as 
affected by price changes as demand for man non~ goods. The number 
of competing producm and substitutes available affects the elasticity of demand. 
Whether a person considers a product a necessity or a luxury and the percentage 
of a person's budget allocated to differ nt products and services also affect 
price elasticity. 

9) Competitors: How competitors price and ell their products will have a 
tremendous effect on a firm's pricing decisions. If you wanted to buy a certain 
pair of shoes, but the price was 30 percent l at one store than another, what 
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would you do? Because compani want to establish and maintain loyal 
customers, they will often match their competitors' prices. Some retailers, such 
as Home Depot, will give you an extra discount if you find the same product 
for l~ somewhere else. Similarly, if one company offers you free shipping, you 
might discover other companies will, too. The availability of substitute products 
affects a company's pricing decisions as well. 

10) The Economy and Government Laws and Regulations: The economy also 
has a tremendous effect on pricing decisions. Factors in the economic environment 
include interest rates and unemployment levels. When the economy is weak 
and many people are unemployed, companies often lower their prices. In 
international markets, currency exchange rates also affect pricing decisions. 
Pricing decisions are affected by federal and state regulations. Regulations are 
designed to protect consumers, promote competitio~ and encourage ethical 
and fair behaviour by businesses. 

11) Product Costs: The costs of the product-its inputs-including the amount 
spent on product development, testing, and packaging required have to be 
taken into account when a pricing decision is made. For example, when a new 
offering is launched, its promotion costs can be very high because people need 
to be made aware that it exists. Thus, the offering's stage in the product life 
cycle can affect its price. Keep in mind that a product may be in a different 
stage of its life cycle in other markets. The point where total cost equals to the 
total revenue is known as the breakeven point (BEP). For a company to be 
profitable, a company's revenue must be greater than its total costs. If total 
costs exceed total revenue, the company suffers a loss. Total costs include both 
fixed costs and variable costs. Fixed costs, or overhead expenses, are costs 
that a company must pay regardless of its level of production or level of sales. 
A company's fixed costs include items such as rent, leasing fees for equipment, 
contracted advertising costs, and insurance. Variable costs are costs that change 
with a company's level of production and sales. Raw materials, labour, and 
commissions on units sold are examples of variable costs. 

Three C's that affect the Pricing Decisions 

I Three c •, for p=---JI 
I 

Conswru:r Demand Competition Costs 

Price Determination Process: 

Price is one of the fom major elements of the marlceting mix. Pricing is an important 
strategic issue because it is related t product positioning. Furthermore, pricing 
affects other marketing mix elemen such as product features, channel decisions, 
and promotion. The following is a general sequence of steps that might be followed 
for developing the pricing of a new product: 

1. Develop marketing strategy - The Company should formulate the mar
keting strategy including selection of target market and product positioning, 
before the development of the product. 

http:Consum.er


2. Make marketing mil: decisions - At this stage company should make the 
decisions regarding the marketing mix i.e. ~ distribution, and promo
tion of the product. 

3. Estimate the demand curve - There is a relationship between price and 
quantity demanded, it is important to understand the impact of pricing n 
sales by estimating the demand curve for the product Therefore, demand 
curve is estimated and understands how quantity demanded varies with 
pnce. 

4. Calculate cost - The cost of the product including fixed and variable costs 
are calculated If the finn has decided to launch the product, there is at least 
a basic understanding of the costs involved; otherwise, there might be no 
profit to be made.· 

5. Undentand environmental factors - The environmental factors like, 
competitor actions, legal constraints, etc are evaluated. Pricing must take 
into account the competitive and legal environment in which the company 
operates. From a competitive standpoint, th firm must consider the impli
cations of its pricing on the pricing decisions of competitors. From a legal 
standpoint, a firm is not free to price its products at any level it chooses. 

6. Determination of pricing objectives - The objectives of pricing are 
determined for example, profit maximization, revenue maximization, or price 
stabiliz.ation (status quo). 

7. Determine price of the product - The price of the product is determined 
on the basis of information collected in the above steps. 

BASIC PRICING POLICIES 

Pricing policy setting starts with setting the pricing objective that can be: 

• Profit Oriented ( concerned with increase in pr fit), 

• Sales Oriented (basically concerned with increase in sales) and 

• Status Quo Oriented. 

Whereas costs set the lower limit of prices, the market and demand set the upper 
limit Both consumer and industrial buyers balance the price of a product or service 
against the benefits of owning it. Thus, before setting prices, the marketer must 
understand the relationship between price and demand for its product. In this sec
tion, we explain how the price-demand relationship varies for different types of 
markets and how buyer perceptions of price affect the pricing decision. ~ set 
the floor for the price that th company can charge for its product The company 
wants to charge a price that both covers all its costs for producing, distributing, and 
selling the product and delivers a fair rate of return for its effort. A company' costs 
may be an important element in its pricing strategy. Companies with lower costs can 
set lower prices that result in greater sales and profits. Company's pricing dee· ions 
are also affected by competitors' costs and prices and possible competitor reactions 
to the company's own pricing moves therefore while setting the prices theses mets 
should also kept in mind. Final step is setting the final price by using different 
methods. 
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GENERAL PRICING APPROACHES 
Product oosts set a floor to the price; oonsumer perceptions of the product's value 
set the ceiling. The oompany must oonsider oompetitors' prices and other external 
and internal factors to find the best price between these two extremes. Companies 
set prices by selecting a general pricing approach lhat includes one or more of three 
sets of factors. We examine these approaches: the cost-based approach (cost-plus 
pricing, break-even analysis, and target profit pricing); the buyer based approach 
(value-based pricing); and the competition-based approach (going-rate and sealed
bid pricing). 

COST-BASED APPROACH 
This is the simplest and easiest method of price determination. Under this method, 
the marketer estimates the total cost of producing and manufacturing a product and 
then adds the margin that the firm wants. In other words. Cost-based pricing 
involves the determination of all fixed and variable costs associated with a product 
or service. After the total costs attributable to the product or service have been 
determined, managers add a desired profit margin to each unit such as a 5 or 10 
percent. The goal of the cost-oriented approach is to cover all costs incurred in 
producing or delivering products or services and to achieve a targeted level of 
profit 

1. COST-PLUS PRICING: 
The simplest pricing method is cost-plus pricing-adding a stan markup to the 
cost of the product. Construction companies, for example, submit job bids by 
estimating the total project cost and adding a standard markup for profit Lawyers, 
accountants, and other professionals typically price by adding a standard markup to 
their costs. Some sellers tell their customers they will charge cost plus a specified 
markup; for example, aerospace companies price this way to th g vemment. To 
illustrate markup pricing, suppose any manufacturer had the following costs and 
expected sales: 

Then the manufacturer's cost per toaster is given by: 

Variable Cost + Fixed Cost 
Unit Cost= - --- ------

Price - variable cost 

Any pricing me1hod that ignores demand and competitor prices is not likely to lead 
to the best price. Markup pricing works only if that price actually brings in the 
expected level of sales. Still, markup pricing remains popular for many reasons. 
First, sellers are more certain about costs than about demand By tying th price to 
cost, set ers simplify pricing-they do not have to make frequent adjustments as 
demand changes. Second, when all firms in the industry use this pricing method, 
prices tend to be similar and price competition is thus minimized. Third, many 
people feel that cost-plus pricing is fairer to both buyers and sellers. Sellers earn a 
fair return on the.ir investment but do not take advantage of buyers when buyers' 
demand become great 

Cost-based pricing must consider various kinds of costs: 



otal Fixed Cost: Total Fixed cost is the sum of costs that are fixed in nature. 
Fixed costs include rent, depreciation, executive salaries, property taxes and insur
ance. Such costs must be paid even if production stops tempQrarily. Over a period 
of years, fixed cost.s can be changed in some situations like - the factory may be 
expanded or sold; new executive may be hired or fired But in the short run, total 
fixed cost is fixed 

Total Variable Cost: Total Variable cost is the sum of those variable expenses that 
are closely related to out-put like, wage paid to workers, packaging material, 
outgoing freight and sales commissions. At zero output, total variable cost is zero 
As output increases variable cost also increases. If a dress .r:nanufucturer doubles the 
output of dresses in a year, the total cost of cloth would also roughly double, 
although the cost of cloth per dress would remain about the same. 

2. BREAK-EVEN ANALYSIS AND TARGET PROFIT PRICING: 

Another cost-oriented pricing approach is break-even pricing or a variation called 
~~ ~ru 
pricing the firm tries to determine the price at which it will break even or make the 
target profit it is seeking. This pricing method is also used by public utilities, which 
are constrained to make a fair return on their investment Target pricing uses the 
concept of break-even chart, which shows the total cost and total revenue 
expected at different sales volmne levels. The manufacturer should consider different 
prices and estimate break-even volumes, probable demand, and profits for each. 

Under target returns pricing method of price detennination, a desired rate of return 
on the amount of capital invested by the organiz.ation is determined. Under B.E.P. 
pricing method of price determination is very useful for determining the price of a 
competitive product. The total cost of production fa product 1& divided into two 
parts i.e. fixed cost and variable cost. Under this m thod B.E.P. is calculated as 

Fixed Costs 
B.E.P. = 

Selling Price per unit - variable cost per unit 

3. VALUE BASED PRICING 

Value based pricing involves setting prices to increase profitability by adding value 
attributes to a product or service. This approach of pricing also depends heavily on 
strong advertising, especially for new products or services, in on:ler to communicate 
the value of products or services to customers and to motivate customers to pay 
more if necessary for the value provided by these products or services. 

Value-based pricing uses buyers' perceptions of value, not the seller's cost, as the 
key to pricing. Value-based pricing means that the marketer cannot design a product 
and marketing program and then set the price. Price is considered along with the 
other marketing mix variables before the marketing program is el Cost-based 
pricing is product driven. The company designs what it considers to be a good 
product, totals the costs of making the product, and sets a price that covers costs 
plus a target profit Marketing must then convince buyers that the product's value 

Pricing Strategy 

NOTES 

Sdflutnu:lloul Mlllffllll 

131 



Marketing Management 

NOTES 

Sdfl'1Utr11ctio,,.J Mtdmlll 

132 

at that price justifies its purchase. If the price turns out to be too high, th company 
must settle for Iowa markup or lower sales, both resulting in disappointing profits. 

4. COMPETITION-BASED PRICING 

Consumers will base their judgments of a product's value on the prices that com
petitors charge for similar products. One form of competition-based pricing is going
rate pricing, in which a firm bases its price largely on competitors ' prices, with less 
attention paid to its own costs or to demand The firm migh charge the same, more, 
or less than its major competitors. In oligopolistic industries that sell a commodity 
such as steel, paper, or fertiliz.er, firms normally charge the same price. The smaller 
firms follow the leader. They change their prices when the market leader's prices 
change, rather than when their own demand or costs change. Some firms may 
charge a bit more or less, but the hold the amount of difference constant. 

_ PRICING STRA: GIES FOR NEW PRODUCTS: 

Pricing strategies usually change as the product passes through its life cycle. The 
introductory stage is especially cballenging. Companies bringing out a new product 
face the challenge of setting prices for the first time. For new products, the pricing 
objective often is either to maximize profit margin or to maximize quantity (market 
share). They can choose between two broad strategies: market-skimming pricing 
and market penetration pricing: 

Market-Skimming Pricing: 

This strategy refers to the firm's desire to skim the marlret, by selling at a premium 
cost It attempts to ' skim the cream" off the top of the market by setting a high price 
and selling to those customers who are less price sensitive. Skimming is a strategy 
used to pursue the bjective of profit margin max:imiz.ation. Skimming is most ap
propriate when: 

• The product · percei ed as enhancing the customer's status in 
society. 

• The product represents significant technological breakthroughs and 
is perceived as a 'high technology' product. 

• The company does not have the resources to finance the large 
capital expenditures necessary_for high volwn production. 

• The customer is aware and willing to buy a particular product at 
higher prices. 

Market skimming makes sense only under certain conditions. First, 'the product's 
quality and image must support its higher price, and enough buyers must want the 
product at that price. Second, the costs of producing a smaller volume cannot be 
so high that they cancel the advantage of charging more. Finally, competitors should 
not be able to enter the market ~asily and undercut the high price. 

Market-Penetration Pricing 

This strategy pursues the objective of quantity maximization by means of a low 
price. It is most appropriate when: 

• The size of the market is large and it is a growing market. 



• The market is characterized by intensive competition. 

• Large decreases in cost are expected as cumulativ volume in• 
creases. 

• The firm uses it as an entry strategy. 

They set a low initial price in order to penetrate the market quickly and deeply
to attract a large number of buyers quickly and win a large market share. The high 
sales volume results in falling costs, allowing the company to cut its price even 
further. Several conditions must be met for this low-price strategy to work. First, 
the market must be highly price sensitive so that a low price produces more market 
growth. Second, production and distribution costs must fall as sales volume in
creases. Finally, the low price must help keep out the competition, and the penetra- · 
tion price must maintain its low-price position-otherwise, the price advantage may 
be only temporary. · 

PRODUCT MIX PRICING STRATEGIES: 

The strategy for setting a product's price often has to be changed when the product 
is part of a 
product mix. In this case, the firm looks for a set of prices that maximizes the profits 
on the total 
product mix. Pricing is difficult because the various products have related demand 
and costs and 
face different degrees of competition. There are five product mix pricing situations. 
These are as follows: 

Product Line Pricing: 

Pricing different products within the same product range at different price points. An 
example would be a video manufacturer offering different video recorders with 
different features at different prices. The greater the features and the benefit ob
tained the consumer will pay greater for that product. This foon of price discrimi
nation assists the company in maximizing turnover and profits. 

Optional-Product Pricing 

Many companies use optional-product pricing-offering to sell optional or acces
sory products 
along with their main product. For example, a car with power window CD changer 
and car without power window and CD changer. Pricing these options is a sticky 
problem. Automobile companies have to decide which items to include in the base 
price and which to offer as options. 

Captive-Product Pricing 

Companies that make products that must be used along with a main product are 
using captive product pricing. Examples of captive products are razor blades, cam
era film, video games, and computer software. Producers of the main products 
(razors, cameras, video game consoles, and computers) often price them low and 
set high markups on the supplies. Thus, camera manufactures price its cameras low 
because they make its money on the film it sells. In the case of services, this strategy 
is called two-part p ricing. The price of the service · broken into a fixed fee plus 
a variable usage rate. Thu a telephone company charges a monthly rate-the 
fixed fe6--plus charges for calls beyond some minimum number-the variable us-
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age rate.~ parks charge admission plus fees for food, midway attractions, 
and rides over a minimum. The service firm must decide how much to charge for 
the ba&c service and how much for the variable usage. The fixed amount should be 
low enough to induce usage of the service; profit can be made on the variable fees. 

By-Product Pricing 

In producing processed meats, petroleum products, chemicals, and other products, 
there are often by-products. If the by-products have no value and if getting rid of 
them is costly, this will affect the pricing of the main product Using by-product 
pricing, the manufacturer will seek a market for these by-products and should 
accept any price that covers more than the cost of storing and delivering them. This 
practice allows the seller to reduce the main product's price to make it more 
competitive. By-products can even tom out tQ be profitable. Sometimes companies 
don't realize how valuable their by-products are. 

Product Bundle Pricing 

Using product bundle pricing, sellers often combine several of their products and 
offer the bundle at a reduced price. Thus, theaters and sports teams sell season 
tickets at less than the cost of single tickets; hotels sell especially priced packages 
that include room, meals, and entertainment; computer makers include attractive 
oftware packages with their personal computers. Price bundling can promote the 

sales of products consumers might not otherwise buy, but the combined price must 
be low enough to get them o buy the bundle. 

Price Discounts 

The normally quoted price to end users is known as the Ii.rt price. This price usually 
· discmmted for distribution channel members and some end users. There are 
several types of discounts. as utlined below. 

• Quantity discount - This discount is offered to those customers who 
purchase in large quantjties. 

• Cumulative quantity discount - This discount itlcr'eaes as the cumu1ative 
quantity increases. CumuJative discounts may be offered to resellers who 
purchase large quantities over time but who do not wish to place large 
individual orders. 

• Seasonal discount- This discount is based on the time that the purchase 
is made and designed to reduce seasonal variation in sales. For example the 
travel industry offers much lower off-season rates. Such disc01mts do not 
have to be based on time of the year, they also can be based on day of the 
week or time of the day, such as pricing offered by long distance and 
wireless service providers. 

• Cash discount - This discount is offered to those customers who pay their 
bill before a specified date. 

• Trade discount - A functional discount offered to channel members for 
performing their roles is known as trade discount. For example, a trade 
discount may be offered to a small retailer who may not purchase in quantity 
but nonethel perfonns the important retail function. 

• Promotional discount- This discount is offered for short-terms to stimu
late sales of the product. 



PRICE-ADJUSTMENT STRATEGIES I PRICE MODIFICATION STRAT
EGIES: 

Marketing management should device a price strategy that is compatt'ble with strat-
. egies attached to other elements of the marketing mix. It is not always possible to 

set a price and apply this rigidly to all customers in all market situations. A pricmg 
strategy denotes bow a company will price its products at particular periods of time 
or particular market conditions. Demand oriented pricing sets a base price that the 
company must Endeavour to achieve, but it assumes that price be modified in line 
with changes in demand Manufacturers must realize that customers are not the 
saine. Some will purchase greater quantities than others, or be situated in areas that 
are more costly to reach. 

If target-return on investment price is set, this may only be appropriate during the 
maturity stage of the product life cycle. During introduction or growth, it is often 
necessary to employ a pricing strategy that will enable the target retom to be 
achieved o er the long term. 

A company's ability and willingness to formulate pricing strategi is a reflection of 
its willingness to adapt and modify price according to the needs of customers and 
market conditions. 

Companies usually adjust their basic prices to acco\lllt forvarious customer differ
ences and changing situations. Fig summarizes six price-adjustment strategies: dis
comt and allowance pricing, segmented pricing, psychological pricing, promotional 
pricing, geographical pricing, and international pricing. 
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Most companies adjust their basic price to reward customers for certain responses, 
such as early p ymen.t of bills, volume purchases, and off-season buying. These 
price adjustments-----called discounts and allowances-an take many forms. 

A cash discount is a price reduction to buyers who pay their bills promptly. A 
typical example is ''2/10, net 30," which means that although payment is due within 
30 days, the buyer can deduct 2 percent if the bill is paid within 10 days. The 
discount must be granted to all buyers meeting these terms. Such discounts are 
customary in many industries and help to improve the sellers' cash situation and 
reduce bad debts and credit collection costs. 
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A quantity discount is a price reduction to buyers who buy large volumes. A 
typical example might be ''Rsl O per unit for less than 100 units, Rs9 per unit for 
100 or more units." By law, quantity discounts must be offered equally to all 
customers and must not exceed the seller's cost savings associated with selling large 
quantities. These savings include lower selling, inventory, and transportation ex
penses. Discounts provide an incentive to the customer to buy more from one given 
seller, rather than :from many different sources. 

A functional discount (also called a trade cliscomrt) is offered by the seller to trade 
channel members who perform certain functions, such as selling, storing, and record 
keeping. ManufactureIS may offer different functional discounts to different trade 
channels becaw of the varying services they perfonn, but manufacturers must offer 
the same functional discounts within each trade channel. 

A seasonal discount is a price reduction to buyers who buy merchandise or 
services out of season. For example, lawn and garden equipment manufacturers 
offer seasonal discounts to retailers during the fall and winter months to encourage 
early ordering in anticipation of the heavy spring and summer selling seasons. Hotels, 
motels, and airlines will offer seasonal discounts in their slower selling periods. 
Seasonal discounts allow the seller to keep production ~ during an entire year. 

Allowances are another type of reduction from the list price. For example, trade
in allowances are price reductions given for tu.ming in an old item when buying a 
new one. Trade-in allowances are most common in the automobile industry but are 
also given for other durable goods. Promotional allowances are payments or price 
reductions to reward dealm for participating in advertising and sales support pro
grams. 

Segmented pricing 

Companies will often adjust their basic prices to allow for differences in customers, 
products, and locations. In segmented pricing, the company sells a product or 
service at two or more prices, even though the difference in prices is not based on 
differences in costs. Segmented pricing takes several fonns. Under customer-seg
ment pricing, different customers may different prices for the same product or 
ervice. Museums, for example, will barge a lower admission for students and 

senior citizens. Under product-form pricing, different versions of the product are 
priced differently but not ac orcling to differences in their costs. Using location 
pricing, a company charges differen: prices for different locations, even though the 
cost of offering at each location is the same. For instance, theaters vary their seat 
price because of audience preferences for certain locations. Finally, using time 
pricing, a firm varies its pric by the season, the month. the day, and even the hom. 
Public utilities vary their prices to commercial users by time of day and weekend 
versus weekday. The telephone company offers lower off-peak charges, and resorts 
give seasonal dis ounts. For the effectiveness of the segmented pricing certain 
conditions must exist, the market must be segmentable, and the segments must show 
different degrees of demand, the segmented pricing must also be legal. Most impor
tmtly segmented prices should reflect real differences in customers' perceived value. 
Otherwise, in the long run, the practice will lead to customer resentment and ill will. 



Psychological pricing 

Price says something about the product. For example, many consumers use price 
to judge quality. In using psychological pricing, sellers consider the psychology of 
prices and not simply the economics. For example, one study of the relationship 
between price and quality perceptions of cars found that conswners perceive higher
priced cars as having higher quality. By the same token, higher-quality cars are 
perceived to be even higher priced than they actually are. When consumers can 
judge the quality of a product by examimne it or by calling on past experience with 
it, they use price less to judge quality. When consumers cannot judge quality be
cause of they lack the infonnation or skill, price becomes an important quality signal. 
Another aspect of psychological pricing is reference pricing-prices that buyers 
carry in their minds and refer to when looking at a given product. The reference 
price might be formed by noting cmrent prices, remembering past prices, or assess
ing the buying situation. Sellers can influence or se these consumers' reference 
prices when setting price. For example, a company could display its product next 
to more expensive ones in order to imply that it belongs in the same class. Depart
ment stores often sell women's clothing in separate departments differentiated by 
price: Clothing fmmd in the more expensive department is assumed to be of better 
quality. 

Companies can also influence conswners' re erence prices by stating high 
manufacturer's suggested prices, by indicating that the product was originally prioed 
much higher, or by pointing to a competitor's higher price. 

Promotional pricing 

Companies will temporarily price their prcxlucts below list price and sometimes even 
below cost. Promotional pricing takes several forms. Sellers will also use special
event pricing in certain seasons to draw more customers. Manufacturers will some
times offer cash rebates to consumers who buy the product ftom dealers within a 
specified time; the manufacturer sends the rebate dn ~y to the customer. Rebates 
have been popular with automakers and producers of dmahle goods and small 
appliances, but they are also used with consumer-packaged goods. Some manufac
turers offer low-interest financing, longer warranties, or ftee maintenance to reduce 
the consumer's price. This practice has recently become a favorite of the auto 
industry. Or, the seller may simply offer discounts from normal prices to increase 
sales and reduce inventories. Promotional pricing, however, can have ad erse ef
fects. Used too frequently and copied by competitors, price promotions can create 
"deal-prone" customers who wait until brands go on sale before buying them. Or, 
constantly reduced prices can erode a brand's value in the eyes of customers. In 
fact, one observer notes that price promotions can be downright addicting to both 
the company and the customer. The point is that promotional pricing can be an 
effective means of generating sales in certain circumstances but can be damaging if 
taken as a steady diet. 

Geographical pricing 

A company also must decide how to price its products for customers located in 
different parts of the country or world. Should the company take risk of losing the 
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business of more distant customers by charging them higher prices to cover the 
higher shipping costs? Or should the company charge all customers the same prices 
regardless of location? Because each customer picks up its own cost, supporters 
of FOB pricing feel that this is the fairest way to assess freight charges. Uniform
delivered pricing is the opposite of FOB pricing. Here, the company charges the 
same price plus freight to all customers, regardless of their location. The freight 
charge is set at the average freight cost. Other advantages of uniform-delivered 
pricing are that it is fairly easy to administer and it lets the furn advertise its price 
nationally. Zone pricing falls between FOB-origin pricing and uniform-delivered 
pricing. The company sets up two or more zones. All customers within a given zone 
pay a single total price; the more distant the zone, the higher the price. Using base 
point pricing, the seJler selects a given city as a "basing point'' and charges all 
customers the freight cost from that city to the customer location, regardless of the 
city from which the goods are actually shipped. If all sellers used the same basing
point city, delivered prices would be the same for all ~mers and price co~ 
tition would be eliminated. lndustries such as sugar, cement, steel, and automobiles 
used basing-point pricing for years, but this method become less popular today. 
Some companies set up multiple basing points to create more flexioility. They quote 
freight charges from the basing-point city nearest to the customer. Finally, the seller 
who is anxious to do business with a cert.ain customer or geographical area might 
use freight-absorption pricing. Using this strategy, the seller absorbs all or part of 
the actual freight charges in order to get the desired business. 

International pricing 

Companies that market their products internationally must decide what prices to 
charge in the different COlllltries in which they operate. In some cases, a company 
can set a uniform worldwide price. The pri e that a company should charge in a 
specific country depends on many Jactors, including economic conditions, competi
tive situations, laws and regulations, and development of the wholesaling and retailing 
system Consumer pei:ceptions and preferences also may vary from country to coun
try, calling for different prices. Or the company may have different marlceting objec
tives in various world markets, wbichrequire changes in pricing strategy. Costs play 
an important role in setting international prices. 

CASE STUDY - SUPERMARKET PETROL PRICING 

Predatory pricing on the supermarket petrol for um 

This case study outlines how Safeway launched a petrol price war in 2002 to boost 
grocery market share. 

Introduction 

In June 2002, Safeway used a predatory pricing strategy for the sale of petrol from 
its supermarket garages in an attempt to incr ase its share of the UK grocery 
market. The strategy stunned competitors - and angered non-supermarket petrol 
retailers. 



The Safew y etrol price offer 

Safeway's offer to the consumer comprised a price reduction on fuel purchases 
based on the amount customers had spent on groceries at its stores each visit. 

Customers received 2p off a liter if they spent £25, Sp for £50, 12p for£ 100 and 
20p for £150. The maximum 20p discount equated to a saving of £10 a week for 
the driver of an average family car. 

The maximum 20p price reduction brought the price of a liter of petrol at Safeway 
down to 53p. This meant customers only had to pay enough to cover duty and VAT. 

Safeway was effectively giving its petrol away in an ffort to increase its share of 
the grocery market, which stood at around 10 per cent 

On the first day of the price promotion, fuel sales at Safeway's 180 petrol stations 
rose by 25 per cent. 

Competitor response 

Asda, which controls 15.6 per cent of the grocery market, was the only supermar
ket-based petrol retailer to react to Safeway's promotion. It swiftly cut its prices by 
0.8p a liter. 

Sainsbury's and Tesco, with 16.6 per cent and 26 per cent of the grocery market 
respectively, refused to be drawn into a fuel price war. They maintained their existing 
pricing strategies. 

Both retailers guarantee to match the cheapest petrol prices within a three to four 
mile~ of their stores, but exclude promotional offm from this pledge. Sainsbury's 
introduced a petrol discount scheme in 1998, but the maximum discount offered is 
4p liter - awarded when cu tomers spend £100. 

Petrol retailers, rather than supermarkets, had the most to lose from Safeway's 
offer. Profit margins on petrol ten to be less than 4p a liter and, unlike permar
kets, petrol retailers are not able to fund losses through other activities. 

The impact on the overall petrol retail market was softened by the comparatively 
small nmnber of Safeway petrol stations. Large petrol companies such as Shell and 
Texaco each have more than 1,000 stations throughout the UK. 

Reasons behind the strategy 

Why would Safeway decide to instigate a price war of this kind? How frequent are 
price wars and do they work? 

Price wars are not a new idea. For example, daily newspapers often engage in them 
- with varying degrees of success. 

Price wars, of varying intensity, are fought in every market Price-cutting is often 
seen as a way to eliminate smaller competitors grab market share and boost sales. 
But any temporary increase in sales is not necessarily sustained after normal pricing 
is resumed. 

Pricing Strategy 

NOTES 



Marketing Management 

NOTES 

S•lf-1'""11ctiolUII Mtll•rW 

140 

What~ the motivation behind Safeway's decision? A Safeway marketing spokes
man claimed that: 

"We are aiming to drive sales and increase individuals' spend. The fuel promo
tion will encourage customers to increase their current spending levels from 
the average £80 a basket, and may also pull in customers who usually shop 
with competitors If the promotion generates high levels of sales it will fund 
itself, so we could keep it going for some time. But it is a promotion. " 

Retail analysts say that pricing strategies like Safeway's petrol promotion can be an 
effective way of gaining market share. To be successful, however, they must be 

• Well-timed 

• Well-planned, and 

• Well-executed 

According to a retail analyst: 

"Price can make customers switch temporarily to a competitor, but it is not 
enough to make them stay. If price was the only factor grocery shoppers 
considered, then Aldi would win every time - y t the budget chain has a UK 
market share of j ust 1. 7 per cent. " 

Price-cutting may bring people in the door, but you cannot keep customers on price 
alone. Customer loyalty has to be earned, not bought There is also a risk that price
cutting can devalue a brand 

Price, then, can be an effe tive marketing tool - but it must be combined with a 
thorough strategy incotp0rating quality, seivice and customer retention Implemented 
properly; price-cutting bas the potential to bring down competitors and boost sales. 
Done badly, it can be a d structive waste of time and money. 

PRICING STRATEGIES - DELL 

1. Introduction 

Pricing strategies usually change as the product passes through its life cycle, because 
there is constrains on the compan 's freedom to price a product at different stage. 
The purpose of this report is to determine and elaborate the elements in pricing 
strategies of Dell's notebook. 

2. Key Objectives 

Price is the amount of money changed for a product or ervice, or the swn of the 
values consmners exchange for the benefits of having or using the product or seivice 
(Kotler et al., 2003, p.332). 

Historically, prices were determined through bargaining or negotiations between 
buyers and sellers. Different prices were set based on the buyer needs and bargain
ing skill. The establishment o one price for every customer is relatively new phe
nomenon that came about with the rise of retailers but price still remains a major 
factor in affecting consumer buying decisions. In addition, it is the most flexible of 



those components. The ability of price to affect consumer decision and its flexibility 
makes pricing strategies important in meeting Dell's objectives in a competitive 
environment. The main objective of Dell is to produce the low price and profitable 
notebook for the customer. 

For Dell Company, all the prices that they sell are posed to the internet and they 
usually based on the e-commerce market. The main reason for successful pricing 
strategy is having a reasonably accurate idea of supply and demand If prices are 
too high demand fall as less buyers purchase the product Too low price can 
increase volwne of sales but reduce margins profit So, Dell has aimed for the e
commerce which is the multiple markets operates at different times of day and may 
interact or affect each others. 

Den Company had set different types of price based on the home user, small 
business user and medium or large business user. The pricing structure changes as 
the products move through their life cycle. 

SUMMARY 
• Price is the amount of money charged for a product or service. Price is the 

only element in the marketing mix that prod revenue; all other elements 
represent costs. 

• Price is a component of exchange or transaction that takes place between 
two parties and refers to what must be given up by one party (i.e., buyer) 
in order to obtain something offered by another party (i.e., seller). 

• The company mnst consider competitors' prices and other external and 
internal factors to find the best price between these two extremes. 

• Cost-based pricing involves the detennination of all fixed and variable costs 
associated with a product or service. 

• Cost-plus pricing is the simplest pricing method It involves adding a standard 
mark-up to the cost of the product. 

• Under target returns pricing method of price determination, a desired rate 
of return on the amount of capital invested by the organization is determined. 

• Value based pricing involves setting prices to increase profitability by adding 
value attribute to a product or service. 

• Value based pricing mvolves setting prices to increase profitability by adding 
value attribute to a product or service. 

• Pricing strategies usually change as the product p~ through its life cycle. 
The introductory stage is especially challenging. Companies bringing out a 
new product face the challenge of setting prices for the first time. For new 
products, the pricing objective often is either to maximize profit margin or 
to maximize quantity (market share). 

• Marketing management should device a price strategy that is compatible 
with strategies attached to other elements of the marketing mix. 

• A pricing strategy denotes how a company will price its products at particular 
periods of time or particular market conditions. 
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• A cash discount is a price reduction to buyers who pay their bills promptly. 

• A quantity discount is a price reduction to buyers who buy large volumes. 

• . A functional discount (also called a trad discount) is offered by the seller 
to trade channel members who perform certain functions, such as selling, 
storing, and record keeping. 

• In segmented pricing, the company sells a product or service at two or more 
prices, even though the difference in prices is not based on differences in 
costs. 

• In using psychological pricing, sellers consider the psychology of prices and 
not simply the economics. 

ANSWERS TO 'CHECK YOUR PROGRESS' 
1. Internal Factors that can affect Pricing Decisions are• Firm's objective, 

Marketing Mix, Cost of the product, Product Differentiation. 

2. Under this method, marketer estimates the total cost of the producing and 
manufacturing a product and then adds the margin that the firm wan.ts. 

3. Value based pricing involves setting _prices to increase profitability by adding 
value attributes to a product or service. 

4. A pricing strategy denotes how a company will price its products at particu
lar periods of time or particular market conditions. 

TEST YOURSELF 
1) What do you mean by the term 'Price' of a product? 

2) What is the objective of Pricing? 

3) What general factors affect the pricing decisions? 

4) Explain various pricing strategi for New Products. 

5) What is Product Mix Pricing Strategies? 

6) Explain the concept of Price Discounts. 

7) Discuss Price Modification Strategies. 

8) Write a short note on: 

Q Cost•plus Approach of Pricing 

ii) Value•based Approach of Pricing 

iii) Break-even Analysis and Target Profit Pricing 

FURTHER READING 
• Kotler & Armstrong, Principles of Marketing Management 

• Kotler; Keller; Marketing Management, Pearson Education 



6 Produd Promotion 

Chapter Includes : 

• PROMOTION 
• GOALS AND TASK OF PROMOTION 
• OBJECTIVE OF THE PROMOTIONAL STRATEGY 
• EVALUATING ADVERTISING 
• SALES PROMOTION OBJECTIVES 
• FEATURES OF SALES PROMOTION 
• TYPES OF SALES PROMOTION ACTIVITIES 
• MAJOR SALES PROMOTION TOOLS 
• SALES PROMOTION USES AND LIMITATIONS OF SALES PROMOTION 
• OBJECTIVES OF PERSONAL SELLING 
• ESSENTIAL ELEMENTS OF PERSONAL SELLING 
• QUALmEs OF SALESPERSON ENGAGED IN PERSONAL SELLING 
• DIFFERENCE BETWEEN ADVERTISING AND PERSONAL SELLING 
• CONTRIBUTIONS OF PERSONAL SEWNG TO MARKETING 
• PUBLICITY 

Learning Objective : 

After going through this chapter, you should be able to: 

■ Define the term Promotion. 

■ List and describe various objectives of Promotional Strategy. 

■ Discuss the meaning of Promotion Mix. 

■ Define Advertising. 

■ Describe ales Promotion and Personal Selling. 
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INTRODUCTION 
Promotion can indirectly fucilit:ate exchanges, by commu.nicatingjnformation about 
company activities and product to interest groups (such as environmental and con
sumer groups), current and potential investors, regulatory agencies and society in 
general Promotional activities can help a company justify its existence and maintain 
positive, healthy relationships with various groups in the marlceting environment 

To make promotional efforts ffective in communicating with consumers and the 
public, a finn must properly plan, implement, co-ordinate and control all communi
cations. First, the firm must obtain and use information from the marketing environ
ment. The extent to which an organization can use promotion to maintain positive 
relationships with, environmental forces depend largely on the quantity and quality of 
the infonnation it acquires. To illustrate, to effectively communicate information to 
consumers that will persuade them to buy a particular product, marketers need data 
about these consumers and about the types of information ihey use when making 
purchase decisions for that type of product. Thus the collection (through marketing 
research) and use of data are critical in successfully communicating with selected 
markets. . 
To ensure effi ti e communications with consumers and other groups, marlceting 
managers must first understand the communication process. 

PROMOTION: 
Promotion is the communication link between sellers and buyers for the purpose 
influencing, informing or persuading a buyer's purchasing decision. Such communi
cation may be made either along the products or in advance of the introduction into 
the market. 

Promotion is ne of the four elements of marlceting mix (product, price, promotion, 
distribution). It is the communication link between sellers and buyers for the purpose 
of influencing, informing, or persuading a potential buyer's pwcllasing decision. Such 
communica · on may be made either along the products or in advance of the intro
duction into the market 

The word promotion is also used specifically to refer a particular activity that is 
intended to promote the business, product or service. 

A promotional plan can have a wide range of objectives, including: sales increases, 
new product acceptance, creation of brand equity, positioning, competitive retalia
tions, or creation of a corporate image. Fundamentally, however there are three 
basic objectives of pr motion. These are: 

1. To present information to conswners as well as others 

2. To increase demand 

3. To differentiate a product 

According tu Pbillp Kotler, "Promotion compasses all tools in the marketing mix 
whose major role · persuasive communication." 

Promotion refers to any communication activity used to inform, persuade, and 
remind the target market about an organiz.ation, its products and its activities. Pro
motion can directly facilitate exchanges by communicating iliformation about an 



organi7,3tion 's goods, services, and ideas to its target markets. For instance, Asso
ciated Air Freight, a mid-sized company that competes with larger express air 
services like Federal, Express, directly prorpotes ifs services by having sales rep
resentatives personally call on executives of fums that rely on overnight shipping to 
convince, them to give~ Air Freight airy. Some companies use a flashier, 
method,, such as hot air balloons shaped like their products,, to facilitate, .ex
changes directly. Car d lers- have used videotapes about their brands of cars to 
deliver personalized messages to prospects. 

Characteristics of Promotion: 

1 Promotion aims to inform about the products and services that offered by the 
company to the consumers. 

2 Customers are requested or persuaded to purchase the products and services 
of the company. 

3 Promotion is the responsibility of the producer to get information about the 
customers so that the necessary products may be served to meet their demands. 

GOALS AND TASK OF PROMOTION: 

tf<itm n R mlJ o 

./ 

~ 
P&I u dtng 

Promotion is the final marketing mix element. Promotion. strategy is the function of 
informing, persuading, and influencing a consumer decision. It is as important to 
non-profit organizations as it is to a profit oriented organization. Some promotional 
strategies are aimed at developing primary demand, the desire for the general prod
uct category. 

OBJECTIVE OF THE PROMOTIONAL STRATEGY: 

Promotional strategy objectives vary among organizations. Some use prom ti.on to 
expand their markets, others to hold their current positions, still others to present 
a corporate view point on a public issue. Promotional strategies can also be used 
to reach selected markets. Most sources identify the specific promotional objectives 
or goals of providing information, differentiating the product, increasing sales, sta
bilizing sales, and accentuating the products value. An OigBDi7.ation can have multiple 
promotional objectives. Some of these are as follows: 

1) Providing Information: In the early days of promotional campaigns, when 
there was often a short supply of many items, most advertisements were 
designed to inform the public of the product's availability. 

2) Differentiating the product: Marketers often develop a promotional strategy 
to differentiate their goods or services from those to competitors. To ac
complish this, they attempt to occupy a "position" in the market that appeals 
to their target customers. Promotions that apply the concept of positioning 
communic.ate to consumers meaningful distinctions about the attributes, price, 
quality, or usage of a good or service. 
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3) Increasing Sales: Increasing sales i the most common objective of a 
promotional strategy. Some strategies concentrate on primary demand, oth
ers on selective demand. 

4) Stabilizing sales: Sales stabiliz.ation is ano1her goal of promotional strategy. 
Sales contestll are often held during slack periods. Such contest offer prizes 
( such as vacation trips, color tel vision, and scholmEip) to sales personnel 
who meet certain goals. Sales promoti n materials - calendars, pens, and 
the like - are sometimes distn'buted to stimulate sales during off-periods. 
Advertising is also often used to stabilize sales. A sable sales pattem allows 
the firm to improve financial, pUIC~ing, and marlret planning; even to even 
out the production cycle; and to reduce some management and production 
costs. The correct use of promotional strategy can be valuable tool in 

. accomplishing these objectives. 

5) Accentuating the product's value: Some promotional strategies are based 
on factors, such as warranty pr grams and repair services that add to the 
product's value. 

Meaning of Promotion Mix: 

Elements of Promotion Mix 

Advertising Personal 
Selling 

Sales 
promotian 

Publicity 

Promotion mix refers to the combination of various promotional elements ie. adver
tising, personal selling, publicity and sales promotion tecbni~ used by a company 
for creating, maintaining and increasing the demand of a product. A promotion mix 
specifies that how much attention and money has to pay to each of the elements. 
Promotion- mix involves an integration of all the above elements of promotion. 

Organisations use various promotional methods to communicate with individuals, 
groups and organiz.ations. Just as product, price, distnbutio~ and pro.motion make 
up the marketing mix, so four components make up the promotion mix. The 
promotion mix is the specific combination of these four promotional methods -
advertising, personal selling, sales promoti n, and publicity - which an organization 
uses for a specific product 

The next sections present some general characteristics of each element of the pro
motion mix, investigate the primary factors that influence a company to use the 
various elements, and examine how promotion must be adapted for global markets. 

Recently, marketing firms have emphasized the need to C<H>rdinate various forms 
of persuasive comrmmications. Integrated maiketing comnmniGations is the applica
tion of various communication methods including advertising, sales promotion, public 
relations, direct marketing and personal selling, to accomplishmarketing objectives. 

Promotion Mix Elements: 

The fi i\ll' major elements of the promotion mix are advertising, personal .selling, 
sales promotion and publicity. All four elements may be used to promote some 
products, but only two or three may be used for others. 



Advertising: 

Advertising is a foJlll of communication intended to persuade a customer to pur
chase or to consume that particular product. It includes the name of a product or 
service and how that product or service could benefit the consumer. Advertising 
aims to motivate the consumers to buy these goods and services. Advertising is a 
paid form of non-personal communication about an organization, its products, or its 
activities that is transmitted through a·mass medium to a target audience. The mass 
medium could be television, radio, newspapers, magazines, direct mail, signs on 
mass transit vehicles, outdoor displays, handbills, catalogues or directories. 

Advertising gives marlretm the flexibility to reach an extremely large target audience 
or to focus on a smaller, precisely defined segment of the population. 

Advertising is an extremely cost-efficient promotional method because it can reach 
a large number of people at a low cost per person. Advertising enables the user to 
transmit a message a mnnber of times. In addition, the visibility that an organiz.ation 
gains from advertising can be used to enhance its public image. 

Advertising has several drawbacks. Even though the cost per person reached may 
be low, the absolute dollar outlay can be extremely high. Organizations like Procter 
& Gamble, Coca-Co~ 3M and IBM muy spend millions of dollars to advertise a 
single product These high costs can limit w sometimes eliminate, advertising~ an 
element of the promotion mix. Feedback from ad · ertising is generally slow, ifit 
occurs at all, and measurement of the effect of advertising on sales is difficult 
Finally, advertising normally has less persuasive power over customers than other 
forms of promotion, such ~ personal selling. 

