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Frin~1pt~s nl Murk<'lUl!,! 1.0 AIMS AND OBJECTIVES 

Afler studying this lesson, you shou Id be able to: 

• Explain the concept of market 

• Understand the exchange process 

• Discuss the con~pt of marketing 

• State the nature of marketing 

• Explain the scope of marketing 

• Discuss the core i.:oncepts of marketing 

• Exp la in the clements or traditional and modern marketing mi., 

1.1 INTRODUCTION 

Marketing is as old as civilization. Though marketing is talked a.nd discussed in 
business terms today, its origin goes back to the ancient civilisation when man used 
symbols. signs and material artifacts to transact and communicuk v, ith others. Modern 
marketing revolves around the concepts, which are age old. The first signs that man 
made to communicate with others gave birth to the idea of m1:1rketing. The evolution 
of marketing has made it a structured discipline to stud)"; oth<!tv.· ise marketing did 
c:xisL in the ancient past. 

Marketing was abo used as a synonym for the art of selling in thi: past. Even today 
much confusion exists between marketing and se 11 ing amongst students of 
management and practitioners, regarding the lwo dominant modes of business and 
exchange. 

1.2 CONCEPT OF MARKET 

Earlier. a market was defined as a place where buyers. selkr~, resellers_ and 
inlermediaries mel for exchange of goods a1?d services. But with the changing 
landscape, modern day marketing has witnes.<;ed drastic changes. Glohalisa1ion and 
technological advances ljke the Internet and e-commerce emIx,we1~ the markett:r to 
\)vercome geographical boundarie~. The market has become a virlual world and 
marketing comes off in space than in a geographicnl place. l"hus, market may be 
defined as a set of consumers, potential consumers. past consumers. sellers, resellers 
and intenm:diaries who are involved in either lhe process of exchange or the process 
of getting involved in an exchange process. Hencc-. marketplace is a physical place 
where buyers and sellers meet for an exchange, whereas market spact: is the virtual 
world where buyers and sellers meet through the Internet. 

Markets can differ in size, range, geographic scale. location, types. variety or human 
communities and the types of goods and services traded. Some exo1mples include local 
farmers' markets held in town squares or grounds, shopping centres and shopping 
malls, international currency and commodity markets, etc. 

We can categorise markets on the following basis: 

• Markets based on focus of the marketer: We can classit)' markets into the 
following types: 

❖ Consumer markets: These are the markets dominated by products and services 
intended for the general consumer. Consum~r markets are categorised into 
four primary categories - consumer products, food and beverage products. 
retail products, and transportation producrs. For example. market for cars. 
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❖ Imperfect market: ln a market category, where individual firms exercise 
control over the price, there are fewer buyers and sellers, und the firms do not 
sell identical products. These niarkets are further d i\l ided into three parts: 

(i) Monopoly: A kind of market structure where there is a single seller and 
there is no close substitute for the product that is 0ffered by the seller. The 
price of the product is set by the single seller (price is often regulated by 
some regulatory authority like the governmen!). There are four key 
features of monopoly: (i) there is a sing]~ firm that se-lls all the output in a 
market, (ii) the firm or the se lier o rTcrs a unique product. ( iii) there a re 
restrictions to enter and e>..it the induSII)', tin LI (iv) other potential 
producers do not have access IO the s~ciali.sed information about the 
production techniques. A fev; cxample:s of monopoly are local water 
uti I ity, local electricity ul i I ity, rn i lwa} s. e le. 

(ii) Oligopoly: A kind of market structure where ihcre arc a lew sellers in the 
market and they cont rot the supp I y of a product tn the market. Each sc tier 
has some degree of conlro! over the price. There are three key realures of 
oligopoly: (i) the industry is controlled by a small number of large firms. 
(ii) the firms sell either homogeneous or differentiated products, an<l 
(iii) there are sig11ifica111 barriers 10 enter the industry. A few examples of 
oligopoly are the petroleum. steel and all1m in i um industry. 

(iii) Monopolistic compel it ion: A kind of niarkc1 structure where there arc 
many sellers (but not as many as in u perfect market) and they produce 
somewhat different products that arc close substitutes of each other. There 
are four key features of monop0listic competition: (i) there are large 
numbers of small firms, (ii) they sell similar but not homogeneous 
products, (iii) there is relative freedom of entry and exit, and (iv) the 
producers have extensive knowledge oftechn0logy and prices. 

J.3 THE EXCHANGE PROCESS 

Marketing occurs when people decide to sa1isf:,- their needs and wants through the 
eKchange of goods and services. It is the core concept of rnllrkcting. ll is 1he act of 
obtaining a desired object from someone by 0ffering somo:1hing in return. For 
o:xample, exchange takes place when you buy a music CO from a store and give 
money to the store owner or when you give your so;!n,ices to an organisation in return 
for salary. 

for exchange potential to exist, lhe foJlowing fiw wndi1ions musl be fuHilled. 

"1 
'-· 

J. 

4. 

5. 

A I least two parties must exist. 

At least tw(l things of value must form considen1tion for each other (for exam pie, 
car and cash). 

Each party must be able to communicate and deliver. 

Eacl1 party must be free to accept or reject the exchange offer. 

Each party must believe it is appropriate lo deal with other pnny. 

An exchange will actually occur only when the two parties involved can agree on 
terms that will leave them both better off (or at least not worse oft) than before. 
Exchange can be looked at as a value-creating proce:ss as il usually leaves both parties 
better off 

Figure 1. l shows an exchange process where customer and morkcter exchange things 
that have value and both the parties agree to the terms and conditions of the exchange. 



consum,;'r durables. FMCGs. sofi drinks, etc. (provided the~c goods are 
bough! fi.)r individual use). 

❖ JnJuJtrial maFlrf'IJ The goods and services sold in ihe-se m!lfkels ate not 
directly aimed at final consumers. The) are aimed at bu:ers who purcha<;e 
them for use in the production of orher goods and sen· ic.:~. For e.xample. 
mad .. cts for machines. photocopi<::r, rrucks. auditing services. i:1c. 

❖ ,Vonproftt and got:ernnwnt,1/ murkets. In the!>i: markeh. the buyers are 
government agenc1e<; and non-prolit in.sltlutions who bu~· producls- and 
services for running their organisations. For t'Xample-, rhe milil31") needs an 
incr~dibk amount of"supplies to feed and equip troops. 

• Markets based on area: When area is used as a bas-is of rnark~I dassif1ca1ion. 1h1:: 
marke-ts t:,ln be categofr,cd into the following types: 

❖ Local markels: This market includes the clit:nt or Cllslorners wlto purchase 1he 
product in the region or <1rea whe~ it is brought fonh. Marketjng manage-rs 
must know the target 1.:us1omers. their location, and Lhe dist,tnce Ille:-, ar1:: 
willing tu travel to purc-ha,;e the product. The local nrnrJ...c1 iac!udes custom~rs 
lm:ated wi1hin 1he region v.here the products or servict:s are avaibble. For 
examrle. vegetable m;irkt:t, hairdressers, lailors, i!'ll'.. 

❖ lvarion,1/ markets: This market encompus.s,:s dome!,tii.: rn;irJ.:dplace- for good!> 

,ind ')erviccs functionin~ within the borders and is govem~cl by the regulation'> 
of a particular co11n1 ry. The health of na1io11al markeb Lan ~ a d~ciding factor 
for business success For example-. spici:! mark<;"! llX:ah:"!d in K~rala, m:e markt'i 
h.:ate<l in Kolk.ala. t"tc. 

❖ lnh'niurional marke/.~ This market is for proc..!uch and ::;crvices 1hat are 
bought b:-, consumers r<;"siding outside th~ national bnunda,ies of lhe country 
to which the rnanufocruring company belongs. for C\:anirk. for companies 
lil-..e Tata Motors, Rclianc~, Wipro. etc., all countries except India co11stitu1e 
imernational market 

• MarJ,,.et" ba.n!d 011 the n11ture of co111petitim1: Th~ mosl i111pnn.11H form uf mark.el 
cla:c.siricallt111 is based on tho: nature l)f comp~titiun. 1,c. th~ buyer~scller 
interaction. On this basis, the markets C;if1 be dassifti:d .is: 

❖ P1!1jec1 cnmf'<'titirm. This is a kind ofmiirl-.ei stru,:tur..: whid1 reOects a perfecr 
d<;"gr,:e of competition and wh.ere :1 sing.le price pr(",ails fhc concept of 
perfect competition was propounded by Dr. A lfr,:<l Marshnl t. Ii is a frt:e 
mark~t situatiun in which the following conJition:-; arc li.tlfilkd: 

(i) buyi!rs and selkrs are numerous in numbers bul a !"ew have a degr~e 1.1f 

indi\lidual control over the prices: 

(ii) buyers. and sellers attempt to maximist> their profit (income); 

(iii) buye-rs and :'iellt>rs are free to get in or ka\•€' thi: niar ke1. 

( iv) bu}er-.. and sellers. .ire endowed with tht: informarion regarding 
a.vai labilit:,.. price. and quality of goods being traded: and 

(\ l goods of a spt·ci fie cat~gol') are homogl"nt·ous. hence the-) art: 
i"terchangeablc fur une anolher. Thi5. mitrk.::1 s1ruclU11;.' is also called 
p,;:rfoct mark.et or pure competition. 

The industry that clost'ly re~mbles pi:rf~c1 compelilio11 in real life (s the 
agrir.:ullurat industry. 

~ 

,\n fnrrod11e1ion 
to M .. rke1111!l 



Marketer 

Something of Value 

(Goods. Service, Ideas, etc.) 

Both Parties freely agree 10 
the terms and conditions of exchange 

(Money, Credit, Goods. Labour) 

Something of Value 

Figure I.I: The Concept of E:uh:rngc 

Customer 

You must note thal an exchange is 1101 an event. It is a process of ncgo1iation in which 
bod1 the parties Ir) to arrive m mutually agreeable term::.. When they rer1ch an 
agreement, wi;: ~ay that a transaction takes place. A transaction involves at leasl two 
things of value. agreeJ.upon con<litions. a tiin" of agre<!ment and a place of 
agreement. 

Genera I ly, a 11.'.'gal $yst~n, r-., 1st~ 10 support and en fora compti:ince among the parties 
involved in a lransaclion. 

You rnusl alsn nole thnl transaction~ do 1101 r~quirc money as ooe of the traded value:.. 
For exampk. in a b:mer 1ra11su1.:1io11, goods or services are trad~<l for other goods or 
~ervicc:s. 

1.4 WHAT JS MARKETING? 

Man is a soci.il animal. Human needs and wants arc ~haped b:,, inierplay of varwus 
social forces. Marke-ting evol\leS through this ~culiar social syst~m. lt involve-. 
relationships aniong in"mbers of lh,:- society. It hdps business eni~rprises to lc'Slimale 
consumer demand and rroJuce for their ~fo,factory consumplinu. lt h~lps in 
anticipating cuStl11ner demand .Jnd .::rcating satisfied customers through conception, 
pro<luction, promotion and ph~ si-:al distribution of goods and s~rvic<O"s in a socially 
rekvanl ..:xdH111ge process. 

Americ.:m Ma1'1-..cting Asso.:iation dcfine5 mari,,cting as ·'the rerforma11ce of business 
activities 1ha1 Jir~c! the flow of g11ods and services from producer to consumer or 
user". This ddi11ition :-.cems ,;omewha1 narrow b~~·.ausc of its emphasis on flow of 
products th,11 hav~ already been produced. This ddinition is rnort! of a physical 
distribution oriented idea, which presupposes that th~re is nu1hi11g beyond smooth 
tlO\\ of qualit)· gL1ods and si;:rvices. lo .:.-ustorners. 

Philip Kotler define:,. marke1ing as a societ.il process b: which individuals and g.roup5 
obtain what they need and want lhrough creating. offering and fr~dy exchanging 
produc1s and "en i(es of vc1lUl' to each other. Marketing is an ong:oing process of 
disco\'ering anJ 1ram,lating con~umer needs and desires imo products and services. 
creating demand for these prnduels and services. serving the consumer and his 
do:::mand through a 11cl\vork of marketing chann.,.Js and expanding 1he rnnrket base in 
Lhe foce of compct it ion. From a broader social po int of view. definition of Paul Ma.Lur 
is more rekvant. Mazur define,;. marketing as the creation and delivery of a slandard of 
li\•ing to so1:iety Thi~ 1s a much broader .1pproach. which views the firm as an 
organised behaviour system de:.igncd lo generate outputs of value tfl 1.:onsurners. 

Marketing is defined as dcvelop111enl and distribution of goods and sen·ices for chosen 
consumer s~grnents by which profitability is achkved with a goal of customer 
satb.faction. Marketing activities begin with new product concepts and designs ar" 
analy'led and <leveloped to meet ~peciflc consumer n~eds. This ii!laborate definition of 

An 1ntmduc1,on 
10 Mmi,,·1111~ 
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Prine ir,k~ of Marketing 
marketing includes many other organisational activities other than mere distribution 
function. 

An effective marketi11g effori is in accordance with ethical business practices and 
should be effective from both the so~·ial and business point or view. TI1is approach 
emphasizes !he need fur efficiency in distrihuLion. The nature, type and degree of 
efficiency are largely dependenl 11pon lhe kind of marketing environment within 
which the emerpris(;' operates. final assumption is tlrnt the customer detennines the 
marketing program. The marketer identifies those consumer segments that will be 
~atisficd through production and marketing activities of the enterprise before actually 
produ(:ing the products and services. 

Modem marketing involves transactions of 1en entities - namely physical goods, 
intangible services, places, persons, evt!nts, possessions, corporate organisations, 
information or knowl!!dge and ideas_ Must of tht: marketing effo11s revolve around 
physical goods coming out of lht: manufacturing systems. lndian companies make 
products from safety pins to rot:kets and satellites. Physical products manufactured for 
hath consumer and business mark~b constltule a large percemage of gross domestic 
product. As the economy progres!'>cs and avenues for consumption increase due to 
increase in standard of living and disposable income, marketing of services gains 
importanct'. Services like aidines, tourism, b,rnking, hospirality demand more 
marketing attention compared to l!rs1while physical products. 

1.5 NATURE OF MARKETING 

The points given below elaboral~ nature of marketing: 

• Creation of utilities: Marketing creates four components of utilities viz. time. 
place, possession and form. The form utility refers to the product or service a 
company offers to their customers. The place utility refers to the availability of a 
product or sc:rvict: in a loc.ition i.e., easier for customers. By time utility, a 
company can ensure 1ha1 products and services arc available when customl!rs need 
them. The possi:::ssion utiliry gives customers ownt:rship or a product or service 
and enables them to derive benefits in their o",n business. 

• Goal orie11ted: Markl;!ting seeks to achieve benefits for both buyers and sellers by 
satisfying human needs. The ultimate goal of marketing is to generate profits 
d1rough the sati~faction of the customer. 

• Guiding e/eme1tl 11f busine.~.\·: Modern marketing is lhe heart of industrial activity 
that tells what, when, how to produce. It is capable of guiding and controlling 
business. 

• System of i111eracti11g hminesr nctivities: Marketing is the system through which 
a business enterpris(:. institution or organisation interacts with 1he customers ~vith 
the objective to earn profit, satisfy customers and manage relationship. It i.s th!;' 
performance of business ac1ivities that direct the now of goods and services from 
producer to consumer or user. 

• M"rkeiillg is a dynamic process of series uf interrelated functions: Marketing is 
a complex. continuous and interrelated process. It involves continuous planning. 
implementation and control. 

1.6 SCOPE OF MARKETING 

Marketing is a mixture of variou:- activities that will get the consumer to buy a 
product. These activities are refrrred 10 as marketing functions. Figure 1.2 depicts the 
major functions of marketing. 



Figure 1.2: Functions uf Ma r l,ctini 

I.el us now study the function-. in d~Lail : 

• Murketl11g reu11rcl,: MJ1l,cteh need to appro3ch rheir cu,;toml."1~ in a ~cicntifk 
manner Mar\..e1ing re:.carch provides a basis for it as ir is basically concerned\\ ilh 
guthermg dalil about tht' mark<! Su. market analysis {measurement and evaluation 
of targe1 market and its characteristics). product/service determination ( aualy~i=- of 
l:0nsunier aspirations. cx~ctations. tastes. functional and economic utility} and 
dis1rihu1il111 anal)'sh are the imponant sub-funl:tions ofmarktting research. 

• Adver1is;11g: Advertising is a 111ass media tool. It is perh.ips a very powerful tool 
in the h;:incb of the marke1cr. particularly in consumer ~oods mark~ts. It is an 
im~r~unal presentation and promotion of ideas. producb or se.-vices that are ptiid 
b:,, the sponsors. It attempts to inform, persuade and remind cu~tomers about 1hc 
produ<:ts and services. 

• Sales prvmolio11: This is a ~horl.-term incentive to boo~t so.lcs. It acts as .:i 

$upplt:men1 to p~rsonal ~elling and adven.ising. Usually, marketers use various 
s,iles promc,1ion devices when the product 1s launchec.J and \\hen Lhe product 
r\.:ach~s its ma1urity. Consuiner sales promotion and dealer sales promotion are lhe 
impottant sub-function~ of a sales promotion programme. 

• Sale.-; pl111mi11g: Tim function involves the planning for mnrk\:ring of 1hc right 
producls al tht" rig.ht prires. The sub-functions include formulating sales plan~. 
price and quanlity determinations, packaging and budgeting (forecust sales. i;e11i11g 
~ales quota and estimating sale~ expenses). 

• Sales OJ'l'rarimrs: This is concerned with transferring of product!. to 1he custo1n~r 
poi111. Orianising field and indoor sales forc:e and their management ar~ the 
~ub-fonc11t111s o f sale~ operntions. Sales force manageme.nt includes rccruitme111. 
training, direction aml supervision, compensation and evaluation. 

• Pl,y.tiwl tlistributio11: Moving and handling of producls comes imd.:r physical 
di$.tribu1 io11. Order processing. inventory. wan:hou:.ing and transponation arc ttie 
.ke:,, dcci::.1nns 10 be as~essed in !he physical distribution sys1~m. 

1.7 lMPORTANCE OF MARKETING 

P~tt:•· Druck.:r. p<.ipularly known as the father of modern management, said in oni: of 
his articles 1hat ' ·marketing is evt:rything". All other activities in the organisation ,lf'C 

supporr service~ to the marketing strategy tha1 a firm pursm:s. 

9 
i\n lnnvdue{.:,11 

10 M;ul.~Hng 
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Marketing is important for the fol lowing: 

• Impl!rillJJCe of marketing for the consumer 

❖ h provides more alternatives to choose from, controls the price mechanism 
,rnd allows the consumer to bring a balance between his/her income and level 
of consumption. 

❖ ft ensures that high quality goods and services are available to the customer1> 
at the right time and at the right place. 

• I mportcmce of marketing fi1r rite economy 

❖ II o(Xn:, new vistas of research by supporting product innovation and 
enhancing the quality of Ii te of rhe people of the economy. 

❖ It generates resources that are ploughed back to the economic system which 
accek-rates the gro\.vth cycle of the country. 

❖ It generates additional employment. increnses per capita income and helps in 
tile o ve ra 11 progress of an economy. 

• Tmporrmu:e of nwrketing ro society 

❖ lmprul'ing tht' !,/wulnrd of living: The main object of marketing is to provide 
go0ds and 'iervices to the people in the society according to their needs and 
1as1es at a reasonable price. lt is to satisfy the wants and demands of people. 
According to a management thinker, marketing is the delivery of standard of 
l1v111g lo society. So marketing creates, maintains o.nd increases the demand of 
new and existing products and thus raises the standard of living of the people. 

❖ / 1rovidt:s employ111en1 · According to an estimate, 40 percent of the labour 
force in developed economies is engaged in differenl IH3rketing activities. 

❖ Rt!d11uion in corl: By reducing the cost of distrihution to a minimum 
mrirke1ing aims al delivering goods and sc:rvices that might be within the 
re<1ch of a maxi1m1m number of consumers. It increases the level of 
consumption in the society. Reduction in the cost of distribution directly 
n.•duces the prices of the goods and services to the customers. As a result. a 
greater number of consumers are able to purchase them. 

❖ /ncr,wse in nationul income. Sound marketing system is associated 1.1,.-ith the 
creation ofcm increased demand for goods and services. An incr~d demand 
':ilimula1cs production a'"tivity in the country which in tum increases ,he 
na1ional income. 

• Importuna of marketing to the firm 

Marketing plays an imrortant role for the well-being of a firm. As Peter F. 
Drui.:ker says, marketing is the distinguishing and the unique function of the 
busine5s. 

❖ Beltt!r &miness decision m1.1king- Marketing is helpful not only lo plan lh,;: 
production but it i:, helpful also in business planning and 1.aking vario11s 
dedsions regarding the business, A finn will produce what it can sell or as 
much quantity as ii can sell ,md not what and how much it can produce. Thu!:., 
marketing decisions affect the business decisions. 

❖ Tncreasing profitahility: Evety business has it'!I inherent profit rnotive, 
Marketing helps in increasing the business profits by reducing the selling cost, 
on the one hand and by increasing the demand of !he product lhroug.h 
advertising and sales promotion aclivities, on the other hand. 



❖ h1,.:reosi11.~ communication wirh .t{JC1et1·· A business coileds v:innu5 
information regarding consumers behaviour and their d1:inges from time to 
tim~ through mad.:eting. Marketing also provides information ro ihe firm of 
tht' competitor's price policies, production policie,. ad.,.·ertising and :a.<1les 
pronio1io11 policie.<; and distribution policies. ri hclpc. the firm in framing it" 
tw.n policies. Moreover, marketing provides e-.tt:nsivc infom1ation of the 
product regarding its quality, price, uti!ity and pla~e of av..iilability to the 
societ). 

• lmpQrtnna of marketing IQ the otller lmsi11cnfunctimt.\· oft/": o~anisntion 

❖ Companit:s hav.; learned that their marketing departments cannot ,;:xis( in 
i.snlotinn from the otht:r functional dc~rtments of thi:,r organisation. Thi: 
iinport:.mce attached lu an organisation's marke1ing activities is innuen~ed by 
the nature uf the environment in which the organisation operates. In a 
proJuctil1n-orient.-d firm, a markt:ting dc:part1nent has li11le role to rlay other 
rhan merely processing orders. In a truly marketing-oriented comp,u1y, 
111arke1ing re~ponsibi!ities cannot be confin("d to s,m1c1hit1!,l: called a inarketing 
department. ln the words of Druck.er, marketing is st' b;isic tha1 it cannot be 
cnn:.idrred to be a separate function. ll i$ th~ whole bu~ine!\s SC'en from the 
point uf vii:w of its. final r~sult, that is, from the cu:.tonn:r's poinl of view. In 
marketing-oriented organisations. lhe 1.:ustomer s.hould hi: tht: cooi.:crn not just 
or rhc marketing department, but abo aU of the produc1ior1 <1nd admi11i51rativc 
per')0nncl whose actions may direct!) or indirect!) rreatt> valu~ in the mind of 
CLblOmt:r~. For example: 

• l he selection, training, motivation and control vr staff by personnel 
ma1rngers cannot he considered m isolatil,n from marlo.'-·ting objectives and 
s:rale~ies as mark~ting demands highly trained and motiv3ted fro111 line 
.. 1aff. 

• PwJui.;1io11 managers tend to prefer long production run" or siandardised 
products but marke1ers increasingly lry to ~atisfy market niches with 
sr,ecially adapted products. 

• Finance managers actions in respect of the lt:~el 0f at"dit offert:d lo 
..:uslomers can signil1cantly affect the qu,1lity <.1fserv1i,;(' and 1he vulumc: of 
customers wi1h which the marketing depar1me111 is ahlc to do bu~ine:.-.. 

Mark.~ting orientation requires al\ of the.~e depanrne11ts lo 1hink about 
c l1.~romer :ind work together to satisfy the customer need:-- and e:-.: ptlctat ions. A 
number of iniliatiws haw sought to organist! the activitil!S of a company 
around proc~sses tlrnl crt!ate value as pcrceivi:d b:" customer::.. 

1.8 EVOLVING MARKETING CONCEPTS 

Mark~tinQ ~onapts or philosophies refer to a general though! or idea which i~ u.se(] hy . -
foms tli ent·di\"~ly and efficiently achieve their goal'> through idenlification and 
,;;atisfa.:tion <1f consumer nads and wants. 

1.8.1 Traditional Conct•pt of Marketing 

.t\ccording to this co11ccpt. marketing consists oftlmse activiti,:-. which are cune,;med 
with the 1rnnsfer of ownership or goods from producers to consumers. Thus, 
mar.kcting. refers to selli11g or goods and ser-i~cs . 111 oiher words. it is the proce-.s by 
which goods are macle available to ultimate consumers from their place of origin . The 
traditional conL'ept of marketin~ eorresponds to the gen~ral notion 1.1f markeling which 
means sell111g goods and services after they have been produced. The emphasis of 
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marketing is on sale of goods and services. Consumer satisfaction is not given 
adequate emphasis. Viewed in this way, marketing is regarded as production/sales 
orienied. 

1.8.2 Modero Concept of Marketing 

According to the modem concept, marketing is concerned with creation of customers. 
Creation of customers means identification of c-onsumer ne~ds and organising 
business to satisfy these needs. Marketing in the modem sense involves decisions 
regarding the following matters: 

l. Products to be produced. 

2. Prices to be charged from customers. 

3. Promotional techniques to be adopted to contac! and influence existing and 
potential customers. 

4. Select ion of mid d I e men to be used to distribute goods and se ndccs. 

Modem concept of marketing requires all the above decision~ to be taken after due 
consideration of consumer needs and inner satisfaction. r n business, the objective of 
earning profit is sought to be achieved through provi5ion or cnnsumer satisfaction. 
Th is concept of marketing is regarded as consumer oricutcd a~ the emphasis of 
business is laid on consumer needs and their satisfaction. 

8usincss enterprises conduct their marketing activity around rhcsc concepts. 

Pt0ilm:tim1 Cmu:t!pl 

The production concept emerges out of the production orientation of the finn. II is 
has~d on the idea that t'tc more we make, the more profiiable we become. So let us go 
out there and make customers buy our produc1s. The ba~ic proposition is that 
customers will choose produces and services that are widely avnihibk and arc of low 
cost. So managers tl}' to achieve higher volume by lowering, production cost, and 
rol!owing intensive distribution strategy. Managers be !ieve tlrnt consumers pref er 
products that are priced low and are widely available. This seems a viable str::iteg_y in a 
developing market where market expansion is the survival strategy ror 1he business. 
Companies interested to take the benefit of scale economies pursue this kind of 
orientation. lt is natural that the companies cannot deliver quality producls and suffer 
from problems arising out of impersonal behaviour with the customers. Application of 
this concept leads to poor quality of service and higher level of impersonalisation in 
business. 

R<1sic propas1/iaw Consumers/customers .-·ill choo.{e products un<l 
services 1hat are widely avail able and a re uf lm1 cost. 

Cmnpani cs interested to take 1he- bene f'i I u r ~,~I~ ..:,unum ics 
pursue 1his kind of urientatiun. 

Poor quali~ of service anti higha le-vel of nn~rS(lt1alba1 ion in t-usiu.-,.,~. 

Figure 1.3: Production Com:l'pt 



Product Co11ce111 

The product co11ccpt ha~ the prop<1sition that consum~rs will favour those products 
that offer attrihutes like qua!it). perfo,mance and 01her innovative katures. Managers 
focus 011 developing superior produclS and improvin~ the existing rroJuct lines over a 
period of time Innovations in the scii:n1ific laborator. are commercialised nnd 
consum.!rs )!el an opponunit~- to k.nO\\' an<l use these producb. This is called 
"Technology rush M0<.Jel". TI1~ problem with 1his orientation is that managers forget 
lo read the custumer·s mmd and launch products based on th!!ir nwn technological 
research and scienlit1c irmovation:'i. Many-a-times ii is observed that i11no..,ations emcr 
in the market ticfore the marl,;,ct is ready for the prnduct. lnnnvativc products are 
launched without educa1ing Lhe customers about rhem and th~ probable be11dit or 
value thm the customer is likd)· lo get by using the new products. The Golden Eye 
Technologf was brought to the Indian market by the television major Onida hut the 
market ..:uuld nu! percei'vc the benefil of this advantage. Subsequently, as the 
customers becc1me ilWare of 1he various brands and technology rela1cd to televisions, 
LG brough1 the new technology lo the market and achieved marketing success. 

I'm.Jud 
l1rirn1ari0n 

Sel/i11g Co11cept 

IJui,c 1woµosuuin Con~umcr5 ,.,!I favow 11\0sc prodl.iCl5 thal offer 
aunhutc:. Iii.~ quali1''. ~rfor1T1,mc.: ,rnJ other mn1>,n1i,·e r.,a,urcs. 

Focu~ 1s e>n J<',elnping ~11perior p1"<luc1s :mJ imp1uving lht' existing 
produt·t Im.:~ over a pcriud of•,me. 

Man3gc1\ forgd to read lht' .:u~1,)mer"s mmd :m<l l:mnch produns 
b.,,_,cJ on their own lct·hnoto~Kal rt~<'.:m:l1 anll 'l·icntifif i11no\.aUor1~ 
Tht~ forg<'I 10 cdi.:,c::iJ" 1hc c11~1on1crs ao,.11.11 rh1: fVOOlli.:l 

Figure J.4: Product Concept 

The selling coni::crt prnposes 1hat customers, he they individuals or organisations will 
nol buy cn,JUgh L1f the Jirm·s products unless they fire persuaded 10 Ju so through the 
selling cffon. So companies should undertake setting and promu1ion of their products 
for marke1ing succes:.. rhe consumers typically are int'rt and they need to be goaded 
into buying by converting their inert need into a buying motiw through persuasion 
and selli 11g ,H:rion. 

lhis approuch is applicable iu 1hc cases of unsoughl goods like life insurance, vacuum 
cleaner, and firefightillQ ~quipment's including fir~· cxlingui~hcrs These indus1rics are 
secn having a strong network of sales force. Finns with lugh capacity apply this 
orientation in \,hich their goal i~ to sell whal the:,- produce than \\hat the customer 
really wanls. rn a 111odern marketing, situation. the liuy er has a basket lo choose from 
aod is also exposed lo a h1gh decibel of at.lverri\ing. En'ecrh..:ness of such an 

ori.:ntation cumc-; down as more and 1nore ma!'-s media is used for the purpose of 
b1and cornmunkat1on. Use of this cnncepl hreeds the m isco11cep1ion I hat anarketing is 
all about sdling. fhe problem with this approach is Lhe assumption thal the customer 

,....jll certainly buy 1he product after persuasion and ifdissarisfieJ ,~ill 1101 complain. In 
reality. this doe~ not happen and companies pursuing this concept on.en· fail in 
business. 

lJ 
i\n lntrnducoon 
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Selling 
Concept 

8,i:;1.;. proposirion: Customers. he they individuals. or l•rganisa1ions 
\1 i II 1101 buy enough of tht• ti m1 · s products unless they are 
persuaded 10 do so through l ht ~el Ii ng efforts. 

firms 1,·ith high capacity apply this orientation. 111 which their goal 
is 10 sell what they product tlmn whnt 1hc customer really wants. 

l::.ITcc1ivcncss of such an t1rie111a1ion comes do1,n as more and more 
1"<1il~~ metlia is used for the purpos.c or bra nil c<1m m unication. u~ of 
1h1~ (;om:ep1 b~s the mi.c...·onccptton th;it marletmg is all about. 

['inn~ J~sume that consumer~ 1, 11! buy for sure if they are per~uadcd 
tnn thi., 1., not true. So. m~ny linns with thi~ mi?11tation fail. 

Figure 1.5: Selling Concept 

Marketing Concept 

The marketing concept proposes that the reason for success lies in the company's 
ability to create, deliver and communicate a helter value proposition through its 
marketing offer, in compari&on tCl the compelitors for its chosen Larget segment 
According to Theodore Levin. ·'Selling focuses on the needs nf the seller and 
marketing focuses on rhe buyer. Selfing is rreoccupicd \Vith the seller's need to 
convert his product into cash. marketing deals \'vith the idea or satisfying customer 
needs by offedng a qualil) product and the whole cluster of things associated with 
creating, delivering and tinally consuming it". The marketing concept is an elaborative 
attempt to explain the phenomenon that rests 011 four key issues like target markel, 
cw:;torner need, integrated marketing communication and profitability. 

Companies are interested in increasing their marke1 share, profitability and expect a 
higher return on inveshncnl. Instead of spending on a mass. undiffer<!ntiated market. 
they prefer looking for specific product market,;, to which their product will best match 
and accordingly design a markc ting p rograrn th at suits th.: ta~ le of th is rarget scg ment. 
Tile next important act is th<:' undcr;tanding of the need of the customer so that we ,:an 
design and offer a suitable product or service for higher customer satisfaction, Needs 
are the inner state of felt dt"privation, They can be spelt aml un-spell also. It is difficult 
to understand the un-s pelt need of the customer. 

Marketers use various ~ophisticated techniques or consumer research to understand 
customer need. Jt is imr,onant to understand and act upon the need of the cus(omer 
because the effort 10 keep a satisfied customer is almost one-fifth of the effort 
expended to get a new customer. The whole organisation has to be integrated to this 
man11·a of customer sa1isfaction. So business needs an integrated approach. The 
integration has Lo start at the marketing depar1menr l.:vel where various key marketing 
functions like product design. distribution channel selection. advertising, sales 
promotion, customer service and marketing research needs to be integrated with the 
understanding of common marketing goals. 

Success of the marketing concept depends on enterprisc•wide adaptation of markeling 
culture. Jf every department 1hinks about the customers and keeps them in the 
forefront of their decision-making. then the or~anisalion can achieve a complete 
mark et oriented culture. Markctin g has bod1 in le rnal and e xte ma\ orientations. While 
e:-.lcmal marketing targeis customers outside lhe organisation, internal marketing 
targets customers inside the organisation who can be trained to serve rhe end customer 
better. The ultimate goal of a11y business house is to earn profit. Today's world nor 
unly looks at profit but also tries to benchmark the erfort and cost required to achieve 
th is !eve 1 of profit. In the current situation, profitab ii ity of the enterprise is derive<l 



through be1tcr cus1omer orien1a1ion_ So, profitability is nm11: t1 by.product that comes 
out of effons and strategie5 followed by firms in creating superior product value and 
higher costumer s.:i.tisfaction 

,-----~--;:::=========================-=-===---=--=.:::_-==::.::=:::::::======:---i 

fMarkding 
"'--Con cert 

8ns1.- J''UfJ">1liQ11 Orgaoi-S<lliou ,houl,J focus (>11 ~u.•tvrn~r nc<'dS an,.J 11an~-

U>Ordm11:,- 1b dfons. and endeavour w acrompli_•,h Ortijnisa1ional goals, 
--

h •~ ncc~,,ar;, lhJl employee'!- J1 all le,·ds in lh<' vrgarii,-ation :;hould undt"~titn,J 
tilt' ,.illlt: ,_,fl.lie CU~lO!llcr Jnd Lhe i;nf)<lnantt of 1hc ~IJS(Ontt'r ~J1i:;fo,;;1io-n 

Thfl:c ,na111 prin~ irtes: 

l'u>o1011w1 (lrtentcll planning and iniplcmenuuion, 

C uunl1 na1im1 <1f ;,ilJ organi,ation1il ac11 v iTiC!i. 

CoorrhnatcJ 11•Jrketi11g is rriucally imponant to ai.:h1cvc nl'l::anis.:ition.il g,iab. 

II beli~,·e, i11 c1,::i(ing. d..:liverin~ and cornmunin1(in(!: a htlh:r vahie proposition 
tliwul:!h its ma1 k<:ting ollcr. in n,mp~ri~□n t<> the rnmpt:lit"r.; for its cho~n 
1aq;c1 S(.'~ll)Clll. 

figu n:- 1.6: Marketing Concept 

Rela1io11sllip Murketing 

C'ornpanies in developed ..:0ur1trii:s and many busine~s~s in developing countri~s ,um 
to salisl}· cus1om<!r need~ and build lasting relationships Thi? issue focuses on 
reJiabiliry and trust betwo;:cn cus10mer and organisation_ As a result of this customer 
focus, o wl10k ne,,1 .;;ubje~1. rnstL1mer relationship management is now studied in 
marketing cuu1~es_ 

The ienn r~latio11ship markeling refers tn long-term anJ mun.rnlly beneficial 
arrangement~ whtre in boll1 huyt:r and seller foe u5 on valut: cnh.incemc-nt through the 
i.:reation ofrnore !-.alisfying ~xchan_Q,es. 

The new approaches to marketing such as ~xpericnLial, permission and one-to-one 
marketing c.in all be seen as mean:. of creating !>tronger relationships with customt"rs. 
The emph.isis is 011 J~veloping long-term bonds with customers by makin.g th1:an f,;:el 
good abo11t how !he fim1 interacl5 nr does business with them by giving them soinc 
kind of per-.onal connt'ciion 10 the 1:ompany. 

Societal Murkning 

Societal marketing bel1r:!ve~ tha1 the enterprise's m:;k is tu dc1cnnine the needs and 
wants of !he rnnsumers a11d to deliver th1:: expect..:d :satisfai:lion mori: effectively and 
effkieiuly lhan the competitors in a way tu prt"servc or enhanclC' the consumer's and 
sodetJ's wi::11-heing. It comhines the best clerni:nts of mark~1ing to bring social 
d1ange in an integrateLt plauning and action framev.orl,,. with the utilisation of 
communication tt'~\molog_y and m,irketing techniques. ll abo e~pects marketers to 
instill s0ciai and ethical con~idenniom into rheir marketing decisions_ The goals of 
profit n1aximisalion should match with th~ goals of cuswmer satisfaction anJ 
responsible rnrrorate citizc11ship_ Social mar.,.eting often tem1e<l ~s cause r~lalcd 
marketing, utiliLt:s cuncep!5 of market se-grnen!alion, consumer research. product 
concept development, product testing and brand communicarion to maximise the 
target segmenr rc5ponse. 
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Experience Marketing 

This concept is the based on creating an experience where the result is an emotional 
connection to a person. brand. product or idea. lt is a form of marketing or advertising 
based on the principle of marketing a product or brand through an experience rather 
than 1hc placement of advertisements. 

It involves the even1s, contests. interactive campaigns to promote use of the product or 
service. Customer ~ervicc. special events. product give-away (free-sampling} 
and PR stunts have engaged consumers and the public emotionally. 

ln mday's changing scenario. the-re has been a rise in the experience concept whi~h is 
attributed. rnain ly to the three m,1jor factors: 

1. 
, 

Perception (considerlc"d as a new approach) 

It results in the woru of mouth publicity rutl11c"r than connecting with public via 
traditional media. 

). Creating an emotional connection through an experience has worked for brand!'> in 
the pa.~t. 

Green 1Warketillg 

It is the niarketing of products that are presumed to be environmentally safe. It 
im:orporates the range ,,f ;1-:tivitics, including product moditication, changes to the 
production process, packaging clrn1~ge-s. as well as modifying advertising. 

lt is basically 1he marketing of the eca-friendly products. It refers to the ecological 
marketing as well. Out: to excessive clumge of the natural environment, the companies 
nuw~a-days are focusing on the green marketing concept. They are producing lhe 
products which are more eco-friendly and less hannfol to the consumers. 

Example: HP has promised 10 cut its global energy use :20 percent by the year 2010. 
The Hewlen-Packard Cl\mpany announced plans to deliver energy-efficient products 
and services and institute energy-~ftkit:nl operating practices in its facilities 
worldwide. 

J.9 IMPORTANCE OF MARKETING AS 
A SUBJECT OF STUDY 

In one of his classic articles, Peter F. Drucker said that marketing is everything_ All 
other activities in. the organisation are support services to the marketing strategy that a 
firm pursues. Marketing has higher significance in an emerging economy, v,here it not 
only ha:; to satisfy the customer's needs but also to support the process of economic 
develop11.1ent. The success of business is known by its achievement in the marketing 
front, measured in tt'nns of profits, 1t1arket share and cash nows. Marketing is also 
important for a consumer as it provides more nlternatives to choose from, controls the 
price mechanism, allow$ the consumer to bring a balance between his income and 
level of rnnsumption. 11 1s imporian! to the economic progress of the counlry as it 
opens up new vistas of research b,Y suppor1ing product innovation and enhancing the 
quality of life for [he ultimate consumer. 

Marketing generalcs res0u1-ces that are plought.>d back to the ecoriomic system, which 
hastens the growrh cycle for the country. Over a period of time. the people in industry, 
governmen! and academia lrn"e realised the importance of marketing. Therefore, 
splc"cial coHcentration is paid under the domain of marketing to understand consumer 
behaviour. marketing fur services and industrial products, effects of advertising and 
sales promotion on consumers. Marketing brings revenue and earns goodwill for a 
ri1anufacturer or a marketer. provides allematives of choice in goods and services to 



rhe consumer and enables society in redistribution of incorn~. generation of 3dditi,1nal 
c-mployrnent lhrough manufadudng, trading and improvem~nt in the overall standard 
of living of1he citizens of a count1;1•. 

Marketing mnnagers u~e dilTerem strategic and management tools like c:nvironmenrnl 
scanning. marketing opporiunity analysls. forecasting techniques, tool, for e\•alualion 
and tr;1cki11g 1)f consumer choicl!s. Marke1ing helps the consumers to exl!rcis~ gre,1ter 
chl~ice') anJ have a final sa~ in the success of offers. Easy avaibhility or high qualit} 
guods and ')en ices at competitive prices is made possible by efficieol marl..eling 
~ystems. \farkding management creates time, place and possi!S.Sion utility for 
pruducts and service<;. Products and services are useful if they ar~ available for 
c ... )nsumption at 1he right time and place. Marketing management creates such uti\iries. 
It generate~ aJditional employment, inc.teases per capita income and h~lps in the 
ovi?rall rrogress of an t·conomy. 

J .10 CORE CONCEPTS OF MARKETING 

Now kt lJ') learn sum"' rnre con..:epts in marketing. 

1.l0.1 Market 

A ma1!,..ct can be: viewed a:. any person, group or organisation \',"ith whid1 an 
i11divi<l11al. group or organisation has an existing or po1emial exchange rda1ionshir. 
We can d.i'>lint!11ish four broaJ rnarkC'ls: 

l. Cousumer markets 

..., Dw,ines~ markets 

3. Lilob.:11 or imernalional markets 

4. Non•prufit and governmental markets 

1.10.2 Marketing and Sl'lling 

Man} nrnnagers use ·marketing· and ·selling· as synnnyms, though rherc i') a 
substanl ial Ji fferencc between both the concepts. A successful marketing manag ... ·r 
must unJt'ntand the Jiffereuccs between them. Selling and marJ...ding bring difft"rtc"nt 
ori~11ta1i~.1ns to business; hence managers E\l'C expected 10 follow different kinds of 
s.trati::g:ics for business succt>.,s. 

Table 1.1: Differences between Selling and M::irkcting 
~~- -~-------~---~-~------~---~~--"----, 

t::mph11~i~ is on ll1e produl't F-mphasis on consumer needs 11nu wanb --------r----------------------1 
lomp .. n~ n1,mu fouurfs 1hr pf!\Juc\ first and Comrany first dctcm1in,·~ ,;u~torntr~ n<'C'd~ a11<1 
thcn ,kcnks 1,, ~..:II 11 v..arits and then de..:iLlcs rm tum lo deli l'!'r a pr~..Juc:1 

!O s.alisry lh<:se wnrm. 

P!;i11ning i~ )lu>t1•rlllHmtnt,·d. in t.:nn:- of 
lO<fa~ ·, pr,11.!u,b ,mJ m.-irkch 

.Stre~~c, nc..:d~ uf ~clkc 

v,t'\>S bu\tnt'-.$ ;1~ :;i 11-uods prod11rn1g process. 

l'.mpl1J,i, \$ (>II ~1:iy,ng "ith c:,, t~ling 
tci.:hn<>toi;~ .,11J n:du,1ng cii-.L\ 

U.!Tc-ri:•nt ,kp,1n.111cn1s work 111 highl~· ::;ep,3rate 
1,1,ater llglH ,i,mpanrncnl~. 

Cost determine~ price.-. -
Selling \ICW~ cu)luJncr as th( la.~, link m 
husines, 

P!.J.f)flillg 1s h•ng-run·mkntnl. m 1(1111~ ,.f n..:" 

produ..:ts. tomonow•~ marl..,:1, imd lulurc t!r◊,1 th 

S1resscs ns=cds and 1, ant::, c,i bu~ er::, . 

Emrha.:;i.s ts on mno~ .. 11ori in t•Ct) sphere. f}Jl 

r,rn\ 1ding b<>ncr .-a!uc: to th,' cw,torner b~ ador,ling ~ 
superior tcchm,log~ _ 

i\11 depar,rnent~ of th.: husiness op,:rJlc 111 Jn 
intt'.gra1eu manner. tile ~olc purpose bt-ing gt11cr,111on 
ur con5umer- sati~factmn, 

Con~umer dctem1ines pric1.•: price dc1errnines 1."0~t. 

Markcttng views !ht' cu~tomcr ,1_~ the ~•cry f1UrtJ1)S..' in 
bu~ifless, 
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l.10.3 Needs, Wants and Demand 

Needs are part of the basic fabric of humnn I ife. A need can be d~ fined as a f e 1t state 
of derriva1ion of some basic satisfaction. This means that w1less the i11dividual feels 
depri\lc:d of some basic satisfaction, at least for lhis individual, the need does not exist. 
Humans have a long list of needs, some very basic and others complex. 

• The basic needs are physiological or biogenic in nature and individuals are born 
with them. These need!> are essential to sustaining human life such as need for air, 
water, food, shelter. clothing and sex. These basic needs are also referred to as 
primary needs. 

• Other types of needs are those that individuals learn as a result of being brought 
up in a culture and society such as need to belong, acquire knowledge, 
s.clf-~xpres~ion. self-esteem, prestige, power, achievement, etc. These are 
comidered as secondary needs, also called acquired needs and generally believed 
to be the resul! of an individual's subjective psychological make up and 
relatrnnship with others. 

To differen!iare between need and want, let us assume four individuals arc hungry; 
Lheir need is fool.I. Assuming they have the resources to get involved in acquiring food 
to sansl)' hunger. 1hey go to McDonald's. 

One order~ a vegetable burger, rhe second orders a pufl~ the third asks for a chicken 
burger ant.I the fourth buys a huge ice cream. All of them are eating some variation oJ' 
food 10 satisfy hunger. The specific satisfier that Bil individual looks for ddines the 
want. Therefore. wants ar~ specific satisfiers of some needs. Individual wams are 
shaped by culrure, lifestyle and personality. For example, an individual h11ys a 
Mercedes; as a status symbol and a tribal chief in some remote area of Amazon rain 
forests slicks an eagl~ feather in his headgear as status symbol. 

To sati!>fy a.ny given need, different people may express a variety of wanb and the 
total number of wants for all sorts of needs is apparently unlirnited. Just bccaust! 
people have needs and wants is not enough to affect exchanges. The resomces to 
acquire che products are limited ror every individual and hence people want to huy 
produr.:ts that they believe will provide the maximum value and satisfac1io11 for thtir 
money. W h~'n the want is backed by pure has in g power, i I is ca lied the dc111 and and 
marketers arc particularly interested in dernand rather than just needs or wants. 
Markeling aims at identif~ing. human and social needs and endeavours to salisfy them 
by crea! ing, cmmnuoicating, and delivering prod ucls and services. According. to 
Kotler. marketer:. are invo lvcd in marke1ing IO different entities: tangible products. 
services. i:vents, infonnation._ ideas, places, ~rsons, e:,;pcriences, properties and 
organi~a1ions to accomplish the objective of delivering satisfaction to customers. 

l. l 0.4 Product and Services 

Produc1s and !.ervices fulfill 1hc needs and wants of the consumers. 

A produ~I is a mix of intangibles and tangibles offered by the marketer at a price. For 
example. cars, food, air conditioner, mobiles. etc. 

Services are intangible pmducls that are not goods. for example. al·counting, teaching, 
hair dressing, etc. Customer service is tlic rrovision of service Eo customers hefore. 
during and after a purchase. 

1.10.5 Concept of Exchange 

The concept of exchange is lhe essence and central to marketing thinking. Unless 
there is actual or potential exchange, there is no marketing. People can acquire what 



they need or want by pursuing socially acceptable behaviours or 1he b,dH1,·iour~ not 
approved by the society Two socially accep1ahle approaches of acquiring things 
include sdf-prnducing or exchan~ing what a pcr-;on needs or "ants 

The third method. begging is viewed in ~omr: societies :t~ somewhat a less than 
dignified way of acquiring thing..5. 

The founh approach may include behaviours such as shoplifting. tiurglar)', or using 
potc:orially threatening fNce. etc., to acquire things, an<l rhese means are tor<1ll~ 
unacctptable by all civilised societies and punishable by lav., fhe highly regard~d 
wa)' to acquire what a person needs or wants is the concept of t:\chan~e in nrnrketing 
context. 

Both p,1rties in an exchang.t: offer somethj11g of value and ti edy acceptable to each 
othtr. 11 is under tandable that parties involvt:d in an exchange mus1 fir,l agree 10 
terms nnd conditions laid-down by each party so that acntul exchange 1ake.s placl:'. 

I.J0.6 Customer Vitlue aod S:rlisfaction 

In developed and developing economies. consumer:-. have 'Sevi.;ral produch or l'irands 
h> choose from to satisfy a given need or a group of need~. Much dqil!nds on v. hat 
consumers· j>t•rceplions an~ ahout the value that difft:ren1 producl~ or services art· 
cxp~ckd to deliver. The ~ourccs th1.11 build .;ustomer expe<.:Lations include expcriencl! 
with produl·ts. friends. family inc1nbers, ndghhou~. associah>,, ,:nn,umer report$ anJ 
markerin!!, communications. 

Customer value.: is the ratio of perceived bt:ndit<. and costs thar the custom~r has to 

incur in acquiring that product ur service. Th~' emphasis her,:, is un cu-stoiners • 
percl!ptions and not the accurarc , objective evaloa11on of valut: and ,o~ts as custurner!> 
often do not judge values and co~ts accurately. 

Value indicates thal a certain product or service is perceived a~ h,wing 1he kinds and 
amounts of henefils (economic. function3l and emnlional) lhar .:u,r~lmcr~ expect fn--.1ri 
that produl't or service at a certain cost (mone1ary costs. rime costs. psyduc and 
energy costs). Thus. value i~ primarily determined b~ a combination of qualit). !iervicc 
,rnd co~t. 

Th~ value tn the custo111er can be made favournblc either by increasing tht: tolal 
benefits at the same cost. maintaining the same benefit level and d..:crcasing lhe i.:ost, 
or increasing both the benefits :rnJ the costs. but 1he proponion of benefits is higher 
than the increase in costs. 
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Figur~ l.7: Satisfoc.tion Ckpcnds on Customer's Perceived Tolal ( osls :md \'alut 

C'u~tomer~ g.~nerally experit.,1cc satisfaction when rhe performance level rneets cu 
exceeds tlie mi11imum performance. expeclation levds Similarly. when the 
perfom1ance level far exce~ds rhe desirt!d perfonnance Jevel. chc> custornl.'r will not 
onl)' be satisfied but will al5o most likely be delighted. 
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In cases of dissatisfaction, the customer might completely abandon the company and 
bad-mouth its products or services, a process over \vhich a marketer has no control. In 
me true sense. marketing starts with the customer and ends with customer. 

1.11 MARKETING TASKS 

In a nutshell. marketing is demand management and the demand for products and 
services often requires different approaches for a variery or reasons. There may also 
be other situations where demand management would require different types of 
handling. For example, demand for hotel accommodation at Mussoorie declines 
during a severe winter. Philir Kotler and Sidney J. Levy identified eight major 
demand stales in rwo different articles: 

l, Negutive Demand: This situation is faced when a major part of the target market 
dislikes the product and may even pay a price to avoid it. The marketing task is to 
unear1h and analyze the reasons for this state. ,md to learn if a product redesign or 
change in marketing mix elements can help. 

2. No Di!mand: The customers may be unaware or indifferent towards the product 
The remedy is to create product awareness and connect product benefit.,; to 
customers· needs and wants. 

J. Dormom Demand: This may occur when th~ curr-zntly available products fail to 
satisfy the strong needs that customers feel. To meet the la1ent demand more 
effectively, the marketing task is to develop product or service if the market size is 
favourahle. 

4. Falling Demuutl: Sooner or later, companies face this situation with resrect to 
their products or services. The task is to reverse this trend, and marketing should 
find out 1he reasons and take sv. .. ift remedial action. New markets, product feature 
modification or more focused and effective promotion may hold the solution. 

5. FfucllliJling Demu11tl: Many companies experience this pattern, the demand 
varying according to the season or festivals. elc. The task is to synchronize 
markeling efforts to afler the demand patlern by adopting flexible pricing and 
sales promotion techniques. 

6. Full Demand: This is a situation all companies asrire and work for. The task is to 
maintain the level of demand and keep pace with the changing customer 
preferences and ever increasing competition and monitor customer satisfaction. 

7. Excess Demand: At this demand level, the company is unable to meet the de1ua11d 
level. The only option usually available is to find ways to decrease demand 
temporarily or permanently. Generally, marketing seeks to discourage overu 11 
demand through demarketing, either by increosing prices or reducing promotion 
and services. Selective demarketing involve) reducing demand from those markets 
that are less profitable. 

8. Vnw/u,fesome Demand: This concerns manag.ing demand for hannrul products. 
The marketing task is lo make !he public aware abou1 the dangt!rs and harmful 
effects cau:.ed through misuse or over use of such prnducts. by using appropriate 
de grec of fear appeals. price hike or reduced av a i lab i I i ty. 

1.I2 P'S OF MARKETING -THE MARKETING MIX 

A marketing. mix is the combination of the elements of marketing and what roles each 
element plays in promoting your products and services and delivering those products 



and services to your c1t,tomers. The rerm marketing mix 'became popular when Neil H 
Borden published his l 964 article · The Concept of Marketing Mi~' 

Troditioflal P':i 

Traditional thert! wt>re ..i P's or tnarketing 1h2t .1rt! the elements of a marketing mix. 
Thev are: 

I. 

') 

3. 

4. 

Product: Th~ prodm:h or scn.i ices offered to your customt:r. Their pl1ysica I 
attributes. what the:,- do, how they differ fruin your competitor:; and "hat bt"ndits 
1he) provide. 

Prh-e.- Hl1\, you price your product or "ervice so that yol\r price remains 
con1pditivc but allow~ you to rnake a good profil. Ho.,._. prict: plays a role in your 
marl...l~ting strategy with respect to differentiating your products or services from 
your competitor'>'. 

Place (also rejerre,I tfl a.\· distribution): Where your husiness sells its products or 
services and how it gets those products or services to your customers. May also bl! 
us~.d in your marketi11g strntegy to differcn!iatc you from y{lur competition. 

Prnmotim,: The methods us~d to curnmunicat~ the fea1ttri:!S and beodil-. of y0ur 
products or servic.c.-. to yoor targ,;:t customers 

Modem Mix (im:.Judin;: P's for Sen1ices) 

ln ser.·ict'S marketing. Wt! ha\'e an l!Xtendd m1.,, which has lhree other ekmcnt:. in 
addition to the four gi\t:n aho'rt:. They are: 

1. Ptop/e: 11 1s an C'>M:ntial ingrcd iem 10 an)- sen ice pnH 1sio11 is the use of 
appropriate slalT and pt>ople. Recrnitiug. Ihe ritrht staff and training (hi:!m 

appropriately in the deliver) of their st:rv1ce is cssen1ial il th1.· organisaLion wants 
to ohtain a fonn of competitive- advantage. Consume1~ make judgments and 
deliver pt'rceptions orrhe servict' hased on th~ employees the) intt"ract with. S1afT 
shuulJ h:nc the appropriJti: int~rpersona! skills. aptilude and service kno"let.lg«! tu 
pruv ide the servict' !hat consutnt!rs are paying; for. 

2. PrO£"t!S!i: !I refers io !he s;ystt'JTIS used to a~sist the organis.itio11 in delivering the 
servict: l111aginc you walk iuto Burgt!r King and you urdcr a Whopper Meal and 
you !!,t't it delivered within 2 minutes. \Vhal \\'as the pwccss !hat allowed you to 
obtain ~n efficiem servict' delivery? B,mks 1hat senJ out CreJi1 Cards 
aulom:uically when thdr cu,tomers old one lias e-xpirr:d again require an efficient 
prt)C~5~ lu identif_v ~xpiry dates and renewal. An efficient ser\'ict' that r.::places old 
credit cart.ls will foster consumer loyalty· and confid!!nce in the company. 

J. Physical Evillc!llce: \\. ht'te is !he servict' l:>t!ing delivered? Physical evi<knce is the 
ekmenl of th~ ser\/icr: mi..; v,:hich allows thl' consumer again to make judgments 
un the organisation. Jf you .,._.·alk into a rcs!aurant your expc1.:tations an~ of a ..:lean. 
frienJly e!lvironmenr. On an aircraA if you trnvd firq clfl.'>s you expect t't1011gh 

room 10 be able tu la) Jownl Physical c,-idence is an esscn1ial ingredient of the 
servict' nu .... ct.msumer~ ,, ill make perct!ptions basc-d on their sight of tht' st'n•ice 
pro\ 1sro11 \\ hich will haH' an impact on the organisations pwceptual plan of the 
scrvi\.'e. 
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Check 1i'our Progres.!-

Fill in the blanks: 

L ______ can differ in size. range, geographic scale, location, 
types, variety of human communitie,;, and tl1e types of goods and 5ervices 
traded. 

2. A11 ______ will actually occur only when lhe two parties 
involved can agree on lerms that will leave them both better off (or at 
least not worse 00) than before_ 

3. A business colle~(S various inform;ition regarding consumers behaviour 
ancl their chang~s from time to time through ___ _ 

4. Due to excessive chang~ of the nalurnl ~nvironment, the companies now-
a-days is focusing on the ______ marketing com:ept. 

S. ______ can be de fined as a felt state of deprivation of some basic 
satisfaction. 

1.13 LET US SUM UP 

• Marketing is a dynamic and all pervasive subject in business, that makes the 
whole organisation ready to serve the ..:ustomers. So, success of a business largely 
depends on the success of rnarketi n~. 

• There arc various definitions to markciing.. We can generalise the definition, 
through the definition of the famous marketing. author, Philip Koller who defines 
marketing us a social activity direded towards satisfying customer needs and 
\\'ants Through an exchange process If is a process of identifying consumer needs1 

dewloping produc1S and services To satisfy consum~r needs, making these 
products and services available to the consumer through an efficient distribution 
network and promoting these products and services to obtain greater competitive 
advantage in rhc market place. 

• Marketing. as a concept, has evolved over a period of time and has witnessed 
changes and modifications with the progress of civiliLation. [t has .augmented 
excha11g.: with dominating p<1radigms in marketing. They are production concept, 
product concept, selling concept, inarketing concept and socii:tal concept. People 
often confuse belween selling and marketing. 

• Core concepts of marketing include: markd.,, marketing and selling, needs, wants 
and demand, excliange, customer value and s.irisfaction and relationship 
marketing. 

• Traditional 4P's include product price, place and promotion. The modern mix 
includes these four and three other elements namely people. physical evidence and 
process. A 11 these together nre referred to as marketing mix. 

1.14 LESSON END ACTIVITY 

Conduct a small survey among customers of a retail store nearby your area and find 
out the difference betv.een the cus1omef<i' expt:ctations of servic.e and what is being 
delivered at the cow11er. 

http:chang.es


J.15 KEYWORDS 

Marhti111:: A socie1a! pro.:ess by which indi\·iduals and group~ obtain \\lhat 1hcy need 
and wanr through cr~ating, offering and freely exchanging producls and ~crvice!i of 
,,.a[ue with othef'>. 

MurketillK Orienlutio11: It re{Juin:s the firm to look for consumer nce<l~ and the 
n,::ce5:-.iry 10 :-.earch for ne,~ opportunities to sat1sf) the con~umers in a better Vrll~ than 
the compentor. 

Pmi/11cri,:m Concept: 11 emerges out of the prodm.:tion orientation. fhe basic 
proposilit,n is that cuscomt"rs will choos~ pru<luct:, and sen ici!s that a,~- \\idely 
:.wailahl~ and are of k,w <:vst. 

Product Cr,m·~pt: lh is ha::. th~ proposition that consumer., wi 11 favour rhusc products 
that otlt•r the mo::.I at1rih1nes Ii k.c' quality, performance and othl!r innovative features. 

Selling Gmcepl: 1t propose:,, that cuslOmers, be lhex individual or organisalicins will 
not huy enough or th~ organisation's produ(:lS unless they are persuaded 10 do so 
thrnugh ~elling efforl. 

MarJn:ti11r: Cm,cepl: 11 proposc:s that the reason for succ«;>s~ lies i11 tl\e COn1j),iny·s 

ability It> cr~atc, ddivc:1 and .:ommunicak a better valm: proposition 1hrough its 
marketing Mfrr in CPmr,:irison to the com~tilors for its chClsl!n target market. 

Socit!tul Harke1i11,: C<mcr!pt: This proposes that the enl~rprise·s task is to de-termim: 
the l1l'.ed~. wants a11d u1tt!nlions of the t11rget market and lo <leliv'-"r the l."xpec:ted 
~alisfodion m<.lrt' dft:cti\ dy and efficient!} than the competitors· in a W~) w pr«;>scrve 
or enh,mce the cC1nsumcr · s and society's Yr ell-being. 

£:cclt4111ge Pm<.·e.u: It .iccurs when the buyer with a Jemand and a ~ell~r ..,.ith a 
produc1 c,fft!ring conth1n1 ~,1ch other. 

Neerf.>t: 1\ con<litioo llT siwa1ic111 in which something is required . 

Wmm·: It 1~ so1111!(hin£ 1ha1 •~ desired . 

Demand: A ,.,,int N J~sin; brad. .. ed hy the ability and willingness lo pay. 

Relmimiship l,1urketing: It i~ a marketing strnl~gy \khO:-:l' ob_j~c1ive is to e-s1ab!i~h and 
maint,1in a profitable, long 1erm r~lationship with ,1 custorn~r. 

M11rkcti11g lvlix: Jt is the combination of the elements of marketing and -.,.. hat roles 
each ek111e111 pl:iys in pmmoting your products aml servii.'C!.- and delivering those 
prnduct:<,; ri.nd ser\-iccs 1(1 your customers. 

---------------------------- ------
1.16 QllESTlONS FOR DISCUSSION 

I. E~pla in market and ~ p(:~ of mar!,,.et. 

., Deiint' 01.irl-.lc'tin~ Esph1in hov. markt:ting has evC1lvell to 1he current ~!alt:' as ii is 
pra.:ticec.J. 

3. --~farkt:ting involvts sa1i:;fo~tion of consumer needs". EluciJatc: the statemt"nl. 

4. What are rhc marl...~ting. concepts? Exp,ain the evolution process or management 
philosoph\. 

5. Marketing is a renecll'r <.if standard of lil'ing. Compare th~ produi::ts available i11 
1he cightic" an<l in thb. century lo shov. how marketing has rcneclcd fhl! standard 
ufliving of pr:ople owr the y~ars. 

6. l)iffoi;-11tiafe- bi!1Wel!n rnark.t:ting and sdling. 

;:_1 
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7. E:-:plain the concept of needs, wants and demand with help of examples. 

8. What do you mean by marketing mix? Discuss the elements of marketing mix. 
Give e.'\.amples. 

9. List and e.xplain craditional P's of marketing mix. 

10. Write a note on rdalionship marketing. 

Check Your Progress: Mod("( Answer 

I. Markets 

"I Exdrnnge 

3. Markeiing 

4. Green 

5. Need 

1.17 SUGGESTED READINGS 
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V S Ramaswamy, S Namakumari. Markr>ting Managemem. Macmillan. 2003. 
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After studying this lesson, you should be able to: 

• Explain the meaning of mnrketing environment 

• Understand the macro environmental factors affecting businesses 

• Summarise the micro environmental factors affecting businesses 

• Identify the differences between macro and mkro environmental factors 

2.1 INTRODUCTION 

Many people believe that organisations can survive if they are sure ahout the 
management of their internal systems like business proccsse~, flow of' goods and 
internal prac1ices of quality and cost control. Most organisations devote a large part of 
their effort in managing the internal elements that they can control. But in aduirion to 
th1s, they need to respond and adapt to the ~xterna! environ mental changes. 1 hough 
they cannot significantly influence the external environmenl but they can be 
ri.>sponsivc 10 li:lrger social and other environmcmol changes, which is likely to affect 
th~ir busini::-ss in both shon and long term. 

The environment consists of various forces that affect the compHn}'·s ability to deliver 
products and services to its customers. The enviwninent can affect a compan} in 
many ways. A company can have the best technologies, employees and lhe best of 
suppliers but it can fail miserably if any of the factors like exchange rate. policies of 
the host govt!rnment, 0hanging needs of customers, etc. start to act again.st it. On lltt! 
uther hand. a mediocre company can be spectacularly successful if the factors in the 
extcmul environment start favouring its strategies and policies. Jt is imperatiVt"' lhat 
companies keep a close watch on the environment factors that may affect them and 
prepare themselves adequately to face the emerging chal!enge5. 

2.2 CONCEPT OF MARKETING ENVIRONMENT 

A variety of environmental forces influence a company's mark.eling system. Some of 
thein are controllable while .~ome others are uncontrollable. It is the responsibility of 
the marketing manager to change the company·s policies along '""ith the changing 
e1wironment. 

Marketing environmen! means the markel si1uation/atmosphere within which a 
husines~ t!nterprise bas to operate. 

According to Philip Kotler, "A compan}''s marketing ~nviromn~nt consists of the 
inlemal factors and forces, which affecl the company's ability to develop and maintain 
successful trnn~actions and relationships with the company's 1argct customers''. 

The environmental factors may be- classified a8: 

1. Internal factor 

2. External factor 

External fa~·tors may be further classified into: 

External micro factors and external macro factors 



2.2.1 Importance of Environment Analysis 

The marketing mannger needs to be dynamic lo effective!:,, deal '.\ ith the challenges of 
eovironmcm. fhe environment of busin<!.SS is not srn1ic. ii is changing with fast speed. 
TI1e followiug benefits of t>nvironm~nt scannin~ ha..,<" bc,:,n suggested by \•arious 
authorities: 

• It cr~ates an incr..:a~ed general awareness of environmt"tHal changes on rhe part of 
managt:rn.:-nt. 

• lt guides with greater effectiveness in markrs relating tu govcrnmenr. 

• lt helps in mar\...<!!ing analysis. 

• IL suggests improvements in diversification and resource allocati\111::i. 

• ii ht'lps firms to id<!ntif), and ..;apitalise upon opportunities rather than tosing out to 
competitors. 

• lt provid.:-s a bas<! of ·objective quali!alive informafarn' about the business 
envitonn,~nt that ca11 subsequently be of value in designing !he strntegies. 

• lt providt'S a continuing. broad based education for executivt'~ ;11 general and the 
strateg i ~ts in pa rt i cu lar. 

Markcling management i:, concerned \\ ith matching of rhe organisation "'ilh the 
demands of the business environment. There i!> a need for 1he marketer 10 monilor the 
business environment on an ongoing basis so that l,pportunifies and threacs facing th~ 
organisa1ion are identitied :md suhsequt"ntly r<!necred in the firm·~ slratcgy. 

The emironmental condilion:, faced by an or~anisarion ar<! capable uf varying greatly 
in their c.:omplexity and need to he retlecced both in the "ay~ in which ..:nvironment 
analysis is conducted and in the \vays in \"hkh -~lrateg)' is ~ubsequently drvdoped. lt 
is widely recognised that lhc pace of enYironmenta! chang(!~ is increasing and this 
requires 1he or~anisation en dewlap a structured apr,roach to envunnmentnl analysis 
with the results then heing fod into the marketing planning 1m>res~ in a greater dt:gree 
than ewr bt:fore. 

2.3 MACRO ENVIRONMENT 

Companies, its competitors and other player~ in the comp<!tirivc worl<l operate in tbe 
macro world. Decisions take shape in relation to the macro world, as a marketing 
managt:r cannot really influence these ex1ernal, uncontrollable forces. So, he needs to 
monitor the t:Kteroal wo,IJ and iry 10 moderatc: the effect of tht:s1~ e;,..1ema! factor!'. un 
his busine-s-.. 1\s v.e ha\.t: mentioned, macro environmemal foc.:tors are grouped as 
dernugraphical, culturnl. ~ocial, legal and political, tconomic, na1ural and 
technological environml;"nl. 

2.3.1 Demognaphkal Environmeot 

DemO(!raphy is the study of fX!pulation and its characterist1cs. ]',.fork.eters arl' always 
intaested in fX!pula1ion related growth indice:, hecaose eventual murket gww1h rate in 
the long tun depends largely on growth of population. 

Demogrnphic environment 1::,plains the partern and changes in the society based on 
age, sex, educational llackground. marital s.tatus, fami\~ size. family hfo style. 
rdigion, nationality, etc. 

Demographic .!llViromnenl is useful for markeling d1::cisions. nia.-ket segrn~ntation :md 
formulation of marketing strategie,;. A knowledge of !he demographic environment is 
very important to u marh1er for perform1rn.c,z of his functions. People cons1i1ute the 
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market and market depends on customers. Oemog.raphy prov ides quantitative as we] I 
as qualitative aspects of population. !t is also helpful in behavioural analysis of 
population. 

• Population mix: lf the majority of the population i.'i vibrant and in the work force, 
then they contribute towards the country's growth and have higher pov,er of 
consumption. but as the population ages, their demand fol' products and ser.·ices 
gets restricted. 

• Country Market: Though a market can be characterised by a geographical 
boW1dary to be called as a 'country mark et', but j n real ii y it is lh<" sum to Lal of 
some sub markel'3 identified more closely with the ethnic and language based 
classifications. 

• Education: Consumption patterns Jlso \/ill)' dependiJ1g on the cduca1ion level of 
the people. People who are educated and aware of their rights and demands will 
always make a concerted decision. compared to people who are illiterate. 
For example, in a country like USA, where lhere are a large number of educated 
people, consumption decisions are more 011 the basis of brands, whereas in a sub 
Saharan African country. people will be in\lolved in commodity based decision 
making. 

• HouJelwld patterns: !t explains the fami!y tyres in a demographical environment. 
Household incomes arc on a rise due to both husband and wife toking up careers. 
This has also led to growth in consumption and use of products and services that 
provide more convenience to the working woman. 

• Shtfts in population: Over the years, a large number of people have moved out of 
villages and rural areas to urban in search of job and better condilions of living. 
These migrants are responsible for taking urban brands to the rural markets and 
increase the a wa ren ess I eve I of the rural peop I e towards urban produce. The rural 
markel is on a rise because for people from villages. any urban product is a status 
<:,ymbo!. So they will like to possess products and servict:s that will make them 
more urban. 

2.3.2 Cultural Environment 

Culture influences consumer's beliefs. \lalues and ll('lrms. Culture i:;. the complex 
whole that includes knowledge, belie!~ arl, morals, laws . ..:ustom and an) other 
capabilities and habits acquired by a consumer as a member of the sock(}. It's a 
distinct way of life of a group of people and their complele design of living. 

ft is everything that is sociall)' learned and shared by the members of 1hc sociei:y. It 
consisIS of material artifacts and non-materi<1I components.. 

• Material artifacts include all the physical subsianccs that have been changed and 
used by people such as tools, roads. farms. produc1s and services. which are 
produced and consumed. 

• Non-material components include The words peopli;> speak, Lhe ideas. customs, 
beliefs and habits, the way customers shop. the desire uf ,:onsumers for better and 
newer products and consumer response to sales. 