Personal Selling: 

Personal selling is a person to person transaction tween a buyer and seller. Face
to-face communication with potential buyers to inform them about and persuade 
them to buy an organi:ration's product is called personal selling. Areal estate agent 
uses personal selling when he or she shows a house and tries to persuade the 
prospective home owner to purchase it. Because of its one-on-one nature, per
sonal-selling can be much more persuasive than advertising. In addition, personal
selling can be much more persuasive than advertising. In addition, personal-selling 
efforts generate immediate feedback, enabling the salesperson to adjust the message 
in response to customers• needs for information. However, because personal selling 
is mmunicatlon wi1h only one or a few individuals, it costs considerably more than 
advertising, which reaches a much larger audience. 

Vutually everyone in the organiz.ation is involved in varying degrees in personal 
selling. From th.e president of a bank to the tellers, or from the CEO of a large 
manufucturing oygani'ZBtion to the assembly-line workers, members of the organiza
tion must sell others both inside and outside on the organization's mission, people 
and products. Although a sales person may be responsible for making the actual 
calls on customers, other members of the organiz.ation must also be committed to 
sales. 

Sales Promotion: 

Sales promotion ind all those activities which are used in promoting sales of the 
product or persuading the customer to purchase the product. Sales promotion may 
include attractive prices, gifts, coupons, free sample, etc. Sales promotion is an 
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activity or material that offers consumers, salespersons, or resellers a direct induce
ment for purchasing a product This inducement, which adds value to or incentive 
for the product, might take the form of a coupon sweepstakes, refund, demonstra
tion or display. Some firms even give away free samples as an inducement to 
purchase a produ t The tenn sales promotion should not be confused with promo
tion; sales promotion is only one aspect of tile larger area of promotion, which also 
includes advertising, personal selling and publicity 

Sales promotion techniques are gaining popularity among consumers. Organiz.ations 
often make use of sales promotions to reinforce .the effectiveness of other ingredi
ents of the promotion mix, especially advertising and personal selling. Sales promo
tion can be used as the primaJ:y promotion vehicle, although such use is unusual. In 
contrast to advertising and personal selling, which are generally used on a continu
ous or cyclical basis, sales promo1ion devices get mere irregular use. Often they are 
designee to produce immediate, short-term increases. 

Publicity: 

Publicity is a non personal, not paid stimulation of demand of the products or 
services by planting commercially significant news in the print media Publicity is the 
process of letting people knows that you're mark ting something. In other words, 
publicity is a non-paid form of non-personal communication about an organisation 
or its products that is transmitted through a mass medium in the form of a news 
story. Examples of publicity include magazine, newspaper, radio and TV News 
stories about new retail stores or products, a firm's personnel changes or special 
activities. Publicity differs from the other elements of the promotion mix in that it 
does not directly facilitate exchanges instead, its pmpose is to provide information 
to the general publi and to create and maintain a favourable public image of the 
organization. 

Although an organisation does not pay for the transmission of publicity messages, 
publicity should not be viewed ~ free communication. Companies spend millions of 
dollars each year preparing news releases and encouraging media personnel to 
broadc~t or print them. 

FACTORS INFLUENCING PROMOTION MIX: 

Many factors affect the composition of the promotion mix, including the mganisation's 
promotional objecti e and policies, the organisation promotional budget, the char
acteristics of the target.market, the characteristics of the product and the cost and 
availability of prom tional methods. 

When dividing on the composition of a promotion mix, :marketing managers must 
also decide whether to use PUSH POLICY or PULL POLICY With a Push Policy, 
the marketer promo the product only to the next member down in the marketing 

, channel. In a consumer marketing channel with wholesalers and retailers, the pro
ducer focuses its promotion efforts on the wholesaler, who is the member below the 
producer in the marketing channel. Each channel member, in turn, promotes or 
pushes the product down through the marketing channel. Marketers employing a 
push policy generally focus, on personal-selling effi m, although sales promotion 
and advertising may be used in conjunction with personal selling to push the prod
ucts down through the channel 



By contram, a business using a pull policy promot its product directly to consum
ers to stimulate strong consumer demand 'or the product. When consumers learn, 
through promotional activities, about a product that they believe will satisfy their 
needs and wants, they ask tor the product in retail stores. To satisfy customers' 
demand, retailers In tum try to purchase the product from the producer or whole
salers. A pull policy is therefore intended to 'pull ' products down through the, 
marketing channel by stimulating demand at the consumer level To stimulate strong 
consumer demand, a marketer focuses promotional efforts on intensive advertising 
and sometimes, on sales promotion. Many phannaceutical companies use a pull 
policy, advertising directly to consumers and encouraging them to ask their doctors 
about certain prescription drugs. 

Some producers attempt to balance push and pull strategies. In other words, they 
use promotion to encourage retailers to stock the product (push strategy) and to 
induce customers to purchase the product (pull strategy). Today, a greater propor
tion of promotional dollars is spent on incentives aimed at wholesalers and retailers. 

Toe term .. promotion" refers to a fimction which is directed towards persuading the 
customers for a given product or service. Some factors that influence the promotion 
- mix are as follows: 

I) Promotional Budget: Toe resources available limit how much an organi7.ation 
can spend on promotion. A company with a very small promotional budget will 
probably rely on personal selling because it is easier to measure a sales person's 
contnbution to sales than to measure the contribution of advertising or publicity. 
To implement regional or national advertising and sales promotion activities, a 
business must have a considerable promotional budget. 

Several methods are used to establish the promotional budget. Some firms, 
especially small firrm with limited resourced, simply use all available fimds. This 
practice often results in an inadequate budget, because firms set th promotional 
budget only after meeting all other obligations and the budget is not related to 
the firm's promo1ional objectives. Many firms use the percentage of sales method; 
the promotional budget is based on a percentage of the previous year's sales 
or the next year's forecast saies. This method is somewhat rigid and an lead 
to over-spending when sales are high and understanding when sales fall. The 
competition-matching approach involves following the action of major competi
tors in establishing the promotional budget. This approach assumes that com
petitors are correct and that their decisions are o good for a firm. Another 
method for determining the promotional budget is the Objective and task 
approach. This involves determining the tasks required to achieve the promo
tional objective and allocating the budget needed to perform these tasks. Toe 
objective and task approach is very effective because managers can accurately 
identify the tasks needed to accomplish the objectives. Because the budgeting 
decision is so difficult, some managers use an arbitrary approach and spend 
what they think is needed. However, setting a budget arbitrarily can be very 
dangerous, even for experienced managers. 

Some organi:zatinos, especially having small bus· have a limited promotional 
budget There ar several inexpensive techniques these organizations can use 
and still stay within budget constraints, including D tworking with civi , business 
and trade associations; co-sponsoring a contest or event with another firm to 
share promotional costs; showcasing a busine s by sponsoring a Chamber of 
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Commerce meeting at the place f business such as a restaurant; making an 
employee who is an expert in a field write a newspaper column or give talks 
or organize workshops in his area of expertise; or, if the business is unique, 
persuadmg the local news media to do a feature story. Even though promotion 
is expensive, small organizations as well as larger ones can take advantage of 
low-cost promotion activities by being aggressive and creative. 

2) Target Market Characteristics: Other factors which help to determine the 
composition of a promotion mix are the characteristics of an organization's 
target market, such as size, geographic distribution and demographics. Han 
organization's target market is quite small, its promotion mix will emphasise 
personal selling because this is an efficient means of communicating with small 
numbers of people. Conversely, when a target market includes millions of con
sumers, the promotion mix will probably stress advertising and sales promotion 
because the e methods can reach large numbers of people at a low cost per 
person. 

When a company's customers are concentrated in a small area, personal selling 
is mo.re practical than when customers are, dispersed across a vast geographic 
region. In the latter case, advertising may be a more efficient media of reaching 
numerous and widely dispersed customers. 

3) Product Characteristics: The characteristics of the product affect the blend of 
elements in the promotion mix. Personal selling plays a major role in promoting 
organisational products, ut advertising is used heavily to promote consumer 
goods, conswner convenience products are generally promoted through national 
advertising and sales promotion; personal selling · med extemively for consumer 
durables such as home appliances automobiles and houses. Publicity is a com
ponent of promotion mix for both organisational and consumer goods. 

Manumctu:rers ofbighly seasonal products, such as Toys, Christmas Thanksgiv
ing and Valentine's Day car~ Gifts etc. generally rely on advertising and per
haps, sales promotion because off-season sales of these products are not suf
ficient to support an extensive year-round sales f◄ rce. Toy producers have sales 
force to sell to resellers, yet most depend heavily on advertisements to promote 
their _products. 

Service firms also rely heavily on advertising and perso selling to promote 
their products. As we mentioned earlier, personal selling is critical for services, 
because many times the sa1 people represent the service. Sales promotion is 
somewhat more difficult to implement for services because of their intangil>le 
nature; however, premiums such as calendars and coffee mugs can be used to 
promote service providers like hospitals, dry cleaners, funeral homes and so on. 
Service fums often rely more heavily on publicity than do firms marketing goods. 
Non-profit organisations also rely heavily on publicity, as well as on advertising 
and personal selling and not so much on sales promotion. The price of a product 
also has an impact on th composition of the promotion mix. High-priced prod
ucts like automobiles and major appliances require personal-selling efforts, as 
weir as advertising, because consumers associate greater risk with the purchase 
of an expensive product and therefore expect information and advice from a 
knowledgeable sales person. For this reason, most consumers would be reluc
tant to purchase an expensive refrigerator from a self-seivice establishment. On 
the other hand, advertising is more practical than personal selling at the retail 



level for low priced convenience goods such as milk, .flour, soft drinks and 
newspapers. The profit margins on many of these items are too low to justify 
the use of sales people and most customers do not need, or even want, advice 
ftom sales personnel when making such routine pmchases. 

4) Cost and Availability of Promotional Methods: The costs of promotional 
methods are certain1y important considerations when developing a promotion 
mix. National advertising and sales promotion efforts require large expenditure 
even though the cost per individual reached may be quite low. Because of 
budget constraints, many small organisations re.strict their promotion mix to 
advertising through local newspapers, magazines, radio and television stations 
and outdoor displays. 

Availability of promotional techniques is another factor that marketers must 
explore when fonnuJating a promotion mix. A company may discover that no 
available advertising media are effective in reaching a certain market Finding an 

· app1opriate medium may be especially difficult when marketers try to advertise 
in foreign commies. Some~ like television, are simply not available or not 
in widespread use. Other media that are available may be restricted in the types 
of advertisements they can run. For example, in Spain, marketers cannot adver~ 
tise tobacco and alcohol products (with the exception of beer and wine) on 
television; in Germany, marketem are prolnbited from appealing to children in 
advertisements. In the United States, some state laws prohibit the use of certain 
types of sales promotion activities such as contests. 

ADVERTISING: 
The term "advertising" is derived from the original Latin word "advertise,, which 
means to tum the attention. Thus advertising refers to bring the attention of potential 
and current customers towards product or a service or an idea. Advertising plan 
for a product might be different than that for another product. In short, advertising 
may be calJed as, any activity that turns the attention to an idea or a product. 

According to American Marketing Association, ... it is any paid from of non
personal presentation of ideas, goods or services by an identified sponsor." 

According to Weeler, "Advertising is any form of paid non-personal presentation 
of ideas, goods or services for the purpo e of including people to buy.,, 

Advertising is any paid form of non personal presentation and promotion of ideas, 
goods, or services by an identified sponsor. Ads can be cost effective way to 
disseminate messages, whether to build brand preference or to educate people. 
Even in today's challenging media environment, good ads can pay off 

Advertising i the use of paid medi by a seller to inform, persuade, and remind 
about its products or organiz.ation. It is a strong promotion tool Advertising deci
sion-making is a five-step proces consisting of decisions about the objectives, the 
budget, the message, the media, and, finally, the evaluation of results. Advertisers 
sho Id set clear objectives as to whether the advertising is supposed to inform, 
persuade, or remind buyers. The advertising budget can be based on what is 
affordable, on a percentage of sales, on competitors' spending or on the objectives 
and twcs. The message decision calls for designing ~isages, evaluating then\ and 
executing them effectively. The media decision calls for d fining reach, frequency, 
and impact goals· choosing majo media types; selecting media vehicles; and scbed-
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uling the media. Message and media decisions must be closely coordinated for 
maximum campaign effectiveness. Finally, evaluation calls for evaluating the commu
nication and sal effect of advertising _before, during, and after the advertising is 
placed. 

Advertising is also very expressive. It allows the company to dramatize its products 
through the artful use of visuaJs, print, sound, and colour. Advertising also has some 
shortcomings. Although it reaches many people quickly, advertising is impersonal 
and cannot be as directly persuasive as company salespeople. For the most part, 
advertising can caay on only a one-way communication with the audience, and the 
audience does not fee] that it has to pay attention or respond In addition, advertising 
can be very costly. Although som advertising fonns, such as newspaper and radio 
advertising, can be done on mailer budgets, other forms, such as network TV 
advertising, requir very large budgets. 

FEATURES OF ADVERTISING: 

Advertising is a non-personal from of promotion. It is the most economical method 
of communication of ideas, goods and services because it reaches a large number 
of peopl hence its cost per ~e is low. Some important features of advertising 
are as follows:-

! ) Mass-Communication Proces-1: Manufactures and dealers use the mass media 
to communication the message to the target customers. 

2) Non-Personal Presentation: Advertising is the non-personal attempt to present 
the message regarding a product or services In other words, the manufactures 
and consumers are not in direct or personal contact with one another. 

3) Not the past of product: Advertising cost is the part of product cost but we 
do not consume advertising with the product or a service. 

4) Penuasive Act: Advertising is any form contains persuasion, because the major· 
function of advertising is to persuade the buys. 

5) Competitive Act: There are many manufactures in the market and all they want 
to push their products and services to the maximum possible extent. Compe
tition is of two types namely, quality and price. In both the cases, change in 
quality standards and change in price should be noticed to the target customers. 

6) Informative in Action: Each and every advertisement is piece of information 
to the listeners, readers and viewers. An advertisement aims to inform to the 
customers, about the new products, its special features, and explains the best 
use of the product 

OBJECTIVES OF ADVERTISING: 

The basic objectiv of advertising is to increase the sales. Some important objec
tives are as follows: 

1. To inf~rm people about the availability of product and services: Adver
tising aims to inform people in an attractive way about the different product and 
services that are available in the market to satisfy their needs. 

2. To introduce a new product: Advertising is required for introducing new 
product in the market. It educates the people about the new product, new 
versions of old products etc. 



-
3. To inform about the change in product: Whenever changes are introduced 

in prices, channels of distribution or any improvement in product like in quality, 
size, weight, packing e~. the change must be informed to the customer through 
advertising. 

4. To create goodwill for the concern: Advertising helps to build good image of 
the concern. Adverting builds up a certain monopoly area for the product in 
which new entrants find it difficult to enter. · 

5. To increase demand: Advertising is regarded as an art of creating demand. It 
induces the sales of the product. 

AVANTAGES OF ADVERTISING: 

Advantages to 
manufacturer 

AdYantages 
0f 

AdYertising 

Advantages to 
salesman 

Advantages to 

~ consumers j 

Advantage to Manufactures: 

1) Increase in the sales volume: The main advantage of advertising is to 
. increase the sales volume of the product by increasing,.or creating the 

demand of the product. 

2) It controls product price: Wholesale and retail price of a product is 
controlled through advertisement 

3) It creates reputation: Advertising increases the reputation of the manufac
tures in the public. It builds the image of the product and goodwill of the 
manufacture. 

4) It is less expensive: With a smaller amount of money advertising reaches 
many people therefore it is considered to be less expensive. 

5) It helps in opening new Market: Advertising is helpful in opening or 
creating new market. It helps to get leadership in the market. It helps the 
manufactures to take decisions whether to expand the market share or not. 

Advantage to Salesman: 

1) Creates a background: The advertisement creates a background that 
helps the salesman. Customers know about the product through advertise
ment 

2) Curtails the burden of the salesman's Job: If advertising is done by the 
manufactures the work of the salesman is reduced Salesman's function is 
supported and supplemented by advertisement. 

3) Consumer's need can be studied: Advertising reduces salesman' job. It 
may creates enthusiasm and confidence in the salesmen. 
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Advantage to the consumers: 

The ultimate aim of marlceting of goods is to satisfy the needs of the consumers and 
advertising plays an important role in achieving that aim of marketing. Advertising 
helps th consumers in the following ways. 

1) Easy purchasing: Advertising provides guidance about the quality of the 
product to the consmners. Advertising helps the oonsumeIS in the purchasing 
of the product. 

2) Best quality Product: Advertising generally stands for a quality product. 
If the produ tis not good in quality, customers will switch to other brand. 
Therefore, the manufactures try to maintain their quality to retain in the 
market. 

3) Eliminates unnece$sary middlemen: Advertising helps to elimina~ the 
unnecessary middlemen in the field of distnbution. 

4) Sales time: Advertising helps the customer by giving information about the 
availability of the product. It saves time for purchasing the product. 

Advantage of community: 

The advantage of advertising to the community can be stated under the following 
head: 

1) Increase the employment opportunities: Advertising generate employ
ment opportunities to many people directly or indirectly. Direct employment 
opportunities are artists, painters, singers, musicians, writers etc. Advertising 
indirectly h lps to create employment avenues as it stimulates the production 
of good by creating and sustaining demand for different types of goods and 
service. 

2) Educative values: Advertising educates the people of the comnnmity about 
the uses of the product Advertising help to clear the merits of the product. 
People are aware about the varieties of products and their availability .in the 
market 

3) Helps press: In modern days, press is sustained by advertisement Adver
tisements are essential for the pres . 

DISADVANTAGE OF ADVERTISING: 

1. Advertising makes good costlier. 

2. Advertising is less persuasive than personal selling. 

3. It is highly difficult to evaluate the effectiveness of advertising as so many 
other factors can influence the sales and consumer's attitude. 

4. Advertising may misleads the aLffillllers and gives false information to the 
customers. 

5. dvertising creates wan18 and wants cannot be satisfied. It increases unhap-
piness to the customers. 

6. Sometimes advertising results in high levels of wastage, as the coverage 
audience of advertising may not be interested in the pmducts and service 
being advertised. 



1YPES OF ADVERTISING: 

Institutional Advertising: 

Such advertising are designed to build company's image or goodwill rather than to 
sell a specific product or service. Such ads create positive public image of institu
tion. Such ads are also called the goodwill ads. For Example: ad issued by Steel 
Authority flndia Ltd (SAIL) advertises only company's name in its ad. This ad 
is to promote, institutional or corporate image ultimately help to increase the sales 
in the long nm. The scope of institutional advertising extends to all kinds of products, 
services and organizations. Following are the main advantages of institutional adver
tising: To establish, change or maintain the firm's identity - not an attempt to sell 
anything. 

• It improves the image of manufactmer. 

• It helps the manufacturer in product diversification. 

• It helps the manufacturer to attract the dealers, stockiest, efficient sales 
person, etc. 

• Investors are attracted to institutions tha have good institutional image. 

• Institutional advertising helps to improve public relations. 

Product Advertising: 

Product ads are d igned to inform, to persuade the potential buyers to buy the 
advertiser's products or service . These ads give information about the product of 
advertiser. These ads are directly aimed at increasing the sales. Particular brand and 
particular product is advertised in product advertising. Product advertising · trying 
to promote and sell a specific brand or product There are three types of Product 
advertising: 

Pioneering Advertising: To stimulate demand for a new product: primary demand 

Competitive Advertlslng: Jt attempt to increase sales: brand insistence. 

Comparative Advertising: It directly or indirectly compares two brands. 

FIVE M' OF ADVERTISING: 

In developing an advertising program, marketing managers must alwa start by 
identifying the target market and buyer motives. Theo they make the fi e major 
decisions, known as '1ive Ms": 
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Five M's of advertising are as follows: 

Mission: Mission is the basic objective or goal that any company wants to attain 
by its advertising campaign. 

The mission of advertising includes: 

(a) Sales goals, and (b) Advertising objectives 

Money: The second important factor of advertising is money. How much money 
should be spent by the company to achieve the objective of advertising and the 
basic factors that sho ld be considered while deciding about the budget of the 
advertising? This factor considers-

( a) Stage in product life cycle, (b) Market share and con-
sumers lose, 

( C) Competitiun, ( d) Product substitutability 

Message: This is the third important factor of advertising. What specific informa
tion of the company wants to communicate through its advertising, what should be · 
the contents of the message etc? This factor considers-

(a) Massage generation, (b) Massage evaluation, 

( c) Massage execution, ( d) Social responsibility re-
view 

Media: Commllllication of the message to people requires some media that can be 
print electronic its selection requires certain decisions like selection of type of media, 
scheduling of media etc. This factor considers-

(a) Major media type, 

(b) Specific media vehicles, 

(c) Media timing, 

( d) Geographical media allocation 

Measurement: It is som thing related to evaluation of the advertising campaign 
that can be done either by considering its impact on sales or profits of the company. 
This is the last factor of advertising this factor considers: 

(a) Commllllication impact, and 

(b) Sales impact 



ADVERTISING DECISIONS 

Marketing management must take important decisions when developing an adver
tising program. These decisions are summarized in the following sections: 

SETTING ADVERTISING OBJECTIVES 

Setting advertising objectives is the first step in developing an advertising program. 
These objectives should be based on past decisions about the target market, posi
tioning, and marketing mix, which define the job that advertising must do in the total 
marketing program. An advertising objective is a specific communication task to be 
accomplished with a specific target audience during a specific period of time. Adver
tising objectives can be classified by primary purpose as: 

1) Informative advertising, which is used to inform consumers about a new 
product or °feature or to build primary demand It aims to create brand 
awareness and knowledge of new products. 

2) Penuaslve advertising which is used to build selective demand for a 
brand by persuading conswners that it offers the best quality for their money. 
It aims to create brand awareness liking, preferences, conviction, and pur
chase of a product or service. Some persuasive advertising uses compara
tive advertising, which makes an explicit comparison of the attnbutes of two 
or more brands. 

3) Comparison advertising, which is advertising that compares one brand 
directly or indirectly to one or more other brands. 

4) Reminder advertising, which is used to keep consumers thinking about a 
product. This form of advertising is more important for mature products. It 
aims to stimulate repeat purchase of products and services. 

The advertising objective should emerge from a thorough analysis of the current 
marketing situation. If the product class is mature, the company is the market leader, 
and the brand usage is slow, the objective is to stimulate more usage. If the product 
class is new, the company is not the market leader, but the brand is superior to the 
leader, then the objective is to convince the market of the brand's superiority. 

SETTING THE ADVERTISING BUDGET 

After determining its advertising objectives, the marketer must set the advertising 
budget for each product and market. How does a company know its spending the 
right amount? Some critics charge that large consumer-packaged-goods firms over
spend on advertising and business-to-business marketers generally under spend on 
advertising. They claim that, on the ooe hand, the large consumer companies use lots 
of image advertising without really knowing its effec . Th y overspend as a form 
of "insurance" against not spending enough. On the other hand, business advertisers 
tend to rely too heavily on their sales forces to bring in orders. They underestimate 
the power of company and product image in pre-selling to industrial customers. 

Some specific fuctors that should be considered when setting the advertising budget 
are: 
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1) Stage in the product life cycle: New products typically need large adver
tising budgets to build awareness and to gain customer trial Established 
brands usually are supported with lower advertising budgets, measured as 
a ratio to sales. 

2) Market share and customer base: High-market share brands usually 
need more advertising xpenditure as a percentage of sale to maintain 
share. To build share by increasing market siz.e requires larger expenditure. 

3) Competition and clutter: In a market with a large number of competitors 
and high advertising spending, a brand must advertise more heavily to be 
heard. Even simple clutter from advertisements not directly competitive to 
the brand creates a need for heavier advertising. More advertising is usually 
required in a market with many more competitors and their advertising 
clutter. 

4} Product differentiation: When a brand closely resembles other brands in 
its product cws, more advertising ( and therefore budget) is needed ·Brands 
in less-well-differe. ,tiat:ed or commodity~ product classes (beer, soft drinks, 
banks and airlines) require heavy advertising to establish a differential image. 

The primary questions to be answered daring the budget process are how much to 
spend and what impact is expected or acceptable. This process is difficult because 
measurement techniques of effectiveness rarely give precise answers. 

DEVELOPING THE ADVERTISING CAMPAIGN 

In designing and evaluating an ad campaim marketers employ both art and science 
to develop the message strategy and positioning of an ad-what the ad attempts to 
convey about the brand-and its creative strategy-how the ad expresses the brand 
claims. Advertising go through three steps: message generation and evaluation, cre
ative development and execution and social respoll.Slbility to review. 

In the past, companies often viewed media planning as secondary to the message
creation process. The creative department first created good advertisements, and 
then the media department selected the best media for carrymg these advertisements 
to desired target audiences. This often caused friction between creative and media 
planners. Today, however, media fragmentation, soaring media costs, and more 
focused target marketing strategie have promoted the importance of the media
planning function. In some cases, an advertising campaign might start with a great 
message idea, followed by the choice of appropriate media. In other cases, how
ever, a campaign might begin with a good media opportunity, followed by adver
tisements designed to take advantage of that opportunity. Increasingly, companies 
are realizing the benefits of planning these two important elements jointly. Thus, 
more and more advertisers are orchestrating a closer harmony between their mes
sages and the media that deliver them. Media planning is no longer an after-the-fact 
complement to a new ad campaign. Media planners are now working more closely 
than ever with creative to allow media selection to help shape the creative process, 
often before a single ad is written. In some cases, media people are even initiating 
ideas for new campaigns. 



1. Message Generation and Evaluation: No matter how big the bud.get, adver
tising can succeed only if commercials gain attention and communicate well. Good 
advertising messages are especially important in today•s costly and cluttered adver
tising environment If all this advertising clutter bothers some consumers, it also 
causes big problems for advertisers. Until recently, television viewers were pretty 
much a captive audience for advertisers. Viewers had only a few channels from 
which to choose. But with the growth in cable and satellite TY, VCRs, and remote
control units, today's viewers have many more options. They can avoid ads by 

· watching commercial-free cable channels. They can "7.ap" commercials by pushing 
the fast-forward button during taped programs. With remote control, they can in
stantly turn off the sound during a commercial or ' zip" around the channels to see 
what else is on. In fact, arecent·study found that half of all television viewers now 
switch channels when the commercial break starts. 

Thus, just to gain and hold attention, today's advertising messages must be better 
planned, more imaginative, more entertaining, and more rewarding to consumers. 
Some advertisers even create intentionally contr versial ads to break through the 
clutter and gain attention for their products. 

2. Creative Development and Execution: The ad's impact depends not only on 
what it says, but often more important, how it says it. Execution can be decisive. 

1) Message Strategy: The first step in creating effective advertising messages 
is to decide what general messag will be communicated to consumers
to plan a message strategy. The purpose of advertising is to get consumm 
to think about or react to the product or company in a certain way. People 
will react only if they believe that they will benefit from doing so. Thus, 
dev loping an effective message strategy begins with identifying customer 
benefits that can be used as advertising appeals. Ideally, advertising message 
strategy will follow directly from the company's broader positioning strategy. 
Message strategy statements tend to be plain, straightforward outlines of 
benefits and po itioning points that the advertiser wants to stress. The ad-
ertiser must next develop a compelling creative concept-or "big idea"

that will bring the message strategy to life in a distinctive and memorable 
way. Advertising appeals should have three characteristics: First, they should 
be meaningful. pointing out benefits that make the product more desirable 
or interesting to consumers. Second, appeals must be believable--consum
ers must believe that the product if service will deliver the promised ben
efits. Appeals should also be distinctiv~ should tell how the product 
is better than the competing brands. 

2) Message Execution: The advertiser now has to tum the big idea into an 
actual ad execution that will capture the target marlcet's attention and inter
est. The creative people must find th best style, tone, words, and format 
for executing the message. An message can be presented in different ex
ecutio styles, such as the following: 

• Slice of life: This style shows one or more "typical" people using the 
product in a nonnal setting. 
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• Lifestyle: This style shows how a product fits in with a particular 
lifestyle. 

• Fantasy: This style creates a fantasy around the product or its use. 

• Mood or image: This style builds a mood or image around the prod
uct, such as beauty, love, or serenity. No claim is made about the 
product except through suggestion. 

• Musical: This style shows one or more people or cartoon characters 
singing about the product · 

• Technical expertise: This style shows the company's expertise in making 
the product. 

· • Scientific evidence: This style presents survey or scientific evidence 
that the brand is better or better liked than one or more other brands. 

• Testimonial evidence or endorsement: This style features a highly 
believable or likable source endorsing the product 

3. Legal And Social Issues: Advertisers and their agen ies must be sure adver
tising does not overstep social and legal norms. Public policy makers have devel
oped a substantial body of laws and regulations to go em advertising. 

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 as follows: . 

a) Deciding on reach, frequency, and impact; 

b) Choosing among major media types; 

c) Selecting specific media vehicles; 

d) Deciding on media timing. 

p eciding on Reach, Frequency, and Impact: 

Media selection is finding the most cost~ffective media to deliver the desired mun
her and type of exposures to the target audience. To select media, the advertiser 
must decide what reach and frequency are needed to achieve advertising objectives. 
Reach is a measure of the percentage of people in the target market who are 
exposed to the ad campaign during a given period of time. For example, the 
advertiser might try to reach 70 percent of the target market during the first three 
months of the campaign. Frequency is a measure of how many times the average 
person in the target market is exposed to the message. For example, the advertiser 
might want an average exposure frequency of three. The advertiser also must decide 
on the desired media impact-the qualitative value of a message exposure through 
a given medium. For example, for products that need to be demonstrated, messages 
on television may have more impact than messages on radio because television uses 
sight and sound. Th same message in one magazine may be more believable than 



in another. In general, the more reach, frequency, and impact the advertiser seeks, 
the higher the advertising budget will have to be. 

Choosing Among Major Media Types 

The media planner has to know the reach, frequency, and impact of each of the 
major media types. The major media types are newspapers, television, direct mail, 
radio, magazines, outdoor, and the Internet. Each medium has advantages and 
limitations. Media planners consider many factors when making their media choices. 

1 Target audience media habits: The media habits of target audience will 
affect media choice--advertisers look for media that reach target consum
ers effectively. 

2 Product Characteristics: Media types have different potential for demon
stration, visualiz.ation, explanation, believability, and color. For example, 
fashions are best advertised in color magazines, and automobile perfor
mance is best demonstrated on television. 

3 Message Characteristics: Different types of messages may require 
different media Timeliness and information contmtwill influence mooi.a choice. 
A mess~ge annmmcing a major sale tomorrow will require radio or news
papers. A message with a lot of technical data might require magazines, 
direct mailings, or an online ad and Web site. 

4 Cost: Cost is another major factor in media choice. For example, network 
television is very expensive, whereas newspaper or radio advertising costs 
much less but also reaches fewer consumers. 

Given the abundance of media, the planner must first decide how to allocate the 
budget to the major media types. Consmners are increasingly time starved. Attention 
is a scarce currency, and advertisers need strong devices to capture people' atten
tioo. 

Selecting Specific Media Vehicles 

The media planner now must choose the best media vehicles~pecific media 
within each general media type. Media planners must compute the cost per thou
sand persons reached by a vehicle. The media planner ranks each magazine by cost 
per thousand and fav those magazines with the lower cost per thousand for 
reaching target consumers. The media planner must also consider the costs of 
producing ads for different media. Whereas newspaper ads may cost very little to 
produce, flashy television ads may cost millions. In selecting media vehicles, the 
media planner must balance media cost measures against several media impact 
factors. First, the planner ould balance costs against the media vehicl 's audience 
quality. 

Deciding on Media Timing 

The advertiser must also decide how to schedule the advertising over the course of 
a year. Suppose sales fa product peak in December and drop in March. The firm 
can vary its advertising to follow the seasonal pattern, to oppose the seasonal 
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pattern, or to be the same all year. Most firms do some seasonal advertising. Some 
do only seasonal advertising. Finally, the advertiser has to choose the pattern of the 
ads. Continuity means scheduling ads evenly within a given period Pulsing means 
scheduling ads unevenly over a given time period. The idea is to advertise heavily 
for a short period to build awareness that carries over to the next advertising period. 
Thos who favor pulsing feel that it can be used to achieve the same impact as a 
steady schedul but at a much lower cost. However, some media planners believe 
that although pulsing achieves minimal awareness, it sacrifices depth of advertising 
communications. Recent advances in technology have bad a substantial impact on 
the media planning and buying functions. 

EVALUATING ADVERTISING 

Most advertisers try to measure the communication effect of an ad-that is, its 
potential effect on awareness, knowledge, or preference. They would also like to 
measure the ad's sales effect. 

Commnnication-Effect Research: Measuring the communication effects of an 
ad-copy tes'ting-tells whether the ad is communicating well Copy testing can be 
done before or after an ad is printed or broadcast. Before the ad is placed, the 
advertiser can show it to consumers, ask how they like it, and measure recall or 
attitude changes resulting from it After the ad is nm, the advertiser can measme how 
the ad affected consumer recall or product awareness, knowledge, and preference. 

Sales-Effect Research: The sales effects of advertising are often harder to mea
sure than the communication effects. Sales are affected by many facto~ besides 
advertising-such as product features, price, and availability. 

SALES PROMOTIO 

Sales promotion, a key ingredient in marketing campaigns, consists of a collection 
of incentive tools, mostly short tenn, designed to stimulate quicker or greater pur
chase of particular products or services by consume~ or the trade. 

Sales prom tion includes a wide assortment of tool.s---coupons, contests, cents~ff 
deals, premiums, and others-all of which have many mrique qualities. They attract 
conswner attention, offer strong incentives to purchase, and can be used to dramati7.e 
product offers and to boost sagging sales. Sales promotions invite and reward quick 
response--whereas advertising says, "Buy om product," sales promotion says, ·'Buy 
it now." Sales promotion effects are often short lived, however, and often are not as 
effective as advertising or personal selling in building long-nm brand preference. 

According to William J. Stanton, "Sales promotion is an exercise in info1mation, 
persuasion, and influence." 

According to Philip Kotter, ''Promotion encompasses all the tools in the marlreting 
mix whose major role is persuasive communicati n." 

ales promotion consists of short-term incentives to encourage the purchase or sale 
of a product or s rvice. Whereas advertising and personal selling offer reasons to 
buy a product or service, sales promotion offers reasons to buy now. Several 
factors have contributed to the rapid growth of sales promotion, particularly in 



consumer markets. First, inside the company, product managers filce greater pres
sures to increase their current sales, and promotion is viewed as an effective short
run sal tool Second, externally, the company faces more competition and com
peting brands are less differentiated. Increasingly, competitors are using sales pro
motion to help differentiate their offers. Third, advertising efficiency has declined 
because of rising costs, media clutter, and legal restrain~. Finally, consumers have 
become more deal oriented and ever-larger retailers are demanding more deals 
from manufactmers. The growing use of sales promotion has rem.tlted in promotion 
clutter, similar to advertising clutter. Consumers are increasingly blning out promo
tions, weakening their ability to trigger immediate purchase. Manuracturers are now 
searching for ways to rise above the clutter, such as offering larger coupon values 
or creating more dramatic point-of-purchase displays. 

Benefits of Sales Promotion: Sales promotion tools offer three distinctive ben
efits: 

a) Communlcadon: They gain attention and may lead the consumer to the 
product 

b) Incentive: They incorporate some concession, inducement, or contribution 
that gi es value to the consumer. 

c) Invitation: They include a distinct invitation to engage in the transaction 
now. 

Cbaracteristia of Sales Promotion: 

a) Sales prom tion does not include advertisement, personal selling and pub
licity. 

b) Sales promotion activities are purely temporary and performed at certain 
times like display. free sample, exhibitions etc. 

c) Sales promotion encourages dealers, distributors and consumers. 

SALES PROMOTION OBJECTIVES: 

The major objectives of sales promotion are: 

a) To introduce a new product in the market. 

b) To influence the public with the help of new uses of the product 

c) To increase the frequency of purchase by each buyer. 

d) To encourage dealers to stock more goods. 

e) To withstand in the competitive field. 

t) To notify the customers about the utility of the product. 

g) To effect spot buying and to attract new customers. 

h) To increase sales during slack periods and to increase profits of the firm. 

O To improve the public image/goodwill of the firm. 
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Sales promotion objectives vary in their specific objective. Sellers may use con
sumer promotions to increase short-term sales or to help build long-term market 
share. Objectives for. trade promotions include getting retailers to carry new items 
and more inventories, getting them to advertise the product and give it more shelf 
space, and getting them to buy ahead For the sales force, objectives include getting 
more sales force support for current or new products or getting salespeople to sign 
up new accounts. Sales promotions are usually used together with advertising or 
personal selling. Consumer promotions must usually be advertised and can add 
excitement and pulling power to ads. Trade and sales force promotions support the 
fum's personal selling p~. 

In general, sales promotions should be consumer relationship building. Rather 
than creating only short-term sales or temporary brand switching, they should help 
to reinforce the product's position and build long-tenn relationships with conswners. 
Increasingly, marketers are avoiding "quick fix," price-only promotions in favor of 
promotions designed to build brand equity. . 

FEATURES OF SALES PROMOTION: 

Following the feature of sales promotion: 

l) Involves inducement to provide incentive to buy. 

2) Incentive is the key element in a promotional program. 

3) Attempts o add value to the product or service by appealing to ''value" 
(pocket). 

4) Acts as an acceleration tool. 

5) Designed to speed up sales. 

6) Targeted at different parties with different types & levels of incentives. 

TYPES OF SALES PROMOTION ACTIVITIES: 

There are different ~ of sales promotion activities and Che two main categories 
in this regard are explained below, while the conswner oriented promotion is known 
as Pull strategy and the Trade oriented promotion is known as Push strategy: 

Consumer Oriented Promotion: 

It is also known as Pull s1Iategy and targeted to consum.ers, e.g. samples, coupons, 
refunds, rebates, contests etc. 

Trade Oriented Promotion: 

It is also known as the Push strategy anct targeted to Dealers / Distributors., e.g. 
contests and dealer incentives, trade shows, trade allowances, point of purchase 
displays etc. 

GROWING IMPORTANCE OF SALES PROMOTION: 

The reasons of growing important of the sales promotion is explained below: 

l) Retailers' Power. In these days there is the shift at the market place from 
manufacturer to retailer. 



2) Declining brand loyalty: Over the last few years brand loyalty is on the 
decline and the customers are purchasing more on the basis of price value 
and convenience. When they view all brands equal th y may shift from one. 
brand to another.. 

3) Brand proliferation: The market has become satmated with new brands 
across all product categories. 

4) Competition: To maintain competitive advantages manufacturers are in
creasingly using sales promotion. 

5) Increased accountability: The companies now demand results from sale 
promotions expenditures. 

6) Short term focus: The brand managers receive requests from the sales 
force retailers and wholesalers for sales promotional activities to meet short 
term targets. 

7) Fragmentation of consumer market: The large numbers of marketers are 
also using sales promotion techniques to target ethnic markets. As consum
ers markets are getting fragmented, the fragmemation due to which mass 
media advertising is becoming less effective. 

MAJOR SALES PROMOTION TOOLS 

Many tools can be used to accomplish sales promotion objectives. Descriptions of 
the main consumer, trade, and business promotion tools are as follows: 

Consumer Prom tion Tools 

The main consumer promotion tools include samples coupons, cash refimds, price 
packs, premiums, advertising specialties, patronage rewards, point-of-purchase dis
plays and demonstrations, and contests, sweepstakes and games. 

• Samples are offers of a trial amount of a product. Sampling is the most 
effective-but most expensive-way to introduce a new product. Some 
samples are free; for others, the company charges a small amount to offset 
its cost. The sample might be delivered door-to-door, sent by mail, banded 
out in a store, attached to another product, or featured in an ad Sometimes, 
samples are combined into sample packs, which can then be used to pr~ 
mote other products and services. 

• Coupons are certificates that give buyers a aving when they purchase 
specified products. Most consumers love coupons: Coupons can stimulate 
sales of a mature brand or promote early trial of a new brand. However, 
as a result of coupon clutter, redemption rates have been declining in recent 
years. Thus, most major consumer goods companies are issuing fewer 
coupons and targeting them more carefully. 

• Cash refund offers (or rebates) are like coupons except that the price 
reduction occurs after the purchase rather than at the retail outlet. The 
consumer sends a "proof of purchase" to the manufacturer, who then re
funds part o the pmchase price by mail. 
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• . Price packs (also called cents-off deals) offer consumers savings off the 
regular price of a product. The reduced prices are marked by the producer 
directly on the label or package. Price packs can be single packages sold 
at a reduced price (such as two for the price of one), or two related 
products banded together (such as a toothbrush and toothpaste). Price 
packs are very effective-wen more so than coupons-in stimulating short
tenn sales. 

• Premiums are goods offered either free or at low cost as an incentive to 
buy a product, ranging from toys included with kids• products to phone 
cards, compact disks, and computer CD-ROMs. A premium may come 
inside the package (in-pack), outside the package (on-pack), or through the 
mail 

• Advertising specialties are useful articles imprinted with an advertiser's 
name given as gifts to consumers. Typical items include pens, calendars, key 
rings, matches shopping bags, T-shirts, caps, nail files, and coffee mugs. 
Such items can be very effective. In a recent study, 63 percent of all 
consumers surveyed were either carrying or wearing an ad specialty item. 
More than three-quarters of those who had an item couJd recall the 
advertiser's name or message before showing the item to the interviewer. 

• Patronage rewards ar cash or other awards offered for the regular use 
of a certain company's products or services. For example, airlines offer 
frequent flier plans, awarding points for miles traveled that can be turned in 
for free airline trips. 

• Po.int-of-purchase (POP) promotions include displays and demonstra
tions that take place at the point of purchase or sale. Unfortunately, many 
retailers do not like to handl the hundreds of displays, signs, and posters 
they receive from manufacturers each year. ManumctureIS have responded 
by o:fti ring better POP materials, tying them in with television or print 
messages, and offering to set them up. 

• Contests, sweepstakes, and games give consumers the chance to win 
something, such as cash, trips, or goods, by luck or through xtra effort. A 
contest calls for consumers to submit an entry a jingle, guess, suggestion-
to be judged by a panel that will select the best entries. A sweepstakes calls 
for consumers to submit their names for a drawing. A game presents con
sumers with somethin~ingo numbers, missing letters--every time they 
buy, which may or may not help them win a prize. A sales contest urges 
dealers or the sales force to increase their efforts, with prizes going to the 
top performers. 

Trade Promotion Tools: 

Trade promotion can persuade resellers to carry a brand, give it shelf space, pro
mote it in advertising, and push it to consumers. Shelf space is so scarce these days 
that .manufactmers often have to offer price-offs, allowances, buy-back guarantees, 
or free goods to retailers and wholesalers to get products on the shelf and, once 
there, to stay on it M.mmfacturers use several trade promotion tools. Many of the 



tools used for consumer promotions---contests, premimns, display~an also be 
used as trade promotions. Or the manuJacturer may offer a straight discount off the 
list price on each case purchased during a stated period of time (also called a price
off, off-invoice, or off-list). The offer encomages dealers to buy in quantity or to 
cany a new item. Dealers can use the discount for immediate profit, for advertising, 
or for price reductions to their customers. 

Manufacturers also may offer an allowance (usually so much off per case) in return 
for the retailer's agreement to feature the manufacturer's products in some w y. An 
advertising allowance compensates retailers for advertising the product. A display 
allowance compensates them for using special displays. Manufacturers may offer 
free goods. which are extra cas s of merchandise, to resellers who buy a certain 
quantity or who feature a certain flavor or size. They may offer push money-cash 
or gifts to dealers or their sales forces to "push" the manufacturer's goods. Manu
fiwturers may give retailers free specialty advertising items that cmy the company's 
name such as pens. pencils, calendars, paper weights, matchbooks, memo pads, 
and yardsticks. 

Business Promotion Tools 

Companies spend billions of dollars each year on promotion to .industria1 customers. 
These business promotions are used to generate business lea<k, stimulate purchases, 
reward customers, and motivate salespeople. Business promotion includes many of 
the same tools used for consumer or trade promotions. Here, we focus on two 
additional major business promotion tools-- conventions and trade show , and 
sales contests. Many companies and trade associations organize conventions and 
trade shows to promote their products. Finns selling to the industry show their 
products at the trade show. Trade shows also help companies reach many pros
pects not reached through their sales forces. About 90 percent of a trade sh w's 
visitors see a company's salespeople for the first time at the show. Asa/es contest 
is a contest for salespeople or dealers to motivate them to increase their sales 
performance over -a given period. Sales contests motivate and recognize good 
company performers, who may receive trips, cash prizes, or other gifts. Some 
companies award points for performance, which the receiver can tum in for any of 
a variety of prizes. Sales contests work best when they are tied to measurable and 
achievable sales objectives (such as finding new acco1mts, reviving old acco1mts, or 
increasing acco1D1t profitability). 

DEVELOPING THE SALES PROMOTION PROGRAM 

The marketer must make several other decisions in order to define the full sales 
promotion program. First, the marketer must decide on the strong size of the 
incentive. A certain m.inimwn incentive is necessary if the promotion is to succeed; 
a larger incentive will produce more sales response. The marketer also must set 

conditions for participation. Incentives might be offered to everyone or only to lect 
groups. The marketer must decide how to promote and distribute the promotion 
program itself A 50% off coupon could be given out in a package, at the store, by 
mail, or in an advertisement Each distnbution method involves a different level of 
reach and cost Increasingly, marketers are blending several media into a total 
campaign concept. 
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The length of the promotion is also important If the sales promotion period is too 
short, many prospect., (who may not be buying during that time) will miss it. If the 
promotion nms too long, the deal will lose some of its "act now'' force. Evaluation 
is also very important. Yet many companies fail to evaluate their sales promotion 
programs, and others evaluate them only superficially. Manufacturers can use one of 
many evaluation methods. The most common method is to compare sales before, 
during, and after a promotion. Suppose a company has a 6 percent market share 
before the promotion, which jumps to IO percent during the promotion, falls to 5 
percent right after, and rises to 7 percent later on. After the promotion, sales fell as 
consumers used up their inventories. The long-run rise to 7 percent means that the 
company gained some new users. If the brand's share bad retwned to the old level, 
then the promotion would have changed only the timing of demand rather than the 
total demand Consumer research would also sh w the kinds of people who re
sponded to the promotion and what they did after it ended. Surveys can provide 
infonnation on how many conswners recall the promotion, wl]at they thought of it, 
how many took advantage f it, and how it affected their buying. 

Sales promotions also can be evaluated through experiments that vary factors such 
as incentive value, length, and distribution method. Clearly, sales promotion plays an 
important role in the total promotion mix. To use it wea the marketer must define 
the sales promotion objectives, select the best tools, design the sales promotion 
program, implement the program, and evaluate the results. Moreover, sales promo
tion must be coordinated carefully with other promotion mix elements within the 
integrated marlceting commwri.cations program. 

SALES PROMOTION USES AND LIMITATIONS OF SALES 
PROMOTION 

Sales promotion tools are effective for the organizations in different aspects like they 
can be used to introduce new products, making existing customers to buy more, 
attract new customers, combat competition, maintain sales in off season, increase 
retail inventories, tie in advertising and personal selling, enhance personal selling 
efforts. Beside these advantages sales promotions have certain limitations as well 
like: 

• Cannot Reverse Declining Sales Trend, 

• Cannot Overcome, inferior Product, ' 

• May Encourage Competitive Retaliation, and 

• May Hurt Profit 

SALES PROMOTION STRATEGIES 

There are three types of sales promotion strategies: 

a) Push, 

b PulL and 

c) A combination of both. 



1). Push Strategy: A 'push' sales promotion strategy involves 1Ju8bing' distributors 
and retailers to sell yom products and services ·to the ultimat consumer by 
offering various kinds of promotions and personal selling efforts. A company 
promotes their product/services to a reseller who in tum promotes it to another 
reseller or to the consumer. The basic objective of this strategy is to persuade 
retailers, wholesalers and distributors to cany your brand, give it shelf space, 
promote it by advertising, and ultimately 'push' it forward to the consumer. 
'fypical push sales promotion strategies include; buy-back guarantees, free trials, 
contests, discoun1s, and specialty advertising items. This strategy involves con
vincing the trade intennediary channel members to 'push" the product through 
the distribution channels to the ultimate consumer via promotions and personal 
selling efforts. 
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2). Pull strategy: A 'pull" sales promotion strategy foouse more on th consumer 
instead of the reseller or distnbutor. This strategy involves getting the consumer 
to 'pull' or purchase the product/services directly from the company itself .The 
Company focuses its marketing communications efforts on consumers in the 
hope that it stimulates interest and demand for the product at the end-user level. 
This strategy is often employed if distributors are reluctant to carry a product, 
thus pulling it through the channel. Consmner-promotion objectives are to attract 
consumers to try a new product, tempt customers away -from competitors• 
products, hold & reward loyal customers, and build consumer relationships. The 
strategies employed in pu11 strategy are: s~ples, coupons, cash refunds and 
rebates, premiums, advertising specialties, loyalty programs/patronage rewards, 
contests, sweepstakes games, and point-of-purchase (POP) display. 

A 'combination' sales promotion strategy is just that; it is a combination of a 
push and a pull strategy. It focuses both on the distnoutor as well as the consumers, 
targeting both parties directly. It offers consumer incentives side by side with dealer 
discollllts. 

PERSONAL SELLING: 

Today, most companies use salespeople to bring their company's offering to the 
consuming or business publics. The salesperson's r Je is a key one in the organi-
7.ation. The high cost of maintaining a sales force means that management is espe
cially interested in how to efficiently organize this vital element 

Personal selling refers to the presentation of goods and services before the custom
ers and convincing or persuading them to buy the products or ervices.Personal 
selling is a promotional method in which one party ( e.g., salesperson) uses skills and 
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techniques for building personal re1ation.wp5 with another party ( e.g., those involved 
in a ·purchase decision) .The "value" for the salesperson is realized through the 
financial rewards of the sale while the customer's "value" is realized from the ben
efits obtained by consuming the product Personal selling involves personal contact, 
this promotional method often occms through face-to-race meetings or via a tele
phone conversation or any n w technology that allows to direct contact of both the 
parties. 

Personal selling is the most effective tool at certain stages of the buying process, 
particularly in building up buyers' preferences, convictions, and actions. It involves 
personal interaction between two or more people, so each person can observe the 
other's needs and haracteristics and make quick adjustments. Personal selling also 
allows all kinds of relationships to spring up, ranging from a matter-of;..fact selling 
relationship to personal friendship. The effective salesperson keeps the customer's 
interests at heart in order to build a long-term relationship. A sales force requires 
a longer-term commitment than does advertising---advertising can be ttnned on and 
off, but sales force size is harder to change. 

The direct presentation of a product to a prospective customer by a representative 
of the selling organwtion is tmmed as personal selling. Personal selling is the per
sonal comtmmication of .information to persuade somebody to buy something. Per
sonal Selling occurs when a company representative comes in direct contact with 
a customer in order to infonn client about a good or service to get a sale. Personal 
selling is especially important for busine&Yto-business marketers since products and 
services are complex and expensive. In many companies, personal selling is the 
largest single operating expense. . 

According to American Marketing Association, the personal selling is "the 
personal or impersonal process of assisting or persuading a prospective customer 
or buy a commodity or service or to act favorable upon an idea that has commercial 
significance to the seller." 

Thus, Personal Selling involv oral presentation in conversation with one or more 
prospective buyer for the pmpose of making sales. The pmpose of personal selling 
is to bring the right products into contact with the right customers. 

Personal selling is the most effective tool at latter stages of the buying process, 
particularly in building up buyer preference, conviction, and action. Personal selling 
~ three distinctive qualities: 

a) Personal Interaction: PeI.'SOD3.l selling creates an immediate and interactive 
episode between two or more persons. Each party is able to observe the 
other's reaction, 

b) Cultivation: Personal Selling also permits all kinds of :reJationships to spring 
up, ranging from a matter-of-fact selling relationship to a deep personal 
fiiendwp. 

c) Response: The buyer may feel under some obligation for having listened 
to the sales talk. 



OBJECTIVES OF PERSONAL SELLING 

Personal selling is used to meet the five objectives of promotion in the following 
ways: 

• Building Product Awareness - A common task of salespeople is to edu
cate customers on new product offerings. In consumer markets personal 
selling is very important to build awareness about the product · 

• Creating Interest - The personal selling involv~ person-to-person com
munication for reaching customers to experience a product for the first time. 
In f.act, creating interest goes hand-in-band with building prcxluct awareness 

. as sales professionals can often accomplish both objectives during the first 
encounter with a potential customer. 

• Stimulating Demand -The most important objective of personal selling is 
to convince customers to make a purchase. 

• Reinforce the Brand - Most personal selling is intended to build long-term 
relationships wi1h customers. A strong relationship can only be built over time 
through regular communication with a customer. Meeting with cumomers on 
a regular basis allows salespeople to repeatedly discus their company's 
products and by doing so customers' are aware about what the company has 
to offer., it may reinforce the brand of the product 

ESSENTIAL ELEMENTS OF PERSONAL SELLING: 

Personal selling consists of the following elements: 

• Face-tc>-Face intenctlon: Personal selling involves a salesmen having fare
to-face interaction with the prospeotive buyers. 

• Penuasion: Personal selling requires persuasion on the part of the seller to 
the prospective customers to buy the product. So that an interest may be 
created in the mind of the customers to use that product. 

• Flexfbility: The approach of personal selling is always flexible. Sometimes 
salesman may explain the features and benefits of the product, sometimes 
give demonstra · on of the use of product and also faces number of queries 
from the customers. According to the situation the approach of personal 
selling iB changed. 

• Supply of Information: P~onal selling provides various infonnations to 
the customeIS regarding availability of the product, special features, uses and 
utility of the products. It is an educative process. 

• Mutual Benefit: It is a two-way process. Both eller and buyer derive 
benefit :from i 

IMPORTANCE OF PERSONAL SELLING: 

Personal Selling is extrem ly important as it helps in increasing sales. Let us discuss 
the importance of personal selling from the point o view of producers as well as 
consumers. 
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For producer's point of view 

a) It creates demand for products both new as well s existing ones. 

b) It creates new customers. 

c) It helps in expanding the market for the product 

d) It leads to product improvement. The seller gets familiar with the choice and 
demands of oustomers. 

For customer's point of view 

a) It informs and educates the consumers about new products. 

b) The customers know about the use of new products. 

c) Personal selling also guides customers in selecting goods best suited to their 
requirements and tames because it involves face-to-face communication. 

QUALITIES OF SALESPERSON ENGAGED IN PERSONAL SELLING: 

The quality of the alesperson will vary from time to time and from situation to 
situation. It also depends upon the cus:tomers' demand and nature of the product. 
There are certain common qualities which eveiy salesman should possess in order 
to become successful in their life. These qualities are listed below. 

• Physical Quality • Mental Quality 
• Integrity of character • Knowledge of the product and the company 

• Good behaviour • Ability to persuade 

l) Physical quality: A salesman should have a gool appearance and an 
impressive pemonality. 

2) · Mental quality: A good salesman should posses certain mental qualities 
like imagination. initiative, self-confidence, sharp memory, alertn~ etc. He 
should be able to understand the needs and preferences of customers. 

3) Integrity of character: A good salesman should posses the qualities of 
honesty and integrity. A salesman should be loyal both to the employer and 
to the customers. He is able to gain the confidence of the customers. He 
should be able to understand their needs and guide them how to satisfy 
those needs. 

4) Knowledge of the product and the company: A salesman should have 
full knowledge of the product He should be able to explain each and every 
aspect of the product i.e. its qualities, how to use it, what precautions should 
be taken while using the product, etc. He should also have knowledge of 
products of rival companies. 

5) Good behaviour: A salesman should be co-operative and well-mannered. 
Good behaviour enables one to win the confiden e of the customers. He 
should not fee] initated if the buyer asks many questions even if the ques
tions are irrelevant It is also not necessary that the person he is trying to 
convince buys the product. In that case he should be very peaceful. 

6) Ability to penuade: A good salesman should good in conversation so 
that he can c011vince th person to purchase the product. 



NATURE OF PERSONAL SELLING 

Selling is one of the oldest professions in the world Today, most salespeople are 
well-educated, well-trained professionals who work to build and maintain long-tenn 
relationships with customers. They build these relationships by listening to their 
customers; assessing customer's needs, and organizing the company's efforts to 
solve customer problems. The tenn salesperson covers a wide variety of positions 
and responsibilities. The person can be: 

1 An inside order taker. 

2 An order getter (a great amount of creative selling skills are demanded in 
this position). 

Personal selling is likely to be emphasized in a promotional mix when the market is 
concentrated or the product has a high unit value, is technical in nature, and requires 
a demonstration. It is also useful if the product can be tailored to an individual 
customer's need, or the product is in the introductory stage of the product life cycle. 

PRINCIPLES OF PERSONAL SELLING: 

Personal selling is an ancient art. Effective salespeople today however have more 
than instinct; they are trained in methods of analysis and customer management 
Companies now spend hundreds of millions of dollars each year to train salespeople 
and transform them from passive order takers into active order getters. Represen
tatives are taught the SPIN method to build long-term relationships with questions 
such as: 

1) Situation question: They ask about facts or explore the buyer's present 
situation. For Example, "What system are you using to invoice your custom
er.sr' 

2) Problem questions: These deals with problems, difficulties, and dissatis
factions the buyers are experiencing. For Example: "What parts of the 
system create errors?" . 

3) Implication questions: Theses ask about the conse~ences or effects of 
the buyer's problems, difficulties, or dissatisfactions. For Example: ''How 
does this problem affect your people's productivity?'' 

4) Need-payoff questions: These ask about the value or usefulness of a 
proposed solution. For Example: "How much would you save if our com
pany could help reduce the errors by 80% ?" 

DIFFERENCE BETWEEN ADVERTISING AND PERSONAL SELLING: 

Advertising Penonal selling 

1. It is concerned with the 1. It is concerned with 
public in general. specific individual 

2. It is comparatively less 2. It is very expensive in comparison 
expensive. to advertising 

3. It creates an interest in buyer 3. It create an interest according to 
in a general way. the needs of individual buyer 
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4. Advertising is not flexible. 4. Personal selling is flexible. 

5. It encourages the art of 5. It generates the art of speaking. 
photography, act, music etc. 

CONTRIBUTIONS OF PERSONAL SELLING TO 
MARKETING: 
Today, most professional salespeople are well-educated, well-trained men and 
women who work to build long-term, value-producing relationships with their 
customers. They succeed not by talring customers in but by helping them out-by 
assessing customer needs and solving customer problems. Success in a selling 
environment requires careful teamwork among well-trained, dedicated sales pro
fessionals who are bent on profitably taking care of their customers. 

Sales representatives engage in a otal sellingjob. Representatives work closely 
with customers. They organize much of their own time and effort. They often 
experience role ambiguity and role conflict 

Changing patterns in personal selling 

Traditionally, personal selling has been a face-to-filce, one-on-one situation. But 
now new trends and patterns are emerging which are; 

Salesperson Attributes: 

Salesperson is an individual (like: Serving, and Infonnation gathering Salespeople, 
sales representatives~ account executives, sales consultants, sales engineers, agents, 
district managers, marketing representatives, account development reps, etc) acting 
for a company by performing one or more of the following activities. Salesperson 
is an individual acting for a company by petfonning one or more of the following 
activities: 

Prospecting is the frnt step in the selling process. It is the process of identifying 
qualified potential customers. Approaching the right potential customers is aucial to 
selling success. Than dming the presentation step of the selling process, the sales
person tells the product "story' to the buyer, showing how the product will make 
or save money. The salesperson descdbes the product features but concentrates on 
presenting customer benefits. Using a need-satisfaction approach, the salesperson 
starts with a search for the customer's needs by getting the customer to do most of 
the talking. · 

To be more effective in th.is process sales person should possess certain attributes, 
they should be honest should be competent to demonstrate the products and 
handle objections should be customer oriented so that customers can be satisfied, 
should possess the skills so that potential customers are ready to listen about the 
offered products. 

ADVANTAGES OF PERSONAL SELLING 

The advantages of personal selling over the other promotion tool are as follows: 

• It can be adapted for individual customers. 

• It can be focused on prospective customers. 



• It results in the actual sale, while most other forms of promotion are used 
in moving the customer closer to the sale. 

DISADVANTAGES OF PERSONAL SELLING 

The major disadvantages of the personal selling are: 

• Expensive per contact 

• Many sales calls may be needed to generate a single sale 

• Labor intensive 

• It is costly to develop and operate a sales force. 

• It may be difficult to attract high-caliber people. 

PUBLICl1Y 

Publicity is information about a company's goods or services appearing in the mass 
media as a news item. It is the stimulation of demand for a good, service, place, 
idea, person, or organization by unpaid placement of commercially significant news 
or favorable media presentations. Publicity is more credible to consmners than any 
other promotional mix element Although publicity is generally thought of as not paid 
for, firms incur publicity-related expenses that include the cost of employing market
ing personnel assigned to create and submit publicity releases, printing and mailing 
costs, and related expenses. · 

Publicity is the dell'berate effort to manage the public's perception of a subject. The 
subject of publicity includes people like politicians and perfonning artists, good and 
service, all kinds of organization. In marketing, publicity is one component of pro
motion- mix. The other element of the promotion- mix is advertising, sales promo
tion selling. 

According to the Dictionary, "Publicity is defined as the process of drawing 
attention to a person or thing". 

The publicists try to create their own news. He cannot wait around for the news to 
present opportunities. Example of this includes-

1. Contest, 

2. Art exht'bitions, 

3. Event sponsorship, 

4. Conduct a poll or survey, 

5. Take a stand a controversial subject, 

6. Announce an appointment, 

7. Issue a report 

POWER OF PUBLICITY: 

In order to understand publicity it will be appropriate to first of all know its power. 
This is explained below: 
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l Highly Creclible. 

2 Information endorsed by medium in which it appears. 

3 News value and frequency of exposure generated by it makes it powerful. 

4 Publicity · news and people like to pass on information having news value. 

CONTROL OVER PUBLICITY: 

Being power medium unlike advertising companies have no control over publicity 
because companies cannot do much to stop media from releasing negative informa
tion. However, Publicity should be managed like any other promotional tool. In any 

· case marketers must have control as much as possible over time & place where 
information · released. 

IMPORTANCE OF PUBLICITY: 

1. Publicity can sell product or services without the burdensome expenses of 
advertising. 

2. Publicity can create profitable unexpected opportunities. 

3. Publicity for good wot:k, earns goodwill. 

4. Publicity helps in rising above the competition. 

5. Publicity an broaden audience. 

ADVANTAGES OF PUBUCITY: 

Using publicity the compani oan have following advantages: 

• Credibility. 

• News value. 

• Significant "word of mouth,, - Comnnmication. 

• A perception of being endorsed by media. 

DISADVANTAGES OF PUBLICITY: 

Despite being useful and powerful publicity does have some disadvantages as llllder: 

1) Publicity has potential for negative publicity. 

2) Timing not always completely under control of marketer. 

3) Press release is major source of publicity, so may not be reported the way 
desired. 

4) Publicity looks control over the specific content, timing and the amount of 
co erage. 

5) Publicity always talk: about good not about errors and mistakes. 

6) Publicity cannot be repeated as stories are not likely to be repeated. 

CASE STUDY 

Case Study: L'Oreal's Promotional Strategies in Indian Cosmetics Market for Gamier 



Garnier has been very active and upfront in adopting new promotional techniques 
to market its products. The company follows a very popular technique to advertise 
and market its products that is the Viral Marketing policy. Vual marketing is a term 
coined to define the productive ways a marketing m sage is made available. And 
corporate are using the medimn to circulate brands and brand messages. Th idea 
has caught on like a virus, as efficiently as Information Technology has entered 
households and bus~. 

Take care. 

NleR 
Firms are now structuring their businesses in a way that allows them to grow like 
a virus and lock out the existing brick and mortar competitors through innovative 
pricing and exploitation of competitors' distribution channels. The beauty of this 
marketing technique is that none of it requires any marketing. Customers, who have 
caught the virus, do the selling. Vrral marketing describes any strategy that encour
ages individuals to pass on a marketing message to others, creating the potential for 
exponential growth in the message's exposure and influence. L~ viruses, such 
strategies take advantage of rapid multiplication to explode the message to thou
sands, to millions. 

Off the Internet, viral marketing has been referred to as "word-of-mouth", "creating 
a buzz", "leveraging the media" and even "networlc. marketing." It's a eceptively 
simple concept: Create a message, send it via e-mail, and make it so compelling that 
recipients want to pass it on to everyone in their address book. Ad ertisers are hot 
on the tactic, and the idea of putting consumers to work spreading the word about 
a brand or service seems sound 

What is unique about the concept is that where brands or brand ideas are ex
changed within communities. they are idea-led, not advertising-led. There are some 
high-profile viral success stories. Like Hotmail. By simply sending an e-mail,· con
sumers hawked the service because every message contained a HotJnail ad that 
helped it grow to 12 million accounts in its first year, way back in 1996. The 1999-
hit film 'The Blair Witch Pro"ect' also benefited from a similar contagion. On web 
sites and in chat rooms the film's promoters hinted that the fictional tale was really 
a documentary and let the bug run wild. In most cases, the consumers were bitten. 

When Garnier launched its Fructis shampoo, they latched on to the idea. The fum 
had to introduce the aspect of five times stronger hair and the firm had a braid 
competition whereby consumers could register on a site and create a knot on the 
Fructis brand, as part of their entry into the contest. The knot creation was actually 
created (visually presented on the site) and as a next step, consumers were ex
pected to invite their friends to visit the braid and add to their score. A record 
76,000 consumers created their own knot on the b ·d and forwarded the link to 
more than 82,000 of their friends, a survey report indicated. VJ.Ia.l marketers prac
tice delayed gratification. They may not profit today, or tomorrow, but if they can 
generate a groundswell of interest from something free, know they will profit 
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soon and for the rest of their lives. Since 'Free' happens to be the most powerful 
word in a marketer's vocabulmy, most viral marketing programmes have attached 

. themselves to it The idea is to give away valuable products or services to attract 
attention. And, more importantly, someone else's resources are depleted rather than 
our own. Gamier has positioned itself as a lifestyle product mainly targeting teen
agers and young girls. This is very evident from Gamier ads be it for Gamier fructis 
shampoos or for hair color. In a recent advertisement of Gamier hair color, a 
daughter advises her mother to try the product and thus makes an attempt to 
promote product among middle-aged women. Hence, expanding the base of the 
target segment gives a whole new marlcet to mar:keters, provided they are succes.mtl 
in convincing the customers of the second-rung segment 

Companies need to be very strategic in presenting the product and its features to 
attract another segment At the same time, companies need to be sensitive about the 
impact of targeting other segments on the existing target segment It may be dam
aging, especially if in a process of expand.in it.s customer base, a premier brand 
is targeted at the aspiring middle-class also. In case of any signals of lowering 
demand with the existing target group, companies should adopt line extensions by 
bringing suitable changes in the products. 

Advertising and marketing specialists are aiming at young, urban Indian women. 
who are earning their own money and are potential customers for a h.ost of prod
ucts, including name-brand clothes, cosmetics and new cars. 

Increasing its ad spend for the launch of its new products, L'Oreal has been relying 
more on its international campaigns to make an impact in the Indian marlcet. McCann 
Erl kson in Mumbai handles th L'Oreal and Maybelline account while Publicis 
India is in charge of Gamier. "The ad accounts have been aligned according to our 
international affiliations with these agencies and we try to have a mix of both the 
Indian and international ads," says Mr. Rajgopal. 

L'Oreal India cmrently has three brands in its consumer products portfolio and there 
are product o erlaps between its hair care, skin care and color cosmetics brands. 
Gamier, L'Oreal and Maybelline have been defined by their price segments and 
positicming. 

SUMMARY 
• Promotion is the communication link between sellers and buyers for the 

purpose of influencing, infonning or persuading a buyer's purchasing deci· 
SIOD. 

• Promotional activities can help a company to justify its existence and maintmo 
positive, healthy relationships with various groups in the marketing 
environment. 

• Promotion strategy is the function of infonning, persuading, and influencing 
a consumer decision. It is as important to non-profit organizations as it is to 
a profit oriented organiz.ation. Some promotional strategies are aimed at 
developing primary demand, the desire for the general product category. 

• Promotion mix refers to the combination of various promotional elements 
i.e. adve · ing, personal selling, publicity and sales promotion echniques 
used by a company for creating, maintaining and increasing the demand if 



a product. 

• The promotion mix is the specific combination of these fom promotional 
methods - advertising, personal selling, sales promotion, and publicity -
which an organi:iation uses for a specific product 

• Advertising is a fnnn of communication intended to persuade a customer to 
purchase or to consume that particular product 

• Five M's of Advertising: Mission, Money, Message, Media and Measure
mmt. 

• · Personal selling is a person to person transaction between a buyer and 
seller. Face-~face communication with potential buyers to inform them 
about and persuade them to buy an organization's product is called personal 
selling. 

• Sales promotion includes all those activities which are used in promoting 
sales of the product or persuading the customer to pmchase the product. 

• Publicity is a non-personal, not paid stimulation of demand of the products 
or services by planting commercially significant news in the print media. 

ANSWERS TO 'CHECK YOUR PROGRESS' 
1. Promotion refers to any communication activity used to inform, persuade 

and remind the target market about an organization, its products and its 
activities. 

2. Promotion mix refers to the combination of arious promotional elements 
i.e. advertising, personal selling, publicity and sales promotion techniques 
used by a company for creating, maintaining and increasing the demand of 
the product. 

3. Advertising is any paid form of non-personal presentation and promotion of 
ideas, goods, or ervices by an identified sponsor. 

4. Sales promoti n is a key ingredient in marketing campaigns, consists of a 
collection of incentive tools, mostly short term, designed to ~tirrmlare quicker 
or greater purchase of particular products or services by consumers or the 
trade. 

5. Personal selling refers to the presentation of goods and services before the 
customers and convincing or pe~uading them to buy the products and 
services. 

TEST YOURSELF 
1) Explain the concept of Promotion. What are the goals and characteristics of 

Promotion? 

2) Discuss th objective of the Promotional Strategy. 

3) What is Promotion Mix? Discuss various elements of Promotion Mix; 

4) Define Advertising. What are the advantages and disadvantages of Adver
timlg? 

5) Discuss types of Advertising. 
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6) What do you mean by Five M's of Advertising? 

7) What is Sales Promotion? Explain the importance of Sales Promotion. 

8) Discuss ma·or tools of Sales Promotion. 

9) Describe various strategies of Sales Promotion. 

10) Write a short note on Personai Selling. 

11) Explain essential qualities of Salesperson. 

12) Discuss principles of Personal Selling. 

13) What do you mean by Publicity? 

FURTHER READING 
• Kotler & Armstrong, Principles of Marketing Management 

• Kotler, Keller; Marketing Management, Pearson Education 



7 Marketing Channels 

Chapter Includes : 
• THE IMPORTANCE OF CHANNELS 
• CHANNEL DESIGN 
• CHANNEL OF DISTRIBUTION 
• TYPE OF CHANNEL MEMBERS 
• FLOW OF MARKETING CHANNEL 
• CHANNB. LEVELS 
• TYPES OF DISTRIBUTION INTERMEDIARIES 
• FACTORS AFFECTING CHANNELS OF DISTRIBUTION 
• DISADVANTAGES OF USING AN INTERMEDIARY 
• DISTRIBUTION SYSTEMS 
• SELECTION OF CHANNEL 
• RELATIONSHIP ISSUES IN CHANNELS 
• CHARACTERISTICS OF WHOLESALERS 
• FUNCTIONS OF WHOLESALERS 
• RETAILING 
• FUNCTIONS OF RETAILERS 

Learning Objective : 

After going through this chapter, you should be able to: 

■ Explain channel design. 

■ Discuss Channd of ff ribution. 

■ Understand different types of Channel Members. 

■ Analyze different levels of channels. 

■ Understand the meaning of Channel ManagemenL 
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Most producers do not sell their goods directly to the final users; between them 
stands a set of intermediaries perfonning a variety of fimctions. These intennediaries 
constitute the .marketing channel (also called a trade channel or distnbution channel). 
Formally marketing channels are set of interdependent cn-garrimtinns involved in the 
process of making a product or service available for use or consumption. They are 
the set of pathways a product or service follows after production, culminating in 
purchase and use by the final and end user. 

A set of interdependent organizations involved in the process of making a product 
or service available for use or consumption by the consumer or business user. The 
simple marketing system involves customers, producers that are having something 
valuable for making transactions. These transactions are made in exchange process 
and creation availability of products for customers. This availability is created by 
using networks of distribution channels. Every product and service whether an 
automobile, a watch, a personal computer, or office furniture, must somehow be 
made available to billions of people. Products must also be made available to 
millions of indumrial Jinns, businesses, government institutions, and other organim
tions worldwide. Firms tJy to realize this goal through the creation of distribution 
channels. 

THE IMPORTANCE OF CHANNELS: 

A .marketing channel system .is a particular set of .marketing channels a firm employs, 
and decisions about it are among the most critical ones management faces. The 
channe1 chosen affect all other marketing decisions. The company's pricing depends 
on whether it uses mass merchandisers or high quality boutiques. The firm's sales 
force and advertising decisions depends on how much training and motivation deal
ers need. In addition, channel decisions include relatively long-term commitments 
with other finn 's as well as a set of policies and procedures. But at the same time, 
channel choice themselves depend on the company's marlceting strategy with re
spect to segmen1ation, targeting, and positioning. 

CHANNEL DEVELOPMENT: 

A new finn typically starts as a local operation selling in a :fairly limited matket, using 
exiting intermediaries. The number of such intenne ;aries .is apt to be limited: a few 
manufacturer's sales agents, a few wholesalers, several established retailers, a few 
trucking companies, and a few warehouses. Deciding on the best cbanaels might not 
be a problem; the problem is often to convince the available .intermediaries to handle 
tbe finn's line. 

If the market is successful, it might branch into new markets and use different 
channels in different markets. In smaller markets the furn might sell directly to 
retailers; in larger markets, it might sell distnbuters. In rural areas, it.might work with 
general-goods merchants; in urban areas' with limited-line merchants. 

In short, the channel system evolves as a function of local opportunities and con
ditions, emerging threats and opportunities, company resourees and capabilities, and 
other factors. 



CHANNEL DESIGN: 

The word •channel' bas been derived from the French word for canal. These 
channels or routes or ways connect the producers with the consumers. Some chan
nels are straight, short and direct while some others are strong are long and distinct 
The process of channel design always begins with an understanding of the target 
customers. Because of the pmpos of the marketing channels is to delight custom
ers, all channel decisions must be aligned with the customer's desires. Once cus

tomers desires are fully understood, marketers determines what kind of channels are 
required. 

Channel design is the dynamic process of developing new channels where none 
existed and modifying existing channels. The business marketer usually deals with 
modification of existing channels. 

Channel design begins with assessing customer channel-service needs and company 
channel objectives and constrain1s. The company then identifies the major channel 
altematives in tmns of the types of intermediaries, the number of intermediaries, and 
the channe] responsibilities of each. Managing distribution conflict is a necessity if 
quality service and low cost is to be delivered. Since distnbution relationships tend 
to be long-term in nature, the choice of channel partners is very important and 
should be taken very seriollSly. 

Marketing channel decisions are the most important decisions that are facing mar
keting managers. A company's channel decisions are linked with every other mar
keting decision. Companies often pay too little attention to their distnlnrtion chan
nels. This can be very damaging. Distribution channel decisions often involve long
term commitments to other firms. There are four major issues or questions that 
concern distributi011 channels: 

1) What is the nature of distnbution channels? 

2) How do channel firms interact and organize to do the work of the channel? 

3) What problems do companies face in designing and managing their chan
nels? 

4) What rol does physical distnbution play in attracting and satisfying custom-
ers? 

CHANNEL OF DISTRIBUTION: 

Introduction 

The channel of distnbution is an important part of the 'marketing-mix' in any busi
ness enterprise. The products produced by the producer need to be distributed 
among the final consumers or th users. The task of distnbution involves transfer of 
ownership and physical possession of prodacts and services from the manufacturer 
to the consumers. Marlreting channels satisfy the demand of consumers by supplying 
goods and seivices at the right time, place, quantity and price. A number of alternate 
'channels' of distribution may be available: 

• Distributor, who sells to retailers, 

• Retailer (also called dealer or reseller), who sells to end customers 
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According to American Marketing Association, "A channel of distribution, or 
marketing channel, is the structure of intra-company organization units and Extra 
company agents and dealers, wholesale and retail through which is a commodity, 
product or service is marketed 

According to Philip Kotler, "Every producer seeks to link together the set of 
marketing intermediaries that best fulfills the firm's objective. This set of marketing 
intermediaries is called the marketing channel (also trade channel or channel of 
distribution)." 

Thus, channels of distnoution may be defined as the pathway for the flow of own
ership and possession of goods and services. The main aim of channels of distri
bution is delivery. It is only through distribution the g~ and services can be made 
available for conswnption. It is a system of intermediaries who form mutual benefi
cial coalitions with the manufacturer to ensure that the product and services be
comes available at the point of consumption. Channel decisions refer to the mana
gerial decision onceming ~ selection of the best paths or routes for moving the 
goods from the producer to the consumer. 

In short, the distribution channel is nothing but it is a process of transfer the products 
or services from Producer to Customer or end user. There have also been some 
innovations in the distn"bution of services. 

A channel of distn"bution or trade channel is the path or route along which goods 
move from producers to ultimate consumers. It is a distribution network through 
which a producer puts his products in the hands of actual users. A trade or mar
keting channel consists of the producer, consumers or users and the various middle
men who intervene between the two. The channel serves as a connecting link 
between the producer and consumers. By bridging the gap between the point of 
production and the point of coDSIDilption, a channel creates time, place and posses
sion utilities. channel of distnl>ution represents three types of flows: 

a) Goods flow from producer to consumers; 

b) Cash fl w from consumers to producer as payment for goods; and 

) Marketing information flows in both directions, from producers to consumers 
in the form of informati n on new products, new uses of existing products, 
etc. The flow of information from consumers to producers is the feedback 
of the wants, suggestions, complaints, etc. 

TYPE OF CHANNEL MEMBERS 

Channel activities may be carried out by the marketer or the marketer may seek 
specialist organizations to assist with certain functions. We can classify specialist 
organizations into two broad categories: resellers and specialty service firms. 

Resellers 

Thes organizations, also known within some industries as intermediaries, distribu
tors or dealers, generally purchase or take ownership of products from the market
ing company with the intention of selling to others. 1f a marketer utilizes multiple 
resellers within its distnbution channel strategy th collection of resellers is termed 
a Reseller Network. These organizations can be classified into several sub-catego
ries including: 



• Retailers - Organiz.ations that sell products directly to final consumers. 

• Wholesalen - Organizations that purcbMe products from suppliers, such 
as manufacturers or other wholesalers, and in tum sen these to other resellers, 
such as retailers or other wholesalers. 

• Industrial Distn"butors - Finns that work mainly in the business-to-busi-
ness market selling products obtained from industrial suppliers. 

Specialty Service Firms 

These are organizations that provide additional services to heJp with the exchange 
of products but generally do not purchase the product (i.e., do not take ownership 
of the product): 

• Agents and Brokers - Organizations that mainly work to bring suppliers 
and buyers together in exchange for a fee. 

• Distribution Service Firms - Offer services aiding in the movement of 
products such as assistance with transportation, storage, and order process
mg. 

• Others - This category includes firms that provide additional services to aid 
in the distributi n process such as insurance companies and firms offering 
transportation routing assistance. 

BENEFITS OFFERED BY CHANNEL MEMBERS 

When choosing a distribution strategy a marketer most detennine what value a 
channel member adds to the firm's products. Several smrounding features can be 
directly influenced by channel members, such as customer service, delivery, and 
availability. Consequently, for the marketer selecting a channel partner involves a 
value analysis in the same way customers make purchase decisions. That is, the 
mmketer must ~ the benefits received from utilizing a channel partnerversus the 
cost incurred for using the services. These benefits include: 

1) Cost Savings In Specialization-Members of the distnl>ution channel are 
specialists in what they do and can often perform tasks better at lower cost 
than companies who do not have distribution experience. Marketers at
tempting to handle too many aspects of distnl>ution may end up exhausting 
company resomces as they learn how to distnbute resultin in th company 
being "a jack of all trades but master of none." 

2) Reduce Exchange Time - Not only channel members are able to reduce 
distribution costs by being experienced at what they do. they often perform 

J 

their job more rapidly resulting in faster product delivery. 

3) Customers Want to Conveniently Shop for Variety - Marketers have 
to understand what customers want in their shopping experience. As we 
know, shopping is time consuming process. But consider what would hap
pen if customers had to visit multiple retailers each week to satisfy their 
grocery needs. Hence, resellers within the channel of distn'bution serve two 
very important functions: 

a) · they give customers the products they want by purchasing from 
many suppliers (tenned accumulating and assortment services), and 
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b) they make it convenient to purchase by making products available m 
single location. 

4) Resellers Sell Smaller Quantities - Not only resellers allow customers to · 
purchase products .from a variety of suppliers, they also allow customers to 
purchase in quantities that wmt for them. Suppliers though like to ship prod~ 
ucts they produce in large quantities since this is more cost effective than 
shipping smaller amounts. 

5) Create Sales - Resellers are at the front line when it comes to creating 
demand for the marketer's product In some cases .resellers perform an active 
selling role using persuasive techniques to encourage customers to purchase 
a marketer's product In other cases they en ourage sales of the product 
through their wn advertising efforts and using other promotional means such 
as special product displays. 

6) Offer Financial Support - Resellers often provide programs that enable 
customers to more easily pmchase products by offering financial programs 
that ease payment requirements. These programs include allowing customers 
to: purchase on credit; purchase using a payment plan; delay the start of 
payments; and allowing trade-in or exchange options. 

7) Provide Information - Companie'-1 utilizing resellers for selling their products 
and depend on distributors to provide information that can help to improve 
the product. High-level intermediaries may offer their suppliers real-time ac
cess to sales data including infmmation showing how products are selling by 
such characteristics as geographic location, type of customer and product 
location (e.g., where located within a store, where found on a website). If 
high-level infonnation is not available marketers can often coun on resellers 
to provide feedback as to how customers are responding to products. This 
feedback can occur either through surveys or interviews with reseller's em
ployees or by requesting the reseller allow the marketer to survey customers. 

HARACTERISTICS OF CHANNELS OF DISTRIBUTION: 

..., ... .u.u.,.,els of distn'bution satisfy demand by supplying goods and services at the right 
· e, place, quantity, and price. The channels of distribution have following charac-

. . cs in lllaJXeting: 

• Place Utility: Chann ls of distribution help in moving the goods from one 
place to another. 

• Time Utility: They help in bringing the goods o the consumers when re-
quired 

• Possession value: Consumers obtain goods with ownership title through 
channels of distn'bution. 

• Marketing Tools: Channels of dis1nbution serve as vehicle for viewing the 
m.arlceting organization in its external aspects. They help in bridging the physi
cal and non-physical gaps which exist in moving goods from the producers 
to the consumers. 

http:product.1n


FUNCTIONS OF A DISTRIBUTION CHANNEIJROLE OF MIDDLEMEN 
OR INTERMEDIARIES: 

The distnbuti.on channel moves goods and services :from producers to consumers. It 
overcomes the major time, place, and possession gaps that separate goods and 

. services fium those who would use them. Members of the marketing channel perform 
many key functions but the main function of a distnbution channel is to provide a link 
between production and consumption. Organiz.ations that form any particular distri
bution channel perfmm many key functions: 

1) Information: Middlemen provide infonnation about the madcet like entry of 
new competitors, change in customer's preferences, new brands, etc to the 
manufacturer because these middlemen are present in the market place and 
close to the customer. Therefore they can provide this information at no 
additional cost. 

2) Promotion: Another function of middlemen is to promote the product in his 
territory. 

3) Help in Production Function: The middlemen are expert in their profes
sion therefore the producer can concentrate on the production function 
leaving all marketing problem to them. Their service can best utilize for the 
selling of the product 

4 Helpful in Financing; Middlemen can finance the manufacturers by pro
viding the essentia1 working capital in advance for the goods and services. 

5) Matching Demand and Supply: The major ftmction of middlemen is to 
assemble the goods from many producers in such a manner that the custom
ers can purchase easily. According to Wroe Alderson "the goal of the 
marketing is the matching of segments of supply and demand." 

6) Matching Buyen an Sellen: The most critical activity of the marketing 
bannel membem is to match the needs ofbuyers and sellers. The sellers do 

not know the where they can reach the potential buyers and in the same 
way buyers do not know where they can reach the potential sellers. There
fore, the role of marketing channel to match the needs of buyers and sellers 
becomes very important. 

7) Risk taking: When some of the :fimctions of marketing are shifted to inter
mediaries, the producer's costs and prices may be lower, but the interme
diaries must charge more to cover the costs of their work. In dividing the 
work of the channel, the various ftmctions should be assigned to the channe 
members who can perfo:nn them most efficiently and effectively to provide 
satisfactory assortments of goods to target consumers. 

All of the above functions need to be undertaken in any market. e question 
is - who perfonns them and how many levels are needed in the distribution 
channel in order to make it cost effective. 

FLOW OF MARKETING CHANNEL: 

A marketing channel perfoilDS the work of moving goods from producers to con
sumers. It overcomes the time, place, and possession gaps that separate goods and 
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services from those who need or want them. Memben of marketing channel per
form a number of key functions. 

When a marketing channel bas been developed, a eries of flows emerges. These 
flows provide the links that tie channel members and other agencies together in the 
distribution of goods and services. From the stand points of channel strategy and 
management, the most important of these flows are: 

1. Product flow 

2. Negotiation flow 

3. Ownership flow 

4. Information flow 

5. Promotion flow 

The product flow refers to the actual physical movement of the product from the 
manufacturer through all of the parties who take physical possession of the product, 
from its point of production to final consumers. 

The negotiation flow represents the interplay of the buying and selling functions 
associated with the transfer of title (right of ownership). The transportation firm is 
not included in this flow because it does not participate in the negotiatory functions. 
The arrows flow in both directions indicating that negotiations involve mutual 
exchange between buyers and sellers at all levels of the channel. 

The ownenhip flow shows the movement of the title to the product as it is passed 
along from the manufacturer to final consmners. Here ~ the transportation firm is 
not included because it does not take title to the product nor is it actively involved 
in facilitating the product's transfer. It is only involved in the transportation of the 
physical product itself. 