Nowadays, people are using products and services which are mostly western. These 
are reflected 111 our food habits, dressing pal"lerns, choice of fa,;h ion garments and also 
in the way of living. The degree of pennissibility has increased substantially after the 
opening up of economy and the younger generations are found to be more westernised 
than the older generations. Growth of multiplexes, large shopping malls, beauty 



parluurs, discos ancl use of w~slern outfits are examples of how cultural factors can 
influ-:nc~ the marketing dl."Ci!-ions of a firm. 

2.3.3 Social En,·ironmrnt 

The SClcial t"JI\. ironrnenr foe tor:- consist of human re lat 1onships and the development, 
form ,md functi(111 of <;U(.:h a relationship ha\'ing a bearing 011 the business of nn 
organ ist1rk1n . Some of 1he iniportmH factors and influences operating in the social 
c-nvironmcnt are the bu~ ,ug and consumption habits of people, their languages. helids 
and \ alut's. customs and tradition!'.. tastes and pre fert:ncc-s, education and all factors 
tha, affect the busine~.'i. 

A v..:.ry intert·sting c:,:ample is of Vicks Vaporub which is a popular balm for cough 
and cold hut is also U<;t'd as a mosquito repellent in ~ome plnces. Similarly, iu some 
langua1:.cs Pep:i i cola's slogan ·'Com~ active'· tram.late'> as ' ·Come out of the gravt'". 

The social t:nvironmt>nl nf a nation de1crmines 1he va\ut: -;ys1en, of the so,=iety which 
in turn affects the marketing of products. Social factors are cast~, customs, 
conventions, cullur.il !u::ritagt' and rc~pect for seniority, de. For example, 1he nature of 
gnods =ind St'rvices in demand dcrends upon people's anitudes, customs, social values. 
etc. 

ln India. social t;11\ ironment b .:0111inuousl) changing. One- of the most profound 
:.ocial changt'S in recrnr Hars is the large number ofwornen entering rhe job market. 
h affcded the hiring uJlcJ compensation policies and re~ourcl! capabili1ics of fim1s 
cmpk,yrng rhem. They have also created or grea1ly e.,1x1ndecJ the demand for a wide 
rang!'! of products ancJ services nt>cessi1a1ect b~ their absence from 1he hum.:-. There is a 
lot of change in QUalit) o!' lifestyles and p~opl.: are willing to have many dllrable 
consumer go0<.ls likt' T.V .. fridge and washing machine'> e,.en wllt;n they cannol afford 
them because of their availability on hire purchase or i11stallment basis. One more 
cha11ge in 5ocial cnvirnnment 1s the shift i11 national age <lis1ribu1ion. Changing social 
valu~'i and increased acceptance of rmproved birth control mclhods have resuhl!d in a 
rise 111 the mean age of various countries. fo sum up. we can '.)a:,., rhat social 
cm irm1mt>nl has the: following dimensicms : 

• Chang.es in people's lit~sty le!'., 

• Concerns for ~ocia! problems. and 

• Growth of consumaism. 

Perhap5 so~ial environm,:nt he~ maximum direct eflh.:t 011 consumers. Sm.::ic1! forces 
shap(' con~umption habi1 or reople. 

Taste aml c,insumcr bdlJviour also vary from place to place. 

Exumpli'S: 

• Italians drinl. bee, hefore sleep wh~reas Germans prc:fer 1ht'rn during lunch. 

• Jn Italy, a US company thal set .:i i:om-processing plan! found thar ils markering 
effort failed because l!alians think of corn as "Dig fe>ud". 

1he marl-.eting manager needs 10 understand llow the coti:.umcrs rca~I l\l cl ifferent 
produi,;,., and mmk1.·ting practices in a social :,~~ning. On~ of the most tragic and 
a\oidablt: inarketin~ mistal-.es. is the faHurt' of mai-kt'ttll~ man:.igt'f5 tu ui1derstand and 
appreciate s,..11:ieral differences. The riAc of consumeri'im and l:Onsumcr moYement i~ 
tra..:cd w th-: ini,;re:;i:;ing public co11cern with ma!,,,ing m.irke!ing more respons.ible 
to\.\ards it!> larger socie1:if .:onstiruenls. 

]Q 
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2.3.4 Legal and Political Environment 

Legal and political environment also influences marketing decisions. 

Government plays a grea1 role in moderating. the role of business in the society 
tnrough legislation. Business is expected to play a decent role and practice fair play 
but sometimes it is necessary to control business kcause the major motive of earning 
profit makes them com prom ise on the we-1 fare as pee t of hus in ess. A lthough one can 
argue tbat [n a free market economy, business should he self-regulated but experi~nce 
of free market economy and roles played by large business houses in the past makes 
us more skeptic and this puts pressure on government co regulate business. There has 
been a growth in number of legislations over a period of time to let the business know 
that before they play the game, they should learn the rules. Ignorance of the legal 
environment often results in loss of public life and goodwill and results in fines, 
embarrassing negative publii..:ity and expcnsi\l,: i..:ivi! damage suits. 

It is an extremely difficult 1a.sk to understand all the laws related to marketing llecause 
or th~ legislations at mull iple levels 

false advertising related legislation includes prohibition of false statements of any 
kind made to the public about products and services. We have seen Pepsodenl's false 
claim of effectiveness bcmg questioned b) legislation and subs.:quently, the campaign 
was withdrawn from !he market. 

Marketers ofi.en use ver~ ollensive pricing strateg_v to kill competition. There are also 
instances in which marketers haw used discriminatory pricing mechanism against 
cuslomers in different market:,;. Selling above advcrtisetl price is also prohibited. So it 
is necessary to offer a fair price to consumer.;; government controls and legislates 
against increase in prices through a caneL There are various provision:,; for protection 
of Cl1nsumcr rights in differem laws but the- Consumer Protection Act (COPRA) 1985, 
specifically gives rights to consumers and protects consumer int~rcst. 

The legal framework for relationship between business and consumers is designed to 
encourage ::i competitive marketing. system to employ and adhere to best business 
practices. Such protections are necessar:v because they make fair play possible and 
protec1 the quality manufac1urer and promo!C a healthy business environment. 

2.3.5 Economic Environment 

Economic environment is the most significan1 component of 1he marketing 
environment. Economi1: environ111c01 has the highest intluence on the marketing 
dee is ions. as it affects the purchasing power of the consumer It affects !he success of 
a busin!!ss organisation as \I.el! as its survival. By economic environ1T1ent, wt mean all 
those macro-economic factors like income distribution, level of saving, debt and credit 
available lo consumers and slages in business cycle. 

The economic polic) of the government needless to say has a very great impact on 
business. Some categories of business are favourably affected by the government 
polii.:y, some are ndver)dy affected while some others rl!main unafTected. For 
example, a restrictive import policy or a policy of protecting the home industries may 
greatly comfort indigenous industnl!s while liberalisation of the import policy may 
create difficulties for such inclusrries. The economic system thus is a very important 
determinant of the scope of private business 1md is therefore a very imponant external 
constraint on business. lfo:- economic environmental forces can be studied into three 
broad categories: ( fl l G~nera I economic conditions, ( h) lndustrial condirions and 
(c) State of supply of resources for production. 



A. General Ecxmon1ic Conditi.ons: General economic conditions in a. country are 
influenced by various factors. The following factors are important: 

❖ Agricultural trends., 

❖ Industrial output trends, 

❖ Per capita income trends. 

❖ Pattern of income distribution, 

❖ Pattern of savings and expenditures, 

❖ Price levels, 

❖ l-.mp!oyment trends, 

❖ Impact of government policies, and 

❖ Economh:: systems. 

B. lnrlu~·tritil Conditio11s: Economic environment of a country is influenced by the 
prevalent industrial conditions as we!l as industrial policies of a country. A 
marketer needs to pay attention to the following aspects of the industrial 
conditions: 

❖ Marke-I growth orthe industry, 

❖ Demand pattl!rm: ofrhe industry, and 

❖ Its stage in product life cycle. 

C. Stale of Supply of Re\·ourcei for Prmluctlon: Supply of resources required for 
production determine:-. inputs which are available for production. These are the 
most i111portant resources rcg\.lired for production: 

·•· Land, 

•,• Capital. 

❖ Machinery and equipment, and 

❖ Managas. 

The abow-statetl environmental forces determine t!ie economic envirnnment of a 
counuy. The srat1cmcnt on next page provides various statistical indicators of a 
country's economic goals. 

Si1uatiuns in economic environment giv~ opportunity and also g:~neratc Lhreats t() 

market~rs. 

To illustrate, a curnpany which sells price value products, has rnore scope to get 
higher customers in a declining economy compared to a luxury brand. 

The economic environment is extremely complex and it includes dynamic 
bu,;;iness flu,tuations that tend to follow a cyclic pattern, gcncrnlly composed of 
four :stages, depicted in Table 2.1. 

Ji 
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T1:1ble 2.1: Stages in Bu.~iness Cycle 

SlJlg(' f\,foaning EITectnn 
Marketing S1nuegy Consumers 

Reces:riun Gcncml Weakening of Focus on cus1omcr value aod C"usto111er 
slowdown in both consumer bcncfi1~. 
cconomrc confidence and Exrand prndu..:l por1folio. 
a..:1ivil)' (l\'er a c,msumer 
prriod of lime. ~pending. Sales prommion. 

Stress on market share. 

Exam pie: In 2008-2009, Chevrole1 promised a 
3 year free maintenance deal with purchase of 
ib cars. 

Depression Severe Depressed Low cost of production ~nd lower prices. 
downturn that spending on high Focus on company values 
lil-"l~ ~evera I qlue items. 
) Cilr<i. Sa v 1r1gs to focus 

Excellent scrv ices and benefits. 

on ncccssl1ics. Some rnmp,mic:; use rhi~ 11.':i itn opportunity to 
male a cul while rival~ relax their .:,pending 

£.:!.ample: HP beg.an during Great 1.>epn:ssion 
and made ih wuy thr._mgh it 

Recoi,eJJ· f'criud Increase in rJI,: Aggressive marleting 1,, allract customers. 
[(.llf<JI• mg ~ ul gwwth of L ow/compelit l ve pri, mg. 
re~-e~s ion. rnnsumer 

I 
<luring 1~1ii.:.l1 ,pending. Sale, promotion_ 

I 
the UDP rises. Cautious Eumple: In 20 I 0. ·1 oyolll came up with 

i approach and 
high infonnation 

demonstration shows a1 malls to attract high 
end customern. 

search. 

l'rosperify l'ondi1ion or ! ligh purchasing Aggr~~~ive mark.cnng. 
IL,w- rower. Competitive pricing. 
11 nemp loy m.:nt Mon: spt:nding Fair al no Ul"ll or sak~ prnrr1n1 ion if !l lternal i \'t"~ ~nLI high total on consumer 
1m:("lome Llurnhles. 

~re many. 

E ,am pk: ln I 908. ford introduce.1 Model r 
which capiurcd lhe marke1 within IO years 

lnjlatio11 and irs lmplicuthm.'> 

• Inflation 1s a rising price level resulting in reduced purchasing power for the 
consumer. A person's money is devalued in terms of what it can buy for him. 

• Higher inflation leads to widespread concern over public policy to stabilise price 
levels and over ways of adjusting personally to the reduced spending power of 
consumers. 

• Higher ta:-.es mean less consumer purchasing power, which results in sales decline 
for non-essential goods and services. 

• Lower e.,p<!nuiture levels make the govemmenr a less anrai.:tive customer for 
many industries. 

• A lowered money supply means less liquidity is available for potential conversion 
to purchasing power. 

• Another way in which inflation affects marketing 1s by modifying consuma 
behaviour. 

• Modest increases in the general price level, often termed as creeping inflation, go 
largely unnoticed by customers. But as purchasing power continues to decline, 
customers become more conscious of inflation, which leads to pnce
consciousne;:;s, which leads to three possibilities. 



• Consumers can buy now believing that prices will go higher, dt:cidc Lo reallocate 
their purchasing panern or postpone cerlain purchases. 

Using D1N11arketi11g Strat4!i!J) 

It is u~ed in ::i situation when the brisk demand e:o..ceed'> rnanufacturing_ caraciry or 
outpaco:"s the rcs;ponsc 1ime required to gear up a productiun lino:: 

Shortages ma) also he (;aused by a lack of raw materials, 1:01nponen1 parts, ..:nergy or 
labour. 

It is a pmccss or cutting consumer demand for a product ba,.;k ton level that c,in be 
reasonably supplied by the finn. 

2.3.6 Natunl Environment 

Perhaps pL:ople are more concerned about natural enviro111n~11t to<Jay compared to 
yesteryl:!<1rs. 

Finik. non-rencv.-ahle resources that include fuel and gas~1line are heading towards a 
big tncrgy crisis for 1he world. Lf we are not able to find out alkrnaliv~s 10 fos~il fuel 
consumplion. it is goiug to reverse the process of devdopm~111 and growth acros:. the 
g:lohe. 

l his c-frm, mak.c<: us rethink currem allocation of energy rcsour..:cs. Ex isling ,ource~ 
are being c;,;.pandcd. Tmdi1ional resources !ike coal are being n::discovcrcd. Nt:1.1 ones 
are b~ing :.ought. Perhap~ the most important fact j5 that anempts are h,:ing inade to 
cut waslc m energy utili<,ation. 

lncri.:ascd cnt·rgy cost will aulomatica!ly increase the cost of goo<ls sold 111 Lhe tHarket. 

P~opk arc also g,ming concerned about water, sound and air pollu1ion levels. The 
kvel of observation ll.1wards pollution and conlrol mechanism to curb th~ tc-"·el of 
pollution is on an mcrcuse. 

2.3. 7 Techuological En,·ironment 

The rechno/ogical environment consisrs of lhose factor~ relared to knowkdge a11plicd 
and 1h.: 111al1,.'.rials and machines used in the production of gooJ:, and servi..-c, ilrnt hove 
an impurt on the business or an organisation. 

Tecli11ology has 11cceleratet! the pace of change in the mar~et placl:!. Technolc)g1cal lite 
cycles an! shortening Jay by day and new producl introduction has ~ecorne a 
rhtnomc-non of the mark.et place. Companies are open TO ~xplnit uolimi1ed 
opponunities in the field of marketing in providing better producl~ .=ind ~l!f"\'ices. 
Comp.:inies li.ke Sony, 3M, Samsung, Wipro have iocrcasc-J theil' rcst!arch and 
devdopmcnl budget nrnnifold. so as ro always be ahead of their comptti1ors. 

Nobody e, er thought that revolution in the form of Jnlcrnc! tei.::hno!ogy will bring 
e-commerce" to 1he forefwnt of business and customers \,.-ill find web a~ an aho::rm:itivc 
channel of transaction. Companies like priceline.com, ehay com :tnd arnanm.rom are 
5ome <1fthe '>uccessru, stories in the eraorTn1ernet revolorion. 

\Vi:! !lre :iho seo:"ing an increase in regulation due to 1echm)logical changes. Laws 
related to protection or intelkc1u.:1.l property rights and patenb, cybcr crime and fraud 
on internet are on the increa~e. Theri: is a global ag.recmcnl to conlrol the lawbreakers 
and bring 111;~\\ technology relatt!d business into order. 

Some of the important !actors and influences operatin~ 111 Lhe t,;:chrmlogical 
t.nvirourn!!nt are as follov.s: 

• Sources of technology like company sources, exTemal sources as a ls1..1 ror~ ign 
so1.uce::., collaboration in and transfer of technology. 
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• Technological development, stages of development change and rate of change of 
technology and research and development. 

• Impact of technology on human beings, thi;: man-machine syslem and the 
environmental effeclS of teclmo logy. 

• Communication and infrastructural technology and technology in 111a11agcm~nt. 

Technological environmenl provides both opportunities and threats, and ils impact is 
direct as ,,.ell as indirect. Kotler suggests that the aspects lo which a marketing, planner 
should pay attention include: 

• High expenditure on research and <leve!opment, 

• Concentration on product improvement and development, 

• Unlimited innovations in technology, 

• Accelerating pace of technological change, and 

• Greater emphasis upon the regulation of technological change. 

Advances in technology are difficu11 10 predict. However, the rnm1<.eler should 
consider rotcntial, technological devc lopments de term i11~d from resources committed 
hy major industries or the government. Being in a market that is rapidly changing due 
to technological development, wi11 require the marJ..etcr LO make careful short-term 
mark.e1ing decisions as well as being prepared with conting.:m:y plans givl!n any uew 
technological <levelopments that may affect product or services. 

Technolo~ica! environment in India is guided by technology policy which is rrained 
by the Go\'ernment of lndia and is updated from time to time. 

2.3.8 E-Business and the New Economy 

The widespread electronic linking of inclivid.uals and businesses has created a new 
economic environment in which time and space are much lt!ss limiting ractors. 
information is more important and accessible, traditimia! intermediaries are being 
replaced ;rnd the consumer holds increasing amounts of power. The internet is both an 
effect 011d a cause of this new ecunomy. A hhough. in the past, large companies were 
able to conduct their business electronically, using EDI and private netv.·orks, the high 
cosrs associated with EDI prevented most husincsses from using the technology. The 
imcmet has levelled the playing field by making it easier and cheaper for 1.:ompanies 
of all sizes Lo transact business an<l exchange information electronically. 

2.4 ANALYSING THE ORGAN lSA TION'S 
MICRO ENVIRONMENT 

Micro environment is tht! immediate environment in which marketers have to taki;
decisions. The players of this environrncu1 are called actors as they have a direct 
bearing on the marketing decisions. 

This environment identifies the way a company does bt1siness and against whom it 
stands in 1hc market. for example, Nirma, a detergent company has defined its 
competitive environment by identifying key players in business namely. the suppliers, 
compc1itors, intemiediaries and the customers. 

You \.\1 ill learn about the components of a company's micro environment, namely lhc 
company, intermediaries, public. competitors, suppliers and cuslomers in the 
subsequent sub-sections. 



Figure 2.! depicts the components of micro "'nvironment ofa 1;ompany. 

Figure 2. l: Cumpont-nls ofan Organisatio11•~ Micro Environnent 

Let us now siudy the components in detail. 

2.4.1 Company 

Some company factors that affect the marketing decisions are: 

• Culture and ,,afue Jy!,;tem: Organisational i.:uhurt> C[IO be vi~wed as the system of 
shared values and beliefs that shape a company·5 behavioural nonns. A value is an 
enduring preference as a mode of conduct or an end state. The value system of the 
founders of the organisation has a la~•ing impact on it. The value -system not only 
influen~es the working of the company anti the ::1tti1ude of its people but also the 
choice of its business. 

• Mission amt objectives: The mission and objectives of !he company guide the 
priori\ies, direction of development. business philosophy and business policy. 

• Mnnagement structure anti nature: Structure is the mann('r in which th~ tasks 
and sub~tasks of the organisation are related. Structur~ is concerned with the 
hierarchical relationship and the rclationsh ip be1 ween the managenH."lH of di tferent 
funct1ona\ areas like the structure of the lop managemcnl and the pauem of 
sh[lreholding. 

• Human resource: This concerns factors like manpower planning, recruilmcnt and 
selection, compensation, commuuication and appraisal. 

2.4.2 Intermediaries 

Jnkrmcdiaries are independent business uni1s and till.') carry the company·s products 
and services to the customers. Prominent intennediari.::s include who!esale1-s, retailers. 
merchants, selling agents, broke-rs, etc. Their objective of being in business is dillerent 
than being in a firm, so the intermediaries will be interested in maximising their 
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profits. Any trade prnmotion scheme will motivate them to push competitors' product 
deeper and faster. 

2.4.3 Public 

Positive and favourable public opinio11 is crucial to marketing success since the public 
is the authorily that permits the existence and operation of competitive marketing 
systems. 

Th is environmental fact<Jr includes the generaJ pub] ic, ils support, the government 
and the set of public who have a direct bearing 011 business. These public can be 
classified as welcome public, sought pub\ ic and unsough1 public. For e1rnmple, 
Investors and financial institutions arc under the category of welcome public. 
Govi:rnment and media are counted as sought public. Without their help. it is difficult 
to ha11e a positive impact on t:onsumers and society. 

Pressure groups like consumer activists and cnvirn11mental activis1s are unsought 
public because they would create problems for the firm through their righteous 
activities. 

As c1 marketer, one must understand that the general public grants 1he licence for 
conducting business with an ex pcctat ion that 1 he com p:iny will pracl ise fair play. Lack 
of chis supportive framework as evidenced by dedining sales or adverse public 
opinion can lead to even!rnil failure oftlw firm as well as lhe marketing sys.tern. 

2.4.4 Competitors 

Success or failure of an offer largely depends on how competitors react to the 
company's offer. Godrej was o. successful refrigerator manufacturer. Once competition 
i ntensificd, the company started losing market share. 1 oday. though there is a growth 
in refrigerator industry. Godrej as a bn111d is not growing as fust as its competitors. 

Through rl1e years. marketing systems have become increasingly competitive. 
Traditional economic analysis views competition as a battle between companies in tbt: 
same industry or between substitutable products. 

Marketers, however, tend to accept the argumenl that all firms arc competing for a 
limited discretionary bu)'ill~ power. Though we can say thar Maruti as a car 
manufacturing company is facing competition from other car manufacturer;;, 
ultimately it is the consumer's disposable income for '-''hich shampoos. soaps and 
sco()!ers are also competing with Manni. A customer is expected to allocate his 
disposable income optimally and in the process a category :1lso cmnpl!'tcs wilh another 
category to be in the active consideration set of cuslomers for such an allocation. 

IndusLry hus found num~rous new uses for existing products, with !he whole arena of 
competition being expanded. While this forces husiness to reassess long--t:::.lablished 
marketing practices, it al so opens new avenues of business opportu 11 i ry. Emergence of 
computers with multimedia as a tnol of infotainment and knowledge sharing device 
has challenged traditional products in the entertainment market. 

2.4.S Suppliers 

increase in the price of raw materials will have a bang on effect on the marketing mix 
strategy of an organisation. As a re':iult, the prices may be forced up. This is the impact 
that the suppliers can have. Closer relationship with suppliers is one- way of ensuring 
competitive anu quality products for an organisation. 

2.4.6 Customers 

Organisations exist because of customers. No customer means. 110 business. 
Organisations' survival depends on how they meet the needs and wants of tile 



customers and provide them with maximum benefits. Failure to do s.o will result in a 
failed business sh·ategy. 

2~5 DIFFERENCES BETWEEN MICRO AND 
MACRO ENVIRONMENT 

TI1e day ro day aetivitie~ of an organisation are affected by many fnctors. Even if the 
industrial relations arc good, a poor condition of tbe ~conomy can incite layoffs and 
bad production. Macro environment factors are exkmal factors that affect an 
environrnenl. On the other hand, micro-environment comprises influential factors 
within a company, such as employee rclalions or customer satisfaction. In rnany 
respccls, factor.s in the macro-environment have influence over decisions made on the 
m icro-scalc. 

Technological advances in the macro-environment influence employment decisions on 
the micro-level. The difference between the micro and macro cnvironmcnl is 
summarised in Table 2.2. 

Tahir 2.2: Uitft:-ri:-nccs between Macro and Micro Environment 

M~tro t'nvironmcnt Mirro environ men[ 

I. It i, \cry largi'. in ,i1c. h is .c:m:illcr than 1he ma.:ro environment. 

2. I he ,'.omponcnl!i of !h('. Im1crn en v irnn1m·nl The C(lmpo~nb of lllc micro environment 
can nm be contrntlell can he cnritrolled ln some extent. 

J Macro ~m·ironment 1, very unrired1ctablc i'vlicro environment 1s not very unpredic!ablc 
and hi!_!hl y llnccr1ain an<l ranb 10\~ in uncertah11y. 

4. The compw1cnts ,ire \ti') cumplex 1n u~1111e. The eornfl(lnent~ are comparatively sirnpkr. 

5. Macn} mviri•nmm\ indmksc rmluical. sqcia!, Micro environment i11duues customer. 
cultural. fechuology. dcmo!-'raphic, <::conomic public~. competitors. supplie~ and 

I ~nd 11o.1wral e1wironmcm. i ntcrntctliarie.,, 
I 

2.6 TECHNIQUES OF ENVIRONMENT SCANNING 

Environmental scanning i~ designed to aid the long~term planners and strategists in the 
organisa(ions. Many pe()p\e criticise the environmental scanning technique because of 
the d iffuscd and general nature of its results. 

Companies use various me1hods for environmental scanning. We will discuss two 
irnportam techniques. namely Delphi technique and Scenario building tedtnique. in 
su bseq ueot sub-sections. 

2.6.1 Delphi Technique 

Delphi technique is used to increase the meaning of factual data collecte-0 from 
secondary sources. This hichnique is an example of methods on which we aggregate 
!he judgmen1s of individual e:<rert:s who cannot c0me together r,hysica \ly. 

This is a qualilative researd1 technique in which we try to collect data from sorne 
e:•.:perts and industry observers and use 1heir interpretations to map the emerging 
trends in rh,lt industry. Around twenty-five experts who have adequate knowledge of 
the markering environment are asked queslions pertaining to the marketing 
en,,.ironrnt:nt via mail, fax. e-mail, and other modes of communication. They are asked 
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to rank their statements. as per importance and to explain rl1e rationale behind such 
rankings. The aggregate information is sent to all the panicipants to get their overall 
agreement and disagreement 011 the aggregate data and through this process a coherent 
agreement is arrived at. 

2.6.2 Scenario Building Technique of Environmental Scanning 

This process is futuristic and the decision-maker has to analyse his decisions with 
respect to the future. The five stages of sL:enario building approach are as shown in 
figure 2.2. 

I 

Environmental Scanning Scenario l Building ·1 eclmique 

Analysis of Decisions 

ldenti rication o ( Key Decision Factors 

ldcnti fication of Socio-Cultural Factors 

Analysis of Each of Key Faclors Separately 

Selection of Scenario Logics 

Figure 2.2: Stages in Scenario Building Tcchniq ue of En,·irnnmental Sranning 

Let us now understand the stag.es in demit. 

I. Amtl)'!iis of the decisimr(,.): The Jecision•maker makes a dt'lailed analysis of all 
the resources that heishc mig,ht require 10 implement his/her decisions. Thus. if a 
financial institution like ICICI decides to go into retail banking. then it has to take 
into account the human and material resources that would be required. It could 
i ndude an analysis of the estimated d istri but ion networks, tech no logy and 
technology su pporT. 

2. ldentijication of key decision factor.\·: Tl1e service marketer identifies al! those 
variables that influenced his/her decision. For ICICI to go into retail banking, it 
would analyse th.: new banking norms (gowrnment policy), market share of the 
existing players (competitors), growth and potential of the market (customers), 
etc. 

3. Identifying the socio-cultural factors: The service marketer should identify and 
evaluate the influence of such social and group forces as demographic changes, 
socia I class, culture, family and hou~ehold int7uences, value systems, reference 
group inJluences., and the consumer-decision-making process. ICICI v,-'ould have 
taken into consideration the age distribu1ion of the market, the income and 
occupation of prosrects, the spread of the popul.1tion in metros and other towns, 
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product deyelopmenr, and communication strategy. lt would also have analysed 
lhc- banking nteds oflhc' market and their inclination towards time•S11\'ing devices. 

<l A 1wlysis of l'ud1 ,if tire key varial>/es separat~ly: A 11 the abo\'I." -.,:aria.hies are 
i11depc11denll~ analysed and all other details arc collected for each of them. The 
sou1 l:es of daia arc -,;ecouda1y as ""c ll as prim.tr). 

5 Sl'lcctio11 of .~n•11urio logics: The collected data are then extrapolated and 
prujt:clio11-; are made. Thl' sci:nario build-up is suppor1cd with more i:vid~nce. 
·niuc; for JClCI. thl'. growing: middle-class and the- aspirations of the middle class 
for a ~tter banlo.ing climate would~ relevant to the- decision to go in for retail 
banli11g. Other evill<!ncc: could be the consurnt!rism of tbe middl.: class. their 
upscals! lrfcstyks, ek . 

Need /or Envirom,iental Analysis 

[u\/1r~1nmt.•ntal analysis attempts to give an extensi\/c insight as to the ,u1Tcnt mari..et 
condi1io1,s a:. w..-lt as of impact of external factors that are uncontroll::ibl..- by the 
markt:lc1·!>. Tht!sc "ariabks play an important role in convincing pol~111ia\ customer!'. 
regarding changes in ma1ke1 trt!nds, market conditions, cti:;. 

In analyzing 1h.: envir0nment, Johnson and Scholes sugg:eskd fivt' s!ages of 
enviro11111t!nrnl analy~i., which are as given below: 

4. 
ldcnlilil,llil'ln ur 

1 h~· princ 1pal 
,,pp!>rtuniues ;,nd 

1hr~a1, 

5. 
S1r,11eg1c 
po,,u.in 

3. 
ld~n1ifaation t•f 

cnvirol1Jllcn 1al 
forct;; 

t\u1lit ,,r 
en~ inu1111<' n 1al 

intlucn.;cs 

2 
A5SC~Smtnt t•I tlh.' 

n:uurc <Jf th<' 
.:n, in•mll"<"lll 

Figure 2.J: Fiv~ Stages in Enviroomenul An~lysis 
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1-'1111C'1plcs o1 1' brl~1n1il 
After environmental :inalysis, the marketer has to handle the different environmental 
condition:; For doing 50. Johnson and Scholes suggested the following model: 

Conditions -
S1mplt'Sli111~ Dynamic L"omrk.'1. 

~im, J" .ichit:'\C th,iruu!!h r o understand the Th.: TT:ilucti.:m ,1f 
(h1~tl>ncal) furure rather than complc:-.i1y. (ir~t.-:r 
under~l.i ntli ng or Lhc- ~imply rd_\ ing on p:ist SlTUClural 
.:nvironment e:,,. pe ri eoc es. un,famanJing . I 

I\ ltthuds -\ na! y st s of p11.51 ivtana1_1crs sensith•ity Sp<cialisi an~rrtion 10 

innu.:-nrl'~ and thni 10 c:hang.: S..:enario ckm.:nt~ .,f 
dlt'ctun pl~nning. Contingency compkx1ty·. Mo..icl 
l•r~anisa1it•nal rlanning Sensitivity building. 
performance. planning 
I lien l i Ii •. ~lion ul k,:;~ 
t'ntl'CS. 1\nR))·si,; r,f 
ex i~t1 ng rel a1 iori~h i fl~ 

D~ngcn Thi.' ~udden cmcrgl'm:c Managcmer\l m1npia. Unstr1tl1btc 
,ii' unrrc<li~·1cd drnrti( . M1:<:ha11rsti<: organi~ation;,I 
Mc,h:uri~ti, organisational s1rm:turc nt' .:ontro\ 
organi,a11on:.al ~,ructures. t .ad, or :,,-ys1cms. lnarpr.1pria1.-

I 
qf11Cl\1rt"~. Lad. ,,( skills. Juappl'Of)tiate rtitc~,vns. 
,~ill~ ro~us on f,1reeas1in1? . Failure to Jnapprorrnu<' ton1~e~. 
l'Xi~11ng rdauon~hir~- n::c~nisc signifka111 
J ad. or" ilhngnc,~ w new playc:rs 
a~·c~r, lhat o;onJ111011.~ 
~,c d1,mgm~ 
S,er.:ntvp<:J fC\jlOO>t'\. 

/V(lfun• of tire Mar/,.efi11g Em•iro11ml!11f 

Th~ marketing envirflnmen1 has heen defined in a varie~· of ways. According 10 Philip 
Kotl~r. ·1hc company's m.1rkcting environment is made up of the sectors and forces. 
outside the firm's 111.:irl-etln!! function which infringe upon the ability of marketing 
ma11ag.w1ent 10 develop and mctilltA.in a success61l relationship with the tir111·s target 
audicnt.:c.'" Within the o::nvironment there are two distinct components: the micro
environment ancJ the macro-environment. 

l he market er1viro11n1c111 consists of factors relatet.l lo the groups and other 

org,mi~.ilions tha1 compete wilh ant.I have an impact on an organir,a1ion and its 
t.u;;i ness. 

Some of the itnportanl fr11:lors and innu~nces operating in the market environment arc: 
as follow~: 

Cu,tomer and clienl focton, :?>UCh as che needs. preferences, perceptions. :i.nirudes, 
\ al ucs. bargain mg. r0wcr. buying b.-hav iour c1nd satisfaction of customers. 

2. Product factors such as the demand, features, utility, functions, design. image. life 

c~ de. prici:, promotion, d istri but ion, etc. 

3. t\lclrkcting internied iary factors ~uch as needs. preferences, percertions. :itt itude~. 
levels and qualil} of customer service, <!IC. 

4 Competitors-related factors $UCh as the different types of competitors. entry and 
e;,;.it of major competitors. mi.lure of co111petition and relative strategic position of 
major co111petitors . 



Check Your 1~ro res 

f.ill in the blanks: 

L ~~--- environmcnl means the market situation/atmosphere 
within which a nusi ness enterprise has to operate. 

2. _______ provides quantitative as well as qualita1ive aspects of 
population. 

3. _______ environment in India is guided by technology rolicy 
which is framed by the government of India and is updated from time to 
time. 

4. ______ technique is used to increase the meaning of ractual data 
collected from secondary sources. 

5. ________ attempts to given an extensivf' insight as to th~ curr~nt 
market conditions as well as of impact of e:,.lemal factors that are 
uncontrollable by the marketers. 

2.7 LET US SUM UP 

• i\ marketing manager is required to observe and monitor the lrend in the external 
environment and incorporate 1he results of this observation in business and 
marketing plans. 

• Cnvironmeota\ scanning helps a marketing manager in analysing the components 
of the company's environment. 

• Observation and evaluation of marketing environment Jie\ps the marketing 
manager to identi(y opportunities and threats involved in the business and helps in 
designing suitable marketing responses. 

• Analysing the- micro cnvironm<:":nt is very imponunt for businesses th,-tt include 
rh~ir suppliers, intermediaries, customers, shareholders and competitors. 

• Macro environmental factors are grouped as demographical, cultural. social, legal 
and political, economic, natural and ll;'chnologica! environment. 

• Two common environment scanning techniques used by the compa11ie.'i are Delphi 
technique and Scenario building techniq ut:!. 

2.8 LESSON END ACTIVITY 

Suppose you are the mark et i ng man ager uf a bank i 11g firm. Your bank has opened its 
first branch overseas. What factor do you think will affect the choice of marketing the 
most and why? 

2.9 KEYWORDS 

Demographic Enviro11menr Anolysi.•.,· It is the study (lf populatiofl and its 
characteristics. Marketers are always in\C'rested in population~re\aied growth indices 
because c-v<!nlual marker growth rate in the long run largely depends on the growth of 
population. 

leg1tl £11vironmeni: It is the environment that framt's the rules of the game within 
which firms play their business strategies. 

4\ 
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Economic Environment: By economic environment we mean all those macro
economic factors like income ciistribution, level of saving, debt and credit available to 
consumers and stages in business cycle. 

Inflation: Inflation is a rising price level resulting in rcdueed purchasing power for the 
consumer. 

Business Cyde: A predictable long-term pattern of irregular periods of economic 
growth and decline that is characterised by changing employment, industrial 
productivity and 1n1erest rates. 

Cultttral E1tvironme11t: It is everything that is socially !earned and shared by the 
mt!rnbers of the society. It consists of material artefacts and non-material components. 

Cmmtry 1\.farket: h is the sum total of some sub-markets identified more closely wilh 
the c1hnic and language based classifications in lndia. 

Delphi Tecltnique: A forecasting procedure in which a series of questions and the 
resulting feedback are used to reach a group consensus. 

£n,,;ro11ment Scun11ing: ft refers to carefu 1 monitoring of an organ isa1 ion's intcma 1 
and exti::mi:ll ~nvironments for detecting early signs or orrortunitics and threats that 
may influenc-e its .:urrent and future plans. 

Marketing Em•irunment: It refers to all the forces outside marketing, that affect 
markel ing management's ability to build and maintain successfu I relationships with 
the target customers. 

2.10 QUESTJONS FOR DISCUSSION 

1. Whal do you mean by marketing environment? Why do managers need to scan the 
e11 v ironment? 

Describe \he components of the micro environment of marketing. 

3. Hov-.: important is pu hlic opLnion in marketing of a product'7 

4. Whal tactors would affect the marketing straleg~- of a fashion produc1? 

5. Diffcrenliate bet,,.,een micro and macro environment of marketing. 

6. Descrihe the ~cenario building approach of environnn:ntal scanning 1-1.·ilh the help 
of an example. 

7. Why arc marketers interested in demography of a country? 

8. How does cuhure influence the buying behaviour of consumers? 

9. Examine the relevance of analyzing legal, political anJ t:Conomic ~nvironrnent. 

1 O. What elements constitute of a firm's intema I cnv ironrncnt? 

11. Dis.:uss the scenario building approach of scanning the environment. 

Check Your Progress: Model Answer 

I . Marketing 

1. Demography 

3. Technological 

1-l-. Delphi 

5. Environmental Analysis 
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CONSUMER BEHAVIOUR 
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3.0 AIMS AND OBJECTIVES 

.t\ ftcr scudying this ksson, you should be able to: 

• E:\plain lite i.::0111.:cpl of co11sL1mer behaviuu r 

• List the natm\:' or consumer behaviour 

• Discllss the importance a□d scope of consumer behaviour 
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• Explain the consumer buying roles and classify the buying behaviour 

• List the factors influencing consumer behaviour 

• Understand the consumer buying process (PADSAPP Model) 

• Eluddace the- conn:pt of customer lifetime value 

3.1 INTRODUCTJON 

II i~ said that in modern marketing - 'consumer is the king'. Eve~thing 1hnt a 
marketer does is for the consumers. Organisations and marketing managers need to 
understand the secrets of consumer behaviour and develop mechanism to 111ea5un:: 
them also. 

Consumer behaviour involves the psychological processes that consumers gu through 
in recognising needs, finding ways to solve these needs. making purchase ded~ions 
(e.g .. whether or nm to purchase a product and, if so, which brand am! where). 
interpret information, make plans and implement these plans. (e.g .. hy engaging in 
co1npariso11 shopping or acrua!Jy purchasing a produ.:t). 

3.2 CONSUMER BEHAVIOUR - THE BASIC CONCEPT 

The dictionary of Marketing and Advertising defines consumer behaviour as an 
observable activity chosen to maximise satisfaction, through the attain menl of 
economic goods ~md services such as choice of retail outlet, preference for particular 
brands and so on. Consumer behaviour refers to the actions of consumers in the 
market place and the underlying motives for those actions. Marketers e:xpect that by 
understanding what causes consumers to buy particular goods and services they will 
be abk to determine which products are needed in the market plw.:e. which arc 
obsolete, and hmv best lo present the goods to the consumers. 

Consumer hehaviour i:. defined as the process and physical activity indivi<luals engage 
in "'hilc evaluating, acquiring. using or disposing of goods and services. Consumer 
bt-haviour refers to The behaviour that rnnsumers display in searching for. purchasing, 
u:.mg, evolun1in~ and disposing of products and service~ that they expect will satisfy 
!heir needs. Study of consumer behaviour is the study of how individual5 make 
decisions to spend their available resources like time, money and effon on 
consumption related items. 

Consumers can be different in age, income and occupation. TI1e items to be consumed 
can he of any form; from a product to a service, a concept or an idea. The needs and 
desires to be satisfied range from hasic needs like hunger, thirst to psychogenic needs 
like love, care and even higher order fulfillments. The consumer can resell, dispose of 
the packaging and also recommen<l others to use lhe product or service after using the 
producr himself. The domain of study of consumer behaviour cover.; all these 
processes involve-d through which the cnnsumer makes decisions. 

Study of consumer behaviour assumes that consumers are actors in the market place. 
The perspective of role theory assumes that consumers play various roles in the 
markc1 place. Starting from information provider to consumer, from user to payer and 
to disposer

1 
consumers play these roles in the decision process. The roles also vary in 

different consumption situations. for example a mother plays the role of an influencer 
in a child's purchase process whereas she plays the role of disposer for the products 
consumed by the family. Consumer behaviour involves many different actors. The 
common assumption is that a consumer is a person who identifies a need or desire, 
makes a purchase and then disposes of the product during the three stages of !he 
consumption pr<..1cess i.e. pre-purchase, purchase and post purchase processes. 



3.3 NATURE OF CONSUMER BEHAVJOUR 

Consurner behaviour can b-: 5Tudied at micro or macro levels ckpendinf:! upon whether 
it i~ used to analyze imli,,idual level behaviour or group le,,...I hehavio1Jf. The nalUri! of 
consumer behaviour a~ a ~ubject can be under.stood b~ followmg poinh: 

• Systemt1tic proceiJ: l'onsumer beh3viour is a s~ 'llem.i1ic prou'.ss ri:lating lo 

buying del'.isions of thl'. customers. The hu~ ing procc,;;~ consists of the following 
steps: 

❖ Need iden1ificatim1 ro buy the product. 

❖ 1nformation search relating to the product. 

❖ Listing of alternative. brands. 

•·• Evaluating 1lw a!r~rnarive (cost-bcnefil analysi<i). 

❖ Purchase decision. 

❖ Post-purchase evaluation by the markekr. 

• ltrflut!11cetl by i•ariousfactors: Cons;umer behaviour i~ 1111lue11ced hy a number of 
foc.lor:i. The factor'i thar influence consumers arc mar~ering, personal. 
psych,llug.kat, situurionat, s.ocial . ..:u!turat etc. 

• Differe,u fur fill c11.mun~rs: All 1..:onsumer5 do nOl behave in lht> !>arni: manner. 
Different co1vrnmer:. h-t:ha'l'C differ,.:nll~. The diften:11.:c in consuri1er beha,.,iour is 
due to indtv1dual factors s.uch as nature of tht' consumef'c; lifr <;tyle_ culture, ecc_ 

• Different for rl?U"rt!llf pmtfucts: Consuml!f beha\inur 1s difti.!1c111 for different 
products. There are :.orne consumers who may bu~ mure 4uantily of cert;-iin items 
and vel) low/no quan! i ty u f some other items. 

• Region houmled: The consumer bdtaviour variC"~ .1no~s slaks, regions and 
counlries. For instance, the beha,..iour of urban consumer.~ is difft;:ren1 from that of 
rural consumers. 

Normally. rural ..:omumer=, arc conservative (1radimnrnl) in their buying 
belrnviour. 

• Viutf for markt!ters: Marketers ne<.:d to have ll gooJ knowkdge of consumer 
bdmviour. Th~y nad to study the various fa..:1ors that influence consumer 
bd1aviour of !heir target customer<.. The k.no,\ ledge of crnisumer behaviour 
enables marketers to take appropriate marketing dei..:isiuns. 

• Reflect.\" status: Consumers buying behaviour is nol on I~ ill n ue11ced hy starns of a 
consumer. hut il abo rdl~cts it. Those consumers ,,.lw own lux.i1ry cars. watches 
and other ilems are cuns1derecl by others Q~ per-sons uf lugher :,;talus 

• Spread effect: Con.sumer behaviour has a spread ~ITe\.:L The bu)mg h-t:haviour of 
one per!,on may innuence the buying bcha\'iour 0fano1hcr person. For instance. a 
customer may aJwa~ ~ prefer to buy prcmiurn brands of clothing, watch.:s and 
01her 11cms. etc. 

This may in nu<!nt.:e ;omt of his friends, neighbours and colleagu~. This is one of 
lht> r~asons why n1arJ..:e1crs use cdebrities \ike Shahrukh l-..han, Sachin TenJulk.'.:i.r 
to endorse thi:ir brands.. 

• Standard of Ui1;11g: Cnnsurner buying bt-h:wiour n1<1) kad to hi~her stand.lld of 
living. The more a person buys rhe goods and service!>, the higher is the stimdard 
of livi11g. 

~9 
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• Keeps on c/1a11ging: The consumer's behaviour undergoes a change over a period 
of time depending upon changes in age. education and income level, etc. for 
instance, kids moy prefer colorful dresses, but as they grow up as teenagers and 
young adults, they may prefer trendy clothes. 

3.4 SCOPE OF CONSUMER BEHAVIOUR 

The scope of consumer behaviour lies in: 

• Omsumer beha1•io11r a111f marketing mu11agement: EJTeclive busines~ managers 
realise the imponance of marketing to lhe success of their linn . A sound 
understanding of consumt'r behaviour is essential Lo the long nm success of any 
marketing program. In fact, it is seen a~ a comer stone ofrhe marketing concept, 
an important orientation of philosophy of many marketing managers. The essence 
of the marketing concept is captured in three interrelatt'd orientations consumers· 
needs and wan Ls, company integrated strategy. 

• Consumer behaviour and non-profit mu/ soda/ marketing: Jn today's world ~ven 
the non-profit organisations like government agencies. religious sects. univ~rsities 
and charitable institutiou.,. have to market their services for ideas to the "target 
group of consumers or institution". At other times. these groups are required to 
appeal to the general public for support of certain cause!> or ideas. Abo I hey make
their contribution towards eradication of the problems of the society . Thus. a c I ear 
understanding of the consumer bch av i our and decision making process w i 11 assist 
these efforts. 

• Consumer behaviour and government deci!iio11 making: In recent years, the 
rclevonce of consumer behaviour principles lo government decision making. Two 
major areas of activities have been affected: 

(a) Government st!n·h·e.~: Jt is increasingly and that government provbion of 
public services can benefit signifo.:anlly from an uoderst.an<ling of the 
consumers, or use1-.;, of these services. 

(b) Consumer prmecrion- Many agencies at all level:-,, of government are involved 
with regulating business practices for rhe purpose of protecting consumers 
welfare. 

• Consumer beho~iour and demarketing: lt hos hecome increasingly clear that 
consumers are enkring; an em of scarcity in terms of some natural g..i~ and water. 
These scarcities have led to promotions stressing conservation rather than 
consumption. In olher circumstanct:s, consumers have been encouraged lo 
decrease or stop their use of particular goods believed 10 have harmtul efrects. 
Programs designed lo reduce drug abuse, gamhlin~ and similar types of 
conception examples. These actions have he-e1, undertaken by govi:rmne111 
agencies, non-profit organisations and other private groups. The: t~rm 
"demarketing'' refers 10 all such elTorts to encournge consumers to reduce their 
consumption of a particular product or services. 

• Consumer behaviour ltl1d consumer education: Consumer also stands to benefit 
direct !y from orderly investigations of their own behaviour. This can oc1:ur on an 
individual basis or as part of more formal educational programs. For example. 
when consumers leani 1hat a large proportion of the billions spent annually on 
grocery products is used for impulse purchases anti not spend according. to 
pre-p13llned shopping list, consumers may be more willing to plan effort to save 
money. In generaL as marketers that can 111flucnl..'.I! consumers' purchases. 
consumers have the opportunity to understand beL1er how they affect tht'ir own 
behaviour. 



3.5 IMPORTANCE OF CONSUMER BEHAVIOUR 

Nuw a day's consum~r behaviour is very important for an organisation to be 
successful. Its importance t.:an be understood by studying the following points: 

• Production policie.~: The study of consumer behaviour t![fects production policies 
of enteri:irise. Consumer behaviour discovers the habirs, tastes and preferences of 
consumers and such discovery enables and enterprise to plan and develop its 
products according to tbese specifications. Jt is necessary for an enterprise to be in 
continuous touch with the change~ in consumer b~haviour su that necessary 
changes in producb may be made. 

• Price policies: The buyer behaviour is equally important in having pric~ policies. 
The buyers of some producls purdwse only because particular articles are cheaper 
Lhan the compelitivc articles available in 1hc lllarket. 

• Decision regardi11g c/,nnnels r,j' tfistrihutirm: The good:s which are sold and 
soldy on the basis or low price mast and economical distribution channels. ln case 
of those articles, whkh are wca!... J".V. sets, tcfrigerato~, etc. Must have differenl 
channels of distrib11tio11. Thus. d,;:cisions regarding channels of distribution are 
taken on the basis of consumer behaviour. 

• Deci.\"ion regarding sales promorim,: Study of com,umcr behaviour is also vital in 
making decisions regarding sales prnmolion. It enables the producer to know what 
motive prompt consumer to make purchase and the same ~re utilised in 
promotional campaigns to awaken de~ire to purchase. 

• Exploiting morketiug opportunities: Study of consumer behaviour help,; the 
marketers to underst,md the consumer.~ ne~ds, aspirntions, expectations, problems, 
elc. This knowledge will be u::;eful to th~ marketers in exploiting marketing 
opportunities a11d meeting the diallrngcs of the market 

• Consumer do nut alwu)'S uct or reuct predictably: The consumers of lhe past used 
to react lo price leveb a~ if prke and quality had positive relation. Today, week. 
value for money. lt:sser price l"'ul ,,...·ith superior features. The consumers response 
indica1es 1hat Lhe stun had occurred. 

• Highly dii,ersijied consumer prefererrces: This shift has occurred due to 
availability or more choice now. Thu~. study of consumer behaviour is important 
to understand the cJ1anges. 

• Rapid introduction of new prorl11ct.\·: Rapid inl'roduction of new product with 
technological advancemenl has made the job of studying consumer behaviour 
more imperative. For example. !he information technologies are <.:hanging very 
fast in persona\ compulcr industry. 

• fmplemenJ.ing rl,e "marketing concept'': This call for studying 1he consumer 
behaviour, all cuslomers need have to he given priority. Thus iden11fica1ion of 
target market before production becomes essential to deliver the desired customer 
satisfaction and d,dighc 

3.6 DIFFERENT BUYING ROLES 
We have explained in the earlier sections that an individual or a group of consumers 
play different roks in different kinds of purchase situations. Though there is no hard 
and fast rok thal buyers nted to play. il is possible to characterise the roles in the 
context of purchas~ decision. The following arc tJ1e nine different rules played by 
people in the consumer decision process. 

S1 
Consuma lkhav1our 
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1. Initiator: The 1mt1ator is a pers.on who first suggests or thinks of the idea of 
buying the particular product. The child plays the role of an initiator in the 
purchase process of a chocolate. 

2. 1"_/litencer: The influencer is a person who explkitly or implicitly has some 
influence 011 the final tiuying decision of others. The mother plays the role of an 
inl7 uencer in I he purchase process of a chocoJate. 

3. Gt1lekeeper: The gatekeeper is a person who allows certain information to 17ow 
and restrict:,; flow of some se1 of informal ion. Parents play the role of a gatekeeper 
in the sckction of television dmmcls for children. 

4. Ded,ler: The decider is a person who ultimately detennines any part or the whole 
of the buying decision, i.e., whether to buy, and what to buy, how to buy, when to 
buy ur where to buy. 111 the event of buying a mutual fund product, the individual 
or head of the family plays the role of the decider. 

5. Buyer: The buyer is the person who actually purchases and pays for the purchase. 
In a typical family deciidon making process, father plays the role of the buyer who 
is involved in the economic transaction process. 

6. U.\·er: The user is the person who actually use~ or consumes the services or 
products. ln most of the grocery product purchase. lhe whole family uses the 
pro<..luct. Jn a typical purch11se of washing machine. the housewife plays the role of 
user. 

7. Prep"rer: The preparer is Lhe person who conve11s the product to usable fonn for 
co11sumpLion. For e;,;amplc, in a typical family consumption of food items, mother 
plays the role of preparer. 

8. Maintainer: Members \'iho service or repair the product so that it will provide 
continued satisfaction is a mainliliner. 

9. Disposer: The disposer is the person who finally disposes the package of the 
product. For exampie. motho!r plays tile role of a disposer after the product is 
consumed by the family. 

TI1e marketer's tas;k is 10 study the bu)'ing process and the role of the participants in 
the buying process. He should initim..:: ,ill of them to make purchases of his product at 
ditlercnt stages and through different ~trategies. 

3.7 CLASSIFICATION OF BUYING BEHAVIOUR 

Different consumer~ follow different stc:ps in making their choice of produc15 anti 
services. Though it is d ifflcult to generalise all the purchase processes, but foir 
approximations and generalisations can be made for most of the consumer decision 
processes. 1l1ere is a sub5tantial degree or ,-ariation in the choice processes depending 
upon two key factors. namely lhc level of involvement nnd degree of perceived 
ditTcrcncc betv.·een different alternatives i11 the marll:et. 

Table 3. J: Chtssifica tion of Buying Behaviour 

High lmolvemcnt Low ln\'Olvemenl 

Alternatives do not have Di~sonance reducing buying Routinised n:sponse hdrnviuur or 
significant d iffcrence bchavi,1ur habiwal behaviour 

Alltrnatives have signifi("11nt Complex lmyinf'. behaviour Varidy seeking buying behaviour 
difference 

• Routinised huyi11g behaviour: A buying situation in which the buyer has had 
considerable past experience also called automatic response behaviour or habitual 



response behaYiour. Habilual buying behaviour is where lhe individuril buys a 
product out ,)f habi1 e.g., a daily newspaper, sugar or salt. 

For example. 011 a visit to a supermarket to do the weekly household shop, Mrs. X 
purchases a family pack of tissues. She assumes lhe cu1Tent pack at liomt> will not 
las( much long.er. She rnay be influenced by pmmo1io11al offers (such as 2 for 1) 
and may use other product criteria such as colour and use of rccy..::led materials in 
her purcha~r;:: deci:;ion. However, her overall involvement in rhc purchase is lo\\. 

• Di.srm,a,,ce re1/udng buying behaviour: Customers show dissonance! reducing 
lrnyin~ behaviour when the invohcment of customer in the purthase activity is 
high and custo111crs cannot find a substantial differentiation among lhe 
alternativt!S. The consumer is highly involved and sees litik difference among 
brand alternatives. TI1e purchase is high involwment in the c<1se of first lime 
bll}ing without previous purchase experience, in an expensiw, infrequent and 
rish.y huying situalion. The buyer will shop around in the market to lcom about the 
various ah1.:nw1ive brands in the market. If there is a substan1ia! difference in 
quality levt'l among 5imilar bninds. then he is likely lo buy the higher priced 
brand. lf !here is <mly a little difference, then his purchase \\-ill be 011 the basis of 

. . 
price or con, e111l~ni.:e. 

In thi::. case-. 1hc con,;umcr is likely to experience dissonance. Dissonancc is a ,talt! 
0f consumt'r·s. mind when he e:icperiences substantial difference her.v~en v. hat is 
e;,;pt!Ctl."d om nfthe choice and the real performance of the chosen ;iltemative. This. 
111ay t.lCcur if he finds his. pun:ha'-e not gerting an acceptance in sm:i;il setting e.g. 
among pt.:er~ or there is some negati.,.·e putilicizy ;ibout tht! chosen brand. s .. , he 
\1,ilt '>trive w l·ollccl any po,;;itive information about the brand in the en\"ironment. 
\\ h1ch support~ his tkcision. ln this case. the consumer first mal,.cs a decision. then 
acquires ne,\ heliet~ and then end:, up with a set of atlinide~. The job of the 
marketer i5 tu communicate to ~ustomers through a process of assuring lhern that 
Ibey arc making_ the right choice whi-ch will help the consumer feel t::O{'>d a.bout his 
hranJ choict·. 

• Complex buyinf? hehavio11r: This is a case wh,:,-re lhe consumer is highly involved 
in sit11ation~ very similar to the firs, case of dissonance reducing buying beha\liour 
but be linds a substantial difference among the available brnn<ls. In this case:. 
1h.:- buyl."r devi:lop~ beliefs about 1hc product or service, then he develops a set 
of attitude to1.11ards the product and finally he makes a t!elibera1e choice. Thi5 
is n case when rro<luc1s c1re e;i-;:pensive, bought infrequently. risk'." and highly 
self-expres51w. 

The marketer ncl."d:. to und~rstand this structured prnccss of information gathering. 
prm;es .. ing and c:valu.:11ion. Tht' marketing program should help in assisting 
~ons.umers to learn about the attributes of products, their re)a1ivc weight in the 
cnmpany·!> br<incl and significance of these anributes in the purchase process If 
~ ou wish to htr) 1001hpast~. you v,, ill like to find out the desired level of oral 
health prese!H in a company·s brand. LG Eleclronjcs pronwtes a particular 
a11ributc of ·Golden Eye' technology and mai..:es consumers tak~ a decision 111 

fin our of the brand by using ·Golden Eye' benelit in its brand communication. 

• V"riC{I' sel.'l1.i1tg huyit,g behat1iour: Thrs kind of behaviour is sho\\n in some 
situ.itions whcre !ht! consumer shows low involvement behaviour but !here is 
significanl hrand difference. Consumers show a high level o[ hrand switching 
behaviour. Con~umers buy chocolates without considering any such variable as 
e:-.plairit!d ir1 the previous cases and for no reason switch brands to lest the variety 
in tht! 111arke.1. 

~., 
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The dominant players as well as the challengers in this situation follow differcn! 
strategies, The market leader or the dominant player will promote habitual buying 
behaviour whereas the challenger will promote variety seeking behaviour to break 
loyalty and formation of habitual buying behaviour. The challenger will break the 
habitual behaviour by offering discounts, encouraging participation in contests 
and sweepstakes. 

3.8 FACTORS INFLUENCING CONSUMER BEHAVIOUR 

The consumer decision process explains the internal process as well as individual 
behaviour for making product or service decisions. TI1e consumption process is 
influenced by external factors like cultural, social, personal and psychological factors. 
When the marketing and other stimuli come in contact with buyer, his decision 
process is initiated. The marketer has to correctly read the buyer's 
conscious/unconscious behaviour to generate positive response. Every person has 
hi"/her distinct set of standards of judgment. However, there is some commonality 
between all of us, which make a marketer classify and analyze consumer behaviour. 
lhcsc arc known as similarities or universals. 

Consumer behaviour is affected by a host of variables, ranging from psychological 
factors like personal motivations, needs, altitudes and values, personality 
characteristics, socioeconomic and cultural background, demographic variables like 
age, gender. rrofessional status, social influences of various kinds exerted by family, 
friends, colleagues and sociely as a whole and broader cultural factors. The 
combination of these variables has a deeper impacl on each one of us as manifested in 
our different behaviour as a consumer. 

3.8.1 Influence of Cultural Factors 

There is a subtle influence or cultural factors on consumer's decision process. 
Consumers live in a complex social and cultural environment. The types of products 
and services they buy can be inlluenced by the overall cultural conteAl in which they 
grow up to become individuals. There is also influence of the immediate subculture 
with which consumer identifies himself as a member. Consumers also grow up in a 
social setting ¼hich is characterised by the concept of social class. 

• Culture: Culture is the complex way of living of individuals. Jt represents the \\-ay 
consumers live <1nd grow up to acquire cultural values and norms. Culture is 
defined as a complex of values, ideas, attitudes and other meaningful symbols 
created by man to shape human behaviour and the artifacts of that behaviour as 
they arc transmitted from one generation to the next. Culture is abo the largest 
single grouping of reople sharing a distinctly unique social heritage. Each culture 
evolves over centuries and passes from one generation to other. Many of our 
consumption behaviour arc manifested in our subconscious due to 1.ransfonnation 
from one generation to the other. Every culture has tv,io components viz. material 
and non-material component. Matedal artifacts are the products, tools, monuments 
and structures that man has created from the natural resources which have come to 
stay as an indicator ofa particular culture. 

Non-material cultural components explain the symbols, signs, semiotics and 
rituals used by people to reflect their way of living and tell the life story of nations 
and civilizations. Life in itself is called rites of passage. Every one of us has to 
complete Lhese rites in the birth, graduation, marriage and death of individuals. 
Marketing managers need to understand the cultural context in which consumers 
derive meaning from products and services. Religion being the foremost factor in 
deciding the cultural context allows or forbids ce11ain consumption choices for 



instance Hindu~ are forbidden to use beef and Muslims to use pork. (.'(l\<•urs and 
symbols a[~o carry different meanings in different cultures. The S;-'mbol of 

Swa~lika is a sacl'ed symbol of Hindus whereas its slight modified version 
rep1 i::sent.s the t) ranny of Nazi ruler~ of Germany ,md hence is a 5) mbol or hatred 
in ~.uropc. 

So. while studying i.:onsumer behaviour i11 any cu]rurc. one must n:cognise 
products or ser,,ic<e's not only as marerials produced hy the culture. but al.;o as the 
culmination of abstract values, artitude'> and related symb0lism associated with the 
culture having 11 direct hearing on the consumption pat1em of the tl'>cr. 

• Suh-culture: Culture is a larger manifestation of a nation, People t<e'nd to id.!ntify 
themselves v,ith immediate sub-cultural sys1ems, whid are retlected through 1he 
race. religion, nationality and geographii;al locations. Sub-cultural factors help in 
pro\lidi11g. an immediate identifica1ion <ind socialization to the consumer. 

People- tend to identify and behave in a very similar manner wh~11 they coml' from 
the same slate. practice similar faith and are from !ht' repn'St'nlative race. A 
Punjabi will always present himself as sl)meone from Punjab and finds il more 
i.:omfortabk in lhe company of Punjabis. There is mort: homogeneity in practices, 
ritual~ and cclt>brations among Punjabis lhan an_v other non•Punjabi community 
Sub cultural idi!nlifications are immediate in consumption choices C1lmpared lo a 
broader national culmre. 

• Sorfol Class: More immediate idi!ntificatiun and homogeneity in .:011sumrtio11 is 
~ecn i11 the social classification system used Lo de\clop a hier,m::hi\:al urder in 
t:H:ry soi.:it!ty. ln a de\Jeloped and capilalistic econC1my, the social dass1ficc1tion is 
linke-d to the financial and material resources of1he i11dividual; the eaSti!rn nations 
lik.: lndia have a different method of social classilil·atiun through caste system. In 
an orientnl societJ. social classification come~ out uf ascription. w!iii.:h is dir~ctly 
linhd lu the caste system. lrrespective of rnatenal and financial gains. Brah111ins 
in India art' put in lht:: highest echdon in the social !adda, followed by wc1rriors. 
busines~nien or trade community and finally the scheduled caste.':. whose _iob i5'. to 
,;erve the upper three castes. The social classification and belnng111gncs~ is not 
linked to 1he individual"s economic succe.,s but lo his bi11h or ;iscription to a 
parlicular class. 

Suci.iJ dass is defined as a relatively permanenl and homugent·ous rJivision(s} in 
1he society to which individuals and fami\i~s belong and 1hey share simil::ir values. 
lifos1yles, interests and behaviour. These are ver~ l;lwad groupings of individuals 
\\ho hold roughly similar status levels in society. arranged in a hi~rurd,y from lov.-' 
through middle 10 upper class divisions. The individu,11 can move- op or Jown 
durin~ hi'> lifelime among the social classes depending un his success in career 
and bu.,;iness. Peop!e in one social class tend to ~hm\ very s.irnilar beha\iour and 
there h, a variati011 of behaviour between each class. Since -social classification is 
cnJuring and is a part of a broader social system. it i!:. alway-'> "tu died in the 
~ontc"it of broader cultural influence un consumer beha ... iour. 

3.8.2 lafluence of Social Factors 

A~ we have mentioned, culrura.! factor5 are broader influe11i.:o;"s on consump11on choice 
and are subtle in their impact in shaping 1he consumption choice of imJividm1ls. Social 
facwrs in llLrn reflect a constant and t.lynamic influx through which inJi,.iduals learn 
different consumption meanings. The social factors innuencing wnsmner hehaviour 
indudr: 1cforenc~ group. family and social roles and status. Let us discuss each one of 
them in brichind understand their innuence in consumer decision prucess. 

5:'i 
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• Reference Group: A person's reference group has a face-to-face, direct impact or 
indirect impact 011 his attitude and behaviour. Groups with direct influence are the 
memhership groups. Membership groups can be classified as primary membership 
groups like family, friends, neighbours and colleagues with whom he has a 
continuous and informal interaction; secondary membership groups like religious 
membership groups. professional associations and trade union groups where 
interactions are more formal and less continuous in nature. References groups 
expose people to new behaviour through which they develop membership 
behaviour by using products and services similar to the group members. So, new 
groups exert pressure to confinn to group nonns, which influences the brand 
choice behaviour. People are also influenced by the aspirational groups to which 
they am currently not members but expect to belong at future period of time. 
Simiiarly individuals reject idea.s and membership norms of certain reference 
groups. They arc called dissociative groups. 

Reference groups influence consumption decisions, which can be studied by 
analyzing factors like product category, reference group characteristics and group 
communication process. The kind of goods and services used by a reference group 
is also a determinant of influence on the consumption decisions of group 
members. People generally resent strong pressures and hold directives. However, 
a participative approach of communicating group norm:, regarding consumption 
decisions can yield a better adoption by people in a group. 

• Family: Out of al! the social factors, the one most impo11ant al)d effective in 
influencing the consumption choice is tJ1e family. Aristotle in 4'' 8.C. defined 
family, as the association established by nature for the supply of man's everyday 
wants. It is defined as two or more people related hy hlood, marriage or adoption 
rhat reside together. The individuals who constitute a family might be described as 
members of the most basic unit of society or the most fundamental unit of society 
v.·ho live together and interact to satisfy their personal and mutual needs. Families 
are sometimes refe1Ted as households but not all househo!ds are families. A 
household might include individuals who are not related by hlood. marriage or 
adoption such as unmarried couples, family friends, roommates or boarders. We 
will use family and household synonymously. 

The simplest type of family in number of members is a married couple. A husband 
and wife and one or more children constitute a nuclear rami!y. The nuclear family, 
together with atleast one grandparent living within the household is called an 
extended family. When a couple creates a family with \heir children, it is cal!cd 
family of procreation and when they are a part of family with their parents, it 1s 
called family of orientation. 

Families have four basic functions, namely function of economic well being in 
which husband is the bread earner and wife is the home maker and the child 
rearer, function of emotional support in which the family attempts to assist its 
members in coping with personal and social problems; fonction of suitable family 
life cycle which covers upbringing, experience and the personal and jointly 
determined goals of the spouses. It determines the importance placed in education, 
career, reading and selection or other entertalnmenl and recreational activities. 
Family life cycle commitments including allocation of time for other members 
greatly influence the consumption pattern. For example, marketing or convenience 
and fast foods, emergence of shopping malls and out of the home entertainment is 
due to increased number of working mothers in households of India; the fourth 
function the family member socialization especially for children, is the central 
family function. This process consists of imparting to children the basic values 
and modes of behaviour consistent within the culture. These generally include 



moral nnd religious principks, interpersonal skills, dress and grooming stanJards, 
arpropriate mannt!rs and speech and sekction of suitable- educational, 
occupational caro!'er guals. 

Most mari...~1ers recognise the family as the basii.: decision making unit and 
therefore lhey mos1 frequently examine the artiludcs and behaviour of <1ne of !he 
family members "horn the:,, bdieve to be the deci~mn maker. They are also likely 
lo evaluate thr.: consumption role and observe tht! ~elwvioor of 1h~ member "'ho is 
likely to make the linal decision. 

• Roles and Stalll\·: Consumo!'rs participate in different roles in Jiffer,:nt groups like 
family, professiomil aoJ recreational association and fomial organisations. Their 
rolo!' is defined in terms of role and scatus. A role consists of the set of activities a 
p~r5on is expected to perform in all these groups - a.-. a father. as an ~mployce or 
as a member uf the work organisation Each of !he:::e rotes c..irries some level of 
status. A person working as lite vice president of a company enjoys more status 
than a markeling manager. Marketing communica1ion managers communicak 
various roles and sta1us through their brand association;:;. As a marl-.eter they need 
to be .iware about what kind of staius symbol ea~'h of the prodm:rs a.nd service<, 
carry for the i.::omumer. Jn H modern society. ~fatus comes from ai:hievernents.. 
source of inc<1111e- an<l rnaterialisllc ownership of pm<lucts and propt.:nies, whereas 
in an oril!ntal anJ trciditional society. consumers te:nJ tu get a status out of 
~cription and inheritanc..!. Marketing manar:.er., dew lop fm ourable brand 
associations b) linking their brands and pn:idu.:b ,\ ith the meaningful stalus 
CllMUtations in S\)C]t'ty 

3.8.3 lnOuence of Prrsona] Factors 

A person's comumprion behaviour is shaped b) hi:c; pl:'rsunal ch:ua,teristics. Thesi? 
factors include dt>mographic factors like age, income and language. l<!\.d of education 
and gender factors. his stage in life cycl~. occupation. economic i.:ircumstances, 
litesryle, personaliry and the self concept. People i..:onsume differ~nt 1-,.mds of products 
in different agt!" groups. Marketers Lake a colmt on the targt:I population·~ requiremellls 
and de-~ig.n produ.;ts and marketing programs with the !ife ,.tage llf rh~ con:rnmer. The 
..::ver-"gdn~ r,opulation in Japan is in need of produc1s and '>t'rvic<!s. "hich well help 
thcm in digestion, vkwing a1id 1nobili1y. So marketer::. finr..l a big rnar~et for dig<;>stive 
tabkts, g.lasses and walking sticks aimed at this si:gment of popul.:ltil'll whereas 
majority of Indians being in stage of y<1uth need quality ('ducalio11. technical training, 
housing anJ jobs. So tht: age- of the consumer a5 wcl\ as his stage in life will als<1 
influence his consumption pattern. 

• Occ11patio11a/ Factors: Occupational factors al;;.o intlucnce coni;umcr behaviour. 
Th~se faL'.tors incluJc both the type of job and nature ,1( job. Demand pattern for a 
blue-collar worker is differenl than that of a \\hit(:"-collar worl-.,;:r. 1--Ji~ product 
choico!', brand helicfs are influenced by his occupation. By nature •lf occupation. 
we mean the rc:gularil)· of incom~- Jf !he person is in a fu II t irne and pennanent 
job. hb con!>umption pattern will Ix- different than a person who goe~ in and out of 
a job. The financial conditions and income levds v.-ill innuenc~ his <lem:.1nd and 
consumption panem. 

In a lypical !".iruation, marketers look for the level of spendable inwme that lht> 
1arg~t st:g.rnent has. Whalsoever the con.<.umer earn:-.. he ,annot spt"ud it all as there 
arc 1a.'< related obligatory payments he has 10 mal,..e. 1his income is calkr..l 
dispo.<.able income. He will save some amouI1t of Inom!)' in the form of savings 
110d investments from his disposable income. The net from rhis proceeding is 
called spendable income. A consumer will be happy lo tind an overall increase in 
1he ::;pendable income level, wh.ich will allow him to allocaLe hi~her resources in 
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each consumption situation lfo, economic circumstnnces will influence his 
financial liquidity position, debts, borrowing power and attitude towards spending 
and savings. Marketers selling price value products in a developing market keep a 
watch on the trends in income and consumption pattern and spending and saving 
habits of target consumers. In the event of a boom like whal India is experiencing 
these days, marketers lend to make the products and services more affordable and 
luxurious for commodities and ~xpensive for personal categories respectively. 

• Lifestyle: Lifoslyle is also another personal fa.:tor influencing the decision of 
consumers. People coming from a different culture_ social class and occupation 
exhibit different lifesty Jes. Li fostyle i~ the wholesome pattern of living of a person 
in the world as ,;:-xpressed in his values and lifestyle partcms, in his activities, 
interests and opinions. It portrays whole person interacting with his or her 
environment. It is important for marketers to e~toblish a link between !he lifestyle 
of people with the associations people develop v .. ith products and brands. For 
example, a perso11 working in a Business Process Outsourcing (BPO) industry 
tends to show a different pattern of lifestyle rnmpared to som~one teaching in a 
business school. At a later slag,e, the former will be more oriented towards 
achievement whereas a professor III a business s1.:hool will be more oriented 
towards self actualisation. 

A study of lifestyle is called Psychographics. It is the science- of using 
psychological and social variables ro understand consumers and their usage 
context. The r~ are various rneasu res for i den ti fy i ng psycho g rap hi cs of peop 1 e. The 
way in which marketers facilita!\;' the expression of an individual's lifestyle is by 
providing cuslomers with pans of a potential mosaic from which they a:. artists of 
their own lifestyles can pick and chose to deYclop !he composition 1hat, for the 
specific time looks best. Psychographics deals with mental profiling of 
consumer's psycboJogical processes and properties. It is lhe systematic use of 
relevant activity, interest and opinion constructs to quantitatively explore and 
explain lhe communicating, purchasing and consuming behaviour of consumers 
for brands, products or set of products. Psychogrnphics is the method of defining 
lifestyle in measurable- term:;.. There are lwo frameworks used for the purpose of 
lifestyle analysis viz. AIO and V /\LS fram.:work. AlO (Activities, Interest. 
Opinion) fram~work model frames long sets of questions using the following 
measures to find out major dimensions of lifestyles of l.:u11sumers. 