The information flow shows that the transportation firm bas reappeared in this flow 
and all of the arrows showin the flow of infom1ation from the manufacturer to 
conswners are two-directional. All parties participate in th exchange of information, 
and the flow can lie either up or down. The flow of infonnation sometimes bypasses 
the transportation firm, as shown by the arrow leading from the manufacturer ( at the 
right-hand side of the box) directly to the wholesalers, retailers, and conswners. This 



route of infonnation flow occurs when the information sought does not concern the 
transportation company, such as details associated with the buying, selling, or pro
motion of products. 

Finally, the promotion Oow refers to the flow of peISWlSive communication in the 
form of advertising, personal selling, sales promotio~ and publicity. Here, a new 
component, the advertising agency, is included in the flow because the advertising 
agency is actively involved in providing and maintaining the promotion flow, espe
cially the advertising element of promotion. 

The two-directional arrow connected by a line between the manufacturer and the 
advertising agency is meant to show that the manufacturer and advertising agency 
work together closely to develop promotional strategies. All other arrows show 
one-directional flow from the advertising agency or directly from the mamifacturer 
to the other parties in the marketing channel. 

Further, the concept of channel flows provides a good basis for separating channel 
members from nonmembers. In the standpoint of channel flows, only those parties 
who participate in the negotiation or ownership fl ws would be members of the 
marketing channel. From a management standpoint, the concept of channel flows 
provides a useful framework for understanding the scope and complexity of channel 
management By thinking in tenns of the five flows, it becomes obvious that channel 
management involves much more than merely managing the physical product flow 
through the channel The other flows ( of negotiation, ownership, information, and 
promotion) must also be managed and coordinated effectively to achieve the firm's 
distribution objectives. Indeed, much of the material in this text is concerned with 
channel management activities that involve these channel flows. Dealing with envi
ronment.al changes and the behavioral dimensions of channels certainly involves the 
information flow. Fonmdating channel strategies, designing tl:w cbanne~ and selecting 
the channel members are very much concerned with the negotiation, ownership, and 
information flows as well as the product flow. Motivating channel members is de
pendent on the effective management of the information and promotion flows. Fi
nally, the evaluation of channel member perfonnance is almost dependent entirely on 
effective management of the information flow. From the perspective of channel 
management, the concept of flows in marketing channels helps to convey the dy
namic nature of marketing channels. Changing patterns of buyer behavior and new 
forms of technology add yet another dimension of change. Channel flows must be 
adapted to meet these changes. Innovative channel strat.egi and effective channel 
management are needed to make this happen. 

DIFFERENT TYPES OF CHANNEL OF DISTRIBUTION 

Every small-scale entJepteneur requires a channel that can distribute his product to 
the right customers at the right time and at the right cost. It consists of all the 
middlemen which participate in the distribution of goods and which serve as a link 
between the manufacturer and the consumer. 

A brief explanation of different channels of distribution is given below: 

1) Manufacturer -Customer: 

This is also known as direct selling because no middlemen are involved. A 
producer may sell directly through his own retail stores, for example, Bata. 
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This is the simplest and the shortest channel It is fust and economical. Small 
producers and producers of perishable commodities also sell directly to the 
local consumers. Big firms adopt direct selling in order to cut distribution 
cost and becan.~ they have sufficient fucilities to sell directly to the CODSUIIlflS. 

The produar or the entrepreneur himself perfi.nms all the marketing activities. 

2) Manufacturer-Retaner-Customer: 

This is one stage distnbution channel having one middleman, i.e., retailer. In 
this channel, the producer sells to big retailers like departmental stores and 
chain stores who in tum sell to customer. This channel is very popular in the 
distribution of consumer durables such as refrigerators, T V setE, washing 
machines, typewriters, etc. This channel of distribution is vecy popular th~ 
days because of emergence of departmental stores, super markets and 
other big retail stores. The retailers purchase in large quantities from the 
producer and perform certain m.arlceting activities in order to sell the product 
to the ultimate consumers. 

3) Manufacturer-Wholesaler-Retailer-Customer: 

This is the traditional channel of distribution. There are two middlemen in 
this channel of distributio~ namely, wholesaler and retailer. This channel is 
most suitable for the products with widely scattered market It is used in the 
distribution of consumer products like groceries, drugs, cosmetics, etc. It is 
quite suitable for small cale producers whose product line is nan:ow and 
who require the expert services and promotional support of wholesalers. 

CHANNEL LEVEIS: 

The producer and the final customer are part of every channel. Channel levels 
consist of consumer marketing channelB or the industrial ma:dreting channels. 

1). Channels of distribution for Consumer Goods: 

Channel of distribution is the combination of middlemen that a company uses to 
move its product to the ultimate consumer. For the consumer goods, following four 
different channels are widely used: 

C ) 11$111n , m rk 11n c nn f 
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a) Zero Levd channel/ Direct Marketing Channel-A zero-level chann l 
means selling products or services directly manufacturer to the end con
sumer. There is no middleman present between the producers and consum
ers. This might mean door to door sales, direct mails or telemarketing. 

b) One Level channel - As the name suggests, the one level channel has an 
intermediary may be a retailer between the producer and the consumer. An 
example of this can be insurance in which there is an insurance agent be
tween the insurance company and the customer. 

c) Two level Channel - A two level channel contains two intermediaries. In 
consumer markets, these are a wholesaler and a retailer. 

d) Three level Channel - Similarly, three level channels contains three inter
mediaries. In consumer marke~ wholesalers sell to jobbers, who sell to 
small retailers. 

2). Channels of Distribution for Industrial Products: 

The fi~ commonly shows the channels used in industrial marlreting. An industrial
goods manufacturer can use its sales force to sell directly to industrial customers. 
It can sell through distributcD, m.anumcturer's representatives or its own sales branches 
directly or indirectly to industrial customers. Zero, one and two level marketing 
channels are quite common in industrial marketing channels. 

3). Channels of Distribution for Service: The intangible nattae of services cre
ates special distribution requirements. There are two channels for services: 

Distribution Channels for Services 

Product for Services 

Uldlnate Consumers or BusJne • U ers 
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TYPESOFDmTR.IBUTIONINTERMEDIARIES: 
There are many inteanediaries that may get involved before a product gets from the 
original producer to the ultimate consumer. These are described briefly below: 

Retailen : A retailer buys goods or products in large quantities from manufacturers 
or importers, either directly or through a wholesaler, and then sells individual items 
or small quantities to the general public or end user customers. Retailers are at the 
end of the supply chain. Marketers see retailing as part of their overall distribution 
strategy. Retailers are at the bottom of the distribution hierarchy. They mainly op
erate in a small territory or at a specific location. 

Wholesalen/ distributen: Wholesalers or distributers are a large operator but 
not on a level mparable with a marketer or sole-selling agent, in size, resources 
and tenitory of operation. The wholesaler operates under the marketing sole selling 
agent A dmtnllUtor or middleman who sells mainly to retailers and institutions, rather 
than consumers is known as wholesalers. 

Value- dded Resellers: They are intermediaries that buy the basic products from 
producers and add value to it (depending on the nature of the product), modify it 
and then resell it final customers. 

Franchises: Franchises are independent businesses that operate a branded product 
(usually a service) in exchange for a license fee and a share of sales. 

Sole-Selling Agent:/Marketer: When a manufacturer wants to stay out of the 
marketing and distribution ~ he appoints a suitable agency as his sole-selling 
agent/ marketer and delegate the marketing job to them. Agents sell the products 
and services of pro cers in return for a ommission ( a percentage of the sales 
revenues). 

DISTRIBUTION INTENSITY: 

The nature and intensity of competition in the industry will detennine the distribution. 
pattern adopted by the fum. There are three broad opti ns - intensive, selective and 
exclumve distnbuti.on: 

1. Intensive distribution: This alternative involves all the po~ible outlets that 
can be used to distribute the product. For many products, total sales are 
directly linked to the number of outlets used ( e.g. cigarettes, beer). Intensive 
distribution is usually required where customers have a variety of acceptable 
brands to choose from. In other words, if one brand is not available, a 
customer will simply choose another. 

2. Selective distribution: It involves a producer using a limited number of 
outlets in a geographical area to sell products. An advantage of this approach 
is that the producer can choose the most appropriate or best-performing 
outlets and focus effort ( e.g. training) on them. Selective distribution works 
best when consumers have a preference for a particular brand or price. It 
aJso enables the firm to establish a good working relationship with channel 
members. Selective d.istnbution can help the manufacturer to gain optimum 
market coverage and more control but at a lesser cost than intensive 
distribution. 



3. Exclusive distribution: It is an extreme form of selective distribution in 
which only one wholesaler, retailer or distnbutor is used in a specific 
geographical area. This is a common form of distribution in products and 
brand that seek a high prestigious image. 

FACTORS AFFECTING CHANNELS OF DISTRIBUTION: 

The Channel Choices are influenced by several factors. Such filctors may be c~ified 
as follows: 

1. Nature of the products: The nature of the product plays an important 
role in influencing the channel selection. The marketing executive must 
study the uses of product, its frequency of purchase, its value etc. 

2. Consumer's location and coverage: The location of customers and 
the coverage of customers will affect the choice of channels. Widely 
spread population or nation will require the use of many channel members 
than concentred markets or nation. 

3. Cost of channel: Costs must always be mirrimiz.ed to increase profits. 
It should be noted that costs vary from channel to channel hence it 
affects the costs of goods and services differently. 

4. Economic Conditions: When economic conditions are dispersed the 
producers prefer shorter channels to cut costs. If there is multipoint tax 
on sales, the line should be shorter to avoid the tax burden on the 

· consumers and they prefer to sell directly to the retailers or consumers. 

5. Policies of Competitors: The channel decision is also affected by the 
policies of the competitors. If most of the competitors are distributing 
their products through middlemen, the other will also decide to do so. 

6. Product- Mix: A fresh expansion of plant capacity may require more 
aggressive channels. If company's product-mix is consistent then it en
sures the homogeneity of its marketing channels. 

7. Goodwill of the Enterprise: ff the producer is reputed, then he can 
select any channel of his choice because every middleman is ready to 
work with. such reputed producer. If the producer is new or does not 
enjoy any such reputation, then he should select that channel which 
enjoys high reputation. 

BENEFITS OF INTERMEDIARIES IN CHANNELS OF DISTRIBUTION 

Intermediaries provide several benefits to both manufacturers and consumers like 
improve4 efficiency, a better assortment of products, rontioiution of transactions, 
and easier searching for goods as well as customers. 

• The improved efficiency that results from adding intmne,f.iaries in the channels 
of distribution can easily be understood with the help of an examples. If 
there are 5 manumcturers and 20 retailers. If each manufacturer sells directly 
to each retailer, there are 100 contact lines--0ne line from each manufacturer 
to each retailer. The complexity of th.is distribution arrangement can be 
reduced by adding wholesalers as intermediaries between manufacturers 
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and retailers. If a single wholesaler serves as the intermediary, the number 
of contact lines is reduced from 5 contact lines between the manufacturers 
and the wholesaler, and 20 contact lines between the wholesaler arid the 
re1ailcn Reducing the number of nec.es&lIY oomact lines brings more efficiency 
to the distributio system by eliminating duplicate efforts in ordering, 
p~ing, shipping, etc. 

• Intermediaries provide a second benefit by bridging the gap between the 
assortment of goods and services gene.rated by producers and those in 
demand from consumers. Manufacturers typically produce many similar 
products, while consumers want small quantities of many different products. 
In order to smooth flow of goods and services, intennediaries perfonn such 
functions as sorting, accwnulation, allocation, and creating assortments. 

• A third benefit provided by intermediaries is that they help to reduce the 
cost of distribution by making transactions in routine. 

• The use of intennediaries also helps in the search~ of both buyers 
and sellers. Producers are searching to detennine their customers' needs, 
while customers are searching for certain products and services. A degree 
of uncertainty in both search processes can be reduced by using channels 
of distnbution. 

DISADVANTAGES OF USING AN INTERMEDIARY 

Manufacturers quite often see intermediaries as parasites rather than assets. The 
disadvantages of using an intmnediary stem from nC!Vt'lnnilogical apprehensions, marlret 
antecedents whlchbave created such apprehensions, and lack of managP.rial skills 
or resource that are sufficient to balance and manage the intermediary. Fears~ 
which may come true if the producer mils to manage the intmnediacy, might include: 

• Fear of losing control. 

• Fear oflosing customer contact. 

• Fear oflosing customer ownership. 

• Fear of opportunistic behaviour. 

• Fear of inadequate communication. 

• Fear that the objectives of the intermediary will conflict with those of the 
producer. 

• Fear that the intermediary will extract rather than add to value. 

• Fear of poor market management. 

Furthermore, an intermediary may have many of the same fears ( except for the last 
two on the list). These fears ften undermine the working relationship between a 
producer and an intermediary and keep them from effectively utilizing each other's 
resources and maximizing the potential of the marlceting mix. 

MARKETING ISSUES IN CHANNELS 

Distribution strategy can be shaped by how decisions are made in other marlreting 
areas. 



Product Is ues 

The nature of the product often dictates the distribution options available especially 
if the product requires special handling. For instance, companies selling delicate or 
fragile products, such as flowers, look for shipping ammgements that are different 
than those sought for companies selling extremely tough or durable products, such 
as steel beams. 

Promotion Issues 

Besides issues related to physical handling of products, distribution decisions are 
affected by the type of promotional activities needed to sell the product to custom
ers. For products needing extensive salesperson-to-customer contact ( e.g., automo
bile purchases) the distribution options are different than for products where cus
tomers typically require no sales assistance (i.e., bread purchases). 

Pricing Issues 

The desired price at which a marketer seeks to sell their product can impact bow 
th y choose to distnbu.te. As previously mentioned, the inclusion of resellers in a 
marketer's distribution strategy may affect a product's pricing since each member 
of the channel seeks to make a profit for their contribution to the sale of the product. 
If too many channel members are involved the eventual selling price may be too high 
to meet sales targets in which the marketer may explore other distribution options. 

Target Market Issues 

A distnbution system is only effective if customers can obtain the product Conse
quently, a key decision in setting up a channel arrangement is for the marketer to 
choose the approach that reaches customers in the most effective way po ible. The 
most important decision with regard to reaching the target market is to detennine 
the Level of distribution coverage needed to effectively meet customer's needs. 
Distribution coverage is measured in terms of the intensity by which the product is 
made available. 

LEVEL OF DISTRIBUTION COVERAGE 

As we will see th marketer must take into consideration many fuctors when choos
ing the right level of distribution coverage. However, all ma.rketers should under
stand that distribution creates costs to the organization. Som of these expenses can 
be passed along to customers (e.g., shipping costs) but others cannot (e.g., need 
for additional sal~ple to handle more distributorn). Thus, the process for deter
mining the right level of distribution cov:erage often comes down to an analysis of 
the benefits (e.g., more sales) vernus the cost associated with gain the benefits. 

There are three main levels of distribution coverage - mass coverage, elective and 
exclusive. 

• Mass Coverage-The mass coverage (also known as intensive distribu
tion) strategy attempts to distnbute products widely in nearly all locations in 
which that type of product is sold This level of distribution is only feasible 
for relatively low priced products that appeal to very large target markets 
(e.g., see consumer convenience products). A product such as Coca-Cola 
is a classic ex.am.pl since it is available in a wide variety of locations 
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including grocexy stores, convenience stores, vending machines, hotels and 
many more. With such a large number of locations selling the product the 
cost of distribution is extremely high and must be offset with very high ·sales 
volmne. 

• Selective Coverage - Under selective coverage the marketer deliberately 
seeks to limit the locations in which this type of product is sold. To the non
marketer it may seem strange for a marketer to not want to distnbute their 
product in every possible location. However, the logic of this strategy is tied 
to the size and nature of the product's target market Products with selective 
coverage appeal to smaller, more focused target markets ( e.g., see con
sumer shopping products) compared to the size of target markets for mass 
marketed products. Consequently, because the market size is smaller, the 
number of locations needed to support the distribution of the product is 
fewer. 

• Exclusive Coverage - Some high-end products target ery narrow mar
kets that have a relatively small number of customers. These customers are 
often characterized as "discriminating" in their wte for products and seek 
to satisfy some of their needs with high-quality, though expensi e products. 
Additionally, many buyers of high-end products require a high level of cus
tomer service from the channel member from whom they purchase. These 
characteristics of the target market may lead the marketer to sell their 
products through a very select or exclusive group of resellers. Another type 
of exclusive distnln.rtion may not involve high-end products but rather prod
ucts only a ailable in selected locations such as company-owned stores. 
While these products may or may not be higher priced compared to com
petitive products, the fact these are only available in company outlets give 
exclusivity to the distribution. 

We conclude this section by n ting that while the three distribution coverage options 
just discussed serve as a useful guide for envisioning how distribution intensity 
works, the advent of the Internet~ brought into question the effectiveness of these 
schemes. For all intents and purposes all products available for purchase over the 
Internet are distributed in the same way - mass coverage. So a better way to look 
at the three levels is to consider these as options for distribution coverage of 
products that are physically purchased by a customer (i.e., walk-in to purchase). 

DISTRIBUTION SYSTEMS 

For marketers the choice of distribution design comes down to the following op
tioos: 

l. Direct Distribution Systems 

2. Indirect Distnbution Systems 

3. Multi-Channel or Hybrid Distribution Systems 

Distribution System : Direct 

With a direct distribution system the marketer reaches the intended final user of their 
product by distributing the product directly to the cUBtomer. lbat is, there are no 



other parties involved in the distnbution process that take ownership of the product. 
The direct system can be further divided by the method of communication that takes 
place when a sale occurs. These methods are: 

• Direct Marketing Systems - With this system the customer places the 
order either through infonnation gamed from non-personal contact with the 
marketer, such as by visiting the marketer's website or ordering from the 
marketer's catalog, or through personal communication with a customer 
representative who is not a salesperson, such as through toll-free telephone 
ordering. 

• Direct Retail Systems - This type of system exists when a product 
marketer also operates their own retail outlets. 

• Personal Selling Systems - The key to this direct distribution system is 
that a person whose main responsibility involves creating and managing sales 
( e.g., salesperson) is involved in the distnbution process, generally by per
suading the buyer to place an order. While the order itself may not be 
handled by the salesperson ( e.g., buyer physically places the order online or 
by phone) the salesperson plays a role in generating the sales. 

• Assisted Marketing Systems - Under the assisted marketing system, the 
marketer relies on others to help communicate the marketer' products but 
handles distribution directly to the customer. Other agents and brokers would 
also fall into this category. 

Distribution Systems: Indirect 

With an indirect distribution system the marketer reaches the intended final user with 
the help of others. These resellers generally take ownemhip of the product, though 
in some cases they may sell products on a consignment basis (i.e., only pay the 
supplying company if the product is sold). Under this system intermediaries may be 
expected to assume many responsibilities to help in selling the product. 

Indirect methods include: 

• Single-Party Selling System - Under this system the marketer engages 
another party who then sells and distributes directly to the final customer. 
This is most likely to occur when the product is sold through large store
based retail chains or through online retail , in which case it is often 
referred to as a trade selling system. 

• Multiple-Party Selling System - This indirect distnlrotion system has the 
product passing through two or more distnlmtors before reaching the final 
customer. The most likely scenario .is when a wholesaler purchases from the 
manufacturer and sells the product to retailers. 

Distribution Systems: Multi-Channel (Hybrid) 

In cases where a marketer utilizes more than one distnoution design the marketer 
is following a multi-channel or hybrid distribution system. 

The multi-channel approach xpands distribution and allows the marketer to reach 
a wider market. The marketer must be careful with this approach due to the po
tential for channel conflict. 
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CHANNEL MANAGEMENT: 

Channel management, as a process by which a company creates formalized pro
gram., for selling and servicing customers within a specific channel, it can really affect 
your business. Channel management program includes: 

1) Gou: Define the specific goals you have for each ohannel segment. Con
i,ider your goals for the channel as a whole as well as individual account 
And, remember to consider your goals for both acquisition and retention. 

2) PoDdes: Construct well-defined polices for administering 1he accounts within 
this channel. Be sw-e to keep the unique characteristics of each segment in 
mind when defining policies for accmmt set up, order management, product 
fulfillment etc. 

3) Products: Identify which products in your ffering are most suited fur each 
segment and create appropriate messaging. 

4) Sal arketing Programs: Design support programs for your channel 
that meet their needs, not what your idea of their needs are. To do this, you 
should start by asking your customers within this segment, ~'How can we 
best support you in the selling and marketing of om products?'' 

Defining a channel management trategy for each segment allows you to be more 
effective within each ~ while gaining efficiency at the same time. Still, main
taining brand consistency across all channel segments is critical to your long-term 
success. So find a good balance between customization and bnmd consistency and 
you'll be on your way to successful channel management 

SELECTION OF CHANNEL: 

The selection of distribution is affected by many of factors, which play significant 
role while choosing the channel for distribution. It may include the buying pattern of 
consumer, type of the product is perishable, or auto mobile, weight and bulk and 
it also depends on the company' resources. 

Factors Influence Selection of a Channel of Distribution: 

The facton; to be considered before hoosing a suitable channel of distnbution are 
listed below: 

1) Product considerations: The nature and type of product have an impor
tant bearing on the choice of distnbution channels. For examples perishable 
goods need speedy movements and hence shorter channel or route of dis
tribution; for durable goods, longer and diversified channels may be used; 
similarly, for technicaJ products requiring specia1i7.ed selling and serving tal- · 
ents, the shortest channel should be used. 

2) Market considerations: The nature and type of customers and size of 
market are important considerations in the choice of a channel of distribu
tion. For example, if the market size is large, there may be long channels, 
whereas in a small market direct selling may be profitable. The nature and 
type of consumers include factors such as desire for credit, preference for 
the stop shopping, demand for personal services, amollllt of time and effort 



the customer is willing to spend. It also includes factora like age, income 
group, sex, and religion of customers. 

3) Company considerations: The nature, size and objectives of the business 
fum also play an important role in the selection of distribution channel. It 
includes financial resources, market standing, volmne of production, desire 
for control of channel, services provided by manufacturers ', etc. For ex
ample a company with substantial financial resources need not rely too much 
on the middlemen and can afford to reduce the levels of distnoution. Simi
larly a company desiring to exercise greater control over channel will prefer 
a shorter channel. 

4) Middlemen considerations: The cost and efficiency of distnoution de
pend largely on the nature and type of middlemen. It includes characteristics 
of middlemen such as availability, attitudes, services, sales potential, costs 
etc. For example, if the terms and conditions of engaging wholesalers are 
unfavorable, manufacturer may like to channeli7.e his products through 
semi- wholesalers or retailers, thereby, bypasmlg wholesalers. However, the 
detennining factorwoald be the differential advantage involved in the choice. 

To conclude, the channel generating the largest sales vohune at lower unit cost will 
be given top priority. This will minimi~ distnoution cost 

RELATIONSHIP ISS S IN CHANNELS 

A good distribution strategy takes into account not only marketing decisions, but 
also considers how relationships within the channel of distn'bution can impact the 
marketer's product. 

Managing Channel Relationships 

Each member of a marketing channel has a position with rights, obligations, and 
rewards; and each is subject to penalties for non-conformance. Moreover, each 
channel member has certain expectations of every other channel member. Retailers 
expect wholesalers to keep sufficient inventories on hand and to deliver goods on 
time. Wholesalers expect retailers to abide by the terms of payment contracts and 
to keep thorn informed about inventory levels. If the marketing chmmel is to operate 
effectively, channel members must co-operate with each other and keep conflict in 
check. 

Channel Co-operation: 

Channel co-operation occurs when channel members work together for their mutual 
benefit. Marketing channels cannot function without sustained co-operation. Co
operation is necessary if each channel member is to gain something from other 
members. The reali7.ation of overall channel objectives and individual member ob
jectives depends on co-operation. Unles a channel member can be .replaced, the 
misconduct of one member can destroy the entire channel. Thus i1 is vital that 
policies be developed to ensure the welfare and survival of all indispensable channel 
members. 

Channel Power 
Channel power is the ability to alter channel member's behaviom so that they take 
actions they would not have taken otherwise. A channel can be made up of many 

Marketing Clumnels 

NOTES 

SdflMtn1ctio11tu Mlllmill 

199 



Marketing Management 

NOTES 

S•lf-lnstntcdo1111I Mtum&I 

200 

parties each adding value to the product purchased by customers. However, some 
parties within the channel may cany greater weight than others. In marketing terms 
this is called channel power, which refers to the influence of one party bas over other 
channel members with.in a channel. When power is exerted by a channel member 
they are often in the position to make demands of others. For instance, they may 
demand better financial temis ( e.g., will only buy if prices are lowered, will only sell 
if price is higher) or demand other members perform certain tasks (e.g., do more 
marketing to customers, perform more product services). Channel power can be 
seen in several ways: 

• Product Power - Occurs when a product manufacturer or service provider 
markets a brand that has a high level of customer demand. The marketer 
of the brand is often in a power position since other channel members have 
little choice but to carry the brand or risk oflosing customers. 

• Middle or Wholesale Power - Occurs when an intermediary, such as a 
wholesaler: services a large number of smaller retailers that obtains product 
in large quantity from many manufacturers. In this situation the wholesaler 
can exert power since the small retailers are often not in the position to 
purchase products and in as much variety as what is offered by the whole
saler. 

• . Front or taller Power - As the name suggests, the power in this situ
ation rests with the retailer who can command major concessions from their 
. suppliers. This type of power is most prevalent when the retailer commands 
a significant percentage of sales in the market they serve and others in the 
channel are dependent on the sales generated by the retailer. 

Channel Conflict 

Channel conflict is generated when one channel member's actions prevent another 
channel from achieving its goal. In an effort to increase product sales, marketers , 
are often attract d by the notion that sales can grow if the marketer expands 
distribution by adding additional resellers. Such decisiom must be handled carefully, 
so that existing dealers do not feel threatened by the new distnbutors who they may 
feel are influencing on their customers and taping potential business. For marketers, 
channel strategy is designed to expand product distnbution that may in fact do the 
opposite if existing members feel there is a conflict in the decisions made by the 
marketer. If existing members sense a conflict and feel the marketer is not sensitive 
to their needs they may choose to stop handling the marketer's products. 

Causes of Channel Conflict: Some causes of channel conflict are easy to resolve, 
other are not. Conflict may arise from: 

• a) Goal incomp tibllity: For Example, the manumcturer may want to achieve 
rapid market penetration through a low-price policy. Dealers, in contrast, 
may prefer to work with high margins and pursu short-run profitability. 

b) Unclear role and rights: HP may sell personal computers to large ac
counts through its own sales force, but its licensed dealers may also be 
trying to sell to large accounts. Territory boundaries and credit for sales 
often produce conflict. 



c) Differences in perception: The manufactmer may be optimistic about the 
short term economic outlook and want dealers to cany high inventory. 
Dealers may be pessimistic. In the beverage category, it is not uncommon 
for disputes to arise between manufacturers and their distnoutors about the 
optimal advertising strategy. 

d) Intermediaries' dependence on the manufacturer: The fortunes of ex
clusive dealers, such as auto dealers, are profoundly affected by the 
manufacturer's product and pricing decisions. This situation crates a high 
potential for conflict . 

Co-ordinating Marketing Channels: 

The ftmctions and efforts of channel members must be co-ordinated for the mutuaJ 
benefit and efficient interaction of all parties involved, including the customer. This 
co-ordination is sometimes accomplished through the consensus of all channel 
members, in which case they voluntarily agree to perform those ft.mctions that are 
most beneficial to the entire channel. However, reaching a consensus of channel 
members, each with its own set of goals, is often quite difficult. For this reason, 
some marketing channels are organized and controlled by a single channel lead r, 
which may be a producer, wholesaler or retailer. The channel leader is responsible 
for guiding other channel members and coordinating their effm1s to achieve channel 
objectives. The channel leader may establish channel policies and co-ordinate th 
development of the marlreting mix. General Foods, for example, is a channel leader 
for some of the many products that it sells. Frequentlri the channel member with the 
most :financial resources and power is the channel leader. 

Under the management of a channel leader, the various links or stages o the channel 
may be integrated either horizontally or vertically. Integration can stabilize supply, 
reduce costs and increas co-ordination of channel members. 

Vertical Integration: Vertical integration occurs when one channel member ac
quires control of on · or more other members of its marketing channel, usually b 
purchasing them. Vertical integration eliminates the need for a :marketin channel 
member to act as an independent organisation. · 

Total vertical integration occurs when one organisation con1rols all marketing chan
nel functions, from manufacturing to providing service to the :fina1 consumer. One 
company that uses this type of arrangement is Shell Oil, which owns oil wells, 
refineries, pipelines, terminals and service stations. 

A Marketing channel that is professionally manager and centrally controlled by a 
single marketing channel member is a ertical Marketing System (VMS). Vertical 
marketing systems improve distribution efficiency by combining the efforts of indi
vidual channel members. As organisatio have recognised their practicality, vertical 
marketing systems have gained popularity. 

Horizontal Integration; Horizontal integration occurs when a channel member 
purchases firms at the same level of the marketing channel or expands the number 
of units (such as retail stores) at one level. Horiwntal integration allow the com
bined organisation o achieve efficien ies and economies of scale in promotion. 
marlceting researc~ purchasing and the employment of specialists. 
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Horizontal integration is not always ffective in improving distribution because 
organisations sometimes experience difficulty in co-ordinating the increased munber 
of units. As a resul · further marketing research and planning may be needed to 
manage large-scale operations. In addition, horizontal integration decreases 
organisational flexibility. Finally, the government has found some of these mergers to 
be in violation of the ShennanAct. 

VERTICAL MARKETING SYSTEM 

Vertical marketing system is a recent development which has emerged to challenge 
conventional marketing channels. In a VMS, one of the channel members may own 
the others, influence the others due to better bargaining power, or develop a con
tractual arrangement with 1he different channel members. 

A vertical marketing system (VMS) is a distribution channel structure in which 
producers, wholesalers, and retailers act as a unified system. One channel member 
owns the others, has contracts with them, or has so much power that they all 
cooperate. A conventional distn1mt:ion channel consists of one or more independent 
producers, wholesalers, and retailers. A vertical marketing system, on the other 
hand, provides a way to resolve the bannel conflict that can occur in a conventional 
distribution channel where channel members are separate businesses seeking to 
maximize their own pro~en at the expense sometimes of the system as a 
whole. The VMS can be dominated by the producer, wholesaler, or retailer. 

In other words, vertical marketing system is one in which the main members of a 
distribution channel-jJroducer, wholesaler, and retailer-wmk together as a unified 
group in order to meet consumer needs. In conventional marketing systems, pro
ducers, wholesalers, and retailers are separate businesses that are all trying to 
maximiz.e their profits. When the effort of one channel member to maximize profits 
comes at the expense of other members, conflicts can arise that reduce profits for 
the entire channel. To address this problem, more and more companies are forming 
vertical marketing systems. 

The concept behind vertical marketing systems is similar to vertical integration. In 
vertical integration, company expands its operations by assuming the activities of 
the next link in the c · of distnbution. For example, an auto parts supplier might 
practice forward integration by pm-chasing a retail outlet to sell its products. Simi
larly, the auto parts supplier migh practice backward integration by purchasing a 
steel plant to obtain the raw materials needed to manufacture its products. Vertical 
marketing should not be confused with horizontal marketing, in which members at 
the same level in a channel of distribution band together in strategic alliances or joint 
ventures to exploit a new marketing opportunity. 

Types of Vertical arketing System: 

There are three major types of vertical mar~ ting systems: corporate, contractual, 
and administered 

Corporate Vertical Marketing System: 

A corporate VMS is a vertical marketing system that combines successive stages 
of production and · · · on under single ownership-channel leadership · estab
lished through common ownership. A little-known Italian eyewear maker, Luxottica, 



sells i1s many famous eyewear brands----including Gimgio, Annaoi, Yves Saint Laurent, 
and Ray-Ban-through the world's largest optical chain, Lens Crafters, which it 
also owns. 

In other words, corporate VMS, one of the channel members exerts complete 
control over the rest of the channel partners arid everyone follows the objectives 
and procedures as dictated by this dominant channel member. 

Contractual Vertical marketing System: 

Contractaal VMS consists of independent firms operating at different channel levels 
and forming a system on a contractual pasis. Contracts direct the channel members 
to cooperate with each other for mutual benefits. A contractual VMS is a vertical 
marketing system in which independent firms at different levels of production and 
distribution join together through contracts to obtain more economies or sales im
pact than they could achieve alone. Coordination and conflict management are 
attained through contractual agreements among channel members. A contractual 
VMS consists of independent firms joined together by contract for their mutual 
benefit One type of contractual VMS is a retailer cooperative, in which a group of 
retailers buy from a jointly owned wholesaler. Another type of contractual VMS is 
a franchise organization, in which a producer licenses a wholesaler to distribute its 
products. 

The franchise organh:ation is the most common type of contractual relationship. 
There are three types of franc}µses: manufacturer-sponsored retailer franchise 
system (Ford Motor Co.), manufacturer-sponsored wholesaler franchise system 
(Coca-Cola bottlers), and service-firm-sponsored retailer franchise system 
(McDonald's). The fact that most consumers cannot tell the difference between 
contractual and cmporate VMSs shows bow successfully the contractual organiza
tions compete with corporate chains. 

Administered Vertical Marketing System: 

An administered VMS is similar to a con entional distn"bution system except that 
there are greater inter-organizational relationships and sharing of an overall objec
tive. An administered VMS is a vertical marketing system that coordinates succes
sive stages of production and distribution. not through common ownership or con
tractual ties, but through the size and power of one of the parties. Manufacturers 
of a top brand can obtain strong trade cooperation and support from resellers 
(P&G). Large r tailers such as Wal-Mart can exert strong influence on the manu
facturers that supply the products they sell. In an administered VMS, one member 
of the channel is large and powerful enough to coordinate the activities of the other 
members without an ownemhip stake. 

Channel membel'S are independent with a high level of inter-organizational manage
ment by informal coordination. Agree to adopt wriform accounting policies etc., and 
promotional activities. One Channel member dominates has a channel leader. 

Examples: 

• Wal Mart 

• ToysR Us 
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• Kellog 

• Pepsi 

• Coke 

• GE 

• P&G 

• McKesson Corp 

• JCPenney 

• Campbell 

Channel Leader-Effectiveness of channel hinges on channel leadership. Leader 
must possess channel power. Power can come in the following forms: 

• Reward-provide financial benefits 

• Expert-be the expert compared with other members 

• Referent---5trongly identify with leader 

• Coercive-punish members 

Advantages of VMS 

VMS holds both advantages and disadvantages for small businesses. The main 
advantage of VMS is that your company can control all of the elements of produc
ing and selling a product In this way, you are able to ee the whole picture, 
anticipate problems; make changes as they become necessary, and thus increase 
your efficiency. However, being involved in all stages of distribution can make it 
difficult for a small business owner to keep track of what is happening. In addition, 
the arrangement can mil if the personalities of the different areas do not fit together 
we1l 

The advantages of VMSs include improved profitability, better control on the prod
uct quality, increased efficiency in inventory management, increased ability to re

spond to changing mark t needs, better economic control, improved marketing 
know-how, decrease in co ts leading to better competitive advantage, stability in 
operations, and reduction in risks arising from competitor actions. Another principal 
benefit that prompts many companies to vertically integrate is differentiation. 

For small business owners interested in forming a VMS, Egelhoff recommended 
starting out by developing close relationships with suppliers and distributors. ''What 
suppliers or distributors would you buy if you had the money? These are the ones 
to work with and form a strong relationship," he stated "Vertical marketing can give 
many companies a major advantage over their competitors." 

HYBRID CHANNELS: 

Today's successful companies are also multiplying the mnnber of "go-to-market'' or 
hybrid channels in any on market area 

Hybrid marketing channel network is one of the most important and widely used 
systems among types ofVMN vertical marketing netwmk). Using hybrid marketing 



channel network~ a single furn may set up two or more marketing channels in order 
to reach multiple marketing segments. 

Hybrid channel systems develop when organizati ns begin to use a nwnber 
of channels to sell their products. These channels include a direct sale force, direct 
mail, telemarketing, catalog selling, and retail selling. The advantages of using hybrid 
channels include better product promotion, reduction in transaction costs, increase 
in market and customer coverage, and the benefit of developing a customized 
approach to selling and distribution of products. Designing hybrid systems involves 
identifying the tasks required to fulfil the desired objectives-and then segregating the 
selling tasks and assigning them to the respective channels. Designing hybrid systems 
involves determining the channel characteristics, identifying the channel mix proper
ties and selecting the number of channels that will bring about the desired outcomes. 
To effectively manage the hybrid channel system, the manager must be able to 
identify the source of any conflict, assess its magnitude, observe the reaction of 
customers and channel members, and analyze the time needed to solve the conflict 
Modern infonnation systems have enabled organizations to effectively manage the 

-hybrid channels and avoid overlap of activities and draining of resources. 

WHOLESALING: 

Wholesaling includes all the activities involved in selling goods or services to those 
who buy for resale or business use. Wholesalers are one of the important middle
men in the channel oi distn'bution who deals with the goods in bulk quantity. They 
buy goods in bulk from the producers and sell them in relatively smaller quantities 
to the retailers. In some cases they also sell goods directly to the consumers if the 
quantity to be purchased is more. They usually deal with a limited variety of items 
and also in a specific line of product, like iron and steel, te tiles, paper, electrical 
appliances, etc. 

According to Philip Kotter, "Wholesaling consists of the sale and all activities in 
selling goods or services to those who buy for resale or business use." 

According to American Marketing Association, ''Wh lesalers sell to retailers or 
other merchants and or industrial. institutional and commercial users but they do not 
sell in significant amounts to ultimate consumers." 

CHARACTERISTICS OF WHOLESALERS: 

The followings are the characteristics of wholesaler: 

a) Wholesalers buy goods directly from producers or manufacturers. 

b) Wholesalers buy goods in large quantities and sells in relatively smaller 
quantities. 

c) They sell different varieties of a particular lin of product. For example, a 
wholesaler who deals with paper is expected to keep all varieties of paper, 
cardboard, card, tc. 

d) They may employ a number of agents or workers for distribution of prod
ucts. 

e) Wholesalers need large amount of capital to be invested in his business. 
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t) They generally provide credit facility to retailers. 

g) He also provides financial assistance to the producers or manufacturers. 

h) In a city or town th y are nonn.ally seen to be located in one particular area 
of the market For example, you can find cloth merchants in one area, book 
publishers and book-sellers in one area, furniture dealers in -0ne area etc. 

FUNCTIONS OF WHOLESALERS: 

Following are the functions, which a wholesaler usually performs. 

a) Collection of goods: A wholesaler collects goods from manufacturers or 
producers in large quantities. 

b) Storage of goods: A wholesaler collects the goods and stores them safely 
in warehouses, till they are sold out Perishable goods like fruits, vegetables, 
etc. are stored in cold storage. 

c) Distribution: A wholesaler sells goods to different retailers. He also per
forms the functions of distnbutor. 

d) Financing: The wholesaler provides financial support to producers and 
manufacturers by sending money in advance to them. He also sells goods 
to the retailer on credit. Thus, at both ends the wholesaler acts as a finan
cier. 

e) Risk Bearing: The wholesaler buys finished goods from the producer and 
keeps them in the warehouses till they are sold. Therefore, he assumes the 
ri:;ks arisin out of changes in demand, · in price, spoilage or destruction 
of goods. 

f) Market Information: Whole alers supply information to suppliers and 
customers regarding competitor's activities, new products, and price devel
opments. 

g) Selling and Promoting: Wholesaler's sales forces help manufacturers to 
reach many small business customers at a relatively low cost 

h) Buying and assortment building: Wholesalers are able to select items 
and build the assortments their customers need, saving them considerable 
work. 

i) Bulk breaking: Wholesalers achieve savings for their customers by buying 
large carload lots and breaking the bulk into smaller units. 

j) Transportation: Wholesalers can often provide quicker delivery to buyers 
because they are clos r to the buyers. 

RETAILING: 

The distribution of consumer products begins with. producers and ends at the ulti
mate consumers. Retailer is a middleman who links the producers and the ultimate 
conswners. Retailers are the traders who buy goods from wholesalers or sometimes 
directly from producers and sell them to the consumers. They mually operate through 
a retail shop and sell goods in small quantities, They keep a variety of items of daily 
use. 

http:genera.Uy


According to William J. Stanton' "A retailer or a retail store is a business enter
prise which sells primarily to the ultimate consumers for non business use." · 

According to Cundiff and Still, "Retailing consists of those activities involved in 
selling directly to ultimate consumers." 

Thus, retailing includes all those activities that involved in selling goods and services 
directly to final consumers for personal or non-business use. 

CHARACTERISTICS OF RETAILERS: 

The following are the characteristics of retailers: 

a Retailers have a direct contact with consumers. They know the requirements 
of the consumers and keep goods accordingly in their shops. 

b) Retailers sell goods for ultimate use by consumers. For example, you buy 
fruits, clothes, pen, pencil etc. for your use, not for sale. 

c) Retailers buy and sell goods in small quantities. So that customers can fulfill 
their requirement without storing much for the future. 

d) Retailers require less capital to start and run the business as compared to 
wholesal.m. 

e) Retailers generally deal with different varieties of products and they give a 
wide choice to the consumers to buy the goods. 

FUNCTIONS OF RETAILERS: 

All retailers deal with the customers of varying tastes and temperaments. Therefore, 
they should be active and fficient in order to satisfy their customers and also to 
induce them to buy more. Let us see what the retailers do in distribution of goods. 

a) Buying and assembling of goods: Retailers buy and assemble varieties of 
goods from different wholesalers and manufacturers. They keep goods of 
those brands and variety which are liked by the customers and the quantity 
in which these are in demand. 

b) Storage of goods: To ensure ready supply of goods to the customer re
tailers keep their goods in stores. Goods can be taken out of these stores 
and sold to the customers as and when required. 

c) Credit facility: Although retailers mostly sell goods for cash, they also 
supply goods on credit to their regular customers. Credit facility is also 
provided to those customers who buy goods in large quantity. 

d) Penonal services: Retailers render personal services to the customers by 
providing expert advice regarding quality features and usefulness of the 
items. They give suggestions considering the likes and dislikes of the cus
tomers. They also provide free home delivery service to customers. Thus, 
they create place utility by making the goods availabl when they are de
manded. 

e) Risk bearing: The retailer has to bear many risks, such as risk of: 

a. fire or theft of goods, 
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b. deterioration in the quality of goods as long as they are not sold out, 
and 

c. Change in fashion and taste of consumers. 

t) Display of goods: Retailers display different types of goods in a very 
systematic and attractive manner. It helps to attract the attention of the 
customers and also facilitates quick delivery of goods. 

g) Supply of information: Retailers provide all infurmation about the behaviour, 
tastes, fashions and demands of the customers to the producers through 
wholesalers. They become a very useful source of information for marketing 
research. 

Distinction between Wholesaler and Retailer: 

Wholesaler Retailer 

(i) Buys goods in · large quantities. (i) Buys goods In small quantities. 

(ii) Buys goods directly from producers. (ii) Generally buys goods from the 
wholesalers. 

(iii) Deals with limited variety of goods. (iii) Deals with wide range of products. 

(IV) Requires more capital to start (IV) Requ_ires less capital to start and 
and run the business. run the business. 

(v) Sell goods for resale purpose. (v) Sell goods for consumption. 

(vi) No direct contact with consumers. (vi) Direct contact with consumer. 

(vii) No special attention is given to (vii) In order to attract the attention of 
decoration of shop. customers retailers give more 

attention to decoration of shop. 

CASE STUDY 

MAXWELL CORPORATION-DISTRIBUTION SYSTEM 

The president of Maxwell Corporation was considering whether the company should 
up its own d.istnbution system or to outsource the entire distribution and logistics 
function to a third party service provider. The company had set up a manufacturing 
plant in vizag where a wide range of orthopedic equipments viz., crutches, wheel 
chairs, walkers, back braces, heating pads, elastic bandage, canes, knee braces, 
shoulder braces and so forth were manufactured: Presently. the finished goods 
warehouse as located at VIZag itself and th.e product were sent to all major towns 
in India as a point to int dispatch. The company was supplying these equipments 
directly to retail stores at all these locations. Marketing activity was headed by a 
general manager- marketing based at VIShakhapatnam who was supported by a 
sales team comprising of sales officers. The company was not resorting to adver
tisement and publicity though the products of the company were fairly well known. 
It was felt that these entire customer wanted quick responses to their orders as the 
products atered to emergency pati.en . 

But, these retail outlets c.arried only very limited inventories. This was due to the fact 
that most of the products came in a variety of styles, shapes and sizes and the 



requirements were more customers driven. Keeping even a moderate inventory of 
all types was not economically viable and lead to dead stock in long run. The 
company was looking at various options which included the following: 

• Setting up of hub and spoke type of a distribution network wherein it was 
proposed to set up a stock point or mother warehous in each zone viz., 
East, West, North and South and respective retail outlets were to be fed 
from the warehouse located in that zone. · 

• Setting up of a central warehouse anywhere in Central India and feeding 
retail outlets from this location. 

• Changing the distnbution channel from the present numerous retail outlet 
systems to a more efficient system. 

• Outsourcing the entire distribution and logistics to a third party wherein the 
entire activity of transportation and distribution till the ultimate retail outlet 
would be taken care of by this service provider and company could focus 
more on activities of marketing and sales. 

Question for discussion: 

l. What in your opinion is of immediate importance for Maxwell Corporation 
and why? 

2. What should be the distribution channel for Maxwell and outline the advan
tages for having such a type of a set up? 

3. What type of a marketing and sales set up would you recommend for 
Maxwell Cotp0ration? 

SUMMARY 

• A marketing hannel system is a particular set of marketing channels a firm 
employs, and decisions about it are among the most aitical ones management 
fuces. 

• Channels or routes or ways connect the producers with the consumers. 
Some channels are straight, short and direct while some others are strong 
and long and distinct. 

• The process f channel design always begins with an understanding of the 
target customers. 

• Channel design is the dynamic process of developing new channels and 
modifying existing channels where none existed. 

• Channel design begins with assessing customer channel-service needs and 
company channel objectives and constraints. 

• The channel of distnbution is an important part of the 'marketing-mix' in any 
business enterprise. The products produced by the producer need to be 
distributed among the final consumers or the users. 
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• The task of distnbution involves transfer of ownership and physical ~on 
of products and services from the manufacturer to the consumers. Marketing 
channels satisfy the demand of consumers by supplying goods and services 
at the right time, place, quantity and price. 

• Channels f distnbution may be defined as the pathway for the flow of 
ownership and possession of goods and services. 

• Channel decisions refer to the managerial decision concerning the selection 
of the best paths or routes for moving the goods from th producer to the 
consumer. 

• Channel of distribution is the combination of middlemen that a company 
uses to move its product to the ultimate consumer. 

• A z.ero.level channel means selling products or services directly manufac
turer to the end consumer. 

• An industrial-goods manufacturer can use its sales force to sell directly to 
industrial customers. 

• Marketing channels issues: Product issues, promotion issues, pricing issues, 
and target market issues. 

• The mass coverage (also known as intensive distnbution) strategy attempts 
to distribute products widely in nearly all locations in which tha type of 
product is sold. 

• Under selective coverage the marketer deliberately seeks to limit the loca
tions in which this type of product is sold. 

• With a direct distnbution system the marketer~ the int.ended final user 
of their product by distributing the product directly to the customer. 

• With an indirect distribution system the marketer reaches the intended final 
user with the help of others. 

• The multi-channel approach expands distnlnrtion and allows the marketer to 
reach a wider market. 

• Channel management, as a process by which a company creates formaliz.ed 
programs for selling and semcing customers within specific channe~ it c.an 
really affect your business. 

• Defining a cbanne management strategy for each segment allows you to be 
more effective within each segment, while gaining efficiency at the same 
time. 

• Channel co-operation occurs when channel members work together for 
their mutual benefit Marketing channels cannot function without sustained 
co-operation. 

• Channel power is the ability to alter channel member's behaviour so that 
they take actions they would not have taken otherwise. 



• Channel conflict is generated when one channel member's actions prevent 
another channel from achieving its goal. · 

• Vertical integration occurs when one channel member acquires control of 
one or more other members of its marketing channe~ usually by purchasing 
tbfm. 

• Vertical marketing systems improve distribution efficiency by combining th 
efforts of individual channel members. 

• Horimntal integration occurs when a channel member purchases firms at the 
same level of the marketing channel or expands the number of units (such 
as retail stores) at one level. 

• A vertical marketing system (VMS) is a distribution channel structure in 
which producers, wholesalers, and retailers act as a unified system. 

• A corporate VMS is a vertical marketing system that combines successive 
stages of production and distribution under single ownership--channel Lead
ership is established through common ownership. 

• Contractual VMS consists of independent firms operating at different chan
nel levels and fonning a system on a contractual basis. 

• AD administered VMS is a vertical marketing system that coordinates suc
cessive stages of production and distribution, not through common owner
ship or contmctual ties, but through the size and power of one of the parties. 

• Wholesaling includes all the activities involved in selling goods or services to 
those who buy for resale or business use. 

• Retailer is a middleman who links the producers and the ultimate coosmners: 
R tailers are the traders who buy goods from wholesalers or sometimes 

· directly from producers and sell them to the coosumers. 

ANSWERS TO 'CHECK YOUR PROGRESS' 
l. Channel design is the dynamic process of developing new channels none 

existed and modifying existing channels. 

2. Channels of distribution can be defined as the pathway for the flow of 
ownership and possession of goods and services. 

3. Vertical marketing system is a distribution channel structure in which pro
ducers, wholesalers, and retailers act as a unified system. 

4. Wholffl81iog includes all the activities involved in selling goods and services 
to those who buy for resale or business use. 

TEST YOURSELF 
1) Explain the concept of Marketing Channels. 

2) What do you mean by Channel Design? 

3) Discuss the meaning of Channel of Distribution. 
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4) Explain different functions of a distribution channel? 

5) Explain flow of Marketing Channel. 

6) State different types of Channel of Distribution. 

7) What are the different levels of Channel? 

8) Explain relationship ~ in Channels. 

9) ~ varioUB fuctors affecting Channels of Distribution. 

10) Explain advantages and disadvantages of intennediaries in Channels of Dis-
tribution. 

11) What do you mean by Vertical Marketing System? 

12) State the difference between Wholesaling and Retailing. 

13) Write a short note on: 

0 Channel Conflict 

it) Channel Power 

iit) Hybrid Channel 

iv) Distnbution Intensity 

FURTHER READING 
• Kotler & Armstrong, Principles of Marketing Management 

• Kotler, Keller; Marketing Management, Pearson Education 



8 Logistics Market 

Chapter Includes : 

• LOGISTICS MARKET: AN OVERVIEW 
• FUNCTIONS OF LOGISTICS 
• MARKETING LOGISTICS -LOGISTICS AND MARKETING 

MANAGEMENT ARE VERY HIGHLY INTERRELATED 
• IMPORTANCE OF LOGISTIC IN BUSINESS 
• OBJECTIVES OF LOGISTICS 
• MANAGING THE TOTAL MARKETING EFFORT 
• ETHICS IN MARKETING 
• CASE STUDY OF WALMART: LOGISTICS MANAGEMENT 

Learning Objective : 

After going through th.is chapter, you should be able to: 

■ Explain Logistics. 

■ List and dcscribc different functions of Logistics. 

■ Understand the importance of Logistic in Business. 

■ Analyze different objectives of Logistics. 

■ Discuss ethics in Marketing. 
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LOGISTICS MARKET: AN OVERVIEW 

Companies today are finding it extremely difficult to maintain their competitive ad
vantage over others purely on the basis of innovative strategi pertaining to the 
product, price, place, or promotion. Since competitors can easily imitate each of 
these competitive advantages, the emphasis on building a sustainable competitive 
advantage has made companies focus their attention on logistics, which provides 
such a means for companies to successfully differentiate themselves from competing 
finns. Logistics is a complex process by which companies transport products, parts, 
and materials from the place where they are manufuctured to the place where they 
are :required 

According to C01mcil of logistics management: 

''Logistics is the process of planning, implementing and controlling the effi
cient, effective flow and storage of goods, services and related information 
from point of origin to point of consumption for the purpo of conforming 
the customer requirement''. 

This definition clearly points out the inherent nature of logistics and it conveys that 
Logistics is ~concerned with getting products and services where they are needed 
whenever they are desired. In trade Logistics has been perfonned since the begin
ning of civilization: it's hardly new. However implementing best practice of logistics 
has become one of the most exciting and challenging operational areas of business 
and public sector managemen . Logistics is unique it never stops. 

Word, 'Logistics' is derived from French word 'loger', which means art of war 
pertaining to movement and supply of armies. Basically a military concept, it is now 
commonly applied to marketing management Fighting a war requires the setting of 
an object, and to achieve this objective meticulous planning is needed so that the 
troops are properly deployed and the supply line consisting, interalia, wea.ponary, 
food, medical assistance, etc. is maintained. Similarly, the plan should be ea.ch that 
th.ere is a minimum loss of men and material while, at the same time, it is capable 
of being altered if the need arises. As in the case of fighting a war in the battle-field, 
the marketing managers also need a suitable logistics plan that is capable of satis
fying the company objective of meeting profitably the demand of the targeted cus
tomers. 

From the point of view of management, marketing logistics or physical distribution 
has been descnl>ed as •planning, implementing and controlling the process of physi
cal flows of materials and final products from the point of origin to the point of use 
in order to meet customer's needs at a profit. As a concept it means the art of 
managing the flow of raw materials and finished goods from the source of supply· 
to their users. In other words, primarily it involves efficient management of goods 
from the end of product line to the consumers and in some cases, includes the 
movement of raw materials from the source of supply to the beginning of th 
production line. These activities include transportation warehousing, inventory con
trol, order processing and information monitoring. These activities are considered 



primary to the effective management of logistics because they either contnbute most 
to the total cost of logistics or they are essential to effective completion of the 
logistics task. However, the firms must carry out these activities as essential part of 
providing customer with the goods and services they desire. 

"The service of providing the right resources at the right time and right place for 
efficient and effective perfonnance of a goal-oriented activity, including consumption 
is called as logistics." 

In simple words, "Logistics is the process of anticipating customer needs and wants; 
acquiring the capitl4 materials, people, technologies, and information necessary to 
meet those needs and wants; optimizing the goods- or service-producing network 
to fulfill customer requests; and utilizing the network to :fulfill customer requests in 
timely way." 

Logistics is the support element of the enterprise. It helps iit managing the movement 
and storage of: 

• Material into the enterprise. 

• Goods in the entetprise. 

• Finished goods from the enterprise. 

Its focus should be upon its inbound logistics system movement of material within 
the organization) and its outbound logistics system (meeting the requirements of its 
customers). The definition above accurately defines the logistics process but is too 
restrictive under the modem concept of logistics. Logistics, as a support element of 
the entel'prise, incorporates activities beyond those identified in the preceding defi
nition. Consider an example, the enterprise that introduces a new product or a 
significant change m the existing product. Support of the new product or feature may 
require training, the development of technical publications and the acquisition of 
spare parts and special tools or repair (test) equipment These items also belong 
under the mnbrella of logistics; thus our definition must be revised to include them. 

This .is the simplified definition of l gistics, which states logistics objective clearly: 

"Getting the right item to the right customer, in the right quantity, in the right con
dition, at the right place, at the right time and at the right cost" 

There are several reasons for the overriding importance being given to logis1ics by 
businesses across the world These reasons include wider availability of alternatives 
to maintain cost and service standards, need for location of retail outlets closer to 
the market, the growing complexity of product lines, the increasing shortage of raw 
materials, and the perceived need for an effective system of computerized inventory 
control. 

Logistii s is a complex process and involves several functions such as procurement 
or purchasing, inward transport, receiving, warehousing, stock control, order pick
ing, materials handling, outward transport, physical distribution management, recy
cling, and returns & waste disposal functions. 
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Effective logistics management requires that the actual status of goods and services 
be communicated in real-time to the various groups of people involved in the 
logistics process. This helps logistics service providers to improve their service by 
keeping a closer watch on inventory and ta1cing the steps necessary to avoid losing 
customers. Conmnmication using satellite technology and sophisticated devices makes 
it possible for the various players involved in the logistics chain of processes to 
remain in constant communication with one another and with the end customer. 
Technology is playing a key role in communication as well as in other processes in 
the logistics function and helping logistics firms to attain a competitive advantage. 
The various types of technology being implemented in logistics activities include 
Electronic Data Interchange, artificial intelligence, expert systems, communication 
technology in the fonn of satellite and wireless communication, and bar coding and 
scarnring. 

It is necessary to streamline the logistics process to maintain the efficiency of the 
logistics network. In addition to integrating information technology and advanced 
logistical approaches into their business operatio , businesses are beginning to 
realize the need to focus on their logistics strategy in order to efficiently maintain 
their 1,11pply chain capabilities. A logistics strategy examines logistical operations and 
activities and provides logistical firms with a sense of unity, direction, and purpose. 
It helps firms involved in the business to attain a competitive advantage over others 
by allowing them t promptly respond to the opportunities and threats in the busi
ness environment. 

In their efforts at logistical management, firms face several challenges, which may be 
local or global in their scope. While the need for integration of logistics activities and 
lack of qualified personnel are the primary challenges faced in logistics management 
at the local level, th global challenges include challenges arising due to greater 
distance, modes of transport, docm:nentation, coordination of intennediaries, cultural 
and political differences, globali7,ation, need for flexibility and speed, need to inte
grate supply chain aotivities, and challenges due to emphasis of companies on green 
1 gistics. 

The reduction of trade barriers, both on the domestic as well as international front, 
has led to a rapid growth of the logistics market throughout the world Items such 
as Swi cheese, Chinese gadgets and Italian fashion goo& that were earlier limited 
only to the place of manufacture have now crossed the geographical boundaries to 
take their place in the international market. This has indeed globalized the area of 
operations and has benefited several economies. 

How that is made possible? Obviously, apart from favorable governmental policies, 
it is th~ growth of logistics that bas made all this poSSib le. The boundaries have been 
minimized due to advances in the modes of transportation. Logistics not only deals 
with delivery of goods at the right time, for a right price, and in the right condition, 
but also has extended its role in globalizing the sphere of products and services. 

The global logistics sector has evolved and remained open to favorable changes 
during the last 20 years. Nowadays the manufacturers do not feel reluctant in 



outsourcing and adding considerable value to the functions performed by logis,
tics much above the normal functions of delivery, warehousing, storage and 
distribution of goods. Global logistics management is considered to be highly 
integrated and therefore requires a thorough knowledge of materials manage
ment, customs regulations, foreign exchange, purchasing, supply-chain manage
ment, transportation and infonnation technology. This trend is quite visible 
throughout Americas and Europe and is slowly attaining its due importance in 
Asia Pacific countries like China and India 

These days the logistics manager asswnes one of the most important and complex 
jobs in the organintion. The profitability of a business, along with consistent levels 
of customer satisfaction depends to a great deal on the skills of the logistics man
ager. 

FUNCTIONS OF LOGISTICS: 

Transportation management: Transportation enables the means of transfer of 
inventory given the location & network framework developed earlier. This involves 
the selecting the modes of transportation like Air, Water, Rail, Road & the decisions 
relating to outsourcing this activities to other agencies. Selection of the modes of 
transportation depends on the following factors: 

• Speed & reliability 

• loss& damage 

• Inventories 

• Freight rate 

• Market competitiveness 

• Company policy & customer influence 

• External market influences. 

The aspects of transportation management is an essential factor 

I. Facility Location 

2. Transportation cost 

3. consistency 

Inventory management: 

Inventory management concerns with the decision regarding the amount of 
type & material stored at various facility location. Th se decisions wm be 
affected by the decision made under the function of facility location & 
transportation e.g.: the location of warehouse & retail outle · .& modes of 
transport whether fast or slow will affect the quantity type of material to be 
stored at facilities location. 

Warehousing management: 
Warehousing provide the adequate space for the inventory at the right lo
cation, mi.pack aging, sorting, & consolidation of material & modification of 
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material elements if required .the role of warehouse provide the economic 
& service benefit to the logistical system. Economic benefits: - movement 
consolidation, break bulk, cross-dock, processing /postpone m vement & 
stock piling. Service benefits are spot stockingt assorbnents, mixing & 
production supports. 

Material handling system: 

Material handling activities are required while mtloading, moving & loading 
material at facilities. These include the variety of mechanical equipment like 
Conveyors, Forklift, Truck, and Crane. One of the considerations of effec
tive material handling is the miuimmtian of product damage during handling. 

Packaging: 

It helps in achieving the objective of maintaining the material in the right 
condition through the logistics process. Packaging decision is impacted by 
:requirement of other activities like protection & facilitation during transpor
tation, material handing & storage as so ultimately customer requirements. 

MARKETING LOGISTICS-LOGISTICS AND MARKETING MANAGE
MENT ARE VERY HIGHLY INTERRELATED 

Logistic managers are given the task of marketing logistics as well as communicating 
logistics with a purpose ofpositi ming logistics in the present competitive environ
ment. The cut-throat competition so commonly associated with many cmrent orga
nizations has caused most businesses all over the world to remain proactive and any 
organivttion which ignores the importance oflogisti has to blame itself. The entire 
purpose of logistics is defined when the logistics managers start to take marketing 
initiatives. 

Logistics and marketing management are concerned with the effective flow of prod
ucts and services in the economy and pertain to the distribution of both consumer 
and industrial goods. Marketing is considered tQ be a vital part of an economy and 
there is a need for an efficient marketing system which am ensure that all marketing 
activities are carried out in accordance with the predefined goals of the business. 

Logistics managers and executives nowadays are entrusted with the added respon
sibility of taking important decisions and they want a better due in return for their 
work by being recognized as members of the pivotal winning team. 

Wholesalers, manufacturers, business firms and retailers are facing the urgent need 
to formulate implement policies pertaining to marketing. This can be done by the 
execution and development of executive marketing programs and strategies. The 
logistics executives and managers are primarily concerned with expansion of prod
uct line and product development, choice of the channels of distnbution and are also 
concerned with the overall development of promotional programs and establishment 
of pricing methods and policies. 

Logistics is primarily concerned with a high degree of development in the relations 
that concern marketing exchange. It is commonly believed that an effective market-



ing strategy creates opportunities for the implementation oflogistics in addition to 
building up effective and efficient logistics systems. 

A developed economy or an economy which is expanding its horiz.ons for its overall 
deve)opment requires the integration ofboth logistics and marketing. This greatly 
influences the facilitation of the concepts of logistics and marlreting. There is inter
play between flow-oriented logistics and the market-oriented concept of marketing. 
Thus, the manufacturer of a product is benefited in such a way ~t he is enabled 
to increase the informational and material properties of the product as evaluated by 
the end..consumer. This integration also helps in stimulating the emergence of mar
keting logistics within the logistics structure to provide the customer with a wide 
range of options. 

The concept of effective marketing which is widespread in the developed c-0untries 
of the world allows modifications on the part of commercial mediators their con
cerned functions and objectives. These mediators shift their base from traditional 
catering to solvent demand for goods which are demanded by the customers to 
respond to customer groups• particular demand. The marketing strategy allows the 
commercial mediators to get involved in supplying various means of production 
besides raising the standards of servicing by efficiently and effectively performing 
their functions. This also leads to reduction in the levels of price and costs through 
the streamlining of product flows. 

Thus, it can be rightly concluded that marketing and logistics are inter-related to 
each other and an organization which wants to achieve equilibrimn of stability and 
overall development must consider them as ~ integral part of the organization. 

Marlreting logistics are basically the physical distnlruti90 of goods. Marketing logis
tics involve p anning, delivering, and ontrolling the flow of physical goods to a 
market as well as the material and information nece sary to meet customer de
mands. The demands of the customer must be met at a profit that increases revenue 
for the organjzarinn. 

Logistics is concerned with the storag and transportation of goods and information 
from the place of origin to the place of consumption. It is broadly divided into two 
categories namely phy ical supply and physical distribution. Physical supply deals 
with the transportation of the goods from the supplier to th manufacturer and the 
storage of raw material used for work in progress. 

Physical distribution is concerned with transportation and storage of the finished 
goods from the manufacturer to the customer. Cost is an important aspect in the 
logistics function. Every sub-function of logistics is associated with some cost and 
the logistics fimction as a whole proves to be ffective only when its total cost is 
mioirooa.l 

This is the concept behind the application of the total cost approach to logistics. 
Customer service plays an important role in the overall fulfillment of the logistics 
function. Elements of ~er service in logistics include lead time, inventory avail
ability, order fill rate and order status information. 
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Another sub-functio~ warehousing, is concerned with the effective storage and 
protection of goods. Warehouses are divided into public warehouses and private 
warehouses. Public warehouses carry goods of more than one supplier whereas 
private warehouses are dedicated to only one supplier. Every manufacturer aims at 
optimizing and in many cases, minimizing the inventoly holding level. 

Economic Order Quantity (EOQ) is used to identify and cany optimum inventory 
levels. Inventory can be minimmxi by applying the jmt-in-time technique to maintain 
very thin inventmy level . Effective logistics management aims at minimizing the 
order processing time and delivering the goods to the customer at an early date and 
thereby satisfying the customers. 

An integrated systems approach would help in managing and coordinating the lo
gistics function. Many firms find it difficult to manage logistics on their own and 
outsource the function to other third party and fourth party service providers 

IMPORTANCE OF LOGISTIC IN BUSINESS: 

The importance of logistics systems lies in the fact that it leads to ultimate consum
mation of the sales contract. The buyer is not interested in the promises of the seller 
that· he can supply goods at competitive price but that he actually does so. Delivery 
according to the contract is essential to fulfilling the commercial and legal require
ments. In the event of failme to comply with the stipulated supply of period, the 
seller may not only get his sale amount back, but may also be legally penalized, if 
the sales contract so specifies. There is no doubt that better delivery schedule is a 
good promotional strategy when buyers are reluctant to invest in warehousing and 
keeping higher level of inventories. Similarly, better and/or timely delivery helps in 
getting repeat orders through creation of goodwill for the supplier. 

Thus, as effective logistics system contributes immensely to the achievements of the 
business and marketing objectives of a firm. It creates time and place utilities in the 
products and thereb helps in maximizing the value satisfaction to consumers. By 
ensuring quick deliv ries in minimum time and cost, it relieves the customers of 
holding excess inventories. It also brings down the cost of carrying inventory, ma
terial handling, transportation and other related activities of distribution. In nutshell, 
an efficient system of physical distribution/logistics has a great potential for improv
ing customer service and reducing costs. 

Logistics has gained importance due to the following trends 

• Raise in transportation cost 

• Production efficiency iB reaching a peak 

• Flllldamental change in inventory philosophy 

• Product line proliferated 

• Computer technology 

• Increased use or computers 



• Increased public concern of products Growth of several new, large retail 
chains or mass merchandise with large demands & very sophisticated logis
tics services, by pass traditional channel & distribution. 

• Reduction in economic regulation 

• Growing power of retailers 

• Globalization 

As a result of these dev lopments, the decision maker has a number of choices to 
work out the most ideal marketing logistics system. Essentially, this system implies 
that people at all levels of management think and act in tenns of integrated capa
bilities and adoption of a total approach to achieve pre--determined logistics objec
tives. 

Logistics is also important on the global scale. Efficient logistics systems throughout 
the world economy are a basis for trade and a high standard of living for all of us. 
Lands, as well as the people who occupy them, are not equally productive. That 
is, one region often has an advantage over all others in some production specialty. 
An efficient logistics system allows a geographical region to exploit its inherent 
advantage by specializing its productive efforts in those products in which it has 
been an advantage by specializing its productive to other regions. The system allows 
the products' landed cost (production plus logistics cost) and quality to be competi
tive with those form any other region. Common examples of this specializ.ation have 
been Japan's electronics industry, the agricultural, computer and aircrafts industries 
of United States and various countries dominance in supplying raw materials such 
as oil, gold, bauxite, and chromium. 

Furthermore Logistics has gained importance in the international marketing with the 
following reasons: 

1. Transform in the customers attitude towards the total cost approach rather 
than direct co t approach. 

2. Technological advancement in the fields of information processing and com-
Dl1Dlication. 

3. Technological development in transportation and material handling. 

4. Companies are centralizing production to gain economies of scale. 

5. Most of the MNC organizations are restructuring their production facilities 
on a global basis. 

6. In many industries, the value added by manufacturing is declining as the cost 
of materials and distribution climbs. 

7. High volume data processing and transmission is revolutionizing logistics 
control systems. 

8. With the advancement of new technologies, managers can now update sales 
and inventory planning faster and more frequently, and factories can respond 
with more flexibility to volatile market conditions. 
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9. Product life cycles are contracting. Companies that have gone all out to 
slash costs by turning to large scale batch production regularly find them
selves saddled with obsolete stocks and are unable to keep pace with 
competitors• new-product introductions. · 

10. Product lines are proliferating. More and more product line variety is needed 
to satisfy the growing range of customer tastes and requirements, and stock 
levels in both field and factory inevitably rise. 

11. The balance of power in distnbution chain is shifting from the manumcturers 
to the trader. 

OBJECTIVES OF LOGISTICS: 

The general objecti es of the logistics can be summarized as: 

• Cost reduction 

• Capital reduction 

• Service improvement 

The specific objecii e of an ideal logistics system is to ensure the flow of supply to 
the buyer, the: 

• right product 

• right quantities and assortments 

• right places 

• right time 

• right cost / price and, 

• right condition 

This implies that a fum will aim at having a logistics system which maximizes the 
customer service and minimius the distribution cost However, one can approxi
mate the reality by defining the objective of logistics system as achieving a desired 
level of customer service i.e., the degree of delivery support given by the seller to 
the buyer. Thus, logistics management starts with as cwtainiog cmtomer need till im 
fulfillment through product supplies and, during this ~ of supplies; it considers 
all aspects of performance which include arranging the inputs, manufacturing the 
goods and the physical dis1ribution of the products. However, there are some 
definite objectives to be achieved through a proper logistics system. These can be 
descnbed as follows: 

1. Improving customer service: 

As we know, the marketing concept assumes that the sure way to maximi7.e profits 
in the long nm is through maximizing the customer satismction. As such, an important 
objective of all marketing efforts, including the physical distnbution activities, is to 
improve the customer service. An efficient management of physical distribution can 
help in improving the level of customer service by developing an effective system of 
warehousing, quick and economic transportation, all maintaining optimum level of 



inventoxy. But, as discussed earlier, the level of service directly affects the cost of 
physical distribution. Therefore, while deciding the level of service, a careful analysis 
of the customers' wants and the policies of th competitors is necessary. The 
· customers may be interested in several things like timely delivery, careful handling 
of merchandise, reliability of inventory, economy in operations, and so on. However, 
the relative importance of these factors in the minds of customers may vary. Hence, 
an effort should be made to ascertain whether they value timely delivery or economy 
in transportation, and so on One the relative weights are known, an analysis of what 
the competitors are offering in this regard should also be made. This, together with 
an estimate about the cost of providing a particular level of customer service, would 
help in deciding the level of customer service. 

2. Rapid Response: 

Rapid response is concerned with a firm's ability to satisfy customer service require
ments in a timely manner. Information technology has increased the capability to 
postpone logistical operations to the latest possible time and then accomplish rapid 
deli ery of required inventory. The result is elimination of excessive inventories 
traditionally stocked in anticipation of customer requirements. Rapid response ca
pability shifts operational emphasis from an anticipatory pos1me based on forecast
ing and inventory stocking to responding to customer requiremen18 on a shipment
to-shipment basis. Because inventory is typically not moved in a time-based system 
until customer requirements are known and performance is committed, little toler
ance exists for operational deficiencies 

3. Reduce to · distribution costs: 

Another most commonly stated objective is to minimiz;e the cost of physical distri
bution of the products. As explained earlier; the cost of physical distribution consists 
of various elements such as transportation, warehousing and inventory maintenance, 
and any reduction in the cost of one element may result in an increase in the cost 
of the other elements. Thus, th objective of the firm should be to reduce the total 
cost of distribution and not j t th cost incurred on any one element For th.is 
purpose, the total cost of alternative distnbution systems should be analyzed and the 
one which has the minimum total distribution cost should be selected. 

4. Generating additional sales: 

Another important objective of the physical distribution/logistics system in a firm · 
to generate additional sales. A firm can attract dditional customers by offering 
better services at lowest prices. For example, by decentralizing its warehousing 
operations or by using economic and efficient modes of transportation, a firm can 
achieve larger market share. Also by avoiding the out-of-stock situation, the loss of 
loyal customers can be arrested. 

5. Creating time and place utilities: 

The logisti system also aims at creating time and place utilities to the products. 
Unless the products are physically moved from the place of their origin to the place 
where they are required for consumption, they do not erve any purpose to the 
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users. Similarly, the prodncc; .have to be made available at the time they are needed 
for conswnption. Both these pwposes can be achieved by increasing the number of 
warehouses located at places from where the goods can be delivered quickly and 
where sufficient stocks are maintained so as to meet the emergency demands of the 
customers. Moreover, a quicker mode of transport should be selected to move the 
products from one place to another in the shortest possible time. Thus, time and 
place utilities can be created in the products through an efficient system of physical 
distribution. 

6. Price stabilization: 

Logistics also aim at achieving stabilization in the prices of the products. It can be 
achieved by regulating the flow of the products to the market through a judicious 
use of available transport facilities and compatible warehouse operations. For ex
ample, in the case of industries such as cotton textile, there are heavy fluctuations 
in the supply of raw materials. In such cases if the market forces are allowed to 
operate freely, the raw material would be very cheap during harvesting season and 
very dear during off season. By stocking the raw material during the period of 
excess supply (harvest season) and made available during the periods of short 
supply, the prices can be stabilized. 

7. Quality improvement: 

The long-term objective of the logistical system is to seek continuous quality im
provement. Total quality management (TQM) has become a major commitment 
throughout all facets of industry. Overall commitment to TQM is one of the major 
forces contributing to the 1 gistical renaissance. If a product becomes defective or 
if seivice promise are not kept, little, if any, value is added by the logistics. Lo
gistical costs, once expended, cannot be reversed. In fact, when quality fails, the 
logistic.al performance typically needs to be reversed and then repeated. Logistics 
itself must perform to demanding quality standards. The management challenge of 
achieving uro defect logistical performance is magnified by the fact that logistical 
operations typically must be performed across a vam geographical area at all times 
of the day and night. The quality challenge is magnified by the fact that most 
logistical work is performed out of a supeivisor's vision. Reworking a customer's 
order as a result of incorrect shipment or in-transit damage is far more costly than 
performing it right the first time. Logistics is a prime part of developing and main
taining continuous TQM improvement 

8. Life-Cycle support: 

A good logistical system helps to support the life cycle. Few items are sold without 
some guarantee that the product will perform as ad ertised over a specified period. 
In some situations normal value-added inventory flow toward customers must be 
reversed. Product recall is a critical competency resulting from increasingly rigid 
quality standards, p, .. \.A£1.J...,. expiration dating and responsibility for hazardous conse
quences. Return logistics requirements also result from the increasing number of 
laws prohibiting disposal and encouraging recycling of beverage containers and 



packaging materials. The most significant aspect of reverse l gistical operations is 
the need for maximum control when a potential health liability exists (i.e .. a contami
nated product). In this sense, a recall program is similar to a strategy of maximum 
customer service that must be executed regardless of cost. Firestone classical re
sponse to the tyre crisis is an example of turning adversity into advantage. The 
operational requirements of reverse logistics range from lowest total cost, such as 
· returning bottles for recycling, to maximum performance solutions for critical recalls. 
The important point is that sound logistical strategy cannot be formulated without 
careful review of reverse logistical requirements. 

9. Movement consolidation: 

As the logistical system aims at cost reduction through integration, consolidation 
One of the most significant logistical costs is transportation. Transportation cost is 
directly related to. th type of product, size of shipment, and distance. Many Lo
gistical systems that feature premium service depend on high-speed, small shipment 
transportation. Premium transportation is typically high-cost To reduce transporta
tion cost, it is desirable to achieve movement consolidation. As a general rule, the 
larger the overall shipment and the longer the distan it is transported, the lower 
the transportation cost per unit. This requires innovative programs to group small 
shipments for consolidated movement. Such programs must be facilitated by work-

. ing arrangements that transcend the overall supply chain. 

MANAGING THE TOTAL MARKETING EFFORT 

Managing the total marketing effort examines how th marlreting function is orga
nized and how it relates to other company functions and how m.arketing plans must 
be implemented in order to succeed in the marketplace. 

The modern marketing department evolved through several stages. It started as a 
sales departIJ:lent, and later took on ancillary functions, such as advertising and 
marlceting research. As the ancillary functions grew in importance, many companies 
created a separate marketing department to manage them. Sales and marketing 
people generally worked well together. Eventually, the two departments were merged 
into a modem marketing dqwtment headed by a marketing vice-president A modem 
marketing depar1ment, h wever, does not automatically create an effective market
ing company unless the other departments accept and p tice customer orientation. 
When a company refocuses its organizational structure on key process, rather than 
departments, it becomes a process-outcome-based company. 

Modem marketing departments are organized in a number of ways. A functional 
marketing organiz.ation is where separate managers head marketing functions, re
porting to the marketing vice-president. A geographical marketing organization al
locates its sales organization rewurces along geographic lines, nationally, regionally, 
or locally. A product management organization assigns products to product manag
ers who work with functional specialists to develop and achieve product plans. A 
market management organization assigns major markets to market managers who in 
turn work with functional specialists to develop and implement their plans. Some 
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large companies use a product and market management organiwion called a matrix 
organization. Finally, multi-division companies usually operate with a corporate 
marketing department and divisional marketing departments. 

Marketing must work harmoniously with other functional areas. In its pursuit of the 
customer's interests, marketing may come into conflict with R&D, engineering, 
purchasing, manufacturing, operations, finance, accounting, credit, and other func
tions. These conflicts can be reduced when the company president commits the firm 
to a customer orientation and when the marketing vice-president learns to work 
effectively with the other executives. Acquiring a modem marketing orientation re
quires top executive support, a marketing task force, outside marketing consulting 
help, in-house marketing training, and acquisition of strong marketing talent, a cus
tomer-oriented system, and other related steps. 

Those responsible fi r the marketing function must not only develop effective mar
keting plans but also implement them successfully. Marketing implementation is the 
process of tmning plans into action exercises descnbing who does what, when, and 
how. Effective implementation requires skills in allocating, monitoring, organizing, . 
and interacting at all levels of the marketing effort. Evaluations and control include 
annual-plan control, profitability control, efficiency control, and strategy control. The 
capstone effort in this process is the marketing audit 

ETIDCS IN MARKETING: 

The term Ethics is derived from the Greek word ' th.as• which refers to character. 
The ten:n ethics refers to a code of conduct that guides an individual while dealing 
with others. It relates to social rules and cardinal values that motivate people to be 
honest in dealing with others. Ethics is direct human behavior and it also differen
tiates between good and bad, right and wrong, fair and unfair human behavior 
actions. 

Ethics are a collection of principles of right conduct that shape the decisions people 
or organizations make. Practicing ethics in marketing means deliberately applying 
standards of fairn , or moral rights and wrongs, to marketing decision making, 
behavior, and practice in the organization. 

In a made.et economy, a business may be expected to act in what it believes to be 
its own best interest The pmpose of marketing is to creat.e a competitive advantage. 
An organization achieves an advantage when it does a better job than its competi
tors at satisfying the product and service requirements of its target markets. Those 
organizations that develop a competitive advantag are able to satisfy the needs of 
both customers and the orgmmation. 

As our economic system has become more succe fu1 at providing for needs and 
wants, there has been greater focus on organizations' adhering to ethical values 
rather than simply providing products. This focus has come about for two reasons. 
First, when an organiution behaves ethically, custom rs develop more positive 
attitudes about the firm, its products, and its services. When marketing practices 



depart from standards that society considers acceptable, the market process be
comes less efficient------sometimes it is even interrupted. Not employing ethical mar
keting practices may lead to dissatisfied customers, bad publicity, a lack of trust, lost 
business, or, sometimes, legal action. Thus, most orgaoimions are very sensitive to 
the needs and op.in.ions of their customers and look for ways to protect their long
t.enn interests. 

Second, ethical abuses frequently lead to pressure (social or government) for insti
tutions to assume greater responsibility for their actions. Since abuses do occur, 
some people believe that questionable business practices abound As a result, con
sumer interest groups, professional associations, and self-regulatory groups exert 
considerable influence on marketing. Calls for social responsibility have also sub
jected marketing practices to a wide range of federal and state regulations designed 
to either protect consumer rights or to stimulate trade. 

The Federal Trade Commission (FTC) and other federal and state government 
agencies are charged both with enforcing the laws and creating policies to limit mdair 
marketing practice . Because regulation cannot be developed to cover every pos
sible abuse, organizations and industry groups often develop codes of ethical con
duct or rules for behavior to serve as a guide in decision making. The American 
MarlretingAssociation, for example, has developed a code of ethics. Self--regulation 
not only helps a firm avoid extensive government intervention; it also permits it to 
better respond to changes in market conditions. An organization's long-term success 
and profitability depends on this ability to respond 

Ethical behaviour by businesses was a major focus for change in the l 990s, with 
increasing concern about the impact of business behaviour on the environment and 
a growing recognition about the rights of stakeholder groups. The role of marketing 
today must be seen in terms of connecting with stakeholders not only in terms of 
value, but in terms of values. Market value is measured not just in tenns of sales 
but in terms of intangible assets and corporate reputation; hence the need to focus 
on ethical issues more than ever before. 

It must be recogniz.ed, however, that the concept of ethical behaviour is both sub
jective and cultural. The nOIIDS and values of individuals differ, often as represented 
by political parties. Types of marketing acceptable in one country may break the 
cultural, social or religious norms of another. All we can say as business students is 
that the law makes some activities illegal. There are many other activities in that 
'grey area', where some of the population regards them as unethical and others do 
not We would place issues of drugs (alcohol and smoking) and pornography in this 
category. However it is also true to say that the building of roads or the broadcast
ing of 'violent' cartoons are considered unethical by many, even if these groups may 
not want these activities to be made illegal. 

In terms of the marketing fimction, firms need to consider the following key ethical 
issues: 
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• To what extent should fums create demand for prodncts and services, rather 
than just satisfying established needs and wants? Linked to this is the mar
keting of products and services to children or oilier vulnerable groups. 

• To what extent should marketing create unrealistic aspirations and focus on 
individual concerns and fears through advertising? Should, for instance, private 
health care companies raise fears about possible life threatening illness to sell 
their services? 

• To what extent should firm's market products and services that are danger
ous, immoral or a risk to health, even though the sale of the products 
themselves are legal. Cigarette marketing has been a particular focus with, 
advertising being banned in many countries. Other issues relate to the legal
ization of drugs such as cannabis, and to the sales of replica firearms. 

Advertising has often been regarded as the 'secret persuader'; encouraging con
sumers to purchase products they do not need. This approach perhaps underplays 
the intelligence of the consunier and ignores the fact that there · now enormous 
choice in virtually all markets. However, which one of us can claim we have never 
been influenced by a marketing message to purchase one product in preference to 
another or, even worse. to buy an item we do not need and regret buying almost 
as soon as we get home! 

It could be argued that consumers are not easily manipulated, and that rather than 
create demand, firms are merely anticipating demand in line with the definition by 
the Institute of Marketing. The fact that sales of the marketed produc increase in 
response to advertising, merely supports their recognition of a need by the firm. 

There is much debate about adverts that promote unhealthy habits such as smoking 
and drinking. Most committed smokers recognize the dangers of their habit even if 
they choose to ignore the warnings. However, there are ethical issues around the 
mark ting of national lotteries that can build gambling addictions, or the offers of 
financial services which make the creation of unsustainable debt a problem? The 
debate here is less lear-cut 

It is often easier to be ethical in time of boom rather than in times of recession. 
When finns are performing w II, terms and conditions for employees may improve 
and the firm will be able to deal in a responsible manner with the community and 
with their suppliers, whilst providing a reliable and good value product for custom
ers. What happens when competitive pressures increase and profits full? Should the 
firm immediately look for cost ~uotions through downsizing or seek deeper dis
counts from their supplier when they know this will cause individua distress and 
commercial failures? 

CASE STUDY OF WALMART: LOGISTICS MANAGEMENT 

An important feature of Wal-Mart's logistics infrastructure was its fast and respon
sive transportation system. The distribution centers were serviced by more than 
3,500 company owned trucks. These dedicated truck fleets allowed th company 



to ship goods from the distribution centers to the stores within two days and 
· replenish the store shelves twice a week. The truck fleet was the visible link be
tween the stores and distribution centers. Wal-Mart believed that it needed drivers 
who were committed and dedicated to customer service. The company hired only 
experienced drivets who had driven more than 300,000 accident-free miles, with no 
major traffic violation 

Wal-Mart truck drivers generally moved the merchandise-loaded trailers from Wal
Mart distribution centers to the retail stores serviced by each distn'bution center. 
These retail stores were considered as customers by the distribution centers. The 
drivers had to report their hours of service to a coordinator daily. The coordinator 
scheduled all dispatches depending on the available driving time and the estimated 
time for travel between the distnbution centers and the retail stores. The coordinator 
informed the driver of his dispatches, either on the driver's arrival at the distnbution 
center or on his retmn to the distribution center from the retail store. The driver was 
usually expected to take a loaded truck trailer from the distn'bution center to the 
retail store and return back with an empty trailer. He had to dispatch a loaded truck 
trailer at the r tail store and spend the night there. A driver had to bring the trailer 
at the dock of a store only at its scheduled unloading time, no matter when he 
arrived at the store. The drivers delivered the trailers in the afternoon and evening 
hours and they would be unloaded at the store at nights. There was a gap of two 
hours between unloading of each trailer. For instance, if a store received three 
trailers, the first one would be unloaded at midnight (12 AM), the second one would 
b~ unloaded at 2 AM and the third one at 4 AM. Although, the trailers were left 
tmattended, they were secured by the drivers, witil the store personnel took charge 
of them at night. Wal-Mart received more trailers than they bad docks, due to their 
large volume. of business. 

Wal-Mart maintained a strict vigil over its driver by keeping a record of their 
activities through the "Private fleet Driver Handbook". The purpose of the book 
was to educate the drivers with regard to the code of conduct It also included the 
terms and conditions :regarding the safe exchange of trailers with the store personnel 
and the safety of Wal-Mart's property. This book also contained a list of other 
activiti , the non<0mpliance of whi h would result in the termination of the driver. 
To make its distribution process more efficient, Wal-Mart also made use of a 
logistics technique known as 'cross-docking.' In this system, the :finished goods 
were directly picked up from the manufactwing plant of a supplier, sorted out and 
then directly supplied to the customers. The system reduced the handling and stor
age of :finished goods, virtually eliminating the rol of the distn'bution centers and 
stores. There were five type of cross-docking. 