• Perso11ality uml self-concept: f"l1e next set of persona! factors innuencing the 
purchase decision of 1:onsumers is personality and se If-concept. Personality refers 
to a person's consistent way of responding to a wide range of situations. 
Marketers are interested in personality as a way to target consumers. Are people 
with particular personalities more Jil:,.cly to buy ccriain prodw.:ts? Personalities are 
stable among people and do not change under normal circumstances. However, 
behaviours shown under conditions of intoxication. medication cannot be taken as 
pa.rt of personality. Individuals tend to show a systematic pattern of response and 
also demonstrate a stable set of characteristics to be considered under one 
personality cype. Our idea is to only make the reader understand what personality 
is and how a marketing program .:an influence the consumer·s behaviour. 

Th~re are various theories on personality. The~ are grouped as psychological, 
sociological, trait and factor theories of personality. The psychological school 
propounded by Frt:ud postulates that consume~ have three dyn:Hnic forces namely 
id, ego. and super ego and the personality is shaped by interplay of 1hese three 
internal fore-es. While id addresses the hedonistic desires of individuals. super ego 
attempts to play the moral policeman; ego is the executive that tries lo bring a 



balance between these two opp0sites. Per.;onality of individuc1ls is shaped b)· 
interplay uf Lhebe three forces. 

The sociolvgical theories of personality take a radical view and ossume that 
flersonality of :ln individual is shaped by hm\ he interacts and learns fi-om hi)> 
<!nvironmenl. So it has more to do with a person inleracting with society and 
se<!king po,..,er, love, care and appreciation, which in turn wil1 form his 
personality. drnracteristics. Karen Harney propounded the sociological school of 
p~rsonalit) which was subsequent!~ supported by maHy other.;_ 

Quite contrar) to the above two propositions, marketers follow the trail and factor 
theories for cle\eloping: consumer stereotypes for the purpos~' of application of 
personality ide:is in the context of marketing. Trails are relatively stable set of 
charncteris1ic~ that individual"s show in all possible situa1ions like aggression, 
patriotism or powcr-sed..ing behaviour. Many traits have a high degret: of 
relationship and 1hey ~xplain a broader variable called 'Factor of Personality·. 
!-'actors are independent var\;.1bks or characteristics explaining th<;! personality of 
the individuals. 

Marketing arrlicatiLln 0f personalily theorie-, is \ery evident in the field or 
advertisi11g. While trail and fac1or theories propagate ster<!otyping personalities in 
br~nd cotnnnm ication. $Os.' io log_il·al theories are used in advertiseme-nts e.g .. 
Raymonds' campaign in which the child apprecia1es the dr~ss of father, Santoor 
brand of soap in """ hich rhe moth1!1 of a grown up girl loob young~r alld is asked 
about the collegt> in which she studies; psychological tht:orit:s 1)f personality are 
applied in case, -..~hert: soml' ekm~nt of sex is hidden in the conlc.xt of marriag1:: 
and shown 1ri lhc ad\'ertis~menl e .g MR coffoe campaign v. ith lhe catch line ·you 
don't gel satisfaction b~ instant· is an exainpl,e ofuse of psyr.:hological th~ories in 
adver1ising. Pcrson.c1\il) explains totalit) of a person's make up rather than 
focusing on specific 3ction that he or she will take ill particular situations. 

Markc-ter~ u~t: self-conr.:c-pt lo develop brand pt:rson:ility . They exp~ct 1haf using 
self.coni:epr will help cu~lomers ro identify and match their personalities with thal 
of th<! brand. Sdf-concept ha:. various ctassificmions. Thert: is a reiil sdf or ac111al 
self. which is u.hat the r.:onsumer thinks he is: rht:re is an 1<leal self whkh explains 
how he w.c1n1s to hirnself; fhcre is the oth.:r self which is how he thinks he is 
being viewed by others. A markt!lCr need,; 10 kno\.v whicb kind of self the 
consu111c-r is likel) to ust' ill his product cfloicl:: context and accordingly project 
that self-concept in his marketing program. Jennifer Aaker in her semirial artkk 
on bruud p\~TSL'll<ility hns idt.>ntificd five traits as components uf brand pe~onnlity. 

(al Sincerity (£lown to earth, honest, wholesome- and che~rfulJ 

(bl Excitement (daring. spirited, imaginative und upto date) 

( r) C cunpet~UCl' I rel i 11 b le. in td 1 igc nt and success tu I) 

(d) Sophis1katio11 (upper class and charming) 

{e) Rugg.eclnes~ (outdoorsy and IOU!!,h) 

As a consumc!r, '>'e 11a1urally huy g(wds and SC'T\ ices that fit our self-concept or 
sel f-imagc-. A 11 of os i:arl)' around a complex mental picture of ourselves. 
Mark~lers should try lu develop brand i1nages that match the ~elf-imagt: of 
1he targ~t mark!!l. Of cours~. one's actual sdf-con\'.ept may difte, from his ideal 
self-1.:oncepl . Some purchases and possessions such as clothing, cars. furniture and 
lwus~s, nre mo,c- ~e111ral to self-concepl than others. Markel~rs of produclS that 
contribute strongly lo self-image {hairstyling. shoes, pl'rfurne, jewellery, 
c-yeg)ass<!s) need to assess their customers' sdf-concepts. 
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3.8.4 Psychological Factors 

Consumers are also influenced by the psychological factors. Internal psychological 
factors subtly guide the decision making process. These factors are jrnportant as they 
influence the reason or ·why' of buying. These factors arc motivation, leaming, 
perceptjon, attitude and beliefs. Lei us discuss each of these factors and how they 
influence the consumc-r decision process. 

• Motivation: Motivation !eads people lo move from a general level of need 
awareness to pursuing a specific goal and lo take action towards achieving tha! 
specific goal. Psychology helps in understanding how the consum~r learnt about a 
brand and how his memory influences l1is buying habits. Consumers have 
hiogenic needs driven by born instincts and psychogenic needs which arise from 
psychological states of tension such as the need for love, care and belongingness. 
A. need becomes motive only ¼·hen the need is strong enough to drive the person 
to act in a desired way. Various theories are available in literature ro explain the 
concept of rnotivation. 

Mas !ow· s hi ernrch y of needs moue I exp la ins I hat ind iv idu a Is follow a ry pica I 
pattern of need structure. ln nrder to fu](i]l their needs, they follow a hierarchical 
model in which once a lower order need is fulfilled. the customer pursues the next 
order of need. 

The human factor ahvay~ moves towards sati~fying certain basic needs as 
explained by Maslow. Therdure. a study of why a11d how a consumer is 
molivated to buy certain produc(~ a11d servic~s helps us in understanding 
c0nsum~r behaviour. Mash)w classified the needs of individuals as physiological 
needs, safety needs, social needs. esteem needs and self-actualization needs. A 
person would first satisfy his physiological need and then move higher in the 
order 10 satis(v the higher order needs. Thi! physiological needs include basic 
needs like hunger. thirst and sex. Safety needs include needs relat~d to security 
and protection. Social need~ inc I ud e sense of be 1 on gin g ao<l love. Esteem 
needs include self-esteem and rccogn ition ntcd. Self-actualization need covers 
sel f-deve lopmcnt and real isal ion need. People will try to satisfy the most pressing 
needs firs1 and 1hen move 10 tl1c ne.-..t level. Marketers help in giving signals and 
cues to make 1heir brand as fulfil I ing the most pressing need of the consumer. 

• Perception: Perception is a proces~ !hroL\gh which a consumer's mind receives. 
organises and interprets physical stimuli. lt is influenced by various factors such 
a:,; colour, size and brand. Perception ~xplains how consumer's process 
infonnatiol\. A motiv<1ted customer is ready to take a purchase decision for which 
h~ will search. process and interpret available information ahout products and 
services. It is a process of customers painting 1heir world with meanings about the 
products and service::.. Product or brand perception also depends on external 
environment, biases and loyalty of individuals towards other products and bronds. 
The problem of perception is that it is depcndm1t on each individual's ability to 
process and interpret the ph'.rsical stimuli, so the meanings for the same produc1 or 
brand will vary frrnn persnn 10 person. This happens been.use of three processes 
involved in perception, namely ,;;elective auention, selective distortion and 
selective retention. 

We are exposed to a huge amount of informaliun about the world everyday which 
also includes inform.at ion about products and services. Due to the advent of Internet. 
there has al~u been an infonnation explosion. Unforlunately, ability of consumer to 
process this huge infonnation and interest in evaluating this information is limited. 
His inten:sl is in evaluating information, which is peninent to his current goals and 
needs. He aclively searches this information and processes it fur developing 



meanings. In some cases. !hough he does not face a consump1io11 problem 
currently, he evaluales information passively due to his interest or expectation that 
a r)c"c-d may ari~e in future. His information proces~ing is mort> pa'isive and 
(Ingoing in namre. This behaviour of consumers is called sdccti\e anention. 

rtm,. individuals "ill process that in formation and notice That :;1i1 nu Ii which 
rela(es to one of 1heir current needs: individuals will noti,.;e those stimuli which 
they exp,ect lo use in future and finally, they will notice a stimuli which is largely 
Jt\liHing from !he con\'entiona) and traditional models of inform at ion for delivery 
of physical producl stimuli. An adver1is.:ment, which is very creative and differenl 
than 01hers in a sloL is likely Lo catch consumers attention b.:cause of this 
tle~iated behaviour Although indi"'iduals continuou::.ly <!-valuate information they 
M~ ;i]so influenced by une,\pected stimuli such as sales prornoliofl programs a.nd 
event~ organised around products and brands. 

Th~ informalion ~ti111uli sent by thl:! marketer or sender gets modifo.·d and distorted 
i.lue lo various exk'mal factors and the availabi[it)1 of previous information with 
1he individuals. J"his is called selective distortion process, which e.,plains the 
likelihood of consumers 10 mo<lify and twist tht1 information and interpret 
information in a way, whir.:h is different th<.1n the way lhl' company wan1ed it to b<!
mtcrprded anJ which w ii I tit lxtter in lo their prcco11cl!ptions. M ark.l.'tcr" 5 rok in 
1he ~elccti\.e d i~wn ion process is \ ery I imitcd. 

ririall~. people do not ha\e such a powerful memo!) bo'-: to rememticr illl the 
information aim<!-d al them lhrough various mar!-.eting. and .:umrnunication 
rroi?rams. ln thal case, they art! likely to reject huge amount of infurmalion and 
prionlill' whal set Llf information. chey are going 10 re1ain for furme use. This 
process is callc'J selective retention. Due to the process of selective retention. 
i11Jividual, tend {() remcmb<!-r only key benefil:c. or atcributi=s of product~ and 
brands and rc_icct a major part of marketing infonnat ion. 

• Leumi11~: Le.-rrning is closely related to knowh:dge, ~kill and intcnlio11 - three 
bask hehavioural charni:tcristics. It appt;ars that knowkdge and intc11t1u11 acquired 
1hrough e.xpt·-r1c11ce and skills, .::ome from practice. Learning is not direc!ly 
ubservt:d but rather is inferred from a change in performance. TIii', i11dica1cs 1hn1 
learning and performance are related but distinct concepts regarding the 
consumer. 

Learning bring~ changes in people's beha\liour due to experience nr □ pplic-ation of 
insiglil. Most human hehaviour is learned and pt"Ople acquire. ne\\ behavioural 
pattt::m~ and me:rnings through the learning process. Leaming occurs due Ill 

interplay of driws.. stimuli. cues and responses. Drive 1s a strong stimulus that 
impds customers to tnkc action. An important dl:!sire or pre~si11g moti\ation lakes 
the fonn of a dri\l(' v,hich breaks !he inertia and activates con<;urm.'n lo take 
decisions. A cue is a '-'e.ik stimulus. which in itsdf has no ability lo generate a 
response t,u1 has atiili1y to guide the dirc:ction of the effect of a s1r111ulus. It is like 
a c-arnlyst in a chl:!mical reaction. Ambience in a slore and colour of pack.aging are 
c:.,amplc.s of cues Peopk learn to discriminate between various similar stimuli. 
Discrimination i~ defined as the process in \~ hich the indiviJual learns 10 

re..:ot,!nise di/Tercnccs in :.ers of similar stimuli and can adjus.1 hi.-. rcsron~e to each 
d ift~rentiat111g stimulus. 

Learning theories help marketers design markering. programs and de-.ign programs 
to makt> customers learn about ~dective consumption in favour of company·'s 
prudui.:ts and branJs. The marketing manager can a:;so,:iate the olTer with the 
desired expeclatious of consumers, use cues to hasten 1he process of decision
making and mai1age lhe response pattern in the form of higho.:!r mind share and 
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market share. There are two approaches of learning as explained in the following 
paragraphs. 

(a) Cunditional Learning: This is based on stimulus-response behaviour and is 
b.:iscd on experiential learning. These theories postulate that learning can 
happen by comlitioning a relationship between 1he stimulus and respunsc. The 
individual li:!arns this relarionship through experience. This m;iy happen 
involuntarily or may happen due to the co11sumer's ac1ions. Pavlov's 
e:-.:perimenl on !he dog and bell is an example of involuntary learning in which 
the dog was forced to learn about (he bell; which was rung everytime the food 
wc1s served. In this case, food is the unconditioned stimulus, bell is the 
conditioned stimulus and the salivation of the dog is the desired response. ln 
BF Skinner's experiment of instrumental conditioning, the bird voluntarily 
tried lo press one of the switches and learnt to connect the particular switch 
with the food and developed the learning over trial and error method. 

(h) Cr)gnitive Learning.· This kind of learning occurs without previous experience 
and by use of insight and cognition. There is 110 need to have an earlier 
conditioning l>etween stimulus and response for learning. Wolfgang Kohler's 
.::>..perimcnt with the chimpanzee is based on lhe cognitive learning in which 
the animal used his own insights for using the tool kept in th<' cag~ to reach 
rhc bananas. ft u,;ed insight and self-estimation for the goal and developed 
kamcd response pattern through use of the stool to reach the bananas. 
Consumers are engaged in various kinds of behaviour, and use the sum-to\'al 
of their information. experiences, attitudes. values, beliefs, etc., to try to solve 
their problems and derive satisfaction. Consumer learning based on 
application of marketing knowledge is an example of cognitive cunsumption 
learning. 

• Affirude.· Consumers develop favourable or unfavourable attitudes lowards 
products or brands before 1hey decide to buy tl1e product or brand in the 1mirl-..et 
place. Formation of positive attitude is a oecessary condition for the completion of 
!ht' pun.:hase process. Attitude is defined as a favourable or unfavourable 
predisposition !hat people hold towards objects in the environment. An allitude is 
a t~nde-ncy to respond to a given product in a particular way. Awareness abour 
artitudes helps the marketing managers in deciding what product altribwcs and 
service components should be there in the marketing program to create a positive 
disposition. 

Attitude has three distinct components namely cognitive, affective and 
bchav ioural or connative. Attitude is an individual's enduring favourable and 
unfavourable evaluations, emotional feelings and action tendencies towards some 
nbjects The cognitive component addre-sses the rational and logical cvalua1ions 
whereas affective componenl addresses the emotional feeling that consumers hold 
1owards the objects and products and finally the connativc components addTesses 
1he 3.cfion tendencies. Attitude leads people towards a consistent way of viewing 
anJ responding to objects. 

• Belief\·: Consumers also have descriptive thoughts about products and brands in 
the market place. These descriptive thoughts are called brand beliefs and they 
intluence the decision making process of consumers. If consumers believe that a 
brand available in the market is good then it is very difficult to push another 
rroduct without changing the brand bdicf of consumers. Brand bellefs reside in 
consumer memory and often advertisers use it for building storyboards for 
rroducts and brands. The belief rhat diamonds arc forever made advenis('"rs to use 
a catch line Hi;a hain :,•ada ke hye in diamond advertising campaign. Marketers 
u~e neul ral nelwork modds to find out which is the desired set of assoc ia1ions that 



consumers hold !awards a brand and use them in their br:1nd promotion_ 
Cunsumer::; hold brand beliefs like 'Tatas are an ethically corre~\ company· and 
·'Son:, only sells premium brands in the television market''. This helps the 
marki:ting man:iger to decide where to position brands and whal kind of brand 
belief he \,ould love consumers to make for his hrand. 

3.9 CONSUMER BUYING PROCESS 

For certain product categories. the consumer taki:s his buying tleci~ion immediate]) 
wirhout much consideration. These are iti:m~ of dad) consuniption . When cunsumers 
buy produc1s and services without much consideration . they tend to show impulse 
bu~·ing behaviour. For some other product categories. mainly lu.\ury or durable items 
lh~ consumer thinks carefully before caking a decision to purchase them. Sometimes. 
thi: 1:onsumer m;_1)' also consul! others. Generally. the purchc1!)er passc:s through five 
distinct slages namely need or proble1n recognition, information search. 11hcrnative 
cvaluarion, purchas~ decision and post purc.hase behaviour. 
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3.9.J Stage of Problem Recognition 

A buying process starts when a consumer recognizes that there is a substantial 
discrepancy bet\\-een his current state of sati~faction and expectations in a 
consumption situation. Need is an internal state of felt deprivation. A consumer must 
have a countless set of needs but he becomes aware about fcv.. of !hem when a feels 
devoid of certain experiences of product or service, whose existence would have 
otherwise made him satisfied. This explanation assumes that consumers always 
become aware of their needs through internal process of realizatiun of deprivation. But 
in reality, the marketer can make the consumer aware about a ranicular 11eed through 
communication or the social environment may make him aware about a particular 
need. 

For example, needs relatrd to basic instincts like hunger, ~ex, thirst, etc. are the needs 
that have the capacity of self-arousal. Whereas social n,:eds like ownership of producls 
and services related to social class belongingness and s(atus are arou~ed by 1he 
individual customer's socialization process. Throt1gh marketing communication 
program marketers expose consumers to new products and services for the sc1tisfaction 
of<;ome latent hidden need. 

1\ ne,:d can be activated through internal or external ~tinmli. The basic needs of a 
common rnan rise to a particular level and becom~ a drive and he knows from his 
previous experience how to satisfy these needs like hunger, thirst, sex, etc. TI1is is a 
case or internal stimulus. A need can also be aroused by an external stimulus such as 
the sight of new product in a shop while purchasing o1JH::r usual products. There is a 
lwo-fold significance of need arous<'ll stage to a marketer. 

The marketer must identify the drive thal might actually or potentially connect with 
the product class or brand and make the buyer feel that the prot!uct cun satisfy his 
needs. 

He should also recogniLe that the need levels for the produd fluctunre over time and 
arc triggered by differem cues. The marketer can arrange cues to conform hener to the 
natural rhythms and timing of need arousal. 

So mere existence of a need does not initiate a decision making proccs~. When this 
need is \Jacked up by goal directed behaviour, it is called a motive. Mo1ives are more 
dy1rnmic and kinetic compared to needs, which are static in nature. Motives bring both 
propensity to search for information and propensity to spend energy 10 acquire that 
information. 

J.9.2 Stage oflnformation Search 

After need arousal, the behaviour of lhe consumer leads towards collection of 
available information about various stimulj i.e .• products and services in this c;:ise from 
vc1rious sources for further processing and clecisio11-making. Depending upon the 
inten<;ity of need discrepancy and urgency of the problem_ an individual reaches two 
states. The first state i~ called heightened attention where the consumer becomes more 
receptive to the information regarding the products and services he needs. He becomes 
alert to information related to his need as well as on alternatives about their 
gratification. If a consumer needs to purchase a te levi~ion. he wi !I pay more attention 
to TV advertisements. He keeps remembering the remarks made by friends and 
associates about TVs. J11 this case, he is slowly collecting the information through an 
ongoing or passive infonnation search process. 

If need is more intense and Lhe problem is urgent, the individual enters a state of active 
in formation search in which he tries to collect more in format ion about the produc1.. its 
key attributes, qualities of various brands and about the outlets where they arc 



available. His infonnalion search is direct nnd i.,; also observable through 
his behaviour. 

The first sourct of consumer information is lhc internal <;ource. fhe consumer 
searches for an) relevanl product iofom1ation from his memory box. If the 
information is nor available and in the case of ,;upporting available infomrntion from 
internal source for making a purcha~e decision he may collect information from 
external sources. txtcrnal source;; for desired infmmalion can !'>I! grouped into four 
cncegories. 

") 

3. 

4. 

Personal sources tfarnily, friends. neighbour!. and peer group). 

Co nun ere ia l sources or m arkel dominated sources ( aJ" e rt ise me nt s, sa I es men, 
d~.:ilers and c(impany owned sales rorcr.:). 

Public sources (mass media, consumer rating organisn1ion~. rrade associmion 
publicatiom, etc.). 

Experiential sources (handling, examining and using the product). 

At thi~ stage, the consumer is actively involved in lhl' 1:>uyi11g process and pays 
a"en1ion lo l'hl' product. However, if he loses irner.::-1 during this involvement, hi~ 
anl.'.ntion will bt> diverted and the buying-decision pro..:css will bacak down. In nur 
1:.,ample of the housewife requiring a v.a~hil'lg-aid, she ma~ luok for further 
information about these ma,hincs once- she hecnmt"s aware of such machine:-. The 
kind of infonna1ion she may look. for are the afrern:.itive washing 1nachi11e!> avaiJable in 
the market place, !heir relative price~. operational ~ffic1ency ..ind warranty and sen,ice 
facilities. 

3.9.] Stage of Alternative Evaluation 

One~ interest in a product(s) is aroused 0 a con-:.11m.:r enters the sub~equent stage of 
.:valuation of ahernatives. fhc evaluation stag~ represents lhe !>lage of mental 
(cognitive) and l!lflOtional (atleclivc) trial of Yarious pl'oduct alternatives. During 1his 
stage. the consumer msigns relative value-weights to Jilforl·n1 products/brands on thr: 
basis of accumulated stoi.:k of product information and drnv-.:s conclusions about their 
relative potential for giving satisfaction to his need~. When the consumer uses 
objective choice criteria, it is kno,\·n a'i cogni( i \-C c-,-aluat ion. ln 1h1;• case of using 
emotional re::mms for evaluating the alternative~. we call this as nlTe-ctive evaluation. 
Consumers. i:valuatc brands by w~ing e llher or both 1hc criteria in purchase situation. 

Evaluation leaus lo formation of buying intenliun that can he either to purchase or 
r,;:ject lhe prt)dui:t'branrJ. Intention is the forecasting of future rnurse of action. Tht> 
final purcha~e will, howe, er, depend on the strength of the positive-intention. that is 
the intention to huy. Jn our exnn1plc of the huusewifc. afler arousal of her interest in 
washing machines. sh1: will compare the stock of information she has accumulated 
about the different washing machine~ in the markc-t a11J then e-..aluate the value of 
c-ach one of thi::111 l'k:fore :)he deH!op~ !he intention 10 buy. Howc\cr. if she feels 1hat a 
v-.·asher-man/t\oman would serve the need then ,;;he may ,1ltogether reject the idea of 
buying any \\-ashing machine-. 

On the has is of the ~,. al u;:ition of behaviour of conswn~rs. the 111arke1er can improve or 
uevelop the product and segment the market on the basi!> (if producl !lllributes. So, al 
the naluarion stage, the consumer give~ relative \\eights to each factor for his 
purchase dee i::-ion and evaluates each brand cm the basis a f those factors for each 
alternntive. 
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3.9.4 Stage of Purchase Decision 

The consumer arrives at a purchase decision. Purchase decisions can be one of the 
three viz.. no buying, buying later a11d buy now. No buying tah:s the consumer to the 
problem recognition stage as his consumption problem is not solved and he may again 
get involved in the process as we have explained. A poslponemenl of buying can be 
due to a lesser motivation or evolving personal and economic situation lhat forces the 
consumer not t-0 buy no....,. or po~tponemenl of pu.-chase for future period of time. If 
positive attitudes are formed rowards the deci<led al!ernative, 1he consumer will make 
a purchase, 

There are three more important ~onsiderations in taking the buying decision: 
(a) attitude of others such as wife. relatives and friends. Interestingly, it depends more 
on the intensity of their negative attitude and the consumer',; motivation to comply 
with the other person's wishes (b) anticipated situalional factor.; such as e;,:pected 
family income, expecred total cost of the product and the expected benefits from the 
product and (c) unanticipated situational factors, like accidents, illness, etc. Both the 
influencer's negative attitude toward:,, purchase process and motivations of the buyer 
to overcome these inOuences will influence o no-purchase sitw11ion. The customer in 
this case is likely to go back again to problem rerngnition stage. 

Purchase is a consumer commitment for a produc!. l! is the terminal stage in the 
buying decision process thal completes a transaction. It occurs eitlier as a trial and/or 
adoption. Tf a consumer is buying .something for 1hc first time then from the behaviour 
viewpoint, it may be regarded as a trial. This trial enables him to a~cumulate 
e;,.perience about the product pun;hac;ed. lf this experience is positive in lerms of the 
satisfaction derived, then repeat purchases may occur, otherwise not. 

For example. when a new brand of bathing soap is in1roduced in the markel, the 
consumer may buy it for the firs\ time as a trial. However, repeat purchases will occur 
only when he is sa1isfied with ib perfonnance. But 1he possibility ofa trial pu{cha.s.e is 
not available in all cases. In the case of consumer durables such as scooter.,;. 
refrigerators and the lih, a trial is not possible. because once a product is purchased, it 
has to be adopted and repeatedly used. Adoption rneans a consumer decision 10 

commit to a full or furtber use of the product. In our example or the housewife, tbe 
washing machine is not open for a ~rial purchase: ii will have to be adopted only If the 
customer decides lo make a purchase. his post (:Onsurnption behaviour is studied in the 
next stage. 

3.9.5 Stage of Post PurchRse Behaviour 

If the prod uc1 matches his expectations. the consumer is satisfied, l f the perfonnance 
of the product exceeds the expectations. the consumer is delighted and if the 
performance falls short of expectations. he is dissatisfied. So post purchase behaviour 
leads to three siluations, namely customer is ,;,atis:ficd: customer is delighted or 
customer is dissatisfied. In the eve-111 of dissatisfaction, the consumt!r goes back to tl1e 
problem recognition stage and again undergo<'s the process of information search, 
evaluation of alternatives and final purchase. In the subsequent stages, he is not likely 
to include rhe rejected brand of previous round and will only consider the existing 
brands and new brand information that he acquired whil~ he was still evaluating the 
previous brand. 

Posl-purcha-se behaviour refers to the behaviour of a consumer after his commitment 
to a product has been made. It originates out of consumer experience regarding the use 
of the product and is indicated in 1erms of satisfaction. This behaviour is reflected in 
repeat purchases or abstinence from further purchase. A satisfied product-use 
experience leads to repeat purchase, referrals from satisfit!d customers to new 



cus10111er~, hight!r u:-.agc raw i;!nd also brand advocacy Post purchnse bt>haviour study 
also includes hm\ consumers use and dispose the product after consumption. Disposal 
of products l!Xplains rh~ emerging environmental issues rdatl!:d ro package disposal 
and its impacl on thc- environment. 

A ronsum\?r', deL'bion lo buy a product or service is the result of the i11te,play of 
man~ fon.:t'S or stimuli TI1t' starting point is the mad, .. elcr·s stimuli in the forrri of 

produc1 ofterLng throui;h a marketing program, whidi is "ommunicat~d through 
integrn!cd marl...cting ,:uinmunication methods. and the products are made availahle .it 

retail ou1k1s at a price. Th~ marketing stimuli for the product includt? devt'lopjng a 
nrnrle1in~ program by !nc,lting target markets and ,egmrnting markets as per the 
cus(o1nu· ~ needs aiHI requirements . 

3.10 CUSTOMER LIFETIME VALUE (CLV)
UNDERST ANDI NC AND APPLICATION 

A fundamental concept (lr Customer-Relationship Management is the lifetime value of 
a nt'W cus1on1er. The' b,1sic idea is that customers should he judged on their 
profitability to the firm over the total lime they ma~e rurchases. Profitability is 
usually based on net value. thal is, the mark-ups over cost Jess the cost of acquiring 
and ke<-"prng the custcimer. Fixed costs an: not considered hecause it is as~umed chat 
lhesc ~c-;b will b,: incurred with or withuut the particular CU'itumer. 

The <!.xampk prc,;;e11 I!> a simple method of doing the ealculatioos. l t is \,ast>d on the 
a,.:r.ig.:- cuslllnier Jml d1-es nnt consider the tirn,: value of mo11~y or the effects of 
marl-.1:1i11g <1<.:lion, ,;uch ,15 k1yalty programs and referral prcigrams. 

J.10.1 Approach 

The- s.implt'S1 appro::i..:h to lifetime value is to compute the average n~t rnvenue b} 
multiply i11g fo111 quanti1irs rogethcr: 

Avg. sak ' No. of purcha:;cs/year * Stay of customer "' Av~rag~ Profit% 

Ex(ln,p/1!: Considt>r u stati1)JlerJ store st>rvin~ small corpornte client-;: 

A\t'rng,c- ~:.de - ~ 2.000 

Number of purchas,:'>/yeur - ! 

Expected length l)(cu.'itotner stay {year~) - 3 

A ve-rn~~- profit mar~ in - :'cl% 

Thu~. the Lifotim~ net revenue:~ 2,880 

Having th< n..:t rewnue. the lifetime value can be determint!d by sub1racting 
acqui~ition and 11:lention cosls: 

Lifrtimc \aluc 
purchases) 

Lifet1mt· re\enu,: - Cost to acquire - (Cost to retuin / No. of 

If. for exa1nrk. the" alloc-at,:d cost tu an acquired customer from an advcr1isl;'n1en1 is~ 
500 and the cost to retain the cosromcr fer i::ach purcha~e a ftt>r the firs! one is t 20 
then: 

Net 1if,:ti111e valu~ of cu~loint>r = 2880 - 500 - (~O " 5) = ~ 2,'.280 

Three strategies can be follow,:d to increase the value of the cus1on1er : 

I. Increase ~izl! of average sales (tie-ins, package multiple ltems) . 

t,7 
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2. Jncn:ase the number of sales (find other customer-needs you can provide and 
satisfy them with). 

3. lncr(!ase pro lit margin ( reduce overhead costs, reduce cost of goods and raise 
price if market will stand il). 

A more sophisticated cakulation would probably include retention rates (percent of 
ctJstoiners who buy agriin), discount rates, effecl of loyalty programs, average annual 
purchase per CtJstomer (including increasing number of sales and increasing amount 
per sule to retained customers), mark-up of goods, cost to obtain a new custon1er. cos1 
per year to maintain a customer, cost to obtain customers through referrals, risk factor 
(that lhe customer will not pay). delay between order and payment (i.e., the account 
receivable days). repurchase cycles, ck. 

All of these consid~rations would need to he factored in a lifetime value model 
di:pcnding on the indust1y and company where Customer Relationship Management is 
lo be imp lemc11ted. 

Lifetime customer value r~fcn; lo the profit a customer is expected to generate while 
he/she maintains a relationship wi1h the company. The net margins on transactions, 
taken over aU channels ofa company determine customer value. 

This analysis is pussibk because a company can distinguish among CtJstomers and 
collci.:t inf()m1aliCl11 about individmd purchase histories. A good way tu tliink aboul 
lifetime value is to consider the- return on investment on 1he customer asset. The 
i11w::.t111ent includes the cosr to acquire and rewin the customer. Once obtained. a 
repeal purchaser whose rnst to maintain is relatively small becomes an asset that add::. 
to. the firm's profitability. 

The cosl to develop and maintain the individual customer relationship involve~ 
assumptions about the- direct and indirect marketing and management costs. 

r.ach eustomi::r is unique has a <liffcrent lifetime value, and has personal preferences 
that need to be taken into account. Despite these limitations, computing and 
und~rstanding lifetime customer value is central before implementing a CRM 
program. 

3.10.2 Applications 

Stral(!gy always hcgins wirl, some a.,,s.umptions. "Tf we do this, then the cuswmer will 
do thot''. ·t11e calcula!ioos of CI.V can help in following: 

• Retention Rute: Building relationships increases customer loyalty and augments 
the retention rate. Increases in the retention rate will reduce the costs of servicing 
cu::.tomers, and increase rhe r1;;venue per customer. 

• Re.ferrnls: Relation.ship L-.uildiog activities can turn your customers into advocates 
and lead them to suggest your company to their friends, co-workers or relativts. 
This works in business-to-busil\e!->S as well as consumer markeling. Referrals 
typical!y have high~r retemion rates and spending ra(es than other newly acquired 
customers. 

• Jncrea.o.etf Sales: Database activities can lead to increased visits to the store, larger 
avernge purchases, cross-selling or upgrades. 

• Redocetf Direct Cmts: Database ac.;tivities can reduce costs, in some case:., by 
changing the chann~I of di$tribution. Once you have customers on your database, 
you can learn more about them. and can increase your channels to reach them. 
You can send them e-mails. You can call them on the phone. 



• R<'.duced Marketing Costs: Well-planned datahase activities are <'ftcn much mnre 
cust cffcc1ive than mass adver11sing. Once you have your customers on a database. 
you will develop innovati\'e ways to marker to them . For exampl~. you wilJ find 
that somt' cu.:;toiners have a negative life,ime value . They are costing you profits. 
Wh~ sp~nd a lot of money trying lo build a rela1ion~hip with thi:s~ losers') Save 
~ our marketing mon~~ for people who can do you soml! good . 

Check Your Pro!!_rCs). 

Fill in th~ blanl,.s 

I. Stud~ of rnnsu111er beha-..iour assumes that consumer~ a1 e ------
in the market rlace. 

2. Each custome'r is uniqu~, has a different v:.iluc. and has ---- --
pen,onal prelerences that need to be taken into account. 

3 rhe con.<,umer decision process ex.plains the _ _ _ ___ process as 
well as individual behaviour for making product or service decisions. 

4. When consumers buy products and services withou1 mud1 considl!ration, 
lh~y lenJ 1!1 show ______ buying behaviour. 

5. ____ __ _ customer value refers to the prnfit a CU5l0Jnt'r i, e.\.pcctcd 
to geol!rnle while he/she maintains a relationship with 1he company 

3.11 LET VS SUM UP 

• Cun~umer behaviour is the srudy of why, ho\.'.. \\hal. where anJ hl1V. often do 
consumers bu) and consume di.fferenl products and services . lt tri~s 10 understand 
lht: process follov,,eJ by consumers in making product ,md brand 1.'.h<lict:s. 

• Knowledge of consumer behaviour is helpful co the marlo..cling managi"r in 
understandmg lhc needs of dilTerent consumt:r segments :.111d devi:loping 
appropriate rnarh.e1ing strategies for t'ach segment. 

• The study of rnnsumcr behaviour also provides an insight into how consumers 
.:irriw at the purchc1se- decisiC1n and what an- the k.ey vnl'iobks influ~ncing their 
decision prn\.·ess. 

• Tht: consumers fnllow a decision process characte-rized by problem recognition, 
information :,earth. alternative evaluation, purchusi; Jecision and pnst-purchase 
hd1m-iour. 

• Cunsumers also pla:y various roles in the purchase process, namely the role of 
initiator, inl1uenccr, gate-1..e~per. decider, bu)er. user, pn;par~·r, maintainer and 
dispo~er in th~ co11l(',t of a purchase decision. 

• An i11di, 1dual consumer·:; decision to purchase' a proJllct is in0ucnced by a 
nurnher of variabks. v.hich can be classified into four categories, namely cultural, 
snc1al. pcr;;onal and psycholClgicaf factors . 

• Cullural factors have a broader con5umption conte.,1 through whid1 th~ consumer 
!eams tht: ~i~nilkance of consumption. Sub-culture, social cla~.\. natinnalicy and 
religion are some <1 f the cultural i5sues influencing thl! dee is ion making process. 