In cross docking, requisitions received for different goods from a store were con
verted into pure e or pr curement orders. These pmchase orders were then 
forwarded to the manufacturers who conveyed then: ability or inability to supply the 
goods within a particular period of time. In cases where the manufacturer agreed 
to supply the required goods within the specified time, the go ds were directly 
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fmwarded to a place called the staging area The goods were packed here accord
ing to the orders received from different stores and then directly sent to the respec
tive customers. To gain maximum out of cross-docking, Wal-Mart bad to make 
ftmdamental changes in its approach to managerial control Traditionally, decisions 
about merchandising, pricing and promotions had been highly centralized and were 
generally taken at the COipOrate level. The cross docking system. however, changed 
this practice. The system shifted the focus from "supply chain,, to the "demand 
chain," which meant that instead of the retailer 'pushing' products into the system; 
customers could 'pull' products, when and where they needed. This approach 
placed a premium on :frequent, infmmal cooperation among stores, distnbution centers 

and suppliers with far less centralized control than earlier. 

About Wahnart 

Wal-Mart Stores, Inc. is the largest retailer in the world, the world's second-largest 
company and the nation's largest nongovernmental employer. Wal-Mart Stores, 
Inc. operates retail stores in various retailing formats in all 50 states in the United 
States. The Company's mass merchandising operations serve its customers primarily 
through the operation of three gments. The Wal-Mart Stores segment includes its 
discount stores, Supercenters, and Neighborhood Markets in the United States. 
The Sam's club segment includes the warehouse membership clubs in the United 
States. The Company's subsidiary, McLane Company, Jnc. provides products and 
distnl>ution services to retail industry and institutional foodservice costomeis. Wal
Mart serves customers and members more than 200 million times per week atmore 
than 8,416 retail tmits under 53 different banners in 15 countries. With fiscal year 
2010 sales of $405 billion, Wal-Mart employs more than 2.1 million associates 
worldwide. Nearly 75% of its stores are in the United States (''Wal-Mart Interna
tional Operations", 2004), but Wal-Mart is expanding internationally. The Group is 
engaged in the operations of retail stores located in all 50 states of the United 
State , Argentina, Brazil, Canada, Japan, Puerto Rico and the United Kingdom, 
Central America, Chile, Mexico, India and China. 

SUMMARY 

• Logistics is a complex process by which corrg,anies transport products, 
parts, and materials from the place where they are manufactured to the 
place where they are required. 

• Effective logistics management requires that the actual status of goods and 
services be communicated in real-time to the various groups of people 
involved in the logistics process. 

• A logistics strategy examines logistical operations and activities and provides 
logistical firms with a sense of unity, directio~ and purpose. 

• Inventory management concerns with the decision regarding the amount of 
type & material stored at various facility location. 



• Logistic managers are given the task of marketing logistics as well as 
communicating logistics with a purpose of positioning logistics in the present 
competitive environment 

• Logistics and mazketing management are concerned with the effective flow 
of products and services in the economy and pertain to the distribution of 
both consumer and industrial goods. 

· • Logistics is primarily concerned with a high degree of development in the 
relations that concern marketing exchange. · 

• Marketing logistics are basically the physical distolmtion of goods. 

• Marketing logistics involve planning, delivering, and controlling the flow of 
physical goods to a market as well as the material and infonnation necessmy 
to meet customer demands. 

• Logistics is concerned with the storage and transportation of goods and 
information from the place of origin to the place of consumption. 

• An efficient system of physical distnbution/logistics 11M a great potential for 
improving customer service and reducing costs. 

• Logistics management starts with as curtaining customer need till its fulfill
ment through product supplies and, during this process of supplies; it con
siders all aspects of perfonnance which include arranging the inputs, manu
facturing the goods and the physical distribution of the products. 

• Managing the tottl marketing effort examines how the marketing fimction is 
organized and how it relates to other company fimctions and how marketing 
plans must be implemented in order to succeed in the marketplace. 

• The term ethics refers to a code of conduct that guides an individual while 
dealing with others. 

• Ethics is direct human behavior and it also difierentiates between good and 
bad, right and wrong, fair and unfair human behavior actions. 

• Ethics are a collection of principles of right conduct 1hat shape the dec.isions 
people or organizations make. 

ANSWERS TO 'CHECK YOUR PROGRESS' 

· 1. Logistics is a complex process by which companies transport products, 
parts, and material from the place where they are manufactured to the 
place where they are required. 

2. Functions of Logistics: Transport Management, Inventory Management, 
Warehousing Management, Material Handling system, Packaging. 

3. The term ethics refers to a code of conduct that guides an individual while 
dealing with others. Ethics are a collection of principles of right conduct that 
shape the decisions people or organizations make. 
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TEST YOURSELF 

I) What do you mean by Logistics Market? 

2) Explain the functions of Logistics. 

3) Discuss the relation between Marketing Logisti s and Marketing Manage-
ment? 

4) What is the importance of logistic in Business? 

5) What are the objectives of logistics? 

6) How total marketing effort is managed? 

7) Explain ethics in Marlceting. 

- FURTHER READING 

• Kotler & Armstrong, Principles of Marketing Management 

• Kotler, Keller; Marketing Management, Pearson Education 
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Chapter Includes : 

• INTRODUCTION 
• CONCEPT OF CONSUMER BEHAVI UR 
• BLACK-BOX MODEL OF CONSUMER BEHAVIOUR 
• SCOPE OF CONSUMER BEHAVIOUR 
• APPLICATIONS OF CONSUMER BEHAVIOUR 
• NEED AROUSAL / AROUSAL OF MOTIVES 
• BUYING SITUATION 
• INFLUENCES OF INDUSTRIAL BUYING BEHAVIOUR 
• INDIAN CONSUMER MARKET 
• CONSUMPTION PATTERN 
• THE NEW INDIAN CONSUMER MARKET STRUCTURE 
• TODAY'S CONSUMER 
• FUTURE TRENDS IN CONSUMER EHAVIOUR 

Learning Objective : 

After going through this chapter, you should be able to: 

■ Explain the concept of Consumer Behaviour. 

■ List and describe the characteristics and 
importance of Consumer Behaviour. 

■ Understand various factors affecting Consumer behavior. 

■ Mialyze applications of Consumer Behaviour. 

■ Discuss Industrial buying behavior and Rural 
Consumer of India. 
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INTRODUCTION 

A consumer is the ultimate user f a product or service. The overall consumer 
market consists of various consumers; they consume things for personal or fumi1y 
use. They also consmne and buy the products or services according to their needs, 
preferences and buying power. What they buy, how they buy, where and when they 
buy, in how nmch quantity they buy depends on their perreption, self concept, social 
and cultural background and their age and fumi1y cycle, their attitudes, beliefs values, 
motivation, personality, social cla.5s and mmy other factors that are both internal and 

1 external to them While buying, they also consider whether to buy or not to buy and, 
from which source or seller to buy. 

Behaviour is what a person does. Behaviour is defined as the observable and 
measmable activity of hmnan beings. This is known as overt behaviour. Activities 

i that qualify under this category show great variation; these may be in the form of 
, I0011tal process like decision making, or in the form of physical process like handling 

a machine. There is another aspect of behaviour which is non-observable or mea
surable, known as covert behaviour like feelings, attitude formation- :favourable or 
unfavourable, perception formation, etc. The covert behaviour is a significant part of 
the total behaviour because it shapes and influences overt behaviour. Thus under
standing of the total behaviour is important. All individua1s and households who buy 
or acquire goods and services for personal consumption are termed as consumers. 
Markets have to be understood be:tbre marketing trategies can be developed. 
People using consumer markets buy goods and services fur personal consumption 
Consumers vary tremmdously in age, income, education, tastes, and other fuctors. 
Consumer behavior is influenced by the buyer's characteristics and by the buyer's 
decision process. Buyer characteristics include four major factors: cuhural, social, 
personai and psychological 

C_oncept of Consumer Behaviour: 

Conswner behaviour essentially refers to how and why people make the purchase 
decisions. Consumer behaviour is the study of when, why, how, and where people 
do or do not buy a product. It attempts to understand the buyer decision making 
process, both individually and in groups. Consumer behaviour study is based on 
consumer buying bebaviom, where the conswner playing the three distinct roles ie. 
user, payer and buyer. 

According to Belch and Belch, C mumer behaviour jg 'the process and activities 
people engage in when searching for, selecting, purchasing, using, evaluating, and 
disposing of products and services so as to satisfy their ne ds and desires'. 

According to Professor Bearden and Associates, "Consumer behaviour is "the 
mmtal and emotional processes and the physical activities of people who purchase 
goods and services for personal consumption". 

Conswner behaviour oan be de.fined as the decision-malc:ing process and physical 
activity involved in acquiring, evaluating, using and disposing of goods and services. 
This definition clearly brings out that it is not just the buying of goods/services that 
receives attention in consumer behaviour but, the process starts much before the 
goods have been acquired or bought. 



Marketers should strive to understand this behaviour so they can better formulate 
appropriate mark ting stiamli that will resuh in increased sales and brand loyahy. 
The cience of evaluating and influencing consumer behaviour is foremost in 
determining which marketing efforts will be used and when. Consumer behaviour 
is a complex, dynamic, multidimensional process, and all marketing decisions are 
based on assumptions about consumer behaviour. · 

Marketing strategy is the game plan whi h the firms must adher to, in order to 
achieve the desired objectives of the concem In fonnnlating the marketing strategy, 
to sell the product effectively, cost-benefit analysis must be undertaken. There can 
be many benefits of a product, for example, for owning a motor bike one can be 
looking for ease of transportation, tatus, pleasure, comfurt and feeling of owner
ship. The cost is the amount of money paid for the bike the cost of maintenance, 
gasoline, parking, risk of injury in case of an accident, pollution and frustration such 
as traffic jmm. The difference between this total benefit and total ost constitutes 
the customer value. The idea to provide superior customer value is required for 
the fommlation of a marketing strategy. The entire process co~ of market analy
sis, which leads o target market selection, and then to the formulation of strategy 
by oreamzjng the product, price, promotion and distributi n, so that a total product 
(a set of entire characteristics) is offered. The total product creates an image in the 
mind of the consumer, who undergoes a decision process which leads to the out
come in tenns of satisfaction or ~ on, which reflects on the sa1es and image 
of the product or brand. 
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The .figure shows in detail the shaping of consumer behaviour, which leads a con
sumer to react in certain ways and he makes a decision, keeping the situations in 
mind. The _process of decision-makin aries with the value of th product, the 
involvement of the buyer and the risk that is involved in deciding the product/ 
servic . The figure show~ the consumer life style in the centre of the circle. The 
consumer and his life style are influenced by a number of mctors srown all around 
the collSl.llrer. These are culture, subculture, values, demographic filctors, social 
status, r ference groups, household and also the intemaJ make up of the consumer, 
which are emotions, personality motive of buying, perception and learning. Con-
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sumer is a~ influenced by the marketing activities and effi rts of the marketer. All 
these factors lead to the formation of attitudes and needs of the onsumer. 

BLACK-BOX MODEL OF CONSUMER BEHAVIOUR: 

The study of how and why people purchase goods and services is termed consumer 
buying behaviour. Modem f consmner buying behamur draw together the various 
influences on, and the process o:t: the buying decision. They attempt to understand 
the proverbial 'black box, of what happens within the comumer between bis or her 
exposure to marketing stimuli and the actual decision to purchase. 

~NVIRONMENTAL FACTORS BUYER'S BLACK BOX 

Marketing Environmental Buyer Decision BUYER's 
Stimuli Stimuli Characteristics Process RESPONSE 
0roduct Economic Attitudes Problem recognition Product choice 
::>rice Technological MotlvaUon I formation search Brand choice 
01ace Political Perceptions Alternative evaluation Dealer choice 
t>romotion Cultural Personality Purchasedecision Purchase timing 

Demographic Lifestyle Post-purchase Purchase amount 
Natural Knowledge behaviour 

It is called the 'black box' model because we still know o little about how the 
human mind works. We cannot see what goes on in the mind and we don't 
really know much about what goes on in there, so it' like a black box. As far 
as consumer behaviour goes, we know enough to be ab e to identify major 
internal influences and the major steps in the dee· ion-making process which 
consumers use, but we don't really know how consumers transfunn all these 
data, together with the stimuli, to generate particular responses. 

The black box model shows the interaction of stimuli, consumer characteristics, and 
decision process and comumer responses. It can be distinguished between interper
sonal stimuli {between people) or intrapersona1 stimuli (within people). The black 
box model is related to the black box theory ofbebaviorism, where the focus is not 
set on the processes inside a consumer, but the relation between the stimuli and the 
response of the consumer. The marketing stimuli are planned and processed by the 
companies, whereas the env:iromnentaJ stimuli are given by social factors, based on 
the economical, political and cuJtural circummances of a society. The buyer 's black 
box contains the buyer characteristics and the decision process, which detennines 
the buyer's response. 

The black box model considers the buyers response as a resuh of a conscious, 
rational decision proces.9 in which it · assumed that the buyer has recogniz.ed the 
problem However in reality many decisions are not made in awaren ss of a de
termined problem by the consumer. 

CHARACTERISTICS OF CONSUMER BEHAVIOUR: 

Co:rlfil1Irer behavior is the process through which th ultimate buyer makes purchase 
decisions. Following are some basic characteristic o conswner behaviour: 



1. Consumer behaviour is the process by which consumer decides - what, 
when, from whom, where and how much to buy. 

2. Consumer behaviour includes both mental and physical activities of a 
consumer. 

3. Consumer behaviour is influenced by a number of marketing stimuli offered 
by the marketer. 

4. Consumer behaviour is reflected from the post purchase evaluation that 
indicates the satisfuction and non-satisfaction from purchases. 

5. Consumer behaviour is influenced by internal and external fuctors. 

6. It is an integral part of human behaviour. 

7. Consumer behaviour is basically social in nature. 

8. Consumer behaviour is very dynamic. 

IMPORTANCE OF CONSUMER BEHAVIOUR OR NEED 
FOR THE STUDY OF CONSUMER BEHAVIOUR: 

The need for the study of consumer 's behaviour can be explained with the help of 
following points: 

1) Production Policies: The production policy of an enterprise is affected by 
the study of consumer behaviour. The study of co.mumer,s behaviour helps 
to recognize the habits, tastes and preferen of consumers and such 
infonnation enables an enterprise to plan and de eJops its products according 
to these specifications. It is very es&ntial fur an enterprise to be in continuous 
touch with the changes in consumer behaviour so that necessary changes in 
products can be made. Thus consumer behaviour plays a very important role 
in formulating production policies. 

2) Price policies: Price policy of an enterprise is also affected by the consumer 
behaviour. As we know, consumers are heterogeneous in nature and they all 
are d:iffi::1e11t from each other in certain respects. The buyers of some products 
purchase those products only because they are cheaper than th competitive 
products available in the market. In such a case the price of such products 
cannot be raised Some products are purchased because it enhances the 
prestige and social status of persons. In that case, pri e of such products 
can be raised. 

3) Decisions regarding Channels of Distribution: Decisions regarding 
channels of distribution are taken on the basis of consumer behaviour. If 
products are purchased and sold solely on the basis of low price, then the 
distnbution channel must be cheap and economical. In some products after 
sale service are required like T. V. sets, refrigerators, etc, these products 
must have difrerent channels of distnbution. 

4) Decisions reganling Sales Promotion: The study of co~ umer behaviour 
is also very essential fur taking decisions regarding sales promotion. It enables 
the producer to know what motives inspires the consumer male purchase. 
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The marketer takes decision regarding bran~ packaging, discount, gifts, 
etc. on the basis of consumer behaviour for promoting sales of the products. 

5) Exploiting Marketing Opportunities: A study of consumer behaviour 
helps the marketers to understand the consumers, needs, aspirations, 
expectations problems, etc. This knowledge will be useful to the marketers 
in exploiting marketing opportunities and i::reeting the challenges of the nmket. 

6) Rapid Introduction ofNew Products: Rapid introduction of new product 
with technological advancement has made the job of studying consumer 
behaviour more imperative. For instance, the information t hnoiogies are 
changing very fast in personal c mputer industry. 

Thus, study of consumer behaviour plays an important role in decision making. As 
a principal, the marketing concept involves underst.anding the needs of the conswnt2'S 
and translating these needs into products or services to satisfy these needs. The 
basic objective in marketing is to achieve the goal of profit maJcing through customer 
satisfaction. To do this, an organization should understand the consumer and be as 
close to them as possible. 

PROCESS OF CONSUMER BEHAVIOUR: 

The starting point for underliltanding consumer behaviour is the stimulus - response 
model Marketing and environmental stimuli enter the consumer's consciousness, 
and a set of psychological processes combin with certain consumer characteristics 
to result in decision processes and purchase decisions. 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. Four key 
psychological processes - motivation, perception, learning, and memory -
fundamentally influence consumer responses. 

Consumer 
psychology 

Motivation Buyingl>ooision Purchase 
Perception 

. Process Decision 

Mam:ting Other Stimuli 
Leaming 

Problom Product choice 
Stimuli ➔ 

Memo.ry - ~ Brand Cho·ce 
Evallllltion of Dealer choice 

Product Economic 
al mativc Purehase 
Purchue amount 

Price T hnological decision Purchase 

Distnbution Political 
Post purchase liming 
behaviour Payment 

Communication ai1tmal Consumer 1-11 ➔ 111,Cthod -
Characleris~c 

s 

Cultural 
Social 
Personal 
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FACTORS INFLUENCING CONSUMER BEHAVIOUR/ 
FACTORS AFFECTING CONSUMER BEHAVIOUR 

Consumer behaviour is affected by a lot of variables, ranging from personal moti
vations, needs, attitudes and values, personality characteristics, socio-economic and 
cultural background, age, sex, professional status to social influences of various 
kinds exerted by fumily, friends, colleagues and society as a whole. The combina
tions of these various filctors produce a different impact on each one of us as 
manifested in our different behaviour as conswners. 

The consumer behaviour or buyer behaviour is influenced by several factors or 
forces. They are: . 

1. 

1) Internal, or Ps}tlhological :factors 

2) Social factors 

3) Cultural factors 

4) Economic factors 

5) Personal factors 

6) Other facto 

Internal or psychological factors: 

The buying behaviour of consumers is influenced by a number of internal-or 
psychological factors. They are: a) Motivation, b) Perception, ) Learning, d) 
Beliefs and Attitudes e) Personality. 

(a) Motivation: In the words of Wtlliam J Stanton: 'A motive can be defined 
as a drive or an urge for which an individual seeks satisfaction. It becomes , 
, a buying motive when the individual seeks satisfaction through the purchase 
of something". From this definition, it is clear that a motive is an inner urge 
that moves a person to some action. 

Motivation is the force that_ activates goai-oriented behavi ur. Motivation 
acts as a driving force that impels an individual to take action to satisfy his 
needs. So it becomes one of the internal factors influencing consumer 
behaviour. 

Man is a perpetual wanting animal Therefore, when one need is satisfied, 
a new need at a higher level emerges. These needs have been classified by 
Abraham H. Maslow, who called it 'Hierarchy ofNeeds'. The following 
diagram shows that: 

Maslow's Need m erarchy Theory: People will try to satisfy their most 
important needs first. When a person succeeds in satisfying an important 
need, he will then try to satisfy the next - most important need. For ex
ample: a starvation man (need 1) will not take an interest in the latest 
happenings in the art world (need5), nor in how he is viewed by others 

· (need 3 or 4), nor even in whether he is breathing clean air (need 2); but 
be has enough food and water, the next - most - important need will come 
salient. 
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Maslow's has divided the human needs into five categories and arranged in 
hierarchal order. These various needs are: 

/ Esteem Needs 

Social Needs 

j Safety Needs 

/ Physiological Needs \ 
\ 

Maslow' IDerarchy of needs 

According to the Maslow's the individual beba · or is highly determined by his 
needs. This is only need, which motivates an individual to show specific behav
ior at a particular time. An individual may have different needs at the different 
time, situation and stage of life. Individuals are always motivated to make some 
efforts to satisfy these needs. 

a) Physiological Needs: The physiological needs are very first need in the hier
archy, it is also called as basic or biological needs. This includes the need for 
food, shelter, clothing and sex. Physical needs will dominate when all needs are 
unsatisfied. In such case, no other need would serve a basis for motivation. 

b) Safety Needs: Once the physiological needs are satisfied the next higher need 
ass~s importance. The next higher needs are called safety needs which in
cludes the needs for being free from the physical danger or harm like ill health, 
economic disaster, safety of life and future. 

c) Social Needs: So ial needs are those needs which motivate people to make 
relationship with the social groups. People always want to be a member of 
infonnal groups for support of unfulfilled social needs such as affiliation. 

d) Esteem Needs: These needs consist both of the need for awareness of impor
tance to others ( elf esteem) and the actual esteem from others. Esteem from 
others must also be fult as warranted and deserved satismction of these needs 
leads to a feeling of self-confidence and prestige. 

e) Self Actualization Needs: This need includes the desire to become more and 
more perfect What one can become everyone is capable of becoming. 

Personality traits and cbaracterntics are also important to establish how cotNllrefS 
meet their needs. Pragmatists will buy what is practical or useful, and they make 
purchases based more on quality and durability than on physical beauty. The 
aesthetically inclined consumer, on the other hand, is drawn to objects that 
project symmetry, harmony. and beauty. Intellectuals are more interested in 
obtaining knowledge and t. nd to be more critical. They also like to compare 
and contrast similar products before making the decision to buy. Politically 
motivated people seek out products and services that will give them an "edge," 



enhancing power and social position. And people who are more social can best 
be motivated by appealing to their fondness for humanity with advertising that 
suggests empathy, kindness, and nurturing behaviour. · 

As man has hierarchy of needs, marketing managers must try to stimulate the 
concerned needs of the human beings and convert them into motives. 

b) Perception: A motivated person is ready to act. How the person acts is influ
enced by his perception of the situation. 

.According to Bernand Berelson and Gary A Steiner, "Perception is the process 
by which an individual selects, organises and interprets information inputs to 
create a meaningful pictme of the world" People fuan different perceptions of 
the same stimulus because of three perceptional processes viz. selective expo
sure, selective distortion and selective retention. 

Selective exposure: A person may be exposed to a number of stimuli every . 
day. But it is not possible for him to give attention to all these stinruli. He will 
pay attention only to a few selected stimuli after screening. lt is found out by 
research that people are likely to notice only those stimuli which relate to their 
current needs. So: marketers must try to find out which st:imili will the people 
notice. 

Selective distortion: People who notice the same stimnli may not interpret 
them in the same way as intended by the marketers. They may interpret them 
to fit their own beliem or attitudes, which differ from person to person. It 
explains the tendency of the people to adopt information in a way that will 
support what they already believe. It suggests that the .marketers must try to 
understand the mind-set ofthe consumers and how they will aflect interpretation 
of stimuli ie. advertisements and sales information. 

Selective retention: People tend to forget a number of stinmli or information 
to which they are exposed They will retain only se information which sup
port their beliefs and attitudes. They remember only that infurmation in which 
they are interested and have strong buying motives. Therefore, the marketers 
must make an app to the buyers' strong motives. 

(c) Leaming: It is defined as the changes in the behaviour of an individual arising 
from the past practice or previous experience. The buymg behaviour is critically 
affected by their learning experience. The learning proc~ occurs through the 
interplay of drives, stimuli, cues responses and reinforcement. 'A drive is a 
strong internal stimulus which calls for action. This becomes a motive when it 
is directed towards a particular stimulus object. It motivates a person to act 
towards the satisfaction of the needs. The objects are stinruli which satisfy the 
drives. Cues are minor stinm1i which determine whet1t where and how the buyer 
responds. It may be seeing the object in the television every day, hearing about 
discount in price et.c. This puts him into action. The .response of satisfilction or 
dissatisfaction is reinfurced. This learning process results in habits, attitudes and 
beliefs. A marketing manager can build a demand fur their products by asso
ciating it with strong drives, using motivating cues & providing positive rein
forcemmt. 
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d) Beliefs & attitudes: People through acting and leam.ing, develop their beliefs 
and attitudes, which, in tum, influence their buying behaviow: 

Beliefs refer to a descriptive thought which a person bas about something. 
Marketing managers are generally interested in the beliefs that the people for
mulate about specific products and services. 

An attitude is a state of mind or feeling. It may be described as a person's 
emotional feelings, action, tendencies towards some ·dea or object It explaim 
a person's relatively consistent evaluations, feelings and tendencies towards an 
object or idea. 

Attitudes cannot be changed easily, because a person's attitudes settle into a 
consistent pattern. So the marketing managers should usually try to fit firm's 
products into existing attitudes rather than trying to change the attitudes them
selves. 

e) Personalty: It .refers to the personal traits & qualities that determine an individual's 
behaviour such as dominance, adventurous~ . sociability, ~. respon
sibility etc. The primary features of persona · are self-concept, roles to be 
played levels of co.nsc ·ousoess. The self-concept or self image indicat how a 
person sees himself and how it believes others to see him at a particular time. 

2. Social facton: 

The social facto.rs influencing consumer behaviour are: a) Family, b) Refurence 
Groups, c) Roles and status. 

a) Family: There are two types of fiunil.ies in the buyer's life viz. Nuclear fiun.ily 
and Joint fiunily. Family members can strongly influence the buyer behaviour, 
particularly in the Indian contest. The tastes, likes, dislike, lifu styles etc. of the 
members are rooted in the fiu:nily buying behaviour. 

The mmily influence on the buying behaviour of a IIK:mber may be fuund in-two 
ways i) the fiunily influence on the individual personality, charactemtics, attitudes 
and evaluation criteria, u.) th influence on the decision-making ~ involved 
in the purchase of goods and services. In India, the head of the family may 
alon or jointly with his wife decide upon a purchase. So marketers should 
study the role and the relative influence of the husband, wife and children in the 
purchase of goods and services. 

b) Reference group: A refi rence group is a group of people with whom an 
individual associates. It is a group of people who influence a person's attitudes, 
values and behaviour directly or indirectly. The various reference groups are: 

i) Membership groups: They are hose groups to which the person belongs 
and interacts. These groups have a direct influence on their member's 
behaviour. 

ii) Primary groups: They refer to groups of friends, fu.mily members, 
neighbours, co-workers etc. In this case, there is fairly continuous or regu
lar, but infbrmal interaction. 

iitj Secondary groups: They include religious groups, profesmonal groups etc. 
Here, there is ~ continuous interaction. 



iv) Aspirational groups: These are groups to which a person would like to 
join as member. People are also influenced by these groups. 

v) Dissociative groups: These are groups whose value an individual rejects. 

The refurence group exa:ts strong influence on one's behaviour. Thcretbre knowl
edge of reference groups is quite essential for marketers tbr ~ market
ing. ~ makes it easier for the marketers to know why consumers behave in 
a particular way. In a reference group, there may be a group leader who acts 
as an opinion leader and whose life style is most likely to be adopted by others 
in the group. So marketers must try to contact and ~ress upon the opinion 
leader to popularise their products. 

c) Roles and Status: A person participates in many groups - fiu:nily, clubs, 
organisations etc. The person's position in each group can be defined in team 
of role and status. A role consists of the activities that a person is expected to 
perform. Each role carries a status. People choose products that communicate 
their role and status in society. Marketers must be aware of the status symbol 
potential of products and brands. 

3. Cultural factors: 

Cultural factors consist of a) Culture~ b) Sub culture c) Social class. 

a) Culture: Culture is the most fundamental determinant of a person's wants jmd 
behaviour. The growing child acquires a set of values, perceptions, preferences 
and behaviours through his or her family and other key institutions. Culture 
influences considerably the pattern of consumption and the pattern of decision
making. Marketers have to explore the cultural forces and have to frame mar
keting strategies fur each category of culture separately to push up the sales of 
their products or services. 

b) Sub-culture: Each culture consists of similar sub,-cultmes that provide more 
specific identification and sociali7.ation for their members; sub-cultures .include 
nationalities, religions, racial groups and geographic regions. Many sub-<rultures 
make up important nmket segments and marketers have to design products and 
marketing prognum tailored to their needs. 

c) Social class: Consumer behaviour is determined by the social class to which 
they belong. Social class is relatively a permanent and ordered division in a 
society whose members share similar value, interest and behaviour. 

Social class is not determined by a single fuctor, such as income but it is 
measured as a combination of various factors, such as income, occupation, 
education, authority, power, property, ownership, lifu styles, conswnption pat
tern etc. 

There are three different social classes in our ociety. They are upper class, 
middle class and lower class. These three social classes differ in their buying 
behaviour. Upper claM consmners want high class goods to maintain their status 
in the society. Middle class comumers purchase carefully and coDect information 
to compare different producers in the ~ line and lower cla$ consumers buy 
on impulse. Therefors marketing managers are required to study carefully the 
relationship between social classes and their consumption pattem and take 

Undemanding 
Consumer 

And Industrial Market 

NOTES 

Se!flNtrwtiolllll Mlllmlll 

243 



Marketing Management 

NOTES 

Self-llUtnlclio11_, M•NrW 

244 

appropriate measures to appeal to the people of those social classes for whom 
their products are meant. 

4. Economic Facton 

Consumer behaviour is .influenced -largely by economi · factors. The various 
economic factors that influence consumer behaviour are 

a) Personal Income 

b) Family income 

c) Income expectations 

d) Sa~ 

e) Liquid assets of the Consumer 

f) Consumer credit 

a) Personal Income: The personal income of a person is an important determinant 
of his buying behaviow: 

The gross personal income of a person consists of disposable income and 
discretionary income. 

The disposable personal income refers to the actual income (i e. money bal
anceA remaining at the disposal of a person after deducting taxes and compul
sorily deductible items from the gross income. An increase in the disposable 
income leads to an increase in the expenditure on various items. A fall in the 
disposable income, on the other hand, leads to a fall in the expenditure on 
various items. 

The discretionary personal income refers to the balance remaining after meeting 
basic necessaries of life. This income is available for the purchase of shopping 
goods, durable goods and luxuries. An increase in. the discretionary income 
leads to an increase in the expenditure on shopping goods, luxuries etc. which 
improves the standard of living of a person. 

b) Family income: F armly income refers to the aggregate income of all the mem
bers of a family. 

Family income influences the buying behaviour of the fiunily. The surplus family 
income, remaining after the expenditure on the basic needs ot the fiu:nily, is made 
available for b ying shopping goods, durables and luxuries. 

e) Income Expectatio : In :ome expectations are one of the important determi
nants of the buying behaviour of an individual lfhe expects any increase in his 
income, he is tempted to spend more on shoppin.g goods, durable goods and 
luxuries. On the other band, if he expects any full in. his future income, he will 
curtail his expenditure on comforts and luxuries and restrict his expenditure to 
bare necessities. · 

d) Savings: Savings also Influence the buying behaviom of an individual A change 
in the amount of savings leads to a change in the expenditur of an individual. 
lfa person decides to save more out of his present income, he will spend less 
on comforts and luxmies. 



e) Liquid assets: Liquid assets refer to those assets which can be converted into 
cash quickly without any loss. Liquid assets include cash in hand, bank balance, 
marketable securities etc. If an individual has more liquid assets, he goes in for 
buying comforts and luxuries. On the other hand, ifhe has less liquid assets, he 
cannot spend more on buying comforts and luxuries. 

f) Consumer credit: Consumer credit refers to the credit facility available to the 
consumers desirous of purchasing durable comforts and 1uxuri s. It is made 
available by the sellers, either directly or indirectly through banks and other 
financial institutions. Hire pw-chase, instalment purchase, direct bank loans etc. 
are the ways by which credit is made available to the consumers. 

Consumer credit influences consumer behaviour. If more consumer credit 
is available on 1iberal tenns, expenditure on comforts and luxuries increases, as 
it induces consumers to purchase these goods, and ra~e their living standards. 

5. Penonal Facton : Personal factors also influence buyer behaviour. The impor
tant personal :factors which influence buyer behaviour are: 

a) Age 
b) Occupation 
c) Income 
d) Lifestyle 

a) Age: Age ofa person is one of the important personal factors influencing buyer 
behaviour. People buy different products at their different tages of iife cycle 
Their taste, preference, etc aJso change with change in life cycle. 

· b) Occupation: Occupation or profession of a person influen es his buying 
behaviour. The life styles and buying consideratiom and decisions differ widely 
according to the nature of the occupation For imtance, the buying ofa doctor 
can be easily differentiated from that of a lawyer, teacher, clerk, businessman, 
landlord, etc. So, the marketing managers have to design different marketing 
strategies to suit the buying motives of different occupational groups. 

c) Income: Income level of people is another factor which can exert influence in 
shaping the consumption pattern Income is an important source of purchasing 
power. So, buying pattern of people differs with different levels of income. 

d) Life Style: Life style to a person's pattern or way of living as expressed in his 
. activities, interests and opinions. Life style of a person determines his interaction 

with the society in which he lives. 

Marketing managers have to design different marketing stra egies to suit the life 
styles of the consumers. 

6. Other Facton 

Other :factors include :factors, such as political factoIS, legal factors, technologi
cal factors and ethical factors which influence the buying behaviour of conswn
ers. 
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a) Political Fadon: PoJitical factors have an important impact on the pattern of 
consmnption. In a controlled economy, the consumption pattern · determined 
by the Govemment. But in a ftee capitalistic economy, coDSUIImS have eco
nomic freedom and wider choice and are free to spend their income in any way 
they like. 

b) Legal Facton: In every country, consumer expenditure is governed by legal 
-factors lik taxes, tax laws, etc. If the taxes are low and legal restrictions are 
le~, consumer expenditure will be more. On the other band, if taxes are high 
and restrictions on the pmchases are more, conmmer expenditure will be less. 

c) Technology: Consumers, usually, prefer mor up-to-date and sophisticated 
goo&. Technological advances contribute to the production and availability of 
modern goods. At more and more modem, goods are released to the market; 
the more will be the consumer expenditure on those goods. o, technological 
advances a1so influence the buying behaviour of consumers. 

d) Ethical Considerations: Ethical considerations (ie. the sense of morality) have 
an important effect on the buying behaviour of the consmners. For instance, if 
people are religious and spiritual-minded, they spend less on modem comforts 
and luxuries. On the other band, if people are educated, civilised and advanced, 
they spend more on comforts, and luxuries. 

SCOPE OF ONSUMER BEHAVIOUR: 

Scope of Consumer behaviour refers to the study of market potential available in 
particu1ar area of the country, based on the customer taste, habits and standard of 
living of the people living there. Conswrer behaviour is the study ofhow people buy, 
what they buy, when they buy and why they buy. It is a subcategory of marketing 
that blends elements ftom psychology, sociology, socio psychology, anthropology 
and economics. It attempts to understand the buyer decision making process, both 
individually and in groups. 

The study of consumers helps finns and organizations to improve their marketing 
strategies by 1.IIlderstanding issu~ lik : 

• The psychology of how conswners think, feei reason, and select between 
different ahematives (e.g., brands, products); 

• The psychology of how the comumer is influenced by his or her environ
ment (e.g., culture, family, signs, media); 

• The behaviour of consumers while shopping or making other marketing 
decisions; and 

• How marketers can adapt and improve their marketing campaigns and 
marketing strategies to more effectively reach the consumer. 

APPLICATIONS OF CONSUMER BEHAVIOUR: 

Comumer behaviors plays important role in ahnost all types of decisions to be made 
in marketing. For the reason being that all fimctions perfunned in marketing revolve 



around the customers and consumers. Following are the main applications of con
sumer behavior. 

• M•rket Strategy: The most obvious is for marketing strategy-i.e., for 
making better marketing campaigns. For example, by understanding that 
comumers are m>re receptive to food advertising when they are hungry, we 
Jearn to schedule snack advertisements Jate in the afternoon. By understand
ing that new products are initially adopted by a few consumers, and then 
only gradually, to the rest of the population, we learn that 

I) companies that introduce new products must be well financed so that 
they can stay afloat until their products become a commercial success 
and 

2) it .ic; important top~ initial customers, since theywilJ in turn influence 
many subsequent customers ' brand choices. 

• Social marketing: It involves getting ideas across to CODSUIIES rather than 
selling something. 

• Positioning: Positioning involves arranging a product to occupy a clear, 
distinctive, and desirable place relative to competing products in the minds 
of target consumers. Some firms find it easy to choose their positioning 
strategy. For example, a firm well known for quality in certain segments will 
go for this position in a new segment if there are enough buyers seeking 
quality. But in many cases, two or m>re firm, will go after the~ position. 
Then, each will have to find other ways to set itself apart. Each firm must 
differentiate its offer by building a unique bundle of benefits that appeal to 
a substantial group within the segrmnt. The po!tlmning task consists of three 
steps: identifying a set of_possible competitive advantages upon which to 
build a pogtion, choosing the right competitive advantages, and selecting an 
overall positioning strategy. The company nrust then effectively ooumunicate 
and deliver the chosen position to the market. 

• Market-mo: determination: Marketing mix variable are - Product, Price, 
Promotion, Physical Distnbution. Study of consumer behaviour · very es
sential for the detemrination of marketing-mix. 

• Market Segmentation: It involves subdividing the market place into dis
tinct subsets of customers having similar needs and wants, each of which 
can be reached with a different marketing mix. 

Market segmentation reveals the firm's market segrrent opportunities. The 
finn now has to evaluate the various segments and decide how many and 
which ones to target. We now look at how companies evaluate and select 
target segnmts. The company a1'K> needs to ~ major structural mctors 
that affect long-nm segment attractiveness. For exampJe, a segment is less 
attractivi if it already contains many strong and aggressive competitors. The 
existence of many actual or potential substitute products may limit prices 
and th profits that can be earned in a segment. The relative power of 
buyers als affects egment attractiveness. Finally, a segment may be less 
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attractive if it contains powerful suppliers who can control prices or reduce 
the quality or quantity of ordered goods and services. · 

• Environmental Analysis: 

It is the assessment of the external forces that act upon the firm and its 
customers and that create threats and opportunities. 

• Market opportunity analysis: 

It involves ana1yzing the market to identify unsatisfied needs and wants. The 
analysis begins · h a study of general market trends such as consumer's 
lifestyle and income levels which suggests unsatisfied needs and wants. 

• Target market selection: 

Market opportunity analysis resuhs in the selection of target market i.e. 
distinct groupings of consmners who have unique wants and needs. 

There are several units in the market that can be analyzed Our main thrust in this 
course is the consumer. However, we will also need to analyze our own firm's 
strengths and weaknesses and those of competing firms. 

CONSUMER NEEDS 

Consumers adjust purchasing behaviour according to their individual needs and 
interpersonal factors. In rder to understand these influences, researchers try to 
ascertain what happens inside consumers' minds and to identify physical and social 
exterior influences on purchase decisions. 

Every individual has needs. These needs could fall under three broad categories: 

1. Physiological ( or primary) needs: 

These are referred to as innate needs or biogenic needs. Innate Needs are 
those needs that an individual is born with. They ar physiological (biogenic) 
in nanrre; they include all fuctors required to sustain physical life ( e.g. food, 
water, shelter, clothing, sex, physical safety etc). Therefore these needs are 
considered as primary needs or motives also. 

2. Psychological needs: 

These are the needs that reJate to our competence to deal effectively with 
the outside wor'Jd or environment. In simple worlds, they are also termed as 
personal competence. 

3. Learned (secondary or cultural): 

These needs are also known as acquired needs. Learned needs are those 
needs, which arise as a result of our socialization. They are acquired from 
the individual's subjective psychological state and relationship with other 
persons. As the name suggests, they are learned and are dependent on the 
culture we grow up in. Some cultures may give more value to power and 
status while others to humility and a structured life. Acquired needs are 
those needs that an individual develops after birth they are primarily 
psychological (psychogenic). 



On some levels, consumer choice can appear to be quite random However, each 
decision that is made has some meaning behind it, even if that choice does not 
always appear to be rational. Purchase decisions depend on personal emotions, 
social situations, goals, and vah.Jes. People buy to satwy all types of needs, not just 
for utilitarian pwposes. These needs, as identified by Abraham Maslow in the early 
1940s, may be physical or biological, for safety and security, fiu Jove and affiliation, 
to obtain prestige and esteem, or for self-fulfilment. 

NEED AROUSAL / AROUSAL OF MOTIVES: 

The arousal of any particular set of needs at a specific po.int in time may be caused 
by internal stimuli found in the individual's physiological condition, emotional or 
cognitive processes, or by stimuli in the outside enviromnent. 

a) PhysiologicaJ Arousal: 

Bodily needs at any specific moment in time are rooted in an individual's 
physiologicaJ condition at that moment. A drop in blood sugar level or 
stomach contraction will trigger awareness of a hunger need. 

b) Emotional arousal: 

Sometimes daydreaming results in the arousal or stimulation of Jatent needs. 
People who are frustrated in attempts to achieve their goal often engage in 
daydreaming ( autistic thinking), in which they imagine thetmelves in all sots 
of desirable situation. 

c) Cognitive arousal! 

Sometimes, random thoughts or personal acbievenEDt can lead to a cognitive 
awareness of needs. An advertisement that provides reminders of home 
might trigger instant desire to speak with one's parents. This is the basis for 
many long distan telephone company campaigns that stress the low cost 
of international long distance rates. 

d) Environmental arousal: 

The set of needs activated at a particular time are often d tennined by 
specific cues in the environment. Wtthout these cues, the needs might remain 
dormant. For example: the 6 o'clock news, the sight and smell of bakery 
goods, fast foods commercials on television, the end of the school day- all 
of these may arouse the "need" for food. 

In the following table ew examples of all the four stinm1i types are as :fi Ilows: 

Type of stimulus Mechanism Need aroused 

Physiological Fall in the blood sugar level Hunger {prima,y) 

Cognitive Remembering daughter who is Affection 
staying far away. 
Seeing an ad which reminds you to wish Social 
a friend on her wedding anni ersary. 

· Emotional Elderly couple staying alone have a fear 
of being burgled Security 

Exterior or Find· g a dream house to match your Success 
environmental budge and convey your prestige and status. prestige 
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INTERPRETING CONSUMER BEHAVIOR 

When market researchers cononence evaluating the behaviour of consumers, it is a 
mistake to rely on onventional wisdom, especially when it is possible to study the 
actual activity in which consumers are engaged when using a product or service. 
Where are they? When they buy certain ite~ ? When do they use it? Who is with 
them when they make the purchase? Why do they buy ULder certain circmmtances 
and not others? Researchers should try to detemrine the major needs being satisfied 
by that good or service in order to effectively sell it. 

There are two principal ways to evaluate the imtivation behind consumer pmchases. 
These are by direction (what they want) and intensity (how much they want it). 

Direction refers to what the customer wants from a product. For example, if a 
customer is selecting pain reliever, they may like the idea is one pain reliever is 
cheaper than another but what the really want is fast pain relief: and will probably 
pay imre if they think the imre expensive hand can work m>re effectively. Marketers 
need to understand the principal motivation behind each type of product to correctly 
target potential customers. 

The other way to evaluate consumer behaviour, intenmy, refers to whether a 
customer's interest in a product is compelling enough that they will go out and rmke 
the purchase. Good marketing can create that kind of intensity. Understanding 
consumer motivation is the best way to learn how to increase buyer incentive, as 
well as a better alternative to the easy incentive-decreasing the price. 