• I he social factors include family , reference group, rol~s and slatus of individual 
i:u~tomer i11 innuencing his consumption behaviour. 
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• Consumers di ff er from one another in terms of their sex, age, education, in co me, 
family life-cycle stage, per5ona!ity and lifestyle and other personal characteristi~s. 
wh rch influence their buying behaviour. 

• Consumers differ fundamenta!!y in income, education level, taste :md age. In the 
pas, marketers had close and direct contact with the consumt!rs. which enabled 
them to understAnd consumers. 

• Consumer is the king around whom the entire system of marketing revolve~. lf 
anybody makes the marketing program ignoring the consumer rrcference:., he 
probably will nor achieve his ultimate objeclive. 

• The government a Isa plays a vita 1 role in protecting the interest and rights of the 
,onsumers. During the last decade. Customer Lifetime Value (CL V) has become 
the standard method for measuring the success of Customer Relationship 
Management programs. 

• Return on investment (ROI) is used for campaigns and profitability is used. 
part kular I y in ban ks, to take a snap shot of the pe rforrna nee of existing customer!.. 

3.12 LESSON END ACTIVITY 

·Technology i!i a powl!rful tool in inf1uencing and changing consumer behaviour. As 
new technologies emerge to disrupt indus1ries, companies of all sizes can·t afford t0 

!,it on the si<le lines. In a world where new technologies pop up all the time. th.:: 
mm panies that put cot\su mer needs first are in a position to ~vin ·. Prepa1e a 
prCSl;;!ntation on importance of new technology in studying consumer behaviour. 

3.13 KEYWORDS 

Buying Motive: 11 is the reason why a person or an organisation huys a specific 
product or makl;;!s rurchases Crom a specific firm. 

Culture: Jt is the wholesome way of consumers and e.xplains his mosaic uf living. It is 
a\\ ay ofl iving that dis ti nguishcs a group of people from others. Culture i~ learnt""d and 
trnn~mittcd from one generation to another. 

lifestyle: A person's activities, interests. attitudes. opinions, values an<l behaYiour 
pa\11:!rns in explaining his way of living. 

Motive: A need sufticicntly stimulated to move an individual to ~eek satisfaction. 

Perception: fhe rroccss carried out by an individual to rl;;!ceive, organise and assign 
meaning to stimuli detected by lhe five senses. 

Per.wnalit_r: The person's distingui~hing psychological characterishcs that Je3d to 
rdmivel)' consistent responses 10 his or her own environment. 

Physivlogirnl Needs: These are the innate (i.e .. biogenic needs) needs for food. water. 
clothing and shelter and are also known as primary needs. 

Reference Group: A group or a pt!rson lhat serves as a point of comparison or 
reference for an individual in the information of either general or specific values, 
an itudes or behaviour. 

Cmtomer Lifetime Vnlue: l\ i!i the net present value (NPV) of the future profits to bt 
received from a given number of newly acquired or existing customers during a given 
period of years. 



3.14 QUESTIONS FOR DISCUSSION 

1. Discuss rv.:o ~ituations, \\ ith examples, that show th~ in n111:nce of cu lturd 
subculture 011 consumer purchast! behaviour. 

., 

3. 

-1. 

Describe how reference groups can intlu<!ncc consumer'>' t"lllying behavil1ur. Give 
two <!'\amples. 

In what aspects roles and family can influenc, bu) ing behaviour? 

Discuss tht: impact of attitudes on consumer behaviour. with cxamp!t:s. 

5. What are the impon.ant ty p,s of decision.making approaches that consumers use? 

6. How can rJitTert:n1 situational factors influence the purchase behaviour? 

7. Wbat different dt:cision steps are involved in buying helm•iour? Do you think 
consumer!; ma) skip one or more ofthest: stages".' 

8. What is posl•purchase cJ issonance? Do consumers experiellce th is ;mx iery aftt:r 
every ly pe of purchase? 

('heck Your Progress: Model Answer 

l. Actors 

., Lifetime 

3 Internal 

4. lmpulse 

5. Lifetime 

3.15 SUGGESTED READINGS 

Sa1ish K. Batra and S.H.H Kazmi, ronsuml?I" B.:h,A1011r • Teri a11d ca~L'\", b,i.:t:l 
Uooks. 

VS Ramasw,un~, S Namakumari, Marketing Managemc111. Mm:miilan. 2003. 

Tapan K. Panda, ,\forkcting M1.mag!'menr, Excel Buok.s. New Delhi. 

Boyd Walker Larreche, Mt1rketing ,'v/anagement. McGraw Hill. 

71 
Consumer Beha~iour 



LESSON 

4 
MARKETING SEGMENTATION 

CONTENTS 

4.0 Aims and Objectives 

4.1 Introduction 

4.2 Segmentation 

4 .2. l Purpose of Markel s~gmentation 

4,2.2 Requirements for Effec1ive Segmentation 

4 .3 Segmentation Process 

4. 4 T ypcs of Segmentation ( Bases for Segmental 1011) 

4.4.1 Geographic Segmentation 

4.4.2 Demographic Segmentation 

4 A J Psych ogra ph iL"" Segmentation 

4.4.4 Behavioural Segmenlation 

4.4.5 Benefit Segmentation 

4.4.6 Geo-demographic Segmentation 

4.5 Targeting 

4.5.1 Selecting Target Mar!,.ets 

4.6 Positioning 

4 .6. I Positioning Approaches 

•U Applying the STP Process 

4.8 Target Marketing Strategies 

4 .S.I Mark et Coverage Strategies 

4.8.2 Niche Marketing 

4.8.3 Market Entry Strategies 

4.9 Application of Marketing Mix - Strategic Pcr~pcciivc 

4. ! 0 Let Us Sum Up 

,J.1 I Lesson End Activity 

4. 1 2 Keywords 

4.13 Qui!~linns for Discussion 

4. 1'-l Suggested Readings 



4.0 AIMS AND OBJECTIVES 

A fier study in g th is !es.son. you should be ab le to: 

• t::xplain the concept of market segmentation 

• [facuss the types of ,<!gmentation 

• l lnde~tand the imporiance of 1argc1i11g 

• Explain the concept of positioning 

• Siale the STP proce5s 

4.1 INTRODUCTION 

In lr:iditional marketing method, the marketer develops a product and then searches 
for customers. Whoso<!ver has the purchasing power is contacted for making a sale. 
f lov..ever. modern inarketing is based on the revers.c process, in which first the 
cus1omer's needs anJ demands me id~ntified and loo~ing at the feasibility of 11n entry 
in the relevant mark~!. th~ markc1cr develops a product and allied marketing program. 
The subsequent mark!;'ting. program uf the firm depends on how the marke{,.:r idemities 
the potential customer<;. profiles them, targt'IS them an<l r,ositions hi, offering in the 
minds of the customers. Thes<! concepts are studied under ,;,eg.m,mtation. t11rgeting and 
positioning popularly J...nown as STP (Seg:mcntati0n. Targe1ing and Poc;itioning). 

TI1e marketer h.is ,1 choice of tleveloping a prmluc! or service and selling it 10 

e..,~1")body a\ailable in the 1narl,;e1. In such an insiance. !he marketer has to spend a 
higher <.1moun1 of re!.ource to reach the prospective customr;rs. So the return 011 
marl-.eting investments ~r customer is k1wer. Some of the marke1ers lend to classify 
1hc nrnrl-.et on certain significant variables t)f group customers on certain 
charactc.ristics and then find out their deinand poren1i;:il and positio11 1he product in lhe 
in ind~ of customers 10 cri:ate a differentiation in rela1iu11 to competilors and thus enjo) 
comprt1ti\•e aLlvantage. This process is called markel 1arg('ting and consists 0f 
segmentation, tmgeting and pus it ioning.. 

S1.:gmcntatio11 in a business-tu-consumer marh.el i,;; a r,roi.:ess of dividing the large 
consumer marJ....:t inlo :c,maller group of customers wilh similar denrn11d patt..:rns. II also 
involves grouping of a few number of large customer<; into one se~ment due to similar 
demand partern for industrial marl-.ets. Targeting involves including decisi011s 
encoinpassing which nu1r~et(s) to e111cr out of the available market segment 
alterna1ives. Positionin_g i~ about the cuslomer's perception abuut the brand as being 
different from other brands on specific dimensitms, including product attributes. 
While po~it ioning is a customer Jriven strategy r.-1a1eJ to • hO\\ consumers perceive·. 
product diffrr~ntiation is related lO the marke1cr diffon:ntiating the offer cin cenain 
prod ucl attributes. Therefore, product d ifferemiat ion is an :mribute-bast>,1 
differentiation mategy, while p0sitioni11g is a customer-l~d percciveJ difference 
created by the marketer through its marketing program. 

4.2 SEGMENTATION 

Market segmentation i::. the process of dividing the- mar~et into dis1inct homugenous 
sub-groups of consumers with similar needs or characteristics thal lead them to 
re~pond in similar ways to particular marketing programmes. 

There e.-.:ic;t~ larg1;1 heterogeneous markets in which customers are ditl~rent from one 
,mother on various dimensions - by !heir place of dwelling and also rl1e kind of 
income they earn in society and the status enjoyed by them. So, the marketer has to 
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identify smaller homogenous markets where customers are more similar or have 
similar demand paHerns and he can develop a differentiated marketing offer for each 
of lhese markets. This process or sub-dividing the heterogeneous market into 
homogeneous sub-sections of customers, in which each sub-section may conceivably 
be similar to each other, is called market segmentation. faich selected market can ~ 
targeted with a distinct marketing mi:i... 

·1bus. market segmentation consists of tnking the to1af heterogeneous markl!t for a 
product and dividing it into several sub-mark.els or segments, each of which tends to 
be homogeneous in all significant aspects. 

No11-segmented Mnrken· 

Non-segmented market is the one which is no! uiftercmiated by rhe marketers for the 
promotion of thC'ir products. 11 is a singk market which uses the single marketing mix 
for the entire market. It is also called undifferen1iated market. Undifl'erentiated 
marketing assumes e,el'yone is the same and aims a particular product at everyone. It 
involves ignoring the difference among the customers and offer only one product or 
service to the entire- market. All consumer~ have similar needs for a specific kind of 
product. Homogcn~ous market or dcnrnnd is so diffused it is not worthwhile to 
differentiate, try to make demand more homogeneous. ll consists of single pricing 
strc1.tegy, single r,,romotional program aimed at everybody and single type of product 
with little/no variation distributed in the entire market via single distribution channel. 
The elements of the marketing mix do nol change for different consumers; all 
elements are developed for all con5umei·s. 

Examples include ~taplc foods - sugar and salt and farm produce. Henry Ford, Model 
T, all in black. F{lr more than 90 years, Coca-cola offereu only one product version to 
the whole marker. l·lamdard offers Rciohafza bas"'d on this strategy as it provides cost 
econorn ies. 

This type of strategy is popular when large scale production has to take place. It is not 
so popular now due- to competilion. i mrroved marketing research capabilities and toi.al 
production and marketing costs ..:an be reduced h) segmentation. The main objective 
uf this type of i1pproach is ltl have rnmdmu 111 sales. ll is advantageous for a firm as it is 
easier to plan and common for ull. h docs not miss aoyone. lt too has certain 
limitations. lt can bt> waste-fol lo 1g11ore scgmcnlation due to differences in customer's 
preferenc~s. lt can lead to disappointing sales bec:austi consumer needs within a 
market vary, one marketing mix could riot adequate):, satisfy the needs of the entire 
nrnrket. 

4.2.1 Purpose of Market Segmentation 

Market se-gmentation allows a marketer to tnke a heterogeneous market, a market 
consis1ing of customers with diverse churacteristics, ne-eds, wants and behaviour, and 
carve it up into one or more homogenem1s markets which are made up of inuividuals 
or organisation$ with similar needs, wants and behavioural tendencies. 

As in the case of (lifferentiated marleting strategy, unlo!SS there is a substantial 
difference among the segments, it will be duplication of efforts and wastag~ of 
resources to launch differentiated marketing programs for each of the segments. When 
there exists a cleal' distinction between segments. the marketing manager can use the 
re~ourccs in nn efficient manner by spending more on the segment with higher 
potential and rhen bui !ding other segmc:n1S for the future. 

A mass marketer needs to create a differentiation among his customers and then ma.,_e 
his product proposition fit each of the segments so that he can understand the 
homogeneous cus1omer needs and their evolution beher than an undifferentiated 



marl....eter. It also helps in better unders1.anding of th!;' competitive !.ituation in each of 
rhe segment,;;; _ _..,., Lb.;- degree of competition will vary across segments, the marketing 
manager need:-. to spend accordingly. The marketing manager can accurately identify, 
measure his markcling goals in terms of market share and mind share in each of the 
-,egmt"nts and rq.u!ate his company·s performance in each ufthe~egments. 

4.2.Z Requirements for Effective Segmentation 

Fi\e condiEillns must ~xist for s~g,n,entation 10 be meaningful: 

l. 

1 

A mark('IN must dekrminc whether the market is h~terogeneous. If the 
consumos product nt"eds are homogeneous, then it is sensele5s to segment lhe 
market. 

fhere must be some logical basis to identify and divide the population into 
relatively di~lincr homogeneous groups having common needs nr characteris1ics 
and whkh will respond to a m.:irkering programme. Differ.e11ces in on(! markel 
St.!gment should be small compared to differences across various segments. 

,. The total market should Ix divided in such a manner that comparison of estimaicd 
sales potential. wsts and profits of each segment can be done. 

,t One- or mon;! segments must have enoug.h profit potential 1hat would _jus1if) 
cle\.dl•ping and maintaining a marke1ing programme. 

5. fl must be po~sibk· TO reach 1he target segmen1 el'fectivel). For im-.1ance, in ~mnt:
rurnl area,;;; in lndi.1, there arc no media that Ciln be used to reach the targeted 
groups. It i!. also possible that paucity of funds prohibits the de, dopment required 
for a pwmo1iona! camp.iign. 

4.3 SEC MENT A TION PROCESS 

Markel ~!;'gmen1ation prrn.:ess 1._ depicted in Figure 4. I. 

t 
I Dctt:rm ine the nt:t:t.l of 111-: S~))!:mt:nt l I 

I ldi:n11fving_ the 'it."gmrm J I 

I 
D,:;.;1de which sq:rnem 1s most attrudi"e J 

I 
I\ the s.egm,wt profiwt,lc? I 

) r Po~ilioning for the scg.men1 
I 

f 1:-,:,,.pamlin/!- the ~m.:m I I 

( !ncorp<Jr.tlmg the ~tgmcntat1011 1n your markt."ling j I 

Figure- -I.I: Proces.s of Segmentation 

• Determi,ie the oeetl r,f the segment: What are the nerds of tht' customer!-, and how 
can you group ,;uswmers based on their need~? You have to think ur 1h1s in terms 
uf co11sumptio11 by customcr5 or what would each of y0ur customer like to have. 
For example, in a reg.ion. there are many normal restaurants but there is no Italian 
restaurant or there is no fast food chain. So. you came to know the need of 
consumers in that specific region. 
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• ldl!ntlfying the segment: Once you know the nt."ed of the customers, you need to 

identify that '·,.,·ho'' will b.: the customers ro choose your product over other 
offerings. Quite simply, you have to decide which type of segmentation you are 
going to use in this case. fs it going to be geographic, demographic, psychogrnphic 
or what? The I fl step give~ you a mass of crowd, and in the ~iwi step, you have to 
differentiate the people from within that crowd. Taking the same- above example 
of Jtalian restaurant - The targc1 will be children, youngsters And middle aged 
people. ltalian food is generally not preferred by old age people who prefer food 
which can be easily chewed. 

• .Declde which segment is most (ltf.ructii-e: Now, we approach t11e targeting pha,-e 
in the step5 1)t market segmentation. Out or the various segments you have 
idcnti fied via demography, geography or psychograph ic, you have to choose 
which is the most attractive segment for you. This is a tough quesLion to answer 
hecause one or them will be left out. 

l f you are using psyclwgraphic segmentation. U)en you need to target lhe 
psychology of consumers which takes time. So you will not be able to expand 
faster. But if your product is bask, then you can use demographic segmentation as 
the base. and e.\.pand much faster in surrou11ding regions. So this step involves 
deciding 011 nll the differenr fypes of segmentation that you can use. 

/\ttractiveness of rhe. firrn also depends on the competition available in the 
segment. lf Lhe compelilion is too much in a given segment. then i! does not make 
sense to take that segment into consideration. ln fact, that segment is not anractive 
at all. 

raking the above example of an Italian restaurant. the restaurant owner reali1cs 
that he hits more middle iiged people and youngsters in his vicinity . .So it is better 
to market bis st0rl! on weekends and mall5 where this target group is likely to go. 
The middle aged people can bring children and elders as per their convenience. So 
the 1 •1 target is the 111 idd le aged group, and the :t<1 target is youngsters. He is using 
a combin.Hion of demographic and geographic segmentation to target middle aged 
people in his region. 

• Is the segment pmfilable'!: So. now you have different types of segmentation 
being_ analysed for their attractiveness. Which segment do you think will give you 
the maximum ~rowd has been tkcided in the 3'd s1ep. But which of those segmenb 
is ruost protitablc i!> a decision to be taken in the 4•h step. This is also one 1nor~ 
largl!ting slep in the process or segmentation. For example, the Italian restaurant 
owner abcwe dt'ddes that lie is getting fantastic profitability from the middle aged 
group, bul he is geaing poor profitahi!ify from youngsters. Young:.tl!rs like fast 
food and they like socializing. So they order very less, and spend a lot of time at 
the table, 1hert'by re due ing 1he profitability. So what docs the owner do? llo\, 
docs be change 1his mindset when one of the segments he has identified is less 
profitabi.:? Let's find out in the next step. 

• Positioning for the segment: Once you have identified the most profitable 
segments via 1he steps of market segmentation, then you need 10 position your 
product in lhe mind of the consumers. The basic concept is that the firm needs to 
place a value on its products. 

Jf the finn wan ls a customer to buy their product, what is the value being provided 
to the customer, and in his mindset, where does the customer place 1he brand after 
purchasing the product? What was the value of the product to the customer and 
how valuable does he think. the brand is - that is the work of positioning. And to 
complete the process of segmentation, you need to position your product in the 
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rnin<l of yuur segments. for example, in the atxive case. we s.aw that the Italian 
ri:~tauranl owner was finding youngsters unprofitable . So what docs he do? How 
does he target that segment as weU? Simple. he starts a fast food chain right next 
to the Italian restaurant. What happens is, although the area ha~ other fast food 
restaurants. his rt!'!>lauranl is the only one which offrrs good Italian cuisine and a 
good fast rood rcstauran1 next door itself. So both, the miJdl~ aged rarget group 
and the young .. 1ers can enjoy . He has convertt:d the profit earned frnni the middle 
ag~d group, inro more profit, and has achieved top of the nunll ros1lioning for all 
peorle i11 his region. 

• 1£.xpattding th~ segmem: All segments need to bl! scalable. So. if you have found 
i.l ~cgment. 1hat segmen\ should be such that the bu~iness i.s able to t!Xpand with 
the I)~ of -.~gm~ntation chosen. Tf the segment is ver) 11il.:h..:- . tht!n the business 
\',,j]I ru11 out of its course in due ti.me. Hence the t:.'\pansion uf the scgrnent is the 
second last st~p of market segmentm.ion. In the ab<Jvc e:-.an1ple, lhe Italian 
restaurant ()Wner has the best process in his hand - an Ilalian restauf'ant combined 
with a fa!->I food chain. He was using both demographic and geographic 
segmcn1a1inn. Now lle starts looking a.t other geog:raphic segmcnh in otht>r regions 
where he can establish the same concept and expand his business . Naturally." ilh 
nwre expansion he will earn more profit!>. 

• /11corpora1in,: tit" segme11tutiou in your marketing vratl'f<)': 011ce you lt,1vc 
found a scg.mcnt whid1 1s profitable and expandable, )IOU need 11, incorporate th.it 
s~gmcnl 111 ~'our marketmg strategy . Ho,.., do you tl1111k Md )nnalds . Donurws or 
KFC became ~uch big chains of fast food'! They haJ a very dear prQct!s~ ot 
scgmcnlalion bec.:1usc ofwhiL:h it becaflle cas•~r 10 find ri:gion.~ 10 target. With lhc 
slep-; of rnarl,;et segmentation, your segments b<!rnme clear and then you can aJapl 
other variables of markl'ting strategy as per the segment being larg.t:ted . You can 
mo<lify !he products. keep the optimum price. enhanct: lhc dMributi()n and the 
plac~ and tinall.', promote dearly and crisply lo target audience Busine!>S becomes 
simpler due 10 the process of market segmentation. 

4.4 TYPES OF SEGMENTATION 
(BASES FOR SEGMENTATION) 

Mari...er segnie111?.tion invol¥es grouping and sub-grouping of cirn~um<C'rs on the hasi5 
uf similar hu~ ing diaraclaislics. There art! a number pf ba<;c~ on which su..;h 
s~grnenlation or grouping of consumers can be done. lhe l) pt!S of segmentation are 
di:--..:ussed he)o1\ : 

.i.4.1 Geographic Segmentation 

fhis is the simplest form of segmenting the market. H<!rc. the marh~1e.r divides the 
torgec m.irl-.ct in10 different _geographical units such ao;; nations. '>!alt"-. a11d regions . He 
ma) decide to 1'>pen1te in one or more than on"' geographical arc,b . Identifying the 
g~ographic.il location of 1he cus[omers i.e .. tht!ir place of residem:e h<C'lps in definin~ 
tht: segmcnb . t·or example, a particular brand may b--:: popular onl~· in North India, 
1he11 the Nonh Indian market can be divided on lhe bases 0t .t.on~~. villages.. cities, 
d1mate, eh:. 

A ch1ssic e.-..ample of gt!ographic segmentation is Amul, which wa.<; in11ially marketed 
,)nly in Gujarat and 1hen by str<C'ngthe11ing distribution network, the company "ent for 
a national launch . A rdail brand like MTR in itial I~ targeted t.tie S(.")uth Indian marl..e1 
for its products :rnd then move-d into the other rerritorit"s. This mcrhod of s~gmc111atio11 
is hi: 1 pful in ...:ase lhe wmpany plans for a regional ro ti out of the prot.lucts and dee ides 
to enter into tht: market by establishing itself in differ<!nr territories !>cquentially. 
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Companies can mat.::h their available resources with marker entry strategy if they can 
segn1enr geographically and 1hen plough back success from one market to other 
mark~ts. In a country like lndia. when we move across from one part of the country to 
another part. we find a number of local yet powerful brands sold in each geographic 
market. 

4.4.2 Demographic Segmentation 

While it is easy to find and group people living in one geographic loc<1tion, lhere may 
be a large variation in I.heir demographic characteristics. Demographic variables 
include factors like age, gender, family size, family life cycle. income, occupation. 
educ a lion, rn ari ta! status, rd i gion. race, gen~ rat i 01~, 11atio na lity. I an gu age am] soc i a I 
class, etc. Since consumer needs. wants and demand patterns are directly linked with 
demographical variables, this melhod of segmentation is popular among mruketcrs. 
These variables are easier to measure and one needs The help of demographic statistics 
to estimate the size of the market which serves as a key indicator for distinctive 
market segments. Marketers of personal care products like cos1m:tics. shampoo,; and 
beauty products segment the market on the bnsis of age and gender. Food marketers 
segment the marketer on the hasir, of age and life cycle stage to market various food 
itelll~. 

Age is an important factor while 5cgmenting the market as demand and brand choice 
of people changes with age. Life cycle is also another important variable in 
segmenting the market. People pass through different stages of life cycle like 
childhood. bachelorhood, young and married couple without children. couples with 
gwwn up kids. couples with children living away from paren!s and flnally a loner 
where one of the partner 1s dead. Customers tend to develop dilTerent consumption 
patterns al differenl stages of the life cycle, Human beings need 10 complete the rite~ 
of passage through the lifetime, which helps the marketer to estimate- the likely 
demand of products and services at different srnges of life cycle. 

Segmenting the market on the hasis of gender helps the marketer to calegorise 
prnd u cts s pee i fie a 11 y targeted for ma Jes ru1d fem ales. Marketers use gender differences 
for marketing garm~ots, personal care products, hikes, cosmetics and magazines_ 
Lakme is a popular Indian brand, which sells beauty car~ products to women only. 
Though VLCC is a personal grooming brand 1nrgeted for women. it has now ventured 
into the male scgml?nl. Bikes like TVS Scooty, Kinetic Honda are targeted towarJs 
women only. In the famous book 'Men are from Mars and Women are from Venus' 
th,.; author has identified a significant difference in the behavioural and attitudinal 
pattern of males and females. The women segment is more inlo socialization and 
community sharing and ma 1 cs, arc more goa 1-dri ven am] ind iv idua I ized. W h i 1 e women 
are found IO be hiking data from the environment while making decisions, men use the 
environment 01ore for achievi11g their goals. Some television channels also 
synchronize their programming by looking at whic\1 segment is lil_...e!y to watch 1he 
tdevi~ion progrnms. Brands lils.e Bajaj Pulsar, Fair and Handsome arc exclusively 
targeted for the male segment. 

Income based segmentation has a direct bearing on the brand choice behaviour an:d 
lifestyle pallern of consumer~. People in similar income brackcls are more prone to 
buy sirn ilar products and services. The customer's social status level is also linked to 
his source of income. Automobile majors, fashion gnnnenl..s manufoeturers_ hospiraJity 
and financial services industry player.. segment the market on the basis of income of 
consumers. In inally instances, lncome is not a sufficient indicator for product and 
brand choice. In the latest round of study conducted by National Council of Applied 
1:,conomics and Research (NCAER). it was observed that people Below the Poverty 
Line (BPL) who by strict definition of income classification should not hnvc any 



purchasing power are found to tie heavy purcha . .-,.,:rs of consumer durables I ike 
pressure cookers. bk:ydes. wrist watches, table fans and radios. This segment is also 
defined as Donom of Pyramid (BOP) market and research indicates a high propensiry 
of consumption in this segment Marketers are dc\doping different kinds of 
prndu.:t-markeling strategy for catering to these nrnrkets. Ninna is a successful brand 
1n Indian market, \,hich targeted to the lower i11come group of the sucil!ly and 
delivered. a promised value at a lower cost 

. ./\ bird's l!}'e \ iew of the Indian market makes us bdievo! 1hat the Ind 1an market can be 
classified into a market of fC1ur tiers based on income di::.tribution. Tier I right at the 
top. consists of a small and easy to reach segmcn1 of cu.~t,1mi;:r~ who are willing to pay 
high prices to have the latest in the world. Tier 1 is much l3rger in volume consisting 
or consumers who \,ill judicious!.\' balance price and henefit to pun:hase premium or 
high-end popular products. Masi multinational compa11ies wbo came in with products 
at prices catering to the top lier have heen forct:d to 1mwe to thb tif.:L the most visible 
being the liqm11 majors, spans ::.hoes world leaders and branded apparel makers. Tier 3 
1,:011s ists of con~umers who have a definite ceiling on hm, much they can spend and 
look at the bes1 available benefits at that price. Tier --l is the- mm,1 populated tier and 
consis1s of people \\ho are just entering the arena of consumption - the first-time 
consumers whose- needs and wants are minimal c.J'.> <1rc their pun.cs_ fhere is gri;:ater 
value in terms of po!l'mial demand in the lower tier of 1h.: market than in the rop tiers. 
What is needed i~ rdentlc~s etlorl to de\c-lop the c,,s, capability mid appropriate 
products, which can appeal to the lower tiers. 

Demoii:rarhic
Varfables of 
Segment1Uion 

T:ihle 4.1; Coniponl."nh: ofDemo~raphic Variables 

Components 

Fanulv Life t '}1:k Bad1,:lnrhoc,.I. Youn~ Married Cotipk. Y"ung MJn1nl (uuµk with Small 
Ch1l.lri:n, Yuung,:st Child over ,\g,: <11 "11\. (1W\\n Lip (Juldrcn llependant on 
Pan:nb. Urown Up Chili.hen n<H living w11h l'arcnl~. OIJc:r and '::iin~k- Pe.ople 

(i.:n~kr Male. t,·emak 

1·.du.:alion 

Religit)n 

Below 10'1' das~. l_i11der Gradua1t', (,rndui.tts. P1L,fe,s1onally Quallfici:l, 
·1 ec:hnicolly Qu,111 lit"r.l 

Hirn.lu, Mu~ftm. Christian. Silhs 

National I l~· I llllian. Amcrkan_ f'.n[!lish man, Pak 1~tan1 

Jfoce A~;ins. Drnvidians. Ni.igas, lllacks. Trir,,;1, 

Income ( Month I~ I Bclnw 50()0. 5000-I 2..000, 12.1)0{1.:,01~~,. ~(J.000 ~n(I .iho\ e 

O,Tup,alion F:m11t'r~. l'\on rarm Serte>r \Verh•r, \.il~ri.:d Cb~, Busm~~,man. Rcurcd, 
~!u1knt~, I lncmplo~ed and Proi'e~~it>nal, 

(ien.:r.:ll1N1 Imperial Olthe\_ l'a1ri;:i11c Indian.,. lndbri fl.ihJ Boomer~. (jcn..:rnuon X and 
r,,,,n\' Gt"nt'ratino 

w..:1.tl Cla..<.S \.()\,er-Lower CIJss. Upper-Lo11 er U.1,~. l..)1\Cr Mir.Idle (1,155_ l lppcr Middle 
lb,~. Working f_ la~,. Lower Lipper C la~, ~nt.l llrr..-r L1_rpcr l la.,;s 

Modem market can alc;o segment the market on lh~ ba~is of cohorts. Each of the 
g:eneraliom; gets influenced by the events of their tim~- The~~ events arid living 
patterns are rellccted in lhc fashion. music, movies and thought process. The icons and 
1hcir styles have inllucneed genres and people can be segmented hy g~ncrat1011 also. /\ 
bird·s eye vic-w of lnt.!ian fitm industry classifies g,:-nerntions hy icons of each p~riod 
like Dev Ananci's era, Rajesh Khanna's period, Amitabh Bachdrnn's age and the 
current· genre of Shahrukh Khan. People in each of 1hi;:;sc gen<!ralions have lheir own 
slyles, inter<"st in music and foshion palt!;'ms. The members of same cuhorl share the 
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similar major political, economical and cultural experiences and huve- similar outlooks 
and value systems. However !ife stage analysis reveals that two customers 
representing the same cobort vary in their lite stages and psychogrnphics. 

Another impomrnt base for demographic segmentation is social class. Customers in 
one social class tend to behave in similar patterns and they behave differently across 
the social classes. Social classes arc hierarchical in nature and one is placed either 
above or below another social class. Though social classification in lht: West is based 
on various factors like source of income, profession, possessions. it has a different 
connotation in the form of caste system in the Indian heartland. Urban India has a 
social classification similaT to the western world. Marketers associate their products 
and services with aspirations of pi:ople by proj<!cting the idea of product ownership 
just above the real class of the customer. Customers for automobiles, holidays, 
clmhing and retail stores art: scgme111cd on rhe basis of social class. 

4.4.3 Psychographic Segmentation 

Other lhan the demographic methods of market segmentation, segmentation on the 
basis of psychography is another popular method among marketers. Psychographics is 
the study of lifestyle uf individuals. )I i11volve5 developing sub-group identification on 
the basis of psychographical charactcrislics. Lilestyle is a person's enrire way of 
living. It reflects the person's living as a combination of his actions, interests and 
opinions. Marketing researchers have tried to measure consumer ps;ychography by 
undertaking various studies and developing dimensions for m<1pping the individual 
lifestyle patterns and using them subsequently for the purpose of segmentation. 

One of the popular methods of psychographic study is AIO framework, whid1 
explains the individual's lifestyle pattern as a i::ombination of his activities, interests 
and opinions with demographic explanations. Table 4.2 represents the AJO framework 
variables. 

Table 4.2: Common Life Sryle Oimen!'iions 

Activities Intcre~ts Opinion~ Demo~niphics 

Work Family I 'hem5.e l ~e~ Age 
Hobbies Home 5:o~-ml i ss u\' ~ Educaliun 

Social ~vents Job Poli1ics lncrnne 

V;1cation Commun it: Bu~ini:~5 Occupauon 

Entenainmenl Kecrc:niu11 [rnnomic, J.amily size 

Cluhs Fashion Educau,in Dw,:llini 

(('lrn1nunily Fm~d Products Gtography 

Shopping Media Future c,1y size 

Spun~ Achicvcmcrns Cultur~ Lift C) de stage 

Unde~1andi11~ VALS Network (Prt~{ilin.g your Customer): Stanford Research 
[nstitute (SRJ) developed a popular approach tn psychographics segrncnlation cafled 
YALS (Values a11d Lifestyles). This aprroach scgmenled consumers according to their 
values and lifestyles in USA. Rc5earchers faced ~ome problems wi1h lhi~ method and 
SRJ developed the VALS 2 programme in I 978 and significantly revised ii in 1989. 
VALS2 puts less emphasis on activi1ies and interests and more on psyi:hological 
drivers to consumer hehaviour. To measure this, respondents are given statements 
wirh which they are required to state a degree of agreement or disagreement. Some 
exam pies of sta1ements are: 

• J am often interested in theories. 

• I often crave excitt:ment. 

• l liked most of the suqjects l studied in school. 



• I like working with carpentry and mechanical tools. 

• 1 must admit that I like to shO\\ off. 

• l have littlf' desir.c' to see lhe world. 

• I Ii kc heing in charge of a group 

• l hate ge"ing grl!ase and oil on my hands. 

According fo the present classilieiltion schemer, V /\LS has two dime11sions. The first 
dimension. primal) motivatiom. determines the type of goab tliat individuals will 
pursue and refers to pattern of attitudes and ac1i,,.i1ies that he-Ip ind11, iduals reinforce. 
sustain or moJify their social self-image. This is a fundamental human need. Tht: 
second dimension. rcsourre'>, reflects the ability of individual~ to pursue their 
dominanl rnorivatinns that includes the full rnngl! of physical, psychological, 
de-mographic and material means such as self-confidence, interpersonal skills, 
inventiveness, in1dligcnce, eagerness 10 buy, money, position and education, etc. TI1e 
qu~slions above are dc:iig1Kd !(l classify respondents based on their primary 
n10tiv!.'ltiom,. Stan ford Re-search Institute (SR I) has identified three basic motivations: 

I. Ideals (J1ri11ciple): lndividuills are guided in their choices by their beliefs and 
principks and not by reeling~. desires and events. 

2 .4chievem,mt: Individuals are hea, ily influenced by actions, approv11J and 
opinion~ of 1)th1::rs. 

3 S~lf-ex.pres,;inn (11cti111tJ: I ud11- iduab desire ph~ ~ical and social activity. ,,.aricty 
and risk ta~ rng,. 

Based on the: ..::unccpls of ba .. ic molivations an<l ro;:sourc~s, the typology hreaks 
consumer-. imo eight groups. 

P,1rnJr-,' 
M1,tl\•:.tt1r1r1 

High R-ei..nllr{~ 
Hljlh rn~, .. Jtl,1t1 

Li.:i-w t{~::.;.tmc,c~ 

l.ow l1moliii"!ll1l 1 r1 

Figur-e 4.2: VA LS Segmentation System - 8 Typologies 
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I. lmwvator~· (formerly actuali.w:rs): This segment is small in size compared to 
orher seven but may be the mu~t attractive markets because of their high incomes 
and they are the leading edge of change. They .are among the established or 
getting established leader~ in business or government, yet they seek challenges. 
Image is impurtant to them as an expression of their taste, independence and 
character. These people are successful, sophisticated, active and with high self
esleem. They are interested in growth and development; they explore, and express 
themselves in rnany different ways. T11ey have social and intellectual interests, 
and are open to social change. They are guided sometimes by ideals and at other 
times by desire and an: fond of reading. They prefer premium products to show 
their success to others. 

2. Thinker5 (formerly /11/fille,I): Thinkt:rs are motivated by ideals and exhibir 
behaviour according to the views of how the world is or should be. They are 
mature in their outlook, satisfied. comfortable, an;: well-educated, reflective 
people who value order, knowledge and responsibility. They like their home and 
family are satisfied with their careers and enjoy their leisure activities at home. 
They are open-minded about n~w ideas and accepl social change. As consumers, 
they are c0nservative and practieal. They purchase products for their durability, 
functionality and value. 

3. Believers: 1.ike thinker~. believers are abo motivated by ideals: their basic 
approach to decision-ma~ing is rational. Believers are not well-educated and the 
mom] code of conduct is deeply rooted in their psyche and is inflexible. They are 
conservative, conventional and have deep beliefs based on tradition, family, 
religion and community. Thdr routines are established and largely influenced by 
home, family. religion and social organisation. Their behaviour as consumers is 
predictable and conserva11ve. Their income is modest but e11ough to meet their 
needs. 

4. Ac.:hiever.'i: They are motivated by the uesirc for achievement and make choices 
based on a desire to enhance tlldr posltiun, or to facilitate their mov~ to another 
group·s membership for which they c1spire. They have goal-oriented life-styles 
and a deep commitment l(l career anti family. They are more resourceful and 
active. Achievers are inclined to seek recognition and self-identity through 
achievement al work and in tht'ir personal lives. They have high economic and 
social status and palrunise prestige products and services and time saving devices 
that exhibit success to 1hei1 peers. The_v value consensus, predictability and 
stability over risk, and intimacy. 

5. Strfrers: They arc trendy and fun•lo,.,ing and are motivated by achievement. They 
are dep,mdenl on others to indicnte what they should be and do. They believe 
money represents success and never seem to have enough of it. Their self. 
definition is based on approval and opinion of 01hers around them. They are 
im pulsivc by nature, get easily bored, are unsure of themselves, and low on 
economic, social a.nd psydwlogical resources. Strivers try to mask the lack of 
enough rewards from their work and family, and to conceal this, they auempt to 
appear ::.tylish. They try to emulate those with higher incomes and pos,:;essions, 
generally be-yond their reach. Strivers are active consumers, shopping to them is 
both a sociaJ activity and an opportunity to show their peers their ability to buy. 
They reud less but prefer to watch television. 

6. Survfrors (formerly stru,:glerJ): rJ1ey have nJirow interests; their aspirations and 
actions are constrained by low level of resources. Strivers are comfortable with 
the fam i I iar and are bc1sically concerned with sa fe1y and security. They are ill
educated. with strong social bonds, low-skilled and are poor. They feel powerless 
and unable to flave any impact or influence on events ,md feel the world is 



changing too quickly. As consumers they shov. th!! stron~esl brand loyahies, 
cspecia lly if they CaJl purchase them at a discount. They are o.:nutiou!. consumers 
and represent only a modest market. They watch a lot of tel~vision. read women's 
magazine!, and tabloids 

7. Experience,.-.: They are ~ouog. full of vitality, enthu!>ia!">ti..::, impulsive and 
r~helliou~ and n10ti•,:akd by ,;elf-expression. The) are avid consumers and spend. 
high proponwn of their income on fashion, entertainment and socialising. Their 
Jesire is 10 fed good anJ having "cool" stuff. They nr<! colkge-educated anu 
much uf their income is disposable. They have an ab!-.1ract di!>regard for 
conformit~ and authority. Experiencers seek excitement and variety in their live~ 
Jlld like to tah.~ risks. Their panems of values and behaviour are in the proc<.!ss of 
b~ing fnrrnulated. l11cy are fond of outdoor recreation, spor1s .'.Ind social acti\lities. 
They spc11d heavily on clothing. 111usic and fast food. 

8 M11kers: Their motivation is self-expression. Th~y like 10 be ~elf-su!Ttcicnt. have 
sufficient i11come and skills Lo accomplish their desired goals. Makers an: 
en~rgctic. lih.C' to experience lhc world, build a lwuse, have families, raise children 
and hav._. suff1cii!nt skills bao.:ked with iocome to accomplish lhC'ir projects. Tlwy 
arc pracli-:al people and have constructive :-,kills and energy to catr) out their 
projects c;uccessfully . Their outlook is consetvative. thl!y or~ suspicious of new 
ideas. respcc1 govcrnm<!nl and authority. but re':.ent an~ intrusion on 1heir ri~ht~ . 
fhe;- arc 1101 impressed wi1h oth~rs' wealth and possessions. 

For s~veral reason'>. ps.ychographic !'.egmentarion varnibles are used on a limited scale 
To accuratel~ m~asurc psychographic variables i5 rather difficult compared lo other 
rype:, of segin~'ntation ba<;t!S. fhe relationships between psychog:raphic variables and 
con<.utncr needs are often ditlicult to document. Also, certain psychographic segments 
may nul he ri:ad1ablc. For ~ .... arnple, it may be difficult to reai.:h intrnverted people at 
rea<.onabk cost. 

4A.4 BehaYioural s~gmcnt.atjon 

In the case: 1,[ behavioural segm<!Utation. the rnar.,.et is divided on rite basis of purchase 
dccisiun and pwducl or brand usage made by consumers. For e11.ample. Criticarc 
( Medical lmtrumenl Manufacturing Company) has di\lided ils De.I hi market in SL\ 

buyer groups, which are as follows: 

I. Mo.\·t M0tfrm Hmpitals: Escorts Heart and Research Center, 13atrn Hospilal and 
Researo.:h Centl'r. Apollo Hospital, etc. These hospitals are con!-.tantly on the look 
out for n,;;:w in<;trumenh to become more emcien1. As the Purchase Manager of 
Escorts Hc.:111 nnd Research Center said. "We always want to be the first unes In 
buy new 1echnologies·' 

, Au1011onw11.~ Hospitals: for example, the All India Insti1ulc of Medical Sciences. 
lkre, the most important intluence 011 purchase dcci<.1on is of the spe1,;ialist 
doctor~ and the heads of tht rc:spective departments. E\lcn if1he~ go in for lenders, 
technical sp<c:cificat1ons. rather than price alone, influence: the pun.:hase decision. 

3. GOl'emme,rt Hospilal:,: Ram Manohar Lohia Hospita.J. GB Pant Hospital. LNJPN 
.Hospital. elc. Here the rYkdical Soperintendent aod the Financia) Controller 
inOuen..::c th( purchas:e de\·ision. They generall) dc:cide in favour of the lowes.r 
quot<! . 

-l . Medium-l·ize Private Hospit11/s: Maharaja Agmsen Hospi1al, Shanti Mukund 
Hospital. Ne. The:: use a hknd of quality ant.I price consiJerations. Generally the 
choice uf Medical D ireclor is final. 

5. Nursing HomeJ: Kukreja Nursing Home, Girirnj Hospital, ete . Generally they 
have one operation room in which they use pulse oximeter. To get their nursing 
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homes recognised by the Ministry of Health, it is essential for them to ha\le pulse 
ox meters. They also go for quality, low price and after-sale service. 

Freelrmr:ing Anesthetist: OoctoT-Anesthctist who are attached with different 
nursing home.c; have their own pulse ox meter so that they ca11 use where this 
facility is not available in the nursing homes. 

In the case uf volume segmentation, quantit), purchased is the b~sis for segmentc1tion. 
ii attempts to identify frequent users of a product category or brand. TI1e 80:20 pare 
suggests that eighty percent uf customers buy twenty pcrcen1 of products and twenty 
percent of them buy eighty percent of products. So it is possible to segment the market 
on the basis of usage rate and classify the buyers as heavy users, moderate users and 
light users. Products like cigarettes. wine and personal care categories are classified on 
the basi~ of volume segmentation. They can also be grouped as bulk buyers. 
sma!l-scak buyers, regular buyers and one-time buyers. 

An alternative method of segmentation is brand us.er segmentation. The marketer tries 
to identify the user charai.:terislics on the basis of brand usage as brand users, brand 
triers and non-users. The non-users are motivated to buy through introduction of new 
prod uc:ts appealing to the non-user seg.ment profile-. 

Guyers of different brands may not be fmrn<I to be different from one another on 
certain di'iti11guishable characterislics but a marketer would like to segment the marl...d 

on the basis of certain distinguishable elements so that he can reach them effectively. 
The objec1ive of doing a product-based segmentation is to influence generic demand 
of customers ;ind convert their demand towards selective demand for the brands. 

Marketers arc also interested in attracting 1101 only brand use1s but also the consistenl 
users of the brand. The repetitive purchase panems of brands are studied to classify 
customer~ into highly loyal, modera1e!y loyal. switchers, disloynl and fence sitters. 
When the company is able to identify the brand loyal users. he can develop 
appropriate marketing strategy to attrac! the customers who are loyal to competing 
brands. So it is possible co ;.eg_ment the market on lhe basis of brand loyalty. 
Companies develop relationship-marlr..eting programs to keep their loyal customers 
happy. Man:, companies have also starteu key account management programs 10 

attract and ke~p their loyal customers. This is based on an assumption that the t.:ost to 
serve loyal customers is Jcs;.er than to make the ne'"' customers. 

Marketers ::ilso segment the market on the basis of situation segmentation. Many 
marketers are happy with id~ntifying the segments and profiling the segment" and 
they do not attempt to find out how customers. are experiencing the brand and what is 
their ultimate way of using the brand. Peter Dickson suggested the person situation 
method of segin~nting ,he mark.et in which the mBrketer can go deep into 
understanding 1he buying pattern of consumers in difterent si1uations and then group 
customers on the basis of their brand usage situation experience. This method is based 
on an assumption that people buy different products and brands in differen1 usage 
situalion~. A person may select a business c!a~s ho1el when he is traveling alone for 
1he purpose of business whereas in a family holidaying situatiml, he may prder to 
hook a lei~urt' tourist reson to spend time with his family. 

4.4.5 Benefit Segmentation 

AH the ahove methods of segmentation are based on a post facto analysis of the kind 
of people who make up ~pccific segment of a mark.et. These methods help in 
describing !he characreristics of different segments rather than finding out what causes 
these scgmen1s to develop. People suggesting benefit segments ground their idea on 
assumption that benefits people expect out of the product consumption situation are 
the basic reason of purchase and customers can be grouped as per the basi,.:: reason of 



lnt:ir purchas<!. Benefit segmema1ion involves classifying buyl!'rs according to the 
benelils they expect (get) from the product. Let us look at the foll1Jwing list of benefits 
dt'rived from !()olhp<.Jstc. 

Table -t3: Benefit Srgmentatioo ortlie Toothpaste Marl.el 

Benclit Segmurb Oemographic:.s Behavioural Psychogrn phic:i; F:wourl"d nram:h 

L,<'nnmy (I.ow Men llean usen- l!igh autonom\ [\,Jnus on ,;.ak 
rnccl value ,ll'1cnh~d 

r<k,1it:in:il f [k..,_ay 1..irgc: fomilic, Hc--J~Y users l ly?(Xhondn~c Crc,l 
prcH·nrmn) 1:nns.:r- ::iti\>.: Maclca11·s 

c.,,mctn; ( 11nght T eeiUJ!:t'rS, yn1.mg ~mokers Ii 1! ti ~ncrnhi Ju} l lllr:t Brig ht 
aJldts t~.cth) a1:Livc 

T Ne (\rood la.~((') Children Sp.:an11im 
lovers H1th ~clf- Colgnri: 

in 1°01 vein( 111 

S011ru: !\d~pled from R,r~i.,,11 J Haley, "Lkntf,1 Scgmenrnnow A D.:,i-"111 Ur,-,n1cd R~,~a,d1 Tr,ol", .toumal of 
M.u~<:tmg. July I %J pp. 1o-_\~ 

Markders can do benefit segmentation by a fhree-stag,e prC"Jct:s:., Th,;: 111arketer need:, 
10 conduct exploratory research to develop a comrlek listing of benefits of pnssibk 
value in segmen1ing the relevant market. Then the m1:1rk~kr dcvt:)up:, a sensitive and 
1cliable sc.1le to measure major attitude dimensions. 

Fmally, lhe marhela develops quantitaJive measurements of 1hc market. usuall) 
invr.h ing a na1io11al sample. resulting in clustering or respondents bv 1111:ir attitudes. 
Individual cluster~ are developed and described in terms. of their bcha, 1nur, !ifes~ le<;. 
demogr..iphic:; and other rele,•ant charactcristi..::s. Su ea..::h of the :,Cgments are 
lli<:criminated by !heir attitudes and difference:, in thc:ir hehaviour are nnalysed through 
deHc·loping mu ltipk cro:.s-tables. 

4A.6 Geo-demographic Segmentation 

fhere are ~everal commercial geo-demographic :-.egmt:ntatkm scheme!> a'railable, that 
combine demographic::; and geography as a segmen!.ilion basis. l liis approad1 aims !o 
iuenrrly groups of small geographic areas that have similar demographic profile~. 
These t1:nd to suffer from the fallacy of averages. ~ome areas rn:iy he genuinely 
relafr,·ely homogenous but many ar~ not and this can be vl.'.'ry misleading.. 

4.5 TARGETING 

In this stage. the marketing manager evaluates differ~nt market opportunities ,mu 
decides how m:my and which segments 10 target. This method is called 1nark<!t 
1argding. A target market is defined a.<: a set of buyers sharing common needs or 
cluracteristi1.·s that the company decitJes to serve. It is very important 10 select the 
1ar~e1 market which the company decides to serve because knov.·ledgc about hnw the 
consumer:; decide. what are tht: criteria of bu) mg produds, and whar are the 
chara.;1erislks anu lifestyle of the targeted customers help the marketers to develop a 
suitable marl-..eting strategy. 

funhermore. evl;'ry marketing program involves a c,:nain lewl 1)f rnarkeiing 
cxp,:nditure and th~ return on a marketing program can lie cakulatcd 1f the marketer is 
able 10 know to which target market the marketing. program is aimed at. It is a 
i.;mnmon observation that a large part of marketing cxp~nd irure is wa:,:tage of company 
resources as it is spent on buyers with lesser or no potential. An understanding of the 
nature and chara.:1eristics of the target market helps the marketing planner to d ri\'e 
higher return on mmketing inv~stments. 

Kriowledge of the target market characteristics, its growth and changes in the attitude 
of consumers in the tnrge1 market will help lhe planner to rnudify aud design new 
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marketi11g programs suited to changing needs of customers and which will in rum help 
in long 1enn success of the organisation. Hence, understanding of target market and 
measurement of anractiveness of each tafget markt!t is i1 key decision in marketing. 

The firm needs lo identify the target markets and lhen evaluate polential of each of 
these markets ln order to prioritise their resource investment intent. 111~ marketing 
manager should look at five factors for evaluating c:ach segment They arc segment 
size and worthine!'iS, segment measurability. segment anractiveness, and accessibility 
of the segment. These should match the available company resources and long-tam 
goals of tlie organis.ation. 

The company should first collect and analyse data on the size nf the current segment, 
growth rates in tl1e past and estimate the likely rate of growth by c1nalyzing various 
market indicators for both short term and long tenn future. This will lielr in estimating 
1he expected profitability of each alternative segment. One or th!! best ways to 
calculate the profitability is t>y estimating. che responSe elasticity. 

Response elasticity is calculated by taking into cons1dcrntion. past markcling 
expenditun::s as an independent v11riable and the returns from chc said marketing 
program in different periods oftime as dependent variable. We can develop a graph to 
explain response e I as 1 ic i Cy, where res pons.es ( sa l~s} a re on th c Y-axis and the 
corrt!sponding marketing ex:pendicures are presented in the X-axis. TI1is graph is a 
sufl:kiem indicator oftht: proftt growth potential in each of the segments. 

XI X~ 

Markctitir,. Lxpmdi lures 

Figure 4.3: Response Elasticity 

From the Figure 4.3. it is evident that in Segment A. lhe company achieves s.:iles of YI 
a.nd Y2 at different points of time by spending Xl and X2 amount in the fom1 or 
marl,.eting expenditure. Now the respon::;e elasticity can he calcula1ed as: 

[(Y2 - Y l )/Y l J/((X2 ~ XI )/XI ! = Ra 

Similarly. we can calculate response elasticit)· for segment B and segment C with 
same marketing cx.penditure (Xl and X2) and can take a decision on which market to 
enter in. from 1he Figure 4.3. it is evident that si:g,ment A i~ highly protitabk 
cnrnpared to s.cgment B and 8 is comparatively profitable compared lo s~gment C. 
Thi~ is purely based on evaluation of incremental return from each of the market 
segments by estimating th!! respnnse elasticity. 

The myth of marketing says thal both tile fastest growing and the biggest market may 
nor remain the same for H long period of time. Hence. future profitahility will slow 



dov,n, as more cnmpetitors will enter into the bus111ess, looking at the marke1ing 
profits enjoyed by the mm,1 profitable firm. So a marketer should be careful about 
:,;uch .:i phenf\lHIC'llOll in the market and inslead look for fururc. long-term profit 
potenlial than current short-term rcrurns as a criterion for deciding on "'hich market to 
1.•n1er. The identified large! segments should also be measurable for 1heir size and 
composicion. You cannot really manage something which is not possible to measure. 

The targd segment should be accessible 10 the marketer so that he can develop a 
distribution network and use available media to reach potential customers. TI1er~ is a 
possibility that there exists an attractive segment but the co::.1 of reaching and sen,1ing 
the target :.cg.metH is higher compared to segme-uts wilh moderate potc11tial. 

L<!I us take an example of the Indian rural market v-,hcre the grm•,th potential and 
demand for maoy fast moving consumer goods is very high but 1hr co~t to serve thest' 
markels is also very high which prevents many marketers from venturing into this 
mark~t. The marketing manager should also evaluate the resources available for 
market cnverage. IC the company lacks adet.tuatc skill and neci..:ssary resources, then it 
shnuld target geographically concentrated markets anJ markets with higher density of 
plllential customers. Most of the nichr marketers targe1 such geographically 
coni:-encrated marke1s. 

4.5.1 Selecting Target /\farkets 

TI1e selection of target markets IH:lps the marl.:eter 10 corre...-1ly idenrify lhc markers 
anJ the g,roup or target customers for whom lhe prouuct,/<;en ices are produced. In 
th.ese da~s. market rnrgcting. is used for all types of marke1s inctuJing developing and 
emerging markeb. It helps in sub-dividing !he market into many segmenb. and then 
deciding to offer a suitable marketing oOi::r to ~nme selected segments. Market 
targeting. is the act of cvalua1i11g and comparing the id.:niified g.roops and then 
sdecting one or rnl.lre of I hem as the prospecrs with tht: highcsl rotcntial. A nrnrkt:ting. 
program is dt:\cloped which will provide the llrgani<,;,ll ion with the be:,;t rctu111 on 
sak~. by correspondingly deliver the maximum value to customers. After analysing 
different segr11e111s. the marketing manager must sekcr one or many :c.egmems to servc:. 
The firm can select one or more palterns from the following palli.:rus. 

M1 Mc \.f,, M1 Ml Ma 

J 
~ 

P1 P1 

f'_,_ I', 

Sclet:tL-..c.: "!-i.xc1al1L~L;1,.1n 

Pr 

S011rci:; Ad.Jp1cd fmrn l)~,.-~ J·. Ah,:U. ··f>enn,ng 1he Bu,;,ne~s· Ill,; .~1ra1i:g11: l'rrnu of 'irr,11.-~ic Plnnn1nr I Lnglt"wooJ 
l"hfh. NJ. Pri:nlic~ llall. 1'18:0J, l"hapl~r S. pp !92-196. 

Figure 4.4: Pallern.~ 
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From the Figure 4.4, it is evident that a product can be targeted for a single segment 
through single segment concentration strategy. The company can also dee ide to select 
few products and target each of lhese product alternatives for specific market 
segments. The marketing manager can decide a single product for all the market 
segments and use product special isfltion. The market special is at ion strategy allows 
marketing managers to offer different products in a single segment. A full-scale 
product mark.et strategy allows marketing managers lo launch all types of products for 
all types of market segments. 

Table -1.4: lndian F.xamples of Market Segments 

Single Segment Con<.:\:ntratmn Woodland Shoe~ 

Cdluhir Ph0nc, 

Selecti\'C S~ialisation DEN rA C'rcnm 1 ooth Power (Oabur) 

~forkct Speciali~tion Sultan Chand & \on~ rBooks covering a!J types of 
,tudcnt 11eed~- ,chools. col kg~ & institutes) 

Product Speciali~ation M~hindra & i\bhi11Jra .lcc::ps 

lb,iaj Auto 

Full Cnv~ragL· Pep~i. Titan llarn 

Market segmentation he.lps marketing managers to understand the consumer needs and 
behaviour belkr so that a marketer can plan acci.1rciingly. Markel segmentation help:. 
in paying proper attention t(l requirements of each market segme-ut. lt also helps 
selecting channels of distribution and in um.l~rstanding competition. Segmentation 
helps in cffactive use of resources and proper utilisation of advertising and other 
promotion strategies for targeting selected markets. 

4.6 POSITIONJNG 

Jack Trout and Al Ries sugge~I th.it managers should ask themselves six basic 
questions to creotc a position for a product or service: 

1. What position. ir any. do we already have in the prospect's mind? (This 
infom1ation must coine from the market pla-:e. not the managers' perceptions). 

2. What position do we want to ov.n? 

3. What companies must he oulgunned if we arc to establish that position? 

4. Do we have enough marketing money to occupy and hold the position? 

5. Do we have the guts to slick. wilh one cons istenl positioning stralegy? 

6. Does our creativ~ approach march our positioning strategy? 

The brand or product mana~er must determine which strategy is best suited in a given 
situation 10 position the brand or the firm. as !he case may be. Tile exercise to 
determine the positioning strategy is not easy and rnuld prove to be dirficult and quite 
complex. Six steps need to be taken to reach a decision about positioning. 

1. ltlentify competitors: It may appear simple but it is not. This requires broad 
thinking. The competing products may not be only those, which come from the 
same product category with which the brand competes directly. 

For example. Maggi competes not only ,,vith lop Ramen and otha noodles, hut 
also with a!J other products, which are used as snacks. T11e market~r must consider 
all likely competitors. various use situations and usage effects on the consumer. 

2. Assessmem of con.mmcrs' perceptions of competitin11: After defining the 
compe1i1ion, it is important to determine how consumers perceive the competing 



product:-.. To do this, a set of product :.11lributes, such as product charactt'ristics, 
consum~r ~nefits, product uses or produc1 users are chosen fot comparison. The 
task is to idt'ntify relc\'a111 attributes to avoid any which would be superfluous. 
TI1e most ust!"ful and rdev;int attribotes are chosen Y.hich describe the brand 
1mag:t's. 

J. Deterrni11it1;.: <'Ompetilor\ posilio'1: This exen:ise is undertaken to reveal hnw all 
the. competing brands. including the compm} 's own are positi011ed and what is 
thi:ir relati"e pt1si1ion in the consumer·s p<'rc-eptual mar. Which .ire the competing 
brands that i.:unsurnt:(:) consider as similar and which are the ones considered 
dissirn i lar".' 

Marketing rcSearch can he ose.d to plot a f)t'rccptual rnap that would shm~ the 
position nr ditfcrt'nt compt'ting brands. Two-dim~nsfonal and multi-dimensional 
scali11~. 1cch11iques ::in.~ av::iilahtt! to help the re~archer . 

.:.1. A11aly.,i11g Ifie consumers' preferences: The analysis so far discussed wciuld 
determinr: \.~ht:re io the perceptual 111ap th..: product should be po:--itio11e<l. Tiu: n~xt 
step n:quirt'<:, the ide!ltification of segments or dusters uf customers who prefer 
thi,;; prod1u::1 lm:ation i11 the pcrceptua! maps. Customers who value a certain set of 
anribuk'S or llenefits would form a segm..:nT. An idt";a] product would be the one 
that is rrderrc-d ,wer al! oihers. 

5. Making the pQsitirmi11g der.:i!,ion: tJpto this point, it ma) bt:come n:asonab!y dear 
to make soml..' ~ubjectiv~ del'.1Sion as to which position can be apprcipriate. In 
many situations, how~H:r, ii 1nay becomt' nec..-ssary to ,.--think. Posi1ioning usually 
involv..:s segmen1ing rh..: mark.~t and (;hoosing one or more segments. 

This would r..:quire ignoring tht: remaining pans of th..: market and focusing: on 
onl) a sdeckJ part. h is to b<! comidcred whdher the selected segm..:nt or 
segmcnis would 1,upporl the brand entry. A Spt'cifo.: chosen position may kad 
consomt:rs lu helie,-1:: that this is what the product i-. for and O,ose not looking for 
that ~peci fie b(:nefil mc1y not consid~r the braud If the dee is ion is for 
undiftercntiaic-d strnfegy. it may be possibk to be g1::neral in positioning npproa.ch, 
encoura~iug ..::unsumcrs lhat they will get what 1hey are looki11g for. 

For instanct:, the Toyola slogan, •-1 love what yon do for me Toyota," 
cnmmunicalt'~ to cousumers that they will get wlrntcv..:r 1h..:y are looking for in 
thb brand. 

6. Mmtitoring the position: How strongly and advantageously a position is 
maintained in the market should be 01oni1ored pcriudically by using the tracking 
studies 10 mc-asurc the i1nagl' nfthe /:,rand or the company. 

~.6.1 Positioning Approaches 

Marketer.. manaie rroduct positioning by focusing their ma.rke1ing activities on a 
positioning Watcg)'. Pricing, promotion, channels of distribution and adv.--rtising. all 
are geared to ma.,im isc the cho::.en positioning strateg). 

According to C. :-.lerlc Crawford. common bas1cs. used for positioning include'. 

• Feat11rt'S refe-r to objective physical or perfonnance charac1eristic:. ,\lld are 11ften 
u~ed to Ji1Tcre11tia1e products. For example. Amazon.cnm has a uniqm: "I-dick" 
ordering facility. Som..: auto~ claim "Zero to I 00 Kph 111 6 seconds"'. Thi~ sort of 
positioning is more common with industrial products. 

• Beuefits arr: dir1:ctly related to products, sucli as Volvo's emphasis on safety and 
durability, '·Sticks in a snap," FeviKw1k. Fairglow soap is "fairness soap··. 
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• Usage includes end use, demographic, psychographic or behavioural segments for 
whom the product is meant. It also includes product popularity. For example, 
Chyawanprash to build bodj' resistance of children or dders, Farex for small kids, 
Bajaj Pulsar "definitely male" for cu5(omers of a certain psychographic 
profile. 

• Pareutage means the lineage denoting "·ho makes the product. "Buying a car is 
like getting married It's a good idea 10 know the family 11r~t," advises Th~ 
M<!rcedes S Class 1nodel. Companies proudly trumpet their names, such as "Sony 
Vaio'', "'Tata lndica". "l:iar Palio", etc. 

• Manufflcturillg process b often used tu position the product. Some expensive 
watches claim to be "'hand crafted," 3.n appealing proposition in an age of mass 
produced arl i facts. 

• Ingredients are sometimes highlighted tu create a position. For example. some 
garmem manufac!urers claim "'One hundred percent cotton:· or "Hundred percent 
Merino wool". 

• Endorsl!ments are mflde either by ex.perts or a commC1n person with whom the 
target customers are hkcl) to identify. For example, Michae! Jordan using Nike 
shoes, and the unforgcnablc Lalitaji (a savvy middle class housewife concerned 
about family budgerJ anJ her enduring advice that "Surf Ki Kharidari Mein Hi 
Samajh<lari Hai'' (Th wise to buy Surf). 

• Comparison w11h a competitor's producJ is a fairly common posilioning approach. 
Avis compared itself with Heitz, stressing. that it tries harder beeausc ii is the 
second-bigg~st car rental company. Samsung Laser Primer compared i1sdf wilh 
HP Laserjet and thereby _jumped cleverly unto the platform. 

• Pro-rmi•ironment approad1 to positioning aims to show that the company is a 
good citizen. Canon 111e11tions on its packages, '"Ma.de from recycled 
material". 

• Product chi.\'.\' such ,is frcez~-dried coffee shown as a produC\ that is different one 
frorn instant or reg.lllar coffee. Dove soap positioned as a moisturiser and not !ht' 
toilet soap, and Pears as a glycerine soap. 

• Price/q11ali1y is a powerful positioning te.::hnique. Zenith computers say 
"Multinational quality, Indian price·'. 

• Country or geographic area, such as Geiman Engineering, Russian Vodl,..a, 
Denarsi sil~ sari, or Oehradun rice. 

4.7 APPLYING THE STP PROCESS 

Before one can devise a set of rnarkeling stra1egies, he must first undcrsland the 
concepts of Segmenting, Targeting, and Positioning (STP). Actually, without these 
three, it would be very ditlicult for a company to make a sale. The commercial 
land:.cape is full of diverse consumers and it is important for a marketer to divide the 
mark.el imo different segments and choose which of them matches its product or 
service well. The marketer may al~o work the rever:-e way - select a market segmen1 
first and !hen design an offering fit for lht: chosen segment. Once the target market is 
identified, the n~xt task of a marketing body is to position the product or service it 
sells. This refers to establishing a reputation or image in the industry or market. By 
undergoing. rhe STP process. a company can estohlish its own identify and 
differentiale itself from competitors. 



Box -l. I; Applyini the STP Process- Tourism Mark,ting 

S,gmcnt11tinn Prot"t~s 

St"imenl !he pCltenli:il countne~ 

St'g!l1<:[11a11C1f1 vf lhc touri'il.s from 1hc di/Terent types ,:if c1,untri~ 

DcH:l,,j:l(Ct.l countnt'$ 

J Je velor, n ~ rnu ntrie~ 

- Under Oc,elor,cd wuntric-,, 

J S..-~ment th~ ,,~i1or5 in SEC (Srxio-E::conomic cat~gof)·) and 1l1tc1r nillurot ,,f v1~ic, 

- limier SEC 

\ 1rr,;r das5 

M1ddfe dass 

I ,ri\1 e1 c!as~ 

- I lndcr n.:irurc of visit 

Bnsmess ,·:1.ecutives 

Lt'i\w,· tr.ivclleri 

1 he 1.klcp1~ 

R i:- lil,(i<\\1S Ira v,·! kr:-

t-: R \ vhuing h01n10s 

r;in~ for <.r1on~ 

l111cm~11,)n,,l airhnc ne"'S 

lntt'TTWlion:il )hip c;mier cn;1a.s 

I knl.r!!, tr ,11·l'I lcr:-

T 1 ,ndk1, !,>t ruh and arehi1c1:tur<' 

Tr,1,dk1, for nrnun111in ~r-ort.s 
fr.1, t'!kr~ for v. i!dltfc c;unrs. bird sanuuarR',; 

lkad• Sll'uller. 

ln1t'n'ST ffvup~. d(. 

<I ~,:gm1:nt Lhe loi:atiou) :accord mg to Lhc at>ove the :'t'gincntiluon uf tra, rlkr~ 

Tnrgeting Prnns~ 

Cb~~1i'y lht lm:aLim1s arcordin~ w the visitor~ rcquiremen\,; 

S~k,.;t Lhl' l~rgc! µ:roup of, i,1tor, 

f-c,.:u~ 1hc r:ngct group l'i visiwr:<. with 1hc USPs' o/ loca1io11~ 

Positioning Pn1ctst 

I !Jcvdop i 1-.;1> ( llrnquc Sellmg Proposition) for :Ill 1mirism loc.i.1ions 

Muunuin sports 

W1li.llik c:imr~ 

Htr,rn!,'.t pbt:e 

Spra11 hn~ bl•acllcs 

~n~ ;111d .irchit.:-t:\un.·. ct..:. 
... Dc'!-1gn prop,·r ~(r,11q:il: r,l,rn to promote the locations ~mon!! dorm,li( ,1od r,.11 tren wuri~t~ . 

4.8 TARGET MARKETING STRATEGIES 

lh~ targeting stralcg.~ largely dep,.!nds on the kind of prouuct market {:overage that 1hc 
firm plans for the future. 

4.8.l Market Co\'er.tge Strategies 

The product markc1 coverage strategics are broadly classified as undifferentiated 
markding, concentrated markeling and differentiated marketing, stralcgies. 
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Basically, there are three strategic options availabl~ to marketers: 

l. Undi/fere11tiated markning: This strategy involves ignoring any differences 
among consumer.. and o!Ter one prodttct or service to the entire marl-.et Thi:. 
strategy of mass morketing focuses on what is rnmmort in the needs of consumers 
rather than wha1 is different. For more than 90 years, Coca-Coln offered 011ly one 
product ver..io11 lo the whole market and hoped that it would ;ippca! to evcryouc. 
Undiffcrentia1t!d marketing provides cost economies. 

1. Dijferenrimed marketing: The marketer decides to enter several market segments 
or niches and develops separate offers for each, For instance, Maruli produces 
different models of cars for various segments. Nike offers athletic shoes for 
different sport:. and Coca-Cola and Pepsi offer differen1 versions of their soft 
drinks. Componies producing. toiletries arc offering d[ffereol versions of toilet 
-;oaps for dry skin, oily skin and normal skin. These companies expect higher sales 
volumes by offering product versions and a stronger position within each segment. 
Differentiated marketing scrntegy increases costs considerably. 

J. Co11c~ntrated mnrketing: Strategy of concentration appeals to companies with 
limited resourc<.."s. ln this situation, the company targets a segment and goes for a 
large market share instead of a small shAre in a larger segment Recycled paper 
producers. such as Wizard lndiu, focus on the marke1 for greeting cards or 
\Yt:dding cards. Oshkosh Trucks is the largest producer of airport rescucc" truds. 
Concentrated strategy involves more than nonna! risks. Jf a powerful competing 
company dccidt'S to enter the same segment 11 may become quite tough for the 
smaller company. 

4.8.2 Niche Marketing 

Niche marketing is a narrowly defined customer group, more homogeneous cuswmer 
groups with specific product requirements catered to individual need;; and services. 
The products are specifo:ally tailored for customers. Tl is gaining importance in 
indu~trial market-; and fonns a key s\rength tll marketers. ln today's highly 
competi1ivc marke1 place. marketers are focusing heavily into scg.ments which they 
can su<.:cess fu I ly compete in. 1 f th~ niche is large enough. markc{ers should be able lo 

promote a unique product to cater lO that segment 

4.8.3 Market Entry Strategies 

The mark.Cler can mak<! use of market entry s1rategies by investing in promotions or 
m~king v.·idespread cntree through low price, and skimming strategies where shor1-
term gain i~ the objective with high entree price. For services~ rhc markct~r is more 
rnpablc of moving in at high spe-cd than the goods marketer, as he does not hav~ to 
gmppJe with such problems of production. inventory, storage and logistics. 

The marketer can choose from any of the given frmr market entry alternatives: 

High 

PRKL" 

Low 

PIHJMOTION 

Rapid Skin1mm11 Slo" Sk11nm111g 
S1ru1egy S1r~tei;1 

Rapid Penetral!cm Slow Pe11ctra11n11 

Sn;atc~y ~rrarqt) 

Source: 2.bp t,1,ipspu1.cam 

Figurf .t.5: Market Entry Slrategics 
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• Rapid Skimming: It is an expensive 1111trnt1ve combini.ng high rwice and high 
promotion, directed at a low aware, low willingness-to-buy mark.el. This strateg_~ 
is ,.. ery use fu I if I he market size and pole nt ia I is , ery high and the Ii ke I ihood of the 
competition to quickly adopt and adapt to the offer is also vet) high. \.Vhen a firm 
has a shon-te1m goal of profit maximis.ation and increase iu tht ,;ales \'olume, it 
can rc~on to this strategy. The target markets are the early adopters and innovator-5 
who do not mind paying the high price for the pri\ ilege of heing. 1he early users. 

r-or c-..:ample. the earl) entrants in the cdl phone service t.1pcrations like BPL 
Mobile. Max T ouc h/Orang:e/H utch, RPG Cellular. etc .. fo Ii owed th is stra teg._v. 