INDUSTRIAL BUYING BEHAVIOUR: 

Industrial buying is a proces., by which a company estabmhes a need for purchasing 
products and choosing among competing brands and suppliers. Industrial buying 
involves the purchase of products and services by industry. Although, industrial 
buying is similar to :family baying, it is significantly diffi:rent on several counts. Unlike 
in the case of fumily buying, rational decision making, strong ties with the suppliers, 
large-scale purchases, expert purchase agents, derived demand, and reverse buying, 
are part of organi7.ational buying. 

Industrial buying usuaily involves more people than individual buying. Often, many 
people are involved in making d~mons as to (a) whether to buy (b what to buy, 
(c) at what quantity, and (d) from whom 

Industrial buying behavior is the buying behavior of industry that buy goods and 
services for use in the production of other produc and services, for using the 
products in operational noncore operation lik photocopier fur office management 
or for the purpose of reselling or renting them to others at a profit. 

Different department' role in business buying: 

I) Marketing: 

Purchasing decision has an effect on marketability of product so they are 
active influencers in purchase decision process. 



2) Manufacturing: 

Responsible for detennining the feasibility and economic consideration of 
producing end produds. 

3) R & D: 

Initial development of product and set board specification for components. 

4) Purchasing: 

They are negotiable experts dominant in straight rebuy. 

BUYING SITUATION: 
There are 3 types of buying situation are termed as Straight rebuy, modified rebuy, 
and new task. These are explained as follows: 

• Straight rebuy: 
Straight rebuy is a repetitive or routine buying order pJaced by the buyer to 
the supplier. 

• Modified rebuy: 

This situation occurs when buyer wants to modify any pur base i.e. im
provement in product specification and this poses a threat and opportunity 
to suppliers. 

• New task: 

Th.is is most risky decEion ofbuyer. Buyer goes for first time purchase so 
take lot of time to decide about the purchase. In case of a new task, the 
organiz.ational buying _process involves seven stages - problem recognition, 
need description, product specification, supplier and evaluation search, pro
posal solicitation, supplier selection, and order and post-par base evalua
fun. 

INFLUENCES OF INDUSTRIAL BUYING BEHAVIOUR 

Indumial buying behaviour is a:frected by the background of the individuals involved 
in the purchase. There are fom broad categories of mctors that influence industrqtl 
buying behaviour: environmental, organiz.ational, interpersonal and individual. 

1) Environmental Facton: 

Seven environmental factors influence industrial buyers: 

• Physical: The physical environment includes such :factors as the climate and 
geographical location of the industry and can affect the behaviour of indus
trial members and determine the constraints and options for the buying 
industry. A supplier's geographical location, for example, is an important 
consideration in whether it is hosen or not. Many firms prefer local sup
pliers and in the international sphere, many buyers pre er to use domestic 
suppliers where po~ible. 

• Technological: The level of technological development defines what types 
of goods and service are available to the industrial buyer. 
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• Cultural: The industrial buying behamur is greatly influenced by the culture 
of the industry. which, in tum, is based on various internal (values, percep
tions, and learning) and external (firm graphics nafunal cuhure and govem
~nt policies) factors. 

• Economic: The economic envirotlirellt for the buying industry is affected by 
the price and wage conditions, money and credit availability, consumer 
demand etc, these sorts of factors will determine the availability of goods 
and services, ability of buyers to finance purchases, and what price will be 
paid 

• Political: Political influence could include such factors as country trade 
agreements, ~ lobbying activities, defence spending, govermnent 
assistance to certain industries or companies, and government attitude to
ward busine~ . 

· 2) Industrial / Organb:ational Factors: 

• Tasks: The buying task is performed by the organization in order to ac
complish its objectives. These tasks may be cJMsified in different ways such 
as by purpose, level of expenditure, type of good and service purchased, 
the extent to which the process is routine or not, and extent to which 
responsibility for purchasing is centralized r decentralized 

• Structure: The buying structure of the organiution has an effect on the 
purchasing process. Organization has a furmal and an infonnal structure. 
Marketers must understand both the formal and informal organization in 
order to effectively sell to the buyer. 

• Technology: Technology may influence not only what is brought but aJso 
the buying decision process itself. 

• . People: The people in the organization who are involved in the purchasing 
situation will be a major determinant of the industrial buying process. 

3) Interpersonal Facton: 

The interaction between only two people or a larger number is a significant 
influence on industrial buying process. 

• Decision making unit [buying center]: Buying center is an informal, 
cross department decision mrit in which the primary objective is the acqui
sition, impartation and processing of relevant pllI'ChMing related information. 
This decision making units may vary in size based on: 

a) How novel, complex, and important the purchase decision is; and 

b) How centralized, formalized, and specialized the organization is. 

• Buying center roles: Industrial purchases are generally handled by internal 
buying centres. Industrial buying decisions are most likely to be made by a 
committee or group of people than wholly by an individual. A buying centre 
can have multiple participants like gatekeepers, initiators, influencers, decid
ers, buyers, approvers, and users. 

1) Users - Users are the individuals most likely to be the final user of the 



products. They are the one who initiate the buying process; in fact they 
are the need recognizers. 

2) Influencers - As most of the decision in an organization is made by 
committee or purchase department, some people acts as influencers in the 
group for example if for the atomization of office communication the 
company have to imtall the latest devices the user may place the need for 
voice recorders or some other device but the IT department will influence 
which one to buy as they have the responsibility to decide in broader view 
of overall organi:zation technology policy. Once the IT department gives 
the product specification and~' the Purchase clepamrent will eva1uate 
the sellers. 

3) Decision Makers - The decision makers are the one who took the final 
decision of what should be purchased and ftom where it should be pur
chased. 

4) Approvers - Once the decision makers took their decision it goes to the 
approving authority. For example if the purchase department finalized 
what is purchased and from whom it purchased, the order will go to 
finance department for approval 

5) Buyers - As the finance department approves the decision the purchase 
department can go ahead and purchase the communication device. 

6) Gate-keepers - These members control the access to persons in DMU 
for example secretaries manage the work flow of purchase department 
head so how successful a company is at selling can sometimes depend 
how fast the ecretary process your file for perusal 

The above decisio11 making units not necessarily have to be separate units' in 
filct they can very well overlap too. For exmq,le the IT department can be 
user and influencer while purchasing and information technology product. 

4) Individual Factors: 

Participants in the organizational buying process bring to a situation their own 
individual thoughts, feelings, and actions. These p~hological filctors are very 
relevant. 

a) Motivation: Motivation of buying-centre members are difficult to assess 
accurately. They have generally be categom.ed into task related and non
related m tives. Task-related motives include such needs as product 
quality, price, ervice and delivery, or getting the right product for the 
right price at the right time from the right sourc . Non-task related 
motives include such variables as potential for promotion, salary increases, 
more job security, and so forth. 

b) Perception: Individuals receive and interpret stinmli and organiz.e them 
into a coherent picture of their world. Orgaruzational buying centre 
member's perceptions are important to marketers' development of effec
tive strategies. 

c) Learning: Leaming is another variable strongly influencing the individual 
in the organim ·onal buying process. Learning occurs as buyers make 
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decisions that are satisfactory and this reinfurcement increases their ten
dency to make the same decision in future similar situations. The con
tinual reinfurcement of a decisions leads to a habit, which is relatively 
automatic response. 

STAGES OF BUSINESS BUYING PROCESS lN THE INDUSTRY . 

The busine~ buying process is very similar to the consumer buying process, with 
a few exceptions. Business buying is not generally need-driven but it is instead 
problem-driven. 

I) Need Recognition: The need is recognized when someone in the organi-: 
zation perceives a difference of sufficient magnitude between the desired 
state and the actual state of affairs. The eed is recognized by external or 
internal stimuli. 

2) General Need Description - Once need recognition occurs, the organi
zation must then determine the quantity and descnbe the characteristics of 
the item needed. 

3) Product specifications -After the need has been recognized and de
scribed, detailed specifications of the product must be prepared by using 
department to communicate precisely what is needed. These specifications 
may include detailed perfonnance requirements, product attributes, service 
support needs, etc. fur complex products by using departments that will be 
involved as well as engineering experts and financial executives. 

4) ~upplier Search -At this stage the organization tries to identify companies 
who may be appropriate suppliers f the specified product. In order for the 
organization to write it' specifications on complex products, it .awst start 
with what products and suppliers currently exist, moving from there to the 
next stage which may involve decisions on the "who' ' and ''how'' of supply 
for an item which is presently unavailable in the marketplace. 

The ·organization has to deal and negotiate with different buyers and suppli
ers at various times, it is better that the company present a uniform face 
as it will help in buikling long term relationship with the suppliers. It will help 
the organimtion in securing long term suppliers with mutual trust and con
fidence . . 

5) Proposal Solicitation - Particularly with new task and modified rebuy 
situations, the company may next send a request for proposal to selected 
competent suppliers asking them to bid based on product bJ)ecifications so 
that they can apply fur the order. 

6) Supplier selection - Once the proposal solicitation is over the supplier or 
set of suppliers are chosen to fulfill the requirement of the company. Once 
the concephiali:zation of the supplier selection decisiort-mak:ing process sug
gests two posS1ble strategies a firm may pursue i.e. Simnltanoous scanning 
and sequential evaluation. In simultaneous •canning a company arrays 
and reviews potential suppliers at the same time, whereas in eq ential 
evaluation he potential suppliers are first ranked and then evaluated .se
quentially until one is found that satisfiers.purchase needs. Simultaneous 



seaming is likely in a new task buying situation or when several attractive 
potential suppliers are available on the other band equential evaluation 
occur in the case of straight rebuys or when one supplier is clearly predomi
nant in a market. 

7) Order Routine specifica1ioos - This stage · involved in placing an order 
with a supplier who posses it and ships the product. It is then receivedt 
approved, and payment is made. 

8) Performance review - This is more important in business buying decision 
making then consumer buying decision. This stage involves an evaluation of 
the supplier 's perfurmance is made by the buyer. This is an important stage 
in providing feedback so that the buyer and seller will be better able to 
work as a team. In f.act positive perfm:mance reviews leads to successful re
ordering and building strong bus~ relations. 

DIFFERENCE BETWEEN CONSUMER MARKET AND INDUSTRIAL 
MARKET 

Areas Industrial Market Consumer Market 

1. Market • Geographically concentrated • Geographically 
Characteristics disbursed 

• Relatively fewer buyers • Mass markets 

2. Product • Technical complexity • Standardised 
Characteristics • Customised 

3. Service characteristics Service, timely delivery and Service, deliverx, 
availability very somewhat important. availability 
important 

4. Buyer behaviour • Involvement of various • Involvement of 
functional areas in both family members. 
buyer and supplier firms. • Purchase decisions 

• Purchase decisions are are mosUy made on 
mainly made on rational/ physiological /social/ 
performance basis. psychological needs. 

• Technical expertise • Less technical 

• Stable interper onal expertise . 
relationship between • No - rsonal 
buyers and sellers. relationship. 

5. Channel • More direct • lndirec 
Characteristics • Fewer intermediaries/ • Multiple layers of 

middleman intermediaries. 

6. Promotional Emphasis on personal selling. Emphasis on 
Characteristics advertising 

7. Price • Competitive bidding and List prices or 
Characteristics negotiated prices. maximum 

• list price for standard retail price (MRP) 
products. 

-. 
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INDIAN CONSUMER MARKET: 

Possibly the most chaJlenging concq,t in the marketing is to deal with understanding 
the consumer behaviour. The attitude of Indian consumers has undergone a major 
transformation over the last fuw years. The Indian consumer today wants to lead a 
life full of luxury and comfort. He wants to live in present and does not believe in 
savings for the future. An important and recent development in India' s consumer
ism is th emergence of the rural.mark.et for several basic consumer goods. Con
sumer behaviour · afrected by a lot of variables, ranging from personal motivations, 
needs, attitudes and values, personality characteristics, socio-economic and cu1tural 
background, age, sex, professional status to social influences of various kinds ex
erted by family, friends, colleagues and society as a whole. 

We have developed a HSSE mod l that is: Health, Safety, Sophistication and En
vironment of Indian consmner. 

BSSE Pt opt olladln t'ODfflljlff 

In this context we have found that today' s consumea strictly follow their cuhure, 
tradition and values, as a result of which foreign companies were forced to give an 
Indian touch to them in order to succeed in India. McDonalds, MTV, Peps~ Star 
TV, Coca Cola. India and many more had to indianize thermelves to flourish in 
India. 

The Indian conswners have shown another major change in their buying behaviour. 
They just d n' t want availability of prpducts; they also want better experience, 
servi es and ambience. This has led to the growth of shopping malls where a 
shopping, entertainment and better fucility is all available under one root: The tastes 
and preferences of the current generation are changing rapidly. The current genera
tion does not mind paying extra fur better racilities and ambience. One thing is for 
sure that the pace of change in the needs, desires and wants of the Indian conswners 
will be even steeper and will further change drastically in the near future. So to 
achieve sustainable long term success and growth, the marketer will have to under
stand that bow consumers will respond to different product features, price and 
advertising appeal has a great advantage over its competitors. 

The Indian middle c~ has provided a big boost to the consumer culture during the 
recent past and it is hoped that their buying behaviour will continue to change in the 
coming futme. Due to fast growth of the services sector per capita incorm of people 
of India is also in easing. The number of middle c~ is increasing due to another 
met that people are fust shifting from agriculture to the setVices and industry sector 



where growth prospects are reasonably high as compared to the agricuJture sector 
which is showing slow growth. 

CONSUMPTION PATTERN: 

The constnnption pattern of a country depends on hberalimtion of economic poli
cies, buying habits of the younger generation, financial independence at a young age, 
increase in number of nuclear fiunilies and increase in media exposure of the people. 
The tastes and preferences of the current generation are changing rapidly. The 
current generation does not mind paying extra for better mcilities and ambience. 
Another major fuctor that has led to increased consumerism is the growth of credit 
culture in India. The Indian consumer does not feel shy to purchase products on 
credit and pay tomorrow for what they use or buy today. This tendency has led to 
a tremendous increase in purchase of homes, cars, two-wheelers and consumer 
goods. The market for luxury products in India is also climbing at a surprising rate 
as compared to a decade ago when it was almost negligible. The reason behind this 
is that the purchasing power of people of India is rising very steeply. The Indian 
consumer today is highly aware about the product, price, quality and the options 
available with him The purchasing is done by keeping all these factors in mind. 
Today, price is not the only consideration as it was a few years back when prices 
played a major role in purchasing. Marketers are trying hard to capture this ever 
increasing Indian middle class as they form the bulk of Indian consumers. 

Consumer behaviour reflects the totality of consumer' s decisions with respect to 
the acquisition, consumption and disposition of goods, services, activities and ideas 
by human decision making units. Consumer behaviour means more than just how a 
person buys tangible products such as bath soap, digital music players and automo
biles. It also includes comumer' s use of services, activities and ideas such as going 
to the doctor, visiting a theme park, etc. 

Howard and Sheth (1969) explained how consumers buying behaviour influenced 
by internal and external mctors. They explained that human mind is "BLACK BOX'' 
which receives stimuli. This stimulus creates perception in the mind of onsumer 
which implied the kind of learning - favorable or unmvorable. This will give the 
output in the form of acceptance or rejection. Basically this model is based on 
Stimulus -Response theory. 
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Objective: 

The purpose of the study of Indian Consumer Market is: 

1) To understand the changing behaviour of cormumer and develop strategies 
to adopt those changes to achieve sustainable long term growth and suc
cess. 

2) To identify the Jactors affecting the consumer behaviour of India. 

3) To identify changes in marketing strategies of marketers due to changes in 
consumer behaviour of India. 

4) To identify the future trends in consumer behaviour. 

Research Methodology: -

The research design selected for this study is descriptive. This research paper 
explains the chang occurred in consumer behaviour of India. The research work 
is intends to cover new facts about consumer behaviour and changes in marketing 
strategies those changes to achieve long term sustainable growth and success. The 
synthesis of this research paper is based on the secondary data sources. We have 
observed some consl.lIIEIB at various players like at shopping Hall, Talkies, Market 
Street, Beauty Parlors, Hotels, Restaurants, Schoo~ College and various social 
gatherings. In this research w have put an effort to find out which member of family 
has the greater influence in the purchase of particuJar products or services either the 
husband, or wife or the children or they have equal influence. 

DIFFERENT SEGMENTS OF INDIAN CONSUMER:-
a) The Socialites: Socialites belong to the upper class. They prerer to shop 

in specialty stores, go to chibs on weekends, and spend a good amount on 
luxury goods. They are always looking fur something different. They go fur 
high value, exclusive products. Socialites are also very branding conscious 
and would go only for the best known in the market. 

b) The conservativ : The Conservatives belong to the middle class. The 
. conservative segment is the reflection of the true Indian culture. They are 



traditional in their outlook, cautious in their approach towards purchase; 
~ more time with fiunily than in partying and fucus more on sa~ than 
spending. Slow in decision making, they seek a lot of information before 
making any purchase. They look for durability and functionality but at the 
same time is also image conscious. 

c) The working women: The working woman segment is the one, which has 
seen a tremendous growth in the late nineties. Um segment has opened the 
floodgates for the Indian retailers. The working woman today has grown out 
of her long-standing image of being the homemaker. Today, she is rubbing 
shoulders with.men, proving herself to be equally good, if not better. Work
ing women have their own mind in decision to pm-chase the products that 
appeal to them. 

d) Youth segments: The rise of generation next has been written about with 
unbridled optimism and enthusiasm, based on the coming of age of liberal
ization children They are global in their worldwide view and have been 
exposed to enoIIDOus information unlike their parents, raised amidst a con
sumption-friendly and consumption encouraging social discourse. They are 
expected to be at the forefront of creating a new, modem, west-embracing 
consumer society, ~ well as yield the demographic dividend that will drive 
economic growth. 

THE NEW INDIAN CONSUMER MARKET STRUCTURE:

There are five types of consumer groups based on what they consume and created 
a framework: 

• The Rich : The rich who have most of the luxmy goods like cars, PCs, air 
conditioners and are generally the consumers of premium products. 

• The Consuming Class : Consumers which have 70 percent of the utility 
durables like two wheeler, refrigerators, washing machines and the bulk of 
regular FMCGs. 

• The Climben : Consumers which have at least one major durable in their 
homes - either a mixer or a sewing machine or perhaps a television set. 
They are main conswner of population segment consumer goods. 

• The Aspirants : Consumers who are just entering consumption and have 
the very basics Goods like a watch, a bicycle, a radio, or a table ran. 

• The Destitute : Consumers who own and consume practically nothing, 
living as they do from hand to mouth. 

RURAL CONSUMER OF INDIA 
Rural C.Omumers majorly look into the value that the product offers. They ~ e 
value with the Benefits that the product offers, its availability, and its Cost. When 
ta1k:ing of benefits, they look at the features of the product as well as the Packaging 
and attractiveness, availability, whether or not the products are available at R tail 
Shops and Haats, cost, whether or not the product is reasonably priced. 
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TODAY'S CONSUMER 

The Indian consumers of today are unique in the following aspects: 

1) Indian consumers have become value sensitive and are not much price 
sensitive as was the case earlier. If they feel that a particular product offers 
them more value and its price is high, even then they are willing to buy the 
product. 

2) The Indian consumers strictly follow their culture, tradition and values, as a 
result of which foreign companies were forced t give an Indian touch to 
them in order to succeed in India. McDonalds, MTY, Pepsi, Star TY, Coca 
Cola India and many more bad to indianize themselves to flourish in India 
Karva-Chauth is celebrated with more zeal and enthusiasm than the Valen- · 
tine Day. 

3) The Indian consumer of today gives preference to features of a product 
rather than its brand name. The trend that higher segment consumers only 
buy the top brands has also come to an end. 

4) Even after liberalimtion Indian companies and brands are doing very weJL 
It is clearly evident from the filct that despite many foreign brands being sold 
in India, Raymond is still India' s largest textile company and Haldiram is 
doing well despite the presence of McDonaJds and Pizza Hut. 

5) The consumers today are not confined to a single brand and prefer change 
rather than sticking to the same brand Not often do we see any home with 
cars of the same brand or household products of the same brand. 

6) The use of credit card for shopping is a new emerging trend in India Also 
consumers are availing credit or loan from banks and other financial insti
tutions to fulfill their needs and wants. 

7) The Indian consumers have shown c!JlOther major change in their buying 
behaviour. They just don' t want availability of products; they also want 
better experience, services and ambience. This has led to the growth of 
shopping malls where a shopping, entertainment and better facility is all 
available under one root: 

8) The rural Indian comumers are also showing signs Qf change. They have all 
the modem amenitie at their home and their standard of living is fast im
proving. The rural households have earned huge money due to price rise in 
real estate. They ar also shifting towards industrial and services sector; 
hence their purchasing power is increasing. It is reflected in their living 
standard and possession of all electronic gadgets and luxury cars. 

9) There is a stiff competition in the Indian market today and it has become 
a buyer' s market from seller' s market. Customers are the ultimate ben
eficiary of the fierce competition in the market. Competition has reduced 
prices to a great extent and has forced the r:nanufucturer to maintain product 
quality to sustain in the highly competitive market. 



CHANGE IN MARKETING STRATEGEIS WITH THE 
CHANGE IN BUYING BEHAVIOUR: 

Wrth change in consumer buying behaviour the companie~ a1so made necessary 
changes in their nwketing strategies. The changes inchule: 

1) Launching of premium products by companies to fulfil requirements of high 
· class consumers. 

2) Since purchasing power of rural India has increased, the companies have 
started shifting their focus towards rural India to capture untapped rural 
market. This bas reaped huge benefits for companies like in cases of PepsiCo, 
Coca Cola India and other FMCG companies. 

3) Companies not only aim to sell their products but also aim to provide better 
after sales services to its consumers. For example companies have provi
sions to send their technicians to repair the cars struck at highways or other· 
outer locations due to technical fiillure or in case ofa mishap. This improves 
the company?s credibility and helps to build its customer base. 

4) Companies design their products on the basis of market segmentation so 
that they ha e products to suit every pocket and requirement. 

5) Due to sharp growth in the COTIJ]]]lmication sector, companies are providing 
many sche~ and plans to attract customers. For exampJe mobile service 
providers provide lifetime option and free caDs to other mobile users under 
a specific plan of the company. 

6) Due to fierce competition in the electronics market and people ' swilling
ness to pmchase hi-tech products the rates ofLCD and plasma TVs have 
been slashed by 25%-30%. Through this strategy electronic companies 
received very good response from the consumers in the recent past and 
were able to build a considerable market for their products. 

7) Indian consumers have developed a liking for foreign tours and holidays. 
This has led to development of many travel agencies that provide a planned 

• foreign tour at a reasonable price. What is even :mor interesting is that the 
customer does not have to pay the amount in Jump sum; instead, he has the 
fucility to make the payment in monthly instalments according to his conve
nience. 

8) Consumers of India have developed a tendency to save travel time. For 
such consumers low fare carriers are available that provide air travel facility 
at a very affordab price. 

9) Comumers oflndia want better housing fucilities. The construction compa
nies are fiJlfiDing this requirement of coDSt.JIDel'S by providing them luxurious 
houses, exquisite interiors, round the clock water and electricity supply, full 
time security, chili house, gynmasium, etc. within the premises. 

I 0) Indian consumers are increasingly becoming aware of the importance of 
heahh and hygiene. Hence companies are making products to suit their 
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health like Jow calorie, low :fat food. As far as hygiene is concerned com
panies have fully mechanized their p1ants to maintain hygiene and pack the 
food in such a way that it remains fresh for longer period of time and does 
not lose its nutritive value before consumption. 

11) The ooed fur internet is ~ growing. To fulfil tlm ooed of consmras, tmbile 
manufucturing companies are providing internet access facility on mobile 
phones. This has revolutionized the communication sector and provided a 
~ of con:n:mmication that was never ever in anybody?s dreams till a few 
years back. 

12) Indian consumer• s liking for credit is aJso increasing rapidly. Hence many 
financial institutions have come into existence in India and are flourishing. 
Ban1cs ha e also become liberal in their loan and credit policies. 

FUTURE TRENDS IN CONSUMER BEHAVIOUR 
Some enxrging future trends of buying behaviour of Indian consumers are: 

1 Th: ~ generation will prefer brands that are lallllChed during their growing 
up yean. They will not prefer brands that are very okl in the market. This 
will make it easier fur new brands to cement their place in the market and 
run succesdilly. 

2 The new generation will possess more risk talcing capability than their pre- · 
vimJs generatiom. They will be willing to try out new careers, new ideas and 
new ways of doing things. 

3 Indian consumers will be more logical in their thinking and foreign brands 
will not only be considered as the standard of quality. Each brand, be it 
Indian or fureign, will be judged on its merit. 

4 The middle and lower class onsumers? buying behaviom will change and 
they may behave as if they are rich. 

5 The contnbution of women in decision making will increase with gr wing 
number of nuclear families, educated women and working w men. The 
nwnber of middle class working women will rise sharply. This will lead to 
introduction of women oriented products that may range from insurance 
products to ocational education 

6 Tomorrow' s consumer will fucus more on techmlogy and credit purchase. 

7 Number of nuclear families will increase. 

8 Health care will become very important in the coming years. 

From above analysis it jg very clear that Indian consumer's buying behaviour and 
their attitude ha e changed drastically in the recent past. Living for the day is the 
new motto. This tramlates into spending on a new home, a new car, the latest digital 
camera, applianc s for the kitchen, home decor etc. The change is drastic com
pared to a generation back where saving for a rainy day was the usual practice. 
There was a clear line drawn betweennecessities, which could be counted on the 
fingertips of one hand, and luxuries. Loans were not forthcoming. Never borrow, 



never lend was the mvorite theme. Banlcs and credit card companies are tying with 
each other in offering loans to customers. The credit card business is booming. 
Indians were sold 45,000 credit cards a day last year and together they spent Rs 
, 120 crores a day through credit cards during the year. The mce of changing India 
is reflected as Airlines, hotehi, FMCG companies, auto giants, retail chains, mobile 
phone companies are all reworking strategies and slasb:ing prices to reach the low
end consumer in rural areas. 

The succes~ en Indians don' t have to wait for opportunity to knock at their 
doors. It is all around them and in plenty. With a job scene that is boomirig a host 
of avenues are open to even college students. Call centers, retail chains, mobile 
phone companies, data processing firms have all contnbu1ed to the job e,g,losion. 
But that's not the whole story. Even as high-tech gadgets have invaded the Indian 
consumer market with the 1iberali7.ation of the economy, finding two square meals 
a day is a daunting task for some. It is ,this broad spectrum of people perhaps that 
makes India keep its head on its shoulders and not get carried away. One thing is 
for sure that the pace of change in the needs, desires and wants of the Indian 
consumers will be even steeper and will further change drastically in the near future. 

CASE STUDY 
When most people hear "GILLETTE", one thing comes to mind-Razors. lbat's to 
be expected, since safety razors were invented by King C. Gillette in 1903, and the 
product in various forms bas been the core of the companys business ever since. 
Few firms have dominated an industry so completely and for so long. Wet-razor 
shaving (as distinct from electric razors.) is a $900 million market. Gillette's share is 
62 percent with the remainder divided among SCHICK-15 per cent, BIC-11 
percent, WILKINSON sword-2 percent, and a number of private brands. 

Gillette would like to achieve a similar position in the men's toiletries with a new line 
of products called the GILLETTE Series. However, its record that market is spotty 
at best. 

Gillelle 
One Gillette success, Right Guard Deodorant, was market leader in the l 960's. 
Right Guard was one of the first Aerosols, and it became a mmily product which 
was used both by men and women. However, the product bas not changed although 
the deodorant market bas become fragmented with the introduction of antiperspi
rants, various product funns and applicators, and many different scents. As a resuh, 
Gillette slipped to third position in deodorant sales behind P & G and Colgate
Pahnolive. 

An even more emb~ situation is Gillette's_ foamy shaving cream, a natural fit 
with the razor business. S. C Johnson and Sons Edge Gel have supplanted that 
brand as the leading seller. These experiences created frustration at Gillette. Despite 
its preeminence in razors and blades, the company has been unable to sustain a 
leading position across the :fuil range of toiletries. 
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Gillette is using its most recent succe~, the sensor razor, as a springboard for its 
new toiletries. The Sensor story provides the background necessary to understand 
the marketing of the Gillette Series, and also offers some insight into Gillette's 
marketing prowess, 

Sensor- a high technology cartridge raz.or- was a gamble for Gillette because it ran 
counter to consumers' buying prefurences. Disposable 137.0rs, which were produced 
by the French firm BIC in 1974, had gained control in nearly 80 % of the razor 
market by 1990. Gillette's analysis showed that cmposab1es provide a worse shave 
than a cartridge bJade, cost IIK>re to make than a blade and are sold at a lower 
profit nmgin. Despite its disdain for the product, competitive presmITe forced Gillette 
to introduce its own disposable, Good News 

As concern about the squeeze that disposables were putting on profit margins grew, 
Gillette began looking for a way to displace them. The company spent $ 300 million 
to develop a technology to significantly improve on the three attnbutes desired in 
shaving- closeness,. comfort and safety. They came up with the Sensor, a 137.0r with 
independently IIK>ving twin blades. The Sensor produces a superior shave, but it is 
also more expensive to produce than a disposable. So Gillette's gamble was that a 
better shave would be enough to justify a premium price, and in the proce~, 
displace the successful but not a very comfortable disposable razor. In addition to 
the R & D investment, Gillette spent $ 110 in the first year to advertise Sensor. 
The strategy paid off Estimated 1992 sales for the brand was$ 390 million, and 
equally important, the share of the market held by the disposables has gone down 
to 42%. 

Gillette then moved to capitalize on the success of Sensor. The company had a line 
of toiletries in development, and the decision was made to tie them closely to semor. 
The line consists of 14 iteim: 

1. two shaving gels for sensitive and regular skin 

2. two shaving crerum 

3. two concentrated shaving ge1s 

4. a clear gel anti- perspirant 

5. a clear gel deodorant 

6. an anti- perspirant stick 

7. a deodoran stick 

8. An after- shave gel 

9. An after-shave lotion 

10. An anti- perspirant aerosol and a deodorant body spray available only in 
Europe. 

The products in the Gillette series were developed over a three year period at a cost 
of$ 75 million. They were tested on 70000 consumers. An indication of their 
newness is the fact that Gillette bas 20 patents pending with them Consideration 



had been given to introducing the line in 1992, but the introduction was cancelled 
by Gillette's CEO, Alfred Zeien. He insisted that the line not be launched until 
consumer tests showed that each of the 14 products was preferred to the best
performing brand in its category. 

All the products have a COIIllIDn fragrance that Gillette calls Cool Wave. They come 
in silver and blue packages like the Sensor, and the black lines on the packages 
match the grooved sides of the Sensor Razor handle. 

The items retail at $ 2.69 each, 10- 20 % higher than the prices of major competing 
item,. As was the case with Sensor, Gillette hopes that the products' innovation will 
convince men to switch brands and pay the higher prices. 

During the Gillette Series first year, the company spent $ 60 million on a joint 
advertising camp~ gn with Sensor. Just like Sensor, the line was to introduce in 
January with ads on the Super Bowl The campaign uses the same theme as Sensor. 
" The Best a man can get". Initial TV commercials were one mimlte in length. They 

started with 15 seconds. on shaving gels, and er am, followed by 30 seconds on 
Sensor and 15 seconds on aftershaves. The deodorants are advertised separately. 

The Gillette series :faces two major problems: 

• Convincing consumers that the line is actually better and the higher price 
justified will be more difficuh than with SENSOR With the razor, Gillette 
had name recognition as the dominant firm .in the industry. In addition, the 
design differences the ·sensor were visible, and a consumer can directly 
enjoy a closer shave. Wrth the toiletries, Gillette does not have a strong 
position in the consumers' minds, nor are the benefits provided by the 
products obvious. Furthermore, the men's toiletries market is extremely 
competitive. Powerful films with proven maiketing ~ have taken a greater 
interest un this category. P & G has acquired Old Spice and Noxzema; 
Colgate owns Mennen, and Unilever purchased Brut. It's unlikely the rest 
of the firms in the market will sit back and ignore Gillette's activity. 

• Gillette is tying, the new product line to the Sensor but using a different 
brand name. If consumers do not associate the Gillette Serie with the 
innovativeness and success of Sensor, the new line may just be another 
brand in an already cluttered market. 

According to a Gillette Vice President, one of the most compelling aspects of the 
Gillette series is its synergy with the company's core business-rawrs. If the new line 
is ~ful, Gillette anticipates adding other men's grooming products such as hair 
sprays and shampoos. The firm's CEO, Zeien says, " we're alreadythe worldwide 
leader in b1ades, Will we be the world leader in ot . (toiletries) or not? That's our 
goal" 

QUESTIONS: 

1. How is the Gillette Series being positioned with respect to (a) competitors, 
(b) the target market, ( c) the product class, ( d) price and quality? What 
other positioning posSibilities are there? 
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2. Is Gillette making the best use of the brand equity that has been created with 
Sensor? 

3. What strategies do you propose to Gillette? Addre s the entire marketing 
mix. 

SUMMARY 

• The overall consumer market consists of various consumers; they consume 
things for personal or family use. 

• Behaviour is denned as the observable and measurable activity of human 
beings. This is known as vert behaviour. 

• There is another aspect of behaviour which is non-observable or measur
able, known as covert behaviour like feelings, attitude formation- f.avourable 
or unmvourable, perception funnation, etc. 

• Consumer behaviour essentially refers to h w and why people make the 
purchase decisions. Consumer behaviour is the study of when, why, how, 
and where people do or do not buy a product. 

• Marlceting strategy is the game plan which the finm must adhere to, in order 
to achieve the desired objectives of the concern. 

• Consumer behaviour is the process by which consumer decides - what, 
when, from whom, where and how much to buy. 

• Consumer behaviour is affected by a lot of variables ranging from pers nal 
motivations, needs, attitudes and values, per · nality characteristic socio
economic and cultura background, age, sex, professional status to social 
influences of variolls kinds exerted by fiunily, mends, colleagues and society 
as a whole. 

• A motive can be defined as a drive or an urge for which an individual seeks 
satisfaction It becomes a buying motive when the individual seeks satisfac
tion through the purchase of omething. 

• Motivation acts as a driving force that impels an individual to take action to 
satisfy his needs. 

• Personality traits and characteristics are also important to establish how 
consumers meet their needs. 

• Scope of Consumer behaviour refers to the study of market potential avail
able in particular area ofth country, based on the customer taste, habits 
and standard of living of the people living there. 

• Positioning involves arrangin a product to occupy a clear, distinctive, and 
desirable place relative to competing produc . in the minds of target on
surners. 

• Consumers adjust purchasing behaviour according to their individual needs 
and interpersonal mctors. In order to understand these influences, research-



ers try to ascertain what happens inside consmners' minds and to identify 
physical and social exterior influences on purchase decisions. 

• The arousal of any particu1ar set of needs at a specific point in time may be 
caused by intemal stimuli found in the individual's physiological condition, 
emotional or cognitive processes, or by stimuli in the outside environment. 

• Industrial buying is a process by which a company establishes a need for 
purchasing products and choosing among competing brands and suppliers. 
Industrial buying involves the purchase of products and services by industry. 

• Industrial buying behavior is affected by the background of the individuals 
involved in the purchase. The industrial buying behavior is influenced by, 
environmmtal. orgmmational, interpersonal and individual. 

• The COl1SUil1Jtion pattem of a cmmtry depends on liberalization of economic 
policies, buying habits of the younger generation, :financial independence at 

· a young age, increase in number of nuclear fiunilies and increase in media 
exposure of the peopl . 

• Rural Consumers majorly ook into the value that the product offers. They 
associate value with the Benefits that the product offers, its availability, and 
its Cost. 

ANSWERS TO 'CHECK YOUR PROGRESS' 
l . Consumer behavior essentially refers to how and why people make the 

purchase decisions. Consumer behavior is the study of when, why, how and 
where people do or do not buy a product. 

2. Applications of Consumer behavior: Market Strategy, Social Marketing, 
Positioning, Market-mix detennination, Market segmentation, Environmen
tal Analysis, Market opportunity analysis, Target Market selection. 

3. Po itioning involves arranging a product to occupy a clear, distinctive, and 
desirable p relative to competing products in the minds of target con-
sumers. 

4. Industrial buying is a process by which a company establishes a need for 
purchasing products and choosing among competing brands and suppliers. 
Industrial buying involves the purchase of products and services by industry. 

TEST YOURSELF 
1) Explain the concept of Consmner Behaviour. 

2) What is the Black-Box Model of Consumer Behaviour? 

3) What are the various factors that affect consumer behaviour? 

4) Why study of consumer behaviour is important :fur the organization? 

5) Discuss the applications o comumer behaviour. 

6) Explain Maslow's Need Hierarchy Theory of Motivation. 
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M11rlNing Management 7) Dilcuss Industrial Buying Behavior. 

8) Describe various mctors affecting Industrial Buying Behavior. 

NOTES 
9) Explain stages of busine!m buying process in the Industry. 

10) Write a short note on Indian Consumer Market. 

11) Explain future trends in Consumer Behaviour. 

FUR1'HER READING 

• Kotler & Armstrong, Principles of Marketing Management 

• Kotler, Keller; Marketing Management, Pearson Education 
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Learning Objective : 

After going through th.is chapter, you should be able to: 

■ Explain Globalization. 

■ List different dimensions of Globalization. 

■ Discuss Globaliz.arion of Indian Business. 

■ Understand advantages and disadvantages of Globalization. 

■ Describe Direct Marketing. 
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INTRODUCTION 
' 

Globalization is the proc~ of continuing integration of the countries in the world 
Globalization is not a new phenomenon but continuation of developments that have 
been going on for some considerable time. The recent trend of liberalization of 
economic activities is qualitatively different, however, as the world has definitely 
ceased to be a collection of relatively autonomous economic agents that are only 
marginally connected and are more or less immune to events in their neigbbo:rhoods. 
Globaliz.ation is a process that has been going on fi r the past 5000 years, but it has 
significantly accelerated since the demolishing of the Soviet Union in 1991. The 
many meanings of the word "globalization" have accumulated very rapidly and 
recently, the verb "globaliz.e" was first attested by the Merriam Webster Dictionary 
in 1944. In considering the history of globalization, some authors focus on events 
since the discovery of the America in 1492, but most scholars and theorists con
centrate on the much more recent past. 

But long before 1492, people began to link together disparate locations in the world 
into extensive systems of communication, migration, and interconnections. This for
mation of interaction between the global and the local has been a central driving 
force in the world history. 

Roughly, Economic Globalization means that world trade and financial markets are 
becoming more integrated. 

According to Friedman (1999 , globalization is: '"The inexorable integration of 
markets, nation states, and technologies to a degree never witnessed before- in a 
way that is enabling individuals, corporations and nation-states to reach around the 
world farther, faster, deeper and cheaper than before, the spread of free-marki t 
capitalism to virtually every country in the world On the other hand, a great number 
of economists ~ that globalization, as an on-going historical process that reached 
its apex toward the end of the 20th century. This process leads to the increasing 
integration of the production o goods, services, ideas, culture, commmiication and 
environmental pollution on a world-wide scale, imparting locality of populations and 
labor. 

Dimensions of Globalization 

Globalization is an umbrella term and has some dimensions. It can be related to 
every fields of daily life. For instance, a marketing staff versus an engineer could 
interpret globaliz.ation in different ways. 

Dimensions are as follows: 

• Economics - related to globalization in trade, money, cmporations, banking, 
capital, 

• Political - science, governance, wars, peace, IGOS, NGOS, and regimes, 

• Sociology-communities, conflict, classes, nations, agreements, 

• Psychology-individuals as subjects and objects of global action, 

• Anthropology- cultures overlapping, adapting, clashing, merging, 

• Communications- information as knowledge and tools~intemet, 



• Geognpby- Everything provided it can be anchored in space. · 

Each of these social sciences looks at a special aspect of the whole system of 
interdependent parts that constitutes our world system. :Each discipline constructs a 
concept of globali7.ation that reflects its special point of view: Consider how it relates 
its focal concerns to the contemporary world system. 

According to Kongar, globaliz.ation has three dimensions. These are political, eco
nomic, and cultural aspects of globalism. 

Political dimension denotes that after collapsing of the Soviet Union, the U.S. of 
America has become the superpower and the single authority of the new world 
order and security. On the other hand, economic dimension of the globalization 
denotes the economic sovereignty and domination of international capital globally. 
As the thinl dimension of globaliz.ation, cultural aspect denotes two unrelated results 
of this phenomenon: One of them is globalism of the conswner behaviors, such as 
consuming similar food, clothes, entertainment and similar products in any aspects 
of daily life. The second dimension is the micro-nationalism; too much freedom for 
citiz.ens results in destruction of the unitary structures of independent states, such as 
Yugoslavia and Iraq. 

Driven of GlobalizatiOD 

From the economical point of view, two macro factors seem to underlie the trend 
toward globalization (Frankel, 2000). The first is the decline in barriers to flow of 
goods, services and capital that has occurred since the end of World War II. The 
second factor is technological change, particular! the dramatic developments in 
recent years in communication, information ~ ing, and transportation technolo
gies. 

Everybody knows the importance of the role technological innovations and devel
opments in globaliz.ation; on the other hand, "declining trade and investment barri
ers" with the help f GAIT and WTO is as important as the first one. 

During the 1920s and 30s, many nations erected formidable barriers to international 
trade and foreign direct.investment. International trade occurs when a firm exports 
goods or services to consumers in another country. Foreign direct investment occms 
when a finn invests resources in business activities outside itB home country. Many 
of the barriers to international trade took the form of high tariffs on imports of 
manufuctured goods. The typical aim of such tariffs was to protect domestic indus
tries from foreign competition. Ultimately, this practice depressed world demand 
and contributed to the Great Depression of the l 930s (Hill, ibid: 11). 

Having learned from this experience, the advanced industrial nations of the West 
committed themselves after World War II to removing barriers to the free flow of 
goods, services, and capital between nations. This goal was protected and realized 
in the General Agreement on Tariffs and Trade. Under the umbrella of GAIT, nine 
rounds of negotiations among member states have worked to lower barriers to the 
flow of goods and services. The impacts of GATT agreements on average tariff 
rates for manufactured goods were formidable. If we give a figure, average tariff 
rates have been fallen significantly since 1950, from average 30-40 percent to 3.9 
percent in 2000 (The United Nations, 2001). In order to nullify this tariff rate, 
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Regional economic integrations ha e been created. uch as, European (EU), North 
American Free Trade Area (NAFTA), Free Trade Area of the America (FTAA), 
Association of Southeast Asian Nations (ASEAN) and Asia-Pacific Economic 
Cooperation (APBC) are important attempts to achieve economic gains from the 
free flow of trade & investment between neighboring countries. 

The most su~ful regional economic cooperation is the EU. The Single European 
Act sought to create a true single market by abolishing administrative barriers to the 
free flow of trade and investment between EU countries. In the near future, it is 
expected that the EU will become a political union like the USA (Swann, 1990). 

GLOBALISATION OF INDIAN BUSINESS: 

Globalizati n, liberaliz.ation and privatization were the three cornerstones of India's 
New Economi Policy of 1991. The year 1991 marks the beginning ofa new era in 
the Indian economy. The new objective to be pursued by the policy makers, strat
egists and executives was to make India the largest free market economy of the 21st 
century. In pW'SUit of this objective, the Indian economy was to be integrated with the 
world economy through a programme of structural adjustment and stabilization. While 
the stabilization programme included inflation control, fiscal adjustment and BOP 
adjustment, the structural refonns included trade and capital flow refonns, industrial 
deregulation, disinvestment and public entelprise refonns and financial sector refonns. 
The programm of economic reforms has not been entirely ~ ful and as a result, 
the globalimtion process of the Indian economy has not gmhered momentum. Indian 
busines ntinues to face a number of difficulties and obstacles in their effort to 
globalize their business. These obstacles are as follows: 

GOVERNMENT POUCY AND PROCEDURES: 

Government policy and procedores in India are extremely complex and confusing. 
Swift and efficient action is a pre-requisite for globalization- which sadly missing. 
The procedures and practice continue to be bureaucratic and hence a speed breaker 
in the globalization effort 

ffiGH COST OF INPUTS AND INFRASRUCTURAL FACILITIES: 

The cost of raw materials, intermediate goods, power, finance, infrastructural facili
ties etc. in India is high which reduces the global competitiveness of Indian business. 
The quality and adequacy of infiastructural facilities in India is fur from satisfactory. 
Further th technology employed by Indian industries and the style of operation is 
generally out dated. 

RESISTANCE TO CHANGE: 

The pr -reform era (1951- 1991) breeded lethargy, created rigid structures, sys
tems, practices and procedures and generally instilled a laid back attitude. These 
factors are hindran to the processes of modernization, rationalization and effi
ciency impro ernent Technological change is generally perceived to be employment 
reducing and hence resisted to the extent possible. For instance, information tech- · 
nology was introduced in Indi in the early eighties. However, computerization 
process of nationalized banks began only in the mid nineties. Excess labor is par
ticularly employed in the public sectors in areas such as banking, insurance, and the 
railways and Indian industry in general. 



SMALL SIZE AND POOR IMAGE: 

Grant Indian firms are known to be global pygmies. A look at the fortune 500 list 
would reveal all to you. On a global scale, Indian films are found to be small in size 
with low availability·ofresources. Indian firms there for cannot compete successfully 
in the international market. Indian products suffer from a poor image in the inter
national market for both reasons valid and otherwise. Indian firms continue to miss 
conswner focus both domestically and internationally. The value-money equilibrium 
is missing in Indian products. Further, Indian firms are do no have the where- withal 
to keep up to the delivery schedule, accepts large orders and match up to interna
tional specifications. 

GROWING COMPETITION AND POOR SPEND: 

Indian firms are not only up and against competition from developed countries but 
also emerging Asian powerhouses such as South Korea and China. Continuous 
improvement in quality and usefuJness and competitive costs with competitive pricing 
can only keep you afloat and in order to remain afloat, one has to spend quite a 
lot on R & D. both public and private sector outlays on research in India is 
deliberately low when compared to the developed countries. 

NON - TARIFF BARRIERS (NTBs) 

Member nations of the World Trade Organizations are bound to progressively 
reduce tariff rates across the board over a definite period of time so that level 
playing field is created in global trade. Tariff barriers are therefore not of much 
concern. What concerns developing nations in particular, are non- tariff barriers 
imposed by the developed countries. Issues such as child labor content in some of 
the products exported by India to the developed nations had cropped up and 
remain unresolved. 

ADVANTAGES OF GWBALISATION: 

For successful globaliz.ation, countries need to chalk out strategies and policies to 
open up the doors for the inflows of foreign direct inves1ment (FDI). The FDI by 
the MNCs brings with it flow of foreign exchange/ foreign capital, inflow of tech
nology, real capital goods, managerial and technical skills and know- how. Global
ization can easily promote exports of the country by exploiting its export potentials 
in a right way. Globalization can be the engine of growth by facilitating export- led 
growth strategy of developing country. ASEAN countries such as Indonesia, Ma
laysia and Thailand have demonstrated their SUCCC$ of export- led growth strdtegy 

supported by the FDI under globalization approach. Globaliz.ation can provide 
sophisticated job opportunities to the qualified people and check 'brain drain' in a 
country. Globalization would provide varieties of product8 to consumers at a cheaper 
rate when they are domestically produced rather than imported. This would help in 
improving the economic welfare of the consumer class. 

Under globalization, the rising inflow of capital would bring foreign exchange into the 
country. Consequently, the exchange reserve and balance of payments position of 
the country can improve. This also helps in stabilizing the external value of the 
country's currency. 
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Under global finance, oompani.es can meet their financial :requiremems easily. Global 
banking sector would facilitate e banking and e-b iness. This would integrate 
countries economy globall and its prosperity would be enhanced. 

DISADVANTAGES OF GWBALIZATION: 

Globa.liz.ation is never acceptoo as unmixed blending. Critics have ~ c views 
about its ill- consequences. When a country is opened up and its market economy 
and financial sectors are well hbenlized, its domestic economy may suffer owing to 
foreign economic invasion. A developing economy then lacks sufficient maturity; 
globalization may have adverse effect on its growth.Globalization may kill domestic 
industries when they mil to improve and compete with foreign well-managed, well
established firms. Globalization may result into economic imperialism. 
Unguarded openness may become a playground for speculators. Currency specu
lation and speculators attacks, as happened in case ofl.ndon ia, Malaysia, Philip
pines, Thailand, etc. recently, may lead to economic crisis. It may lead to unemploy-

., ment, poverty and growing economic inequalities. 

STRATEGIES FOR GLOBALISATION: 

When a company makes the commitment to go international, it must choose an entry 
strategy. This decision should reflect an analysis of market potential, company ca
pabilities and the degree o marlceting involvement and commitment management is 
prepared to make. The approach to foreign marketing can ge from minimal 
investment with infrequent and indirect exporting wi~ litde thought given to market · 
development, to large investmmts of capital and management in an effort to capture 
and maintain a permanent, specific share of world marlcets. Depending on the firm's 
objectives and market characteristics, either approach can be profitable. In fact, a 
company in various country markets may employ a variety of entry modes since 
each country market poses a different set of conditions. Having more than one 
strategy allows the company to match its expertise with the specific needs of each 
country market 

The various strategies available to Indian finm to enter the intnnational environment 
are disc~ as follows: 

1. Exporting: Exporting is perhaps the first step for a company to go global. 
It is the first of the attempts to understand the international environment 
develop markets abroad. 

Exporting can be direct or indirect. With direct exporting the company sells 
to a customer in another country. This is the mo t common approach em
ployed by co · taking their first international step because the risks of 
financial los.1 can be minimi:n:d. In contrast, indirect expcK1:ing usually means 
that the company Us to a buyer in the home country who in tam exports 
·the product. Custom include large retailers like Wal-Mart or Sears, 
Wholesale supply houses, trading companies, and others that buy to supply 
customers abroad. In a global environment, the sourcing of finance, mate
rials, managerial inputs etc. will also be global. ;wever, with 0.5 percent 
share in the world trade, India is an insignificant player. There are a number 
of products with large export potential but th have not been tapped 



properly. With a more pragmatic and realistic export policy, procedural 
reforms and institutional support, with technological development, modem
izat.ion and expansion of production facilities, India can definitely improve ilii 
share in the world trade from its present poor status. There are three 
strategies to increase export revenue. These are: 

• increase the average unit value realiz.ation, 

• increase the quantity of exports and 

• Export new products. 

Value added exports assume significance in the context of increasing the 
average unit value realization. The bulk of India's manufactured exports 
constitute the low price segment of international marlrets. Quality improve
ment and aggressive marketing is required to enter the high price segments 
of the markets. This can be achieved by technology imports and or foreign 
collaborations. The size of India's export basket needs to be expanded by 
adding new products. In order to identify new products for exports export 
opportunities needs to be explored and products with high foreign demand 
also need to be identified. There are also market segments, and industries 
which are abandoned by the developed countries on account of factors such 
as environmental consideration, lack of competitiveness etc. For instance, 
developed countries are progressively vacating production a range of 
chemicals due to higher expenditure on overheads and wages. Yet another 
strategy available to Indian Companies is Niche Marketing. 

2. Foreign Investment: It refers to investment in foreign country. Foreign 
investment by Indian Companies have been negligible because of factors 
such as assured domestic market, want of global orientatio~ protective 
government regulation etc. However, this inward orientation has undergone 
substantial change after the adoption of the new economic policy 199 . 
With the economic liberalization and growing global orientation, many Indian 
firms are setting up manufacturing, assembling and trading bases overseas. 
These facilities are either wholly owned or foreign partnership firms. 

Further, through acquisition route, Indian companies ha e made substantial 
investments abroad. The Aditya Birla Group bas been pioneer in making 
foreign investments much before the adoption of the new economic credo. 
Indian compani are also setting up production bases in foreign countries to 
get an easy entry into the regional trade blocks. For instance, a production 
facility in Mexico opens the doors to the NAFTA area for Arvind Mills. Yet 
another example is that of Cheminoor Drugs by Dr. Reddy's Labs in New 
Jersey which is set up as a subsidiary. 

3. Mergen and Acquisitions: In merger, two companies come together but 
only one swvives and the other goes out of existence as it is merged in the 
other company. While in acquisition, one compan- (acquirer) gets control 
over the other company (acquired) at the willingnes of eac.h of the com
panies. Mergers and acquisitions is an important entry strategy in interna
tional business. Mergers and acquisitions can be used to acquire new tech-
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nology, reduce the level of competition and provides quick access to mar
kets and distribution network. Many Indian firms have resorted to the ac
quisition route to gain a foothold in the foreign m.arlcet For instance, Indian 
companies had spent $ 71 1.4 million in acquisitions abroad in 2000 in 
industries such as InfoTech, drugs and pharmaceuticals, paints, tele-commu
nication, petroleum and broadcasting. Some of the major acquisitions in
clude investments by Zee Telefilms, Leading Edge System BPL Software 
and Tata Tea. Dataline Transcription, Team asia semiconductors, Goa Car
bons, Wockhordt and Aero lab are few o!)ler rums to name from a long list 
A very important acquisition bas been the $ 271 billion leveraged buyout of 
Tetley by Tata Tea. With the acquisition of Tetley, Tata Tea, having been the 
largest integrated tea producer in the world, also got possession of the 
second largest global tea marketer. Indian companies have also acquired 
foreign brands. Nicholas Piramal India has acquired the Indian rights for 
three anti-infecti e brands from the US furn Eli Lilly. Ranbaxy interred the 
German ph.m:ma market by acquiring the generics business of Bager Ali. The 
Indian Rayon acquired Madura Garments; a subsidiary of the UK based 
coats Viyella and also acquired global riglm for Coats Viyella brands such 
as Louis Phillipe, Allen Solly and Peter England. 

4. Joint Ventures: Joint Ventures as.a means of foreign market entry have 
accelerated sbazply since the 970s. Joint ventures refer to joining with for
eign compani to produce or market the products or services. Besides 
serving as a means oflessening political and economical risks by the amount 
of the partner's contribution to the venture, Ns provide a less risky way to. 

enter markets that pose legal and cultural barriers than would be the case 
in an acquisition of an existing company. There are two types of N s, 
namely: 

l. Contractual Nsand 

2. Equity based Ns. 

A contractual N consists of a contractual arrangement between two or 
more companies in which certain assets and liabilities are shared for a 
specific purpose and time. Contractual N s are common in the construction, 
extractive and consultancy services. An equity N is a capital sharing ar
rangement between an MNC and a local company or another MNC or 
even a foreign government Each partner bolds share in the subsidiary and 
shares the profits in proportion to its ownership share. 

The advantage of a N for MNC is that it can spread its investment across 
locations, and thereby minimize i1s risks. The liberaliz.ation of policy towards 
the foreign investment by Indian finns along with the new economic environ
ment seems to have given joint venture a boost At the beginning of 1995 
although there were 177 N s in operation, there were 347 under implemen
tation. Not only the number of Ns is increasing but also the number of 
countries and industries in the map of Indian Ns is expanding. Companies 
like Ranbaxy, Dr. Reddy's Lab, Lupin etc. have taken the N route to mark 
their presence in the overse&S market. 



5. Strategic Alliance: A Strategic International Alliance (SIA) is a business 
relationship established by two or more companies to cooperate out of 
mutual need and to share risk in achieving a common objective. It is an 
agreement between companies that is of strategic importance to one or both 
companies ' competitive viability. Strategy refers to the means to fulfill 
company's objectives. In everyday business, the term ' strategic alliance' is 
generally used to describe a wide variety of collaborations, irrespective of 
strategic importance. In a strategic alliance, a finn could establish relation
ships with mgani:mtion that have the potential to add values. Bench marking, 
re-engineering, outsourcing, merger and acquisition are examples of strate
gic alliance. On the basis of structure, strategic alliances can be classified 
into equity based and non- equity based. Non-equity based alliances such 
as licensing agreements, marketing agreements, technology transfer agree
ments etc. are found to be more dynamic, constructive and strategic. The 
scope of strategic alliance ranges from Research and Development to dis
tnbution. 

6. Licensing And Franchising: A means of establishing a foothold in foreign 
markets without large capital outlays is licensing. It is a fa orite strategy for 
small and medimn · companies. International licensing helps a firm from. 
one country (licensor) to permit another firm in a foreign country (licensee) 
to use its intellectual property such as patents, 1rademarks, copyrights, tech
nology, technical know-how, marketing skill etc. in return for royal pay
ments. Royal payments or license fee is regulated in most of the countries: 

The advantages of licensing are most apparent when: capita] is scarce, 
import restrictions forbid other means of entry, a country is sensitive to 
foreign ownership, or it is necessary to protect trademarks and patents 
against cancellation ofnonuse. An important risk of licensing is that the 
licensor may give birth to his own competitor i.e. the licensee can become 
a competitor after the expiry of the licensing agreement The only anti-dote 
that is available to the licensor to pre-empt any potential or actual compe
tition is continuous innovation Only innovation will provide summable com
petitive advantage. 

Franchising is a form of licensing in which a parent company (franchiser) 
grants another company (franchisee) the right to do business in a specific 
manner. Franchising can assume various fonns such as selling the :franchiser's 
products, using the name of the franchiser, production and marketing tech
niques etc. Important forms of franchising are: 

I. Manufacturer- retailer systems e.g. automobile dealership 

2. Manufacturer- wholesaler system e.g. soft drink companies 

3. Service firm~ retailer systems e.g. lodging and fast food outlets. 

Potentially, the :franchise system provides an effective blending of skill cen
tralization and operational decentraliz.ation, and has become increasingly 
important form of international marlceting. 
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Check Your Progress 
1. What is Globalization? 

2. Explain Consumerism. 
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CONSUMERISM 

Conswnerism is the name given to the phenomenon of groups of consumers exerting 
power and influence over the companies that supply them. Consumer protection 
(ll'gBDi:zations, magazines and sections of government have taken greater roles since 
this development and consmnerist organi7.ations are a significant force in most g~ 
graphical marketplaces championing the rights of the consumer against the laTge 
organi7.ations which often would otherwise control the mmkets. 

Consumerism is concerned with broadening the rights of consumers. The concepts 
of social responsibility and consumerism go hand-in-hand. If every organization 
practiced a high level of social responsibility the consumer movement might never 
have begun. Consumerism is a struggle for power between buyers and sellers; 
specifically, it is a social movement seeking to increase the rights and powers of 
buyers in relation to sellers. 

Seller's rights and powers are presented in the following list: 

1) To introduce any product in any size and style they wish into the market
place, so l ng as it is not hazardous to personal health or safety or if it is 
hazardous, to introduce it with the proper warnings and controls 

2) To price the product at any level they wish, provided there is no discrimi
nation among similar c~ of buyers 

3) To spend any amount of money they wish to promote the product, so long 
as the promotion is not defined as unfair eumpetition 

4) To formulate any message they wish about the product provided that it is 
misleading or dishonest in content or execution 

5) To introduce any buying - incentive schemes they wish 

In contrast, here are buyers' rights and power: 

• To refuse to buy a product that is offered to them 

• To except the product to be safe 

• To expect the product to essentially match how the seller represented it 

• To receive adequate information about the product 

It is in the best interest of marketers to understand the level of consumer standards 
and the nature of consmner perceptions, as well as what is required to foster realism 
and accuracy among consumers. 

The term "consumerism" is used to refer to the consumerist movement, consumer 
protection or consumer activism, which seeks to protect and inform consumers by 
requiring such practices as honest packaging and advertising, product guarantees, 
and improved safety standards. In this sense it is a m vement or a set of policies 
aimed at regulating the products, services, methods, and standards of manufactur
ers, sellers, and advertisers in the interests of the buyer. 

GREEN MARKETING AND ETHICAL ISSUES 
' The next important area the marketer need to know about what is the relevance of 

Social Marketing in order to protect the environment and to improve the quality of 



life and are concerned with issues that include conservation of natural resources, 
reducing environmental pollution, protecting endangered species, and control of land 
use. The three R's of environmentalism are Reduce, Reuse, and Recycle. Many 
companies are finding that consumers are willing to pay more for a green product. 
Toyota has become quite successful with their hybrid cars. 

Green marketing refm to the development and distribution of ecol gically-safe 
products. It refers to products and packages that have one or more of the following 
characteristics: (l) are less toxic, (2) are more durable, (3) contain reusable mate
rials, or (4) are made of recyclable material. In short, these are products considered 
"environmentally :respons1l>le". To sight an example One Canadian Executive stated 
that "Any marketing executive who does not put a 'green' filter on their strategies 
'is looking at losing market share. The whole id.ea of disposal is going to become 
unacceptable". In West Germany and Canada, Procter & Gamble has found high 
consumer acceptance of pouches of liquid detergents and fabric softeners so con
sumers can refill rather than discard large plastic bottles. 

Green or environmental marketing consists of all ac.-tivities designed to generate and 
facilitate any exchanges intended to satisfy human needs or wants, such that the 

. satisfaction of these needs and wants occurs, with minimum impact on the natural 
environment The p1'00llCtR making green claims should state they are '1ess environ
men1ally hannful" rather than ''Environmemal ftieodly". Thus green marlceting should 
look at miirimizing eoviromnental harm, not neces.wn1y liminat:ing it Green marlret
ing is important because the mankind has limited resources on the earth, with which 
he/she must attempt to provide for the worlds 'unlimited wants'. lntimately green 
marketing looks at how marketing activities utiliz.e these limited resources, while 
satisfying consumers wants both of individuals and industry, as well as achieving the 
selling organilBt.ion's objectives. 

Need of Green Marketing: 

There are five po ible reasons for firms increased of green marketing. These 
are:-

i) Organmltions perceive environmental mamting to be an opportunity that 
can be used to achieve its objectives. 

il) Organizations believe they have a moral obligation to be more socially 
responstl>le. 

ii) Government bodies are forcing firms to become more responsible. 

iv) Competitor's environmental activities presmre finns to change their environ
mental matketing activities and 

v) Cost factom associated with waste disposal or reductions in mat.erial usage 
fo~ firms to modify their behaviour. 

Problems with &reen rketing: 

While using green marketing the firms must ovenxnne a munber of potential prob
lems. These are:-
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~ The firms using green marketing must ensure that their activities are not 
mi,sleading to consumers or industry, and do not breach any of the regula
tions or laws dealing with environmental marlreting. 

it) The firms who modify their products due to increased consumer concern 
must contend with the fact that conswner's perceptions are sometimes not 
coirect 

in) When firms attempt to become socially responsible, they may face the risk 
that the environmentally responsible action of today will be found to be 
.barm:ful in future. 

iv) Reactions of competitors. 

v) The push to reduce costs or increase profits may not force firms to address 
this imoortant issue. 

There ate a variety of ways in which organmrtions can enter foreign markets. 
The three main ways are by direct or indirect export or production in a foreign 
country. 

DIRECT MARKETING 

Direct Marketing involves a "direct response" from a consumer. It is a technique 
that is used to address commercial messages towards individual conswners. A 
synonym which is wmetimes used is "One-to-one Marketing". It differs from regu
lar advertising in that it does not place its messages on mass media such as news
papers or TV. Instead, the marketing message of the service or commodity is 
addressed directly to the consumer. This sales and promotion technique uses pro
motional materials such as leaflets, brochures, letters, catalogs, or print ads that are 
delivered individually to potential customers via so called "addressable media". 

Direct marketing is a marketing tool which comprises activities such as direct mail, 
telemarketing, mail order, direct response advertising and email marketing. 

Direct marketing provides a unique range of benefits because it enables you to 
engage directly with your audience - whether they are prospects, leads, end users 
or existing customers. Direct marketing is concerned with establishing an individual 
relationship between the business offering a product or service and the final cus
tomer. 

Direct marketing has been defined by the Institute of Direct Marketing as: ''the 
planned recording, analysis and tracking of customer behaviO\D' to develop relational 
marketing strategies". 

Direct marketing is an:y unsolicited contact your business makes with existing or 
potential customers in order to generate sales or raise awareness. 

For many businesses, it's by far the most cost-effective form of marketing. From 
direct mail and leaflet drops to telemmketing and email marketing, it allows you to 
target customers with greater accuracy than any other method 



However, careful preparation of direct-marketing campaigns is essential if you are 
to make the most of your investment, get the response rates you want and ensure 
you do not contact individuals who have decided they do not want to receive direct 
marlceting mailinw,. 

This guide sets out the different types of direct marketing and outlines the advan
tages and disadvantages of each. It gives details· of current legislation and industry 
best practice, and tells you where to get more help and information on both. 

USE OF DIRECT MARKETING 

Direct marketing allows you to generate a specific response from targeted groups 
of custoiilers. It's a particularly useful tool for small businesses because it allows you 
to: 

• focus limited resources where they are most likely to produce.results 

• measure the success of campaigns accmately by analysing responses 

• test your marketing - you can target a representative sample of your 
target audience and see what delivers the best response rates before 
developing a full campaign 

A direct marketing campaign can help you to achieve the following key-objectives: 

• in<..-reasing sales to existing customers 

• building customer loyalty 

• re-establishing lapsed customer relationships 

• generating new business 

There are many different approaches to direct marketing. These include traditional 
methods such as mail shots and telemarketing, and electronic methods such as email 
marketing, SMS (short message service) marketing and social media. The method 
most appropriate for your business will depend on who you are targeting, the 
message you want get across and response you want to generate. 

For smaller companies without the technical expertise or resources to tilize elec
tronic marketing methods, mail shots remain a popular option. Mail shots can take 
the form of personalized, direct mail or unaddressed door drops. If they are well 
planned, mail shots can be a cost effective option. They are also more likely to 
generate a response than some other direct marketing methods. 

But remember that the results of direct marketing aren't guaran eed. ~ poorly 
planned.or targeted campaign can be a waste of money. A badly designed mailshot, 
for example, could simply end up in the bin. And worse still, it may hritate recipients 
and damage your business' reputation as a result. 

The process of direct mmketing covers a wide range of prom tional activities some 
of them are as follows: 

• Direct-response adverts on television and radio 
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• Mail order catalogues 

• E-commerce 

• Magazine inse.r18 

• Direct mail (sometimes also referred to as 'junk mail") 

• Telemarketing 

But most marketing managers are in support of this kind of business. The various 
forms in which direct business is made are: 

1) Direct mm1ing: Here, paper mails are sent to the selected groups of people, 
who likely to give positive response e.g. the paper mails of latest food 
processor is sent to all homes where house wives are resident so that 
munediate response is seen. Also CDs can be used as demonstrating media 

2) Email Marketing: Here, emails are sent to all the selected customer cat
egories with repeated intelvals of time. But IDO!t of these are put into trash 
and spams. So the effectiveness of this form cannot be predicted. 

3) Telemarketing: ln telemarketing, calls are made directly to the conswners 
and the concerned product is advertised. People sit at call centers to sell 
products on behalf of their clients. But this form of direct business is quite 
unpopular and most people oppose the uninvited calls. It was initially made 
illegal but later on new laws were re-enforced and calls are now made only 
to those who don't mind them. 

4) VoicemaD: Telemarketing created a lot of consumer opposition and con
sumers would abuse the ones advertising on the phones. In order to avoid 
this, voicema:il marketing was introduced, wherein; the entire advertisement 
is digitally recorded and presented. 

S) Use of coupon : Coupons are attached to direct mails and sent to the 
consumers. These generally advertise and give cost benefit to the consum
ers. So they avail these coupons and respond fast. 

6) Televlmn marketing: Advertisements are given on the television and demos 
are with toll-ftee call back numbers or certain websites for the consumer to 
get in touch with the manufacturers. 

7) Broadcast fuing: This i the least popular form of direct marketing. The 
ads are directly faxed to the consumers. 

Direct marketing can thus become successful only if the entanglements with the 
consumer are good. It can be B2B or B2C. It measures exact consumer response. 

Steps in the Direct Marketing method: 

1. Strategic d.edsilOm .. Researching, targeting set the objectives, Media choice. 

2. Communication of the offer. 



3. Customer response and ordering of the products. Donation. Subscrip
tion. Membenbip. Attending a demonstration. Asking for more information. 

4. Fulfillment. Filling the order. Distribution. Customer service. 

5. Datab e Maintenance and Customer Relationship Management. 

ADVANTAGES AND DISADVANTAGES OF DIRECT MARKETING: 

The term marketing implies the single goal of profit ft is categorized into two, direct 
marketing and indirect marketing and there is a significant line of difference between 
the two. Direct marketing is basically business from manufacturer to consumer 
without the involvement of middleme~ whoever it is. This is generally done by 
mailing the consumer or con1acting him directly, so he can know about the products. 
The use of media advertisements is very limited and whatever little use is made 
includes only the demonstration of their products with call back nmnbers. Direct 
marketing is a boon and a bane, both in some respects: 

Advantages: 

I) Direct marketing involves direct business. So it is cost beneficial for con
sumers, as there is no price hike due to wholesalem or retailers. 

2) Marketing executives can state certainly of the exact response to their prod
ucts. 

3) The profit or loss can be more accurately judged. 

Other advantages of direct marketing include: 

1) Flexible Targeting: Direct marketing enables you to talk directly identify, 
isolate and communicate with well-defined target markets. This means you 
get a higher conversion and su~ rate than if you tried communicating to 
everyone in the mass market. And direct marketing is also far cheaper than 
~ market communication. 

2) Multiple Uses: Direct marketing doesn't just ha e to be used to sell - it 
can be used to test new markets and trial new products or customers, to 
reward existing customers to build loyalty, collect information for future 
campaigns, or segment a customer base. 

3) Cost-Effectiveness: The cost per acquisition of direct mail can be signifi
cantly less than other marketing methods. Pl118 once you've acquired a 
customer, you can also benefit from highly profitable repeat sales, gained 
once again through direct marketing methods. 

4) Ease of Management: Direct marketing provides greater control and 
accountability than other marketing methods. It is easy to measure results 
because you know exactly how many people you've contacted in the first 
place. Once you've nm a direct marketing campaign and know the conver
sion rate involved, you can work on refining and improving your success 
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rates. Plus it also makes it easier to plan, forecast and budget for future 
direct marlceting campaigns. 

S) Rapid Delivery: Direct marketing is both swift and flexible in achieving 
results. This is especially true for telemarketing, one of the direct marlceting 
tools, as the results of a conversation can be logged immediately and scripts 
adjusted straight away to improve results. 

6) Testing Capability: Direct marketing allows you to test, test and test again 
in order to hit upon the most successful combination of direct marketing 
tools. Any of these variables such as timing, list, message, mailer and offer 
can be adjusted, tested again, and measured to find the optimum direct 
marketing proposition. 

7) Relationship Building: Direct marketing is far more effective at initiating 
and developing a meaningful dialogue with new customers. From the outset 
you have a direct relationship with them, which can also be used as part of 
a push pull strategy to stimuJate demand for retailers. 

8) Targeting of Messages: Direct marketing can enable you to target differ
ent messages to different recipients. Using technology such as digital print
ing, it's even possible to display different images, designs and offers in a 
direct mailer according to who it's being sent to, as well as personalizing the 
mailer to the recipient to increase conversion rates. 

9) Geographic Targeting: Direct marketing can be used for any level of 
geographic targeting, whether it's the local area surrounding a shop or res
taurant, regional targeting by postcode or co1D1ty, national tmgeting and even 
international - when direct marketing can prove a far cheaper way of testing 
the market than a costly personal sales visit. 

Direct marketing exploits the growth in new technology, and can create a completely 
new distribution channel direct to the customer or end user. Discover the advantages 
of direct marlceting for your business. 

Strengths of Direct marketing model: 

• Cost-effective. 

• Effectiveness can be measured directly by comparing purchasing behavior of 
targeted vs. non-targeted conswners. 

• Direct contact with the customers. 

• Consum~ receive commercial messages which have been adjusted to their 
profile. Convenience. 

Limitations of the Direct Marketing approach: 

• Sometimes critici7.ed for generating 1Dlwanted solicitations (Junk Mail and Spam). 



• Privacy conCCIDS. Legitimate Direct Marketing firms should offer methods by 
which individuals can 'opt out' of these lists upon request. Direct Marketing 
agencies must respect the do-not-call list maintained by government agencies 
such as the Federal Trade Commission (FTC). 

• Sometimes, direct mailing offends the customers and many do not endorse it as 
they say it inhibits their private lives. 

NETWORK MARKETING 

Definition: 

It is a business in which a distnbutor network is needed to build the business. Usually 
such businesses are also MLM in nature in that payouts also occur at more than one 
level. Network Marketing is sometimes also used incorrectly to indicate that the 
business uses a network of product suppliers in order to offer a broader selection of 
products. It is usually used this way to differentiate themselves as a way to suggest 
that their program i.s superior to other such programs. 

Network marketing is commonly known as multi-level marketing or MLM. It is part 

of the direct selling industry and is run as a business-distn'bution model that allows 
a parent company to market its products directly to consumers through a large 
network of distributors and consumers, thereby by passing the middleman. 

Network marketing is also known as a relationship business. In order for a person 
to succeed in this usiness model, you have to first of all help the people in your 
organization succeed. Then nly will you be able to succeed. It is basically a 'people 
helping people' b~ . 

Mention network marlc:eting or MLM and many people will think of pyramid~ 
and scams. A company is considered as a pyramid if there are no products or 
services offered or the distn'butors make money just by recruiting more distnbutors. 
This is illegal. 

Most network marketing companies allow you to start a home business for just a 
very low capital. This allows more people to get involved. What is great about this 
type of business model is that for those with good compensation plans, it allows you 
to build your organintion successfully and leverage upon the time and effort of 
others, whilst generating residual income. 

As network marketing is all about sales and distribution, it is important to continu
ously prospect and generate leads for your home busin~. Prospecting is the life
blood of the MLM business. 

It is imperative that you communicate with your target market and build a great 
relationship with your leads before you start selling your products, services or MIM 
business opportunity to them. Since MLM is also defined as a business of moving 
products, targeting your target market will help you to move more products. Re
member to always listen to what they have to say and pitch your offer according 
to their needs and desires. 
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At the same time, as your~ is determined by how successfully you grow your 
organiz.ation, training those in your organizatinn to do what you are doing in order 
to succeed is of great importance. If you miss out on this aspect, or do not do it 
well, you will not be able to leverage on your organization. It will thus be difficult 
for you to build your residual mcome. 

In network marketing, you are in the busin~ for yourself: but not by yourself. You 
will have a team to help you out. Thus, you do not have to worry that you are 
working individually. Although you are building your own business, you are not alone 
and if done correctly, you will be able to make good money by leveraging on your 
organivuion and earning a solid residual income. 

EVENT MARKETING 

Events can be defined as one off, big budget occasions. They can be once in a 
lifetime events such as weddings, or more common functions such as book l.mmches 
or Christmas parties. Events require long, careful, intensive planning and they gen
erally only take place once. Event managers are solely responsible for the smooth 
running of the event and there is a lot of safety and financial risk involved. 

Event marketing involves marlceting of products through the sponsorship of events 
such as concerts, sports co tests, or art exhibits. Sponsorship of an event affords 
the marketer an opportunity to establish good public relations among the members 
of the target market while also offering an opportunity for sales promotion. The 
event itself can create an environment attractive to the product's tmget marlcet, and 
the marketer can give away free samples and special promotional material, while 
developing a positive image for the product Event management and hospitality are 

' both hugely competitive growth industries. Theorists suggest that hospitality com
prises many input industries. The key among them is event management, and under 
the wider wnbrella, marketing, which gives event man.agers a competitive edge. 
Event managers need to adopt the theory that is it far more costly and time con
suming to gain new customers than it is to retain old ones. Event managers need to 
have an attractive point of difference and focus on retaining repeat, loyal customers 
so as to increase profits and reduce costs. 

The activity of designing or developing a themed activity, occasion, display, or 
exhibit (such as a sporting event, music festival, fair, or co_ncert) to promote a 
product, cause, or organization is called as event creation. While marketing an 
event, there are a few key tactics and methods that can be employed to ensure that 
the event gains the maximum response and also that event is managed in the mini
mum cost possible. Event marlceting has been a concept that has only recently been 
pioneered in India. But, though new, the concept has taken off very well with the 
Indian consumers who are evolving rapidly. 

Some of the tactics and m.ed:io& are listed below. Following them can ensure a cost 
effective implementation of the event marketing. 

Event Marketing Hint 1: If the event is meant to market a certain product, then 
it is necessary to ensure tha: the purchase decision-maker attends the event. It is 



important to get the message across to the target audience and therefore enough 
research about the profile of the attendees is important to be able to communic.ate 
effectively to them about the product. It is important that least 50-60% of the 
people attending the event are targets of the product to be promoted. 

Event Marketing HJnt 2: It is also important to evaluate 1he value-added benefits 
that the venue or the trade show organiur makes available to your business. Make 
sure you find out if they allow access to the attendee mailing list so you can 
implement a pre-mailing process in order to promote your one-day trade show 
special, as well as the location of your booth. 

Make sure you get participant contact information before the event as well as after. 
Other value-added benefits that can be expected from the show organiz.er include: 
being included in participant email distributions promoting the event, as well as an 
advertisement in the event show guide. 

Event Marketing Hint 3: Before the event is undertaken, the cost effectiveness 
of promoting the product through the event should be questioned by asking yourself 
event qualifying questions around the ''who" instead of the ''bow many'' 

Event Marketing Hint 4: The giveaways at the event should be relevant to the 
business being promoted through the event And make sore you don't give some
thing away for free just for the heck of it. 

Event Marketing Hint 5: The location chosen for the event is perhaps the most 
important aspect. Make sure you don't purchase a cheap booth at a popular 
exhibition because there are strong chances that no one will be visiting you, since 
your booth will be tucked away hidden from all eyes. The most ideal locations in 
any exhibition areas are found at the entryway to the event and near the pathway 
to the food stations and restrooms. 

Relationship between Event Managen and Stakeholden 

A stakeholder is classified as anyone who holds interest in the event. They contrib
ute to the ~ of an event and are vital components at every function. They are 

· participating in the event directly or indirectly, either by supplying goods and ser
vices, or marketing the event Obviously the primary stakeholder is the client. but 
the number of stakeholder types varies because of the diverse nature of the events 
industry. Common examples include the caterers, the floris~ bar staff, local city 
council, security companies, and the band An event manager relies on the assis
tmce of these stakeholders for the planning, the set up, and the ninning of the event. 
Due to the diversity inherent within each event, stakeholders are constantly chang
ing, but the relationship they hold with the event coordinator is critical and should 
represent a win-win mentality for both groups. They rely on h other for business 
and success. 

Primary Functional AIUI of Events 

The mentality of the reJationship that stakeholders have with the event planner em
braces direct benefits for all, especially the client When selecting stakeholders; the 
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event manager should be cogniW1t of the ability of stakeholders to meet and excee.d 
not only their expectBtions, but those of the client and the guests at the event Often 
well established event companies will have a huge stakeholder base and they will 
work with those same companies continually, having built a reputable relationship with 
them, where both parties benefit For example special events such as weddings often 
require the same stakeholder base, such as the celebrant, the florist, the caterer, the 
venue. This is why an important relationship between the stakeholders and the event 
planner is essential and beneficial. The event company can use th~e stakeholder 
companies for each wedding event, thus saving time and money. The relationship 
between the event planner and the primary stakeholder; the client is vital. "The 
advantages of customer loyalty are long term and cumulative. Businesses have to 
invest money to attract new customers, but for loyal customers, these costs are 
e]iminat:erl or minimalised11 

Marketing 

Event management and hospitality are highly competitive, growth industries. Mar
keting can give event managers a competitive edge or strategic advantage over 
competitors. "Marketing is the process of planning and executing the conception, 
pricing, promotion, and distribution of ideas, goods and services to create ex
changes that satisfy individual and organiz.ational objectives." The principle element 
of marketing relates to the "Marketing Mix", a well known prototype in marketing 
and its operations. Th mix includes the four "P's". 

• Product 

• Price 

• Promotion 

• People 

These can be controlled by the marketing practitioner; the event manager, through 
their organizational efforts. The product is the tangible and intangible elements of the 
event, including the stakeholders, for example the food as a tangible element, and 
the service of the wait staff as an intangible element Price is the cost of the event 
for the client It covers elements such as wholesale discounts and seasonal pricing. 
Promotion includes brands, which introduce stability into businesses. A well recog
nized brand will offer security to the client and minimalise risk. By providing a big 
brand to the client the event manager is offering credibility and for this the client is 
usually prepared to pay a premium. People represent the role of the c-0nsumer and 
the event manager, including anyone else who contributes to the event, such as the 
stakeholders. It is vital that event managers know about demographics and the 
client's view of the basic "'marketing principles" so they can make broad generalized 
claims as to what suits the consumer. According to Reichheld, it costs approximately 
five times the amount to gain a new customer as it does to retain a previous one. 
A study conducted by McDonalds found that it costs them nearly nine American 
dollars to attract each new customer. That customer must then visit five and a half 
times before McDonalds gains from their business. This supports Reichhelds Loy-



alty theory and in an ever expanding and competitive industry such as events man
agement, customer loyalty is essential. The event manager must provide a point of 
difference through marketing strategies to give themselves a competitive advantage. 
It is in the interest of an event manager to also build up brand awareness, which is 
good for customers and positive for the events business. 

The events industry, along with the MICE sector are both growing and developing 
rapidly. There are many different sizes and classifications of events, which differ 
from customer to customer. Event managers must be highly skilled and have knowl
edge of demographics and different customer types so they can provide the best 
customer service and retain those customers. Customer retention bas become very 
important in t.oday's society and as a result, the need to build strong relationships 
with customers has arisen. Relationships need to be formed between event manag
ers and stakeholders because it is beneficial for all involved. The relationships are 
win-win. The loyalty effect and marketing principles, coupled with demographic and 
target market profile insights enable a professional event manager to develop a 
competitive advantage over other industry pJayers. 

CASE STUDY 

Globalisation 

'Globalisation' refers to the trend where individual colDltries become less influential 
in relation to crossnational bodies. People worry w are turning into one global 
'village'. Decision makers are far away. There is fear because such decisions do not 
take note of what local people need or want. However, as the case study will show, 
meeting Jocal needs is key to the performance of a business like Siemens'. 

Siemens UK employees by buMlesa 

Siemens is multi-national. It operates across 190 separate nation states. Executi es 
in Germany and across the world must make decisions in the best interests of 
Siemens' sbarehol~. Most multinationals have many capabilities. They must make 
decisions about where their separate activities should be. For Siemens it is not 
efficient to design and manufacture all products in all countries. It is more efficient 
to concentrate manufacturing to keep economies of scale through specialisation. 
Products can be shipped anywhere within the group. 
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One danger of being multi-national is the threat caused by currency fluctuations. The 
price of produ ts supplied from one place to another can vacy because of currency 
changes. The value of the Euro can rlse against the US dollar. In Europe, Siemens 
then becomes more expensive than US competition. It bas an internal risk manage
ment function to check this threat Steps can be taken to avoid its damaging effects. 

Globaliz.ation presents many challenges to Siemens. How does Siemens in the UK. 
remain an efficient part of the global business? How does it ensure that it continues 
to contribute to Siemens' overall mission, as it bas done for 162 years? 

One way of securing the UK. business is by making sure that Siemens in the UK. 
offers a range of top class services that add value to customers' work. A customer 
can buy raw materials from any supplier. The cheapest sin,plier, however, may not 
have ac ess to technical expertise and high levels of service. 

Siemens offers highly technical products with service benefits added in. This sort of 
service capability drives a competitive advantage over other suppliers. This is a 
deliberate strategy. 

SUMMARY 

• Globalization is the process of continuing integration of the countries in the 
world Globali7.ati.on is not a new phenomenon bot continuation of develop
ments that have been going on for some considerable time. 

• The term globalimtion bas three dimensions: politi~ economic and cultmal. 

• The programme of economic reforms has not been entirely successful and 
as a result, the globali7ation process of the Indian economy has not gathered 
momentum. 

• Globali7.ation, liberalization and privatization were the three cornerstones of 
India's New Economic Policy of 1991. 

• Member nations of the World Trade Organizatio are bound to progres-
sively reduce tariff rates oss the board over a definite period of time so 
that level playing field is created in global trade. 

• For successful globaliz.ation, countries need to chalk out strategies and policies 
to open up the doors for the inflows of foreign direct investment (FDI). 



• Globaliz.ation can be the engine of growth by facilitating export- led growth 
strategy of developing cowitry. 

• Consumerism is the name given to the phenomenon of groups of consumers 
exerting power and influence over the companies that supply them. 

• The term "consumerism" is used to refer to the consumerist movement, 
consumer protection or consumer activism, which seeks to protect and 
inform consumers by requiring such practices as honest packaging and 
advertising, product guarantees, and improved safety standards. 

• Direct marketing is a marketing tool which comprises activities such as 
direct mail, telemarketing, mail order, direct response advertising and email 
marlreting. 

• Network Marketing is sometimes also used incorrectly to indicate that the 
business uses a network of product suppliers in order to offer a broader 
selection of products. 

• Event marketing involves marketing of products through the sponsorship of 
events such as concerts, sports contests, or art exhib its. 

ANSWERS TO 'CHECK YOUR PROGRESS' 

l. Globali7.ation is the process of continuing integration of the cowitries in the 
world 

2. The term consumerism is used to refer to the consumerist movement, con
sumer protection or consumer activism, which seeks to protect and info.rm 
consumers by requiring such practices as honest packaging and advertising, 
product guarantees, and improved safety standards. 

3. Direct Marketing is a marketing tool which comprises activities such as 
direct mail, telemarketing, mail order, direct response, advertising and email 
marketing. 

4. Event Marketing involves marketing of products through the sponsorship of 
events such as concerts, sports, contests, or art exhibits. 

TEST YOURSELF 

1) What is Globafu.ation? Explain the role of Globalization for Indian Business. 

2) What are the Dimensions of Globaliz.ation? 

3) Explain various drivers ofGlobaliz.ation. 

4) Discuss the advantages and disadvantages of Globalization. 

5) What are the strategies for Globalization? 

6) What do you mean by the term "Consumerism''? 

7) Briefly describe Green Marketing. 
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8) What is Direct Marketing? Discuss the use of Direct Marketing. 

9) Write a short note on: 

a) Network Marketing 

b) Event Marketing 

FURTHER READING 
• Kotler & Armstrong, Principles of Marketing Management 

• Kotler, Keller; Marketing Management, Pearson Education 