• Slow Skimming: This strategy fs used when the firm is c11nlident that it can 
recuup its i11vestments in sufficient time. This could b~ due tQ lad.: of 
cornretit ion (pub I ic sector undertakings, infrastructure ser\' ii:"'s Ii kc air Ii nes, 
telecommunication, etc., are some examples). requirement of heavy investme11ts 
in technology and systems to compete_, etc. The target market. mostly business and 
industrial users pays for the high price as rhc product is i;: _,.i,; lusive and vital for 
!ht'ir competitiveness. Five star hoteb and Enterprise Rc,flllrce Planning {ERP) 

and Supply Chain Management { SC M ). Sy -;tem prov idcr~ I il-:.a.!' SAP, Baa N. i 2. 
Mindtree Consulling. etc .. used 1his strategy. 

• Rapid Pe11etratinn Strategy: If the tirrn has a long-tt'rm objccrive of being. ~ 

market leader, market share and profit maximisation. a11d if thert' exists entry 
barriers like intensive competition. then this strategy i~ usc-ful. TC!Cl Bank as also 
Korean firms like Samsung and LG enrered India with thei1 dreaded retailing, 
using rnpiJ penetration strategy. The price of their offers i, l\~wer bul there is high 
visibilil)' in the media. Big Bazaar, the discounter major ha~ successful!~ w,ed this 
strategy to make its mark. 

• Slow Pe11etratio11 Strategy: Whtn the marker size is large, \\~II aware of rhe 
products and service oITer and sensitive to rrice but the competiti\'e threats are 
almost 11011-e"istent, this strawgy is used. The long-term objectivt' of !he firm is to 
maximise !silk<; or profits. 

• Speed ,o mnrJ,-et: IC.JC[ Bani. made \,..aves by moving in v,:ry fa~t wirh its retail 
hanking products. So did the grocery chain of coo~ra1i,es iu supers1orc format 
Apna 1Ja7ar. A slow entry would enabl"' the competi1or:. w bring out "me wo" 
produch - and guile possibly grab a large market share. \.\'i(h the capability tu 
move in quickly, the service- marketer can considerabl} rt:Jucc the lead lim<:' 
b,.:twcen product conception/incubation and rroduct introduction. This is known 
as the marketers and/or their product's ··speed to market·· fac1or. A necessary 
systt'm for the marketer to speedily consolidating his entry includes information 
integration. cohesiveness and synch roniza1 ion of a 11 manag~ment f11 nctions. 

4.9 APPLICATION OF MARKETING MIX -
STRATEGIC PERSPECTIVE 

Markt'ling mix strakg) is about achieving your marketing ob.1ecti\e~ through proper 
nnalysis of the -t P"s or clements of marketing, namely: 

I, Product 

2. Price 

J. Place 

4 Promotion 

A successful marketing nux derends on the right combination of these marketing 
elements. 

9~ 
Marlu:ring Segmentotio!l 
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For example, if the pricing of a product or service is higher, instead of changing the 
price, you can add new features to the product or chaage the 'iervice. You can also 
make the product or service available more conveniently to the customers. 

Each elements of marketing mix strategy affects the 01 her and the proper combination 
of these four elements is the kt:y to the success of any marketing process. 

• Product Mix Strategy: Producl mix strategy is about determining features of your 
product or service. Product mix strategy Jeals with: 

·=· Prnduct life eye le 

❖ Brand name 

... : ... Packaging 

•:• Design 

... ;. Quality 

•:• Safety 

... : .. After sales servict 

• Pricing Strategy: The price of a product can be fixed in many ways. Marketing 
mix pricing is a tool that helps in settling on a pricing s\rategy, considering the 
followings: 

❖ Retail price 

❖ Wholesale price 

❖ Sptcial offers 

❖ PenelTation pricing 

❖ Price skimming 

❖ Op1ional produc! pricing 

❖ Geographical pricing 

• Place (Distributhm) Stratl!gy: Place marketing mix 1s nothing but distributing 
product to the customer. Few instance~ for this: 

•:4 Warehousing 

·•❖ Distribution centers 

❖ Reverse logistics 

.. :. Transportation 

.: .... Inventory management 

• Promotion Mix Strntegy: Promotion mix strategy deals with the available tools 
for marketing communiealions. This element helps in deciding on the loca1i0n, 
where the customers will get the producl or :s.ervice. Promotion mix strategy also 
de::ils with: 

·=· Sales promotion 

·❖· Distribution channels 

•:• Advertising 

•:• Sponsorship 

❖ Trade fairs and evenls 

.. : .. Logistics 

•!• Storage 



• Sales Strat~r;y: Sale~ mi:-.: :-trategy is nothing but the point of influence of price 
and promotion on sales., and its revenue and profits. Sales mix slrateg)' is 
dependent on the follcnving factors; 

•!• Decision-making. process 

•:• Maile! response to price 

·❖ Markdt response tu promotion 

❖ Pi ofit contribution ,md strategy 

·❖· 8udget deviations 

... : .. Cost of budget dt'viations 

❖· Team working 

•:• Behaviour observation 

·❖ Observers 

• Marketillg Strutegv or,d Marketing .Mh· Strategy: Marketing mix is a tool that 
.'.1:-.-si~ts in defining a inarl...ding strateg) for the prod11c1 or st>rvic.e. Marketing 
Stra1eg_y and Marketing Mi,\. Strntcg) an~ closely relat(d to each other. Proper 
rnarkding mix analy5is 1;. v,:-ry imponanl for imrlemenrn.tion of your marketing 
plan tl' achieve lhe business. goals. An organi,;atil)n's -strategy impuc1s its 
ma.rkt!li11g mix: 

❖ l.nnf,!-lerm .\fvrkNin,,;;r: Alix Sti-a1~_1n· 

• Brand built.ling and increase cmnpan.~ a\\a.rc-ness. 

♦ Revenue grow~ gradually with pem1anent effects. 

♦ Health)' relationships with disnibutors and olhers. 

♦ Scope for research and Jevdl)p!ll!!nl. 

❖ Shorr-term Afarlte1ing Mi., Srn.11cgJ 

♦ Cre<ites 11nmcdiate revenue. 

♦ Kesults are direct and quantifiable. 

♦ The effect is temporary. 

t•tMSfdljjQ J@@M 
Fill in the blanks: 

I. One or more segmenb must have enough ______ potential that 

\\Ouldju~tify deH·toring and maintaining a nrnrk~ting pro~rammi:. 

S1.·gmcnling 1he marl..et on tbe basis of ______ helps 1/te markdter 
tu categori5e products specifically ta.rg.:-.tt:d for maks and females. 

3. Companies dc:vdop 
cusrnmers happy. 

programm!!s 10 k.::er their loyal 

4. The _____ segment should be accessible to the marketer so thal 
he c:an tleve\or a distribution nelwork and use avai!ahle media to reach 
pot,:-nrial cu,roiners. 

5. Th!! targeting strak·g_v largely depends on the kinJ of ____ _ 
market coverage that the firm plnns for tht: future. 

9~ 
Markcung Scgm~nlahon 
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• Market segment.ition seeks to carve out a homogenous market out of a large, 
heterogeneous market. There arc a fe.w common bases, which are used in 
segmentation e.g .. demographic, eco11ornic, psychographics, etc. Although th<;> use 
of demographic variables is appealing and widely available t.o market~rs, but these 
variables are not able ro profile segmenrs on their own. 

• Market segmentation for individual customer markets is different from that af 
industrial market£. Segmentation in a busmess-to-consumcr mark.et is possible by 
either segmenting 1hrough customer characteristics or on the basis of consumer 
response to market,ng programs. 

• Segmentation is advanLageous to rnarkc1~r~ in many ways. lnstcad of spendjng all 
marketing resources on a hcterogcneou~ nmrl-..et where customers have varied 
chara1:teristics and response pattt:rn:., segmentation guides marketing managers to 
identify who are the lihly buyers and to ~pend lhc resources on these buyers to 
achieve a time based result. 

• It also helps finns to devdop differen11ated offers to suitably cater to cati:r 
different market segmenrs. 

• Segmentation is a scienlific proecss in which the marketing manager identifies the 
hascs or variables 011 which the markd is rn be divided, fonns segments, and 
profile:, !hem and then laum.:hes marketing prog.-ams for each segment. 

• Mani:igers can use any of thL" base variahles for profiling segments for ~.g., 
demographic, psychog,raphic and behavioural variables. The success of a 
segmentation process depends on the abilil:V of the marketing manager to find a 
difference wort11 promoting among customers. 

• Marketers use three strategic options in target marketing. They arc 
um..lifTerentiated morketing, differentiated marketing and concentrated marketing. 
1n undifferentiated marketing stmti:g:y. the same marketing progrdm is offered to 
everyone regardless of tht>ir differem.:es. In diffcremiatcd marketing, two or more 
segmenrs are targeted using different marketing programs for each of the 
segme1m. r n concentrated marketing, stratcg). th~ marl-.eting manager foe use~ on 
one segment out of many pL1ssiblc segments. 

• A deci5ion mi target marketing largely depends on lhe profit potential of each 
segment, resources avc1i!able with the tinn and the strntegi~ intent of the firm. 

• Positioning is a very importl'lnt eoncepr in modem mark_eting. It is the decision by 
a marketer to try to achieve a well-defined and differentiated brand image rdative 
to competition in a targeted market segment. 

• The marketer ca" mak~ use of market t!lltry strategies by investing in promotions 
or making widespread emree through /{)w price, ,md skimming strategies where 
short-term gain is the objective with high entree price. Mai-k.eting mix is a tool tha1 
assi5ts in defining o marketing strakg,y for the product or service. 

• Marketing strategy and marketing mix are closely r~lated to each other. Proper 
m,uketing mix analysis is very importanT for implementation of your marketing 
plan to achieve lhc business goals. 

4.11 LESSON END ACTIVITY 

Suppose you want to start a business of sports items. Prepare a report on how you start 
and plan up for that business after focussing on market ~egmentation strntegies. 

http:progrd.1n


4.12 KEYWORDS 

Sef(mt'ntatio11: The rrocess of segregating a helerogeneous markt't into a '-<!I of 
homogcnl!ou::. grou rs of CU'-tomers. 

M,1rket T,tr,:t•tiug: The proce .. s of segmenting. targeting and po~i,ioning an offor in 
the markd. 

Psycllogrupl1in: It is the s.cienc.: of using psycholog) and dcmogrnphics to s1udy 1he 
lifestyle pauerns 11f LOJisumer!'>. 

Selectfre Spuialt\u1io11: The firm ~t'l~ts a spccitic market Sl'gmt'nt and .a product 10 

offer for that scgml'nl. 

Product Specialismion: The !inn ~elects specific products and m3rkt'1s each one of 
them in a di1frmn :-c:gment. 

M11rA-e1 Sp,•riali.mtion: The tirm select!> a product and laonch<:>s in different markeh 
without any ahernlion to th~ product. 

Drmwgrapby: The statistical ~tudy of human popula1ion and itli distribution. 

Marli.t'I FrnKment11tio11: The identification of smaller and smaller market segrneuls. 

Bt!/t<Hiouml S'(•g1m!111t1rion: Market segmentation bused 11n consumer ·s product 
rd.ih:d beha, i11ur. typically the h.enelits desired from a product. 

Tnrget Mori.et: lt t, a gro11p of customers that th( busines~ has .k·cided to aini it~ 
market in~ cffon~ nnd ultimate!~ it5 merchandise. 

Posirio11illg: It i~ the proces'> by whi1,;h marketers tr) to crcat\~ an image or id<!IHit) in 
rhe mind~ of their targc:t marl.:el i'or iL, company. prciduct and st!rvicl!s :md brands. 

4.13 QU}~STJONS FOR DISCUSSION 

I. What is m.:ant b)' nu1.rkcting segmentation? What will be the sui1ahlt' base for the 
market rng nf te !('visions? 

2, A c0mpan:v r!ans to launch a new brand of summl!r cool dcodoranl . How will you 
S<!g_lrn."nl th(' mark.ct? 

J . D,::.cuss the VALS framework. Give examples. 

4. ·· J arget marketing follow~ oiarlt'l segm~ntation··. Discus:,. 

5. l)is1.:us, majm market ,;egmentatioo variables for the toothpaste market. 
It ighl i~hl i nt1, hcnefit :,,~·gmt!11ts. 

6. Discuss the positiuning pro,l!ss and approaches. Give suitable examples. 

7. Discu~~ rh~ \arim15 option:. that the mar!...ders have while deciding on prod11c1 
coveragt: :-1nd market entry. 

8 Co1111cct mai!-.eriug strategy and marketing mix. 

Check Your Progress: Mode] Aoswcr 

I. Profil 
., G("11dei--· 
~ Re lat i u nsh i p-mnrk~I in g J. 

4 Targ:el 

5. Product 

~7 
MarlNm~ 'i~f_mc:ntauon 



98 
Principle, of Markchng 4.14 SUGGESTED READINGS 

Satish K Batra and S.H.H Kazmi, Conwmer Behaviour ~ Tex1 and Cases, Excel 
Books. 

VS Ramaswamy, S Namak~1mari, Marketing Managemenl, Macmillan, 2003. 

Tapan K P,mda. Marketing ManaRement, Excd Books, New Delhi. 

Boyd Walker Larreche. Afarketing Managl;!ment. McGraw Hill. 



lTNIT III 





LESSON 

5 
PRODUCT 

CONTEl\'TS 

5.0 Aims and Ob,iectives 

5.1 Introduction 

5.2 Concept of Produc1 

5 .3 Leve Is of Products 

5.4 Classification of Products 

5.4 .1 Clas~ification on the Basis of Durability and langibil ity 

5.4 .2 Consumer Goods Classification 

5.4.3 Jnduslrial Goods Classi lication 

55 Product Hi~rarchy 

S .6 Product Line Strategics 

5 .7 Product Mix Strategics 

5.8 Product Mix Decisions 

5.8. l Orgrmisational Goa Is and Product Mix 

5.8.2 Co11stitucnls of Product Mix 

5.9 Product Differeritiatiun and Positioning 

5.9 .l Produc\ Positioning 

5.9.2 Positioning and Differentiation Stra1cgics 

S, IO Packaging and Labellin!!, 

S. 10.1 Packaging Con~id~rations 

5.10.2 Labelling 

5.l l New Product Development 

S. \2 Let Ur. Sum Up 

5. 13 Lesson End Activity 

5. /4 Keywords 

5.15 Questions for Discussiori 

5.16 Sugges1ed Readings 

5.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able 10: 

• Discuss the concept of product 

• Identify the levels of products 
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• Explain the classification of products 

• Discuss the produc1 mix. decisions 

5.1 INTRODUCTION 

Consumers will buy only what suits them. As consumers. we buy different l,.inds of 
products and services to satisfy our various needs. We buy toothpaste, butter, shaving 
cream, pen. scooter and tickets for foreign trips and many other such it~ms in our daily 
life. As W<! understand, our decision to buy an item b based not only 011 its tangible 
attribt1tes but also on psychological allributes such as services, brand, package, 
warranty, image, etc. As a marketing manager, one has to plan for a unique product 
offer to meet needs and \Hints of target customers. Marketing planning, begins with 
designing an offer. The customers wiU evaluate the product on some basic evaluation 
characteristics like product features and quality. accompanying services and gua/i1y of 
that service and price that they have to pay HJ own the product. 

5.2 CONCEPT OF PRODUCT 

A product is something 1hat an organisation offers to prospective consumers lo ~atisfy 
their needs and wan1s. 1 t is a bundle of benefit:. cons istio_g of 1,;cy product features and 
accompanying services. 

A product is the central idea behind any marketing planning and decides the business 
success or failure of the organisation. It is a set of comple:'1'. tangible and intangible 
anrihulcs, including pa.::knging, colour. price. morketer's prestige and image, rerniler's 
prestige an<l marketer's and retailer's scrvic<!s which buyer may accept as offering 
satisfaction of wants and needs at a price. A product can be anything including 
physical goods (soaps), services (airlines), experienct!s (tourisrn package), events 
(motor rally), concepts. (family planning), ideas (youthfulness), propositions 
(patriotism), places (Hyduabad), nations (Kenya), prop~rties (shopping mall), 
organisations (Caneer Found at ion of l nd ia) and in form at ion (website w ww. ndtv. com). 
A product is something of value, which is offered to customers for attention, 
acqu isi1ion, use and disposal of consumer:- for satisfacl ion of their needs and wants. 

The benefits associated with any product can be classified as core, tangible and 
augmented benefits. 

• Cnre be11efits: These benefits explain 1he core meaning of the product fa the 
consumer. Thcsr are the intangible benefits at the core of lh~ product that the 
consumer expects to obtain through owner.;:hip to consumers. Ladies while 
making a choice about lipstick expect the produc1 to ofter ~omc levd of hope of 
looking beau ti fu I. For example, a car offers the generic l:lencfits of convenience in 
travelling. 

• Tangible bl!llefit.\".' These bendit!> are the tangiMe benefits that the consumer 
comes across while making a choice. These are the physical attribut~s of the 
product that the consumer confronts in the market place. These include features, 
colour, design, style, quality, size, weight and durability. lhe marketer identifies 
the need for a lipstick and conve11s it to a tangible product by sty ling~ featuring 
and giving a brand name to the product 

• Augmente1i benefits: Many basic products are a combination of core and tangible 
benefits. Companies augment lhe core and tangible b1:nefits wilh warnmty, 
guarantee and after sales service programs so that the customers experience with 
the brand increases. The other l!ugmented benefits include facilities for ... ·re<lit, 
packaging. repair and after sales service foci lities. 

http:www.ndtv.com


5.3 LEVELS OF PRODUCTS 

A product has difforent layers or levels like an onion and each lay,u contributes to the 
making of the product. As a marketer, you are required to analyse the product at 
different levels. The idemified layers are: 

• Core layer: The core layer of the product explains the reasons for which lhe 
customer is making the purchase. This layer explains the ·why' of buying the 
product. 

• 1Jasic producr layer: At the second layer, the consumer lool-..s at the basic utilities, 
like physical features and tangible clements of the product. 

• Expel.'tetl producr layer: The expected layer 1s a set of attributes and conditions 
that buyers normally expect out of the product. The basic product is the 'given 
thing' in the product. In expected level, consumers use their anticipations and 
utility exr,ectations for detin ing the product. 

• A.ugme,rted product layer: The augmented part of the product is the associated 
services and cue::., which help Lhe product to deliver beyond the expectation level 
of tile con~umer. Brand positioning and competition star(s a( farm level when all 
the products in a market look similar. In developing nations, th~ competition 
originates at the !eve I of expected product. 

• Pole#lliul prodm:t layer: The last layer is the potential layer of the pro<luct in 
which the otl~r may undergo all the possible augmentations and transformations 
in the future-. Here the marketer is always. on constanl search for new methods and 
processes to difTercntiale the offer on the basis of product teatur~s and services 
that will satisfy 1hi:': customer and create the desired differrn1i1uion. 

'fhe levels of the product~ are used to explain the concept of value hierarchy in 
which 1he product manager cao plan the level at which lhc basic product is 
proposed and 1he level at which differentiation is lo be mat!e. 

5.4 CLASSIFICATION OF PRODUCTS 

Products can be classified on the basis of three essential characteristics namely, 
durability. tangibility and user type. While durability explains the average life of the 
product available for consumption, tangibility explains the physical attributes of the 
product, and user lype classifies products into consumer products and industrial 
products. 

Figure 5. l depicts a typical product classification. 

(1) Durability and 
Tangibility 

(a) Non-durable goods 
(b) Durable goods 
(c) Services . 

Classification of Products 

i 
(2) Consumer goods 

(a) Convenience goods 
(b) Shopping goods 
(c) Specialty goods 
(d) Unsought goods 

(3) Industrial goods 

(a) Material and parts 
(b) Capital items 
(c) Supplies and 

business services 

Figure 5.1: Classific.ition of Products 

Let us now study about the classification of products in detail. 

1(1) 

Product 
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5.4.1 Classification on the Basis of Durability and Tangibility 

Products can be classified on the basis of durability and tangibility. On the basis of 
durability, they can be grouped as non-durable and durable products . On the bi:lsis of 
tangibility, they can be clas::-:itied ~ physjcal products and services. 

• Non-,iul'flb/e gr1ods: Non-durable goods are tangible goods normally consumed in 
one 11se or i, few use~. The) ar~ purchased frequently and also consumed very 
often. Most of the fast moving c(lnsumer goods are members of this class. 
Examples include detergents, food items and household consumption goods. 

• Durtlble goods: Durable goods are tangible goods that can nornrnlly be used for 
many years. These products ll"Ced more personal selling and after sales service. 
They offer higher margin and arc often backed by guarantee and ~arranty 
progrnmmes. Examples include colour TV, refrigerators. washing machines and 
vacuum cleaners. 

• Services: On the basis of tangibility. products can be classified as physkal 
produrls and services. Services are intangible, inseparable, variable and p,;!rishahle 
pmducls. Services need a good amount of quality control, credibility of the 
supplier and adaptabilil)- to variable consurnprion behaviour. Examples includ~ 
airlines, insurance and banking services. 

5.4.2 Consumer Goods Classification 

Consumer goods can be classified on the bu~is of their shopping habits. They are 
grouped a!. c(lnveni~nce goods, shopping goods, speciality goods and unsought goods. 
Consumer goods are rarg~ted for consumption of either intiividuals or family 
members. 

• Co11ve11ie11ce goods: lhest" are goods frequently purchased by consumers . 
Consu111crs officn buy rliem in frequent cons-umption situations and they are 
purchosed immediately wi1h minimum efforts. Examples include toiletries. soaps, 
cigarettes and n~wspapcrs. These goods can lx further classified as: 

·•· Staple >,;oods · Consumer purchases on regular basis. There is a high lcvd of 
rout in isetl response btdiaviour for I his kind of products. Toothpastes and soaps 
fall onder this categ,)ry. 

❖ impulse ,,;:,oods: Consumer purchas;es without any planning or searching effon. 
Purchase of a magazine or a chocolate candy is an example of situation in 
which customers buy on impuJse. 

❖ Emer~ency KOOd~ . Consumer purchases on urgent nec<l. There is no previous 
decision to buy thcin hut consumer is forced to buy due to the emerging 
situation. These i ndude purchasing of umbrellas, antisi!ptic creams I ike 
Burnol. or the purcha~e of ~nives to cut down tTees during the rainy season. 

• Shopping goods: These are goods purchased b)" the customer after a comparativ~ 
proc~ss of ;;eleclion and purchc:1se on basis of price, psychological fitment, 
suitability, style and quality. E::xampks include furnirure, electricaJ appliances, 
home furnishings and clothing. Shopping ~(lods can be classified as: 

❖ Homuxeneous got:id) · Tl1esc goods are !iimilar in quantity but differ in pl"ice 
levels, justifying a pricing comparison by the buyer. 

❖ Helerogeneous gofJCk These goods differ in product fratur~s and services and 
these differences arc more important than price for a decision. 

• Specitllity goods: The~e are goods with unique characteristics or brand 
ide11tific<1tion fur which !h<." buyers need to make a special purchasing effort. 



Examples include music systems, televisions, cars and men 's clothing. There is 
hardly any comparison in 5peciality goods as each hrand is un ique and diffrrent 
than 01hcrs. ·nle buyer is ready to spend more lime and effort while nrnking a 
p11n.:ha,e decision for this kind of goods . 

• linsmig/11 J.:<>mls: These are goods that the consumer does not know about or does 
nm normal]~ think of buying. These goods Med ad"Venising and more ~rsonal 
s~lling t"fforts for making a sale. TI1ese include life in<;urance products. coffi11~ and 
fir.:: :ilarm:-. 

5.4.J Industrial Goods Classification 

Man~ goods cnrning oul of a firm enter another firm's production proccs~. s.u that the 

final goods i:an be made ready for consumption hy individuals or family 1.:on~umcrs. 
Many of these products go to the. production process as raw materials and spare parts; 
some of tht'lll .ilso enter as capital ilems for augmenting the finished goo(b and the 
rest as consumnblc5. or ~upp!i~s. These are ably supported by services targc-tt:J towards 
busine!-is dass .;ustorncrs. 

Figure 5.~ depicts the indu5.Lrial goods classificalion proces5. 

& ~utputof 
lactory•I 

' 

Production 
process of 
Factory -!I 

,1 Final \ 
Ovtput 

• from } 

\_Factory~1/ 

For cansurnp1ion '" 82C 
(Consumer) Markets 

Figure 5.2: Industrial Goods Classification Proce!'i.s 

F o I kv-•..-ing ;._ th c:- class if kat ion of ind ustria 1 goods a pp I icab k for the ru rpose of 
product 111a1rng.~ment. 

• Mmr,-ia/s aml purl.\": These are go0ds tlrnt enter the manufai.:lurer's prnduct 
cornple,el) J"hey arc of 1wo types namely. raw materials and ma11ulac1ured 
makrials . Raw materi;ils can be farm products lik..:: rice, mai1c, cotton. starch or 
natura! products likt' tish , petroleum. gas, iron and aluminium or~. Manufactured 
maruials can he classified as component materials likt: iron, st<?cl_ zin..: . n11d 
co1npunenl parts liJ...e- motor~. printed integrated circuits . Tbe .:ompo11cnl matcrtals 
are hu1her fahricated like from alumina 10 aluminium. pig iron 10 ::.tee) and yarn to 
clo1h. Componints enter the final product withoul being c:hanged or modified. 
In this case. price. qualit), and service are important fac1ors while m:iking. a 
decisi<m. 

• Capi111/ ilem.t: The~e are !011g- la_.,;ting. goods that faci lilale devc loping or managing 
the fini<;hcd product. Th.::) include two groups: installations and equipment. 
E:-.amples of installation include buildings, shades, offices. a11d shop tloors and 
heavy equipments like earthmovers, trucks. drillers. servl!:rs and mainfrnme 
computers . Equipments include hand tools and office equipments lil-..e persont\l 
c:omputcrs and lftplups. These equipments are not pe1mane11t and they nt:ed to be 
repleni')h<'d at diffcren! periods of time. 
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• Supplies and huslners sen,icel·: TI1ese are short-term goods and services that 
facilitale managing or developing !he finished product supplies. They can be of 
two kinds namely maintenance and repair items and operating supplies. 

Mainti'.mmce supplies include painting and nailing. Operating supplies include 
writing papers, consumab!~s for computer, lubricants and coal. 

Busincs~ services can be elassified as maintenance service like copier repair, 
windo\l. and glass cleaning. and business advisory services include consul(anc;y, 
advcrrising,, and legal ~ervices. 

5.5 PRODUCT HIERARCHY 

Each µroduct is somehow linked to certain other products. The product hierarchy 
embrace~ both the basic needs and tbe items that satisfy that need. The seven levels of 
product hierarchy can be listed as follows: 

1. Need family: ·n1e core need that is the foundation for the existence of a produd 
fam i1y. Example: security. 

2. Pr()(/uct .fnmily: All the product classes that can gratit')i a core need with fair 
e(foctiv~ness. Example: savings and incomes. 

J. Protluct class: A gr0up of products within the product fa,ndy ackno\vledgt:d as 
having a c~rrain functional coherence. Example: financial instrumenr.-. 

4. Product lifle: A group of product within a product class, which shows 
resemblance due to functional similarity, i5 sold to the same customer group and 
m~rketed through the same channels. Example: life insurance 

5. Product (vpe: A group of items within a product line that share one of the 
numerous possible fonns of a product. Example: term life. 

6. Br11tuf: The name linked to one or inore items in the product line lhat is employed 
10 recognise the source or characler or item(s). Example: prudcnrial help rn 
recognising the sour~e or character of all item of a product line. 

7. Item {al.rn li1ww11 ns :r.tock keeping unit or product variant): A dis1 incl unit 
\~llhin a brand or product line that i..:an be distinguished by the $ize, price, 
appearance. or b)' some oth-cr anribute. Example: prudential renewable term life 
insurance. A brand or product line unit whii..:h can be distinguished by looks. price 
or any other ..-:haracteristic. 

5.6 PRODUCT LINE STRATEGIES 

A product line is a group of products for esse11tially similar use and technical and 
marke-ling considerations. Co!gllte product line includes Colgate De11tal Cream, 
Colgate Gel. Colgate Tota!, Colgate Herbal, etc. In this section, we will analyse the 
different types ofproducl line strategy. Major product line strategies are: 

• Expanshm ofprod11ct mh:: E;,;panding may be a valid decision if it is in an area in 
which coM,umers tradirio1131ly enjoy a wide varie1y of brand:; to choose fro111 
and are accl•Stomed to switching from one to another: or if the competitors lack 
a comparnble product or have already expanded into lhis area. However, the 
mai11 limitation in expansion is the availahitity of sufficient finance, time and 
equipmenr. 

• Contracting or dropping the product: This is more difficult because money has 
already been invested and therefore, as long as possible, products arc aHowed to 
linger on until a loss is incurred. When a decision on contraction is taken, Vllrious 
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c1lternc11i\·l!s are available to the marke1ers . The prouucl may bC' ccl!lrnlidakd with 
S<"\.eral others in the line so that fewir styks, sizes or added benefits aro? offered . 
I rthe prClduct fails even after this pruning, the company 1nay stop it altogether. 

• AIIC'ratirm nf existing products: Sometimes experience ma) ~how Thal impro,:ing 
an t'Xisting product may he more profitable and less risky than de"etop111g, and 
launching a new prr,duct. Alterations may be made in 1he design. size. colour. 
1,=x1ur~. llavour. package. ust' of raw materials. advt;"rtising appeal or the brand 
rnanagrer may bring a change in the quality l,=vel. 

• Di?i•elopmelll of new use.'f for existing products: The c<.1mpany or pt:ople may find 
nf\, uses of the existing produc1s. for example. a detergenl being u~ed for 
cleaning clothes, floors. utensils and even glass products. 

• Tradi11g-11p a11d tradillg-down: 

❖ fradf11g-11p: II refers to the adding of a higher pric~d. prestige product to the 
existing lines with the intention of increasin~ sales of the existing low-priced 
product. Linder trading-up, the selkr co11ti11ue~ lo dcr>t"nd upon tilt:" older, 
low-priced product for the major portion of the sale>::;. LI II im:ltely he/sh..: may 
shirt the promotional emphasis to the new prnJucl ~u that larger share- of snles 
ma~ go to the new product. 

❖ Tnilling-down: It refers to lhe adding of lo,\• rrk~J items 11.., 1hc lint' of 
prest1ge products, with an exp~ctation thal lh~ ixopk who carrnol bu:-, the 
original product may buy these new ones ~cause the~ cilrr~ ~nme stalll'> of 
the higher pm.·ed goods. 

• Prmluct differenfi(lfio11 and market segmemarion: 

❖ f'roducl dilf.:rentivtion.· Produ~t differentiation involves "de11eloping and 
promoting an awareness of difference betv.een the aJH.:rtiser's product and 
competi\or':i product'', When product diffel"entiation strategy i~ us~d. it 
.:11:ibles a company to come out of price competit1on so that it ma_11 compete 
on :1 non -price basis. The company may show that its product is difrert:nl from 
or c\'en bener than the competitor's prodm:ls. lr is rossihle to difTc.:rentiate on 
qualicy, desir,.'TI, brand or packaging. This strakgy wvrl...~ io markt:h which are 
reasonably homogeneous in their wants and the products are standardised. 

❖ M~wJ..tt1 s.:grni .. ·11/otinn Under market segment.itiDn s1ra1cgy. thi.· seller knows 
rhat th( tow\ market is made of maoy smallt:r homogeneous uniis. each of 
whkh has different wants and motivations. To meet these different demands. 
differen1 products can be devdopt:d. ll1e product managers can tailor-make 
products to suit the segments. This snateg~ nltempr~ hJ penetrall" a limited 
marl--.et in depth. whereas the product differentialion st~I--.:. bre11dth in a mun~ 
gl!nen.ilised mark~t.. 

5.7 PRODUCT MIX STRATEGIES 

Pruducr mi .. \ is the total number of products lhat a company markets. f'n.,duc1 mi:i. 
com·1~,-:11cy means how closely related different prnducl linci.; ar~ in end-use, 
prodm.:tion n.:4uireme.nts. distribution. etc .. A compan) may have man) product lin~~ 
in its produi:t mix. The term product mix wiJ.Jh r.:fers to rhe 11umver of product lines a 
comp.my has . ProJu~·r lim: frngih means the number of produc1 variants available in a 
compan(s product line. 

The erricient fulfillment of the marketer ' s goal to supply goods and service\ !o the 
consumers for satisfaction of their needs can b~ possibl,= if due attention is given to the 
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lhree issues which govern the product mix, namely sales growth. 5ales slability and 
pro tits. 

Safes growth can be achie..,ed eithl!r by increasing its share in existing markets or by 
finding new markets. Following arc !he ways in which product mix can be adjusted to 
ach I eve organisation al goals. 

Di vcrsi lication 

~lcs Siabilil)• 

t-.·larket 
Pcne1rntion 

Figure 5.3: Product Mix Strnte-gies 

1•roduc1 
Devclorm1cnt 

• Market penetrution: Market share is incr~ast:d by expanding. sale~ of the pr~sent 
products in existing uses. 

• Mark.et development: Markets are expanded by crl!ating new uses of present 
produc1s. 

• Protl11ct developm~11f: Market share is increased b) <lcveloping new products to 
satisfy e.-.isting n«ds. 

• Diver:rification: Market is expanded by developing n~w product~ to satisfy new 
consumer needs. 

• S11les slllhiliry: Stable sales allow for more efficient plarming in all phases of 
production and distribution. lt is also desirable to maintain a proper balance in 
total sales and producr mix so that a product losing tile marl...et share can be 
counteracted by ano1hcr product picking-up 1he market share. 

I'rnjils are detennincd by the components or the producl mix. Some items are usually 
more profitable than others. low profit items may be p<.!rforming a valuable pan in 
helping to sell company's more profitable products. !'hey may also serve as insurance 
against an unforeseen failure in profitable products. l heoreticaBy speaking, though 
one should keep only highly profitable products, one needs to also unders1and thl! 
cross linking between products within a product mix. 

5.8 PRODUCT MIX DECISIONS 

Most companies, whether large or small, whether in manufacturing or retailing 
generally handle a multitude of products and product varieties. In course of time, the 
companies may expand new lines or contract, the old lines after the existing product or 
Jevelop new uses for the existing produets. These activities involve managerial 



strategies and policy makin~ with respect to the comp~my's lint:' of producl!> and 
sen ices . A product mix is also called product assonmen1, which is the .set of all 
produch anJ item~ a parti1:ular ~eller offer:= for sak. Jt i:onsisis of various product 
lines. GodrcJ has muhiple product lines namely soaps, office i:quiprnent, edible uil, 
compute~ and olher produch through diffcrenl manufactu1 ing prot(''>Ses and targe1ed 
1owards differ~nl markets. 

The prolifcra1ion of produc1s within the ~ompan~ means thal product policy dt!Cisions 
arc madt: al 1hree different levels of protluct aggregation. viz. prud11ct item, product 
line and product mix . 

rrodu-ct J 
Item 

'----

Product Pohcy 
Dcd~ion~ 

Product 
r .ini::s 

Figurl' 5.4: Prflduct Policy Derisions 

• Prmlm:t ir~m: It is a ~pccific \IL'r.;ion of a prnJucl rhat has a separate designauun 
in the selkr ' s fo,t. FClr c,arnple, Hindujta11 tl.lorurs· Amba:-..,,idor Mark If if> a 
product iTi:m 

• Product JincJ: A group of producl5 thilt arr ( losdy rdakd either b~cause they 
safr;fy a da.S, of 01:cd. ur are us~d !og~thet. 01 sold to the ~amc ~ustumer group, or 

ruarketed 1hrollg.h 1he saml? ry pes of outlets. ur fall ..-. ithin gi-.cn pm:e rangt:s or a~ 
con!.itler~·d d unit bccau,;c: of inark~ting. 1cc\mic.1!, ur cnd-u:.e .;onsiderations. In 
other \\·urds. a broad group of produces. which ar~ meant fo1 essentially similar 
uses and possess reasonably similar phy,ica\ characteristics. constitute product 
lin~ . fur e;,;ample, Kudak. Can,era. or doth apparel is a pwdud line; or non-food 
product I inc: for babie-. includes baby clothes. m1 rsery equipment. vaporizers and 
loikttit:S. 

• Prodru:t mix: Produrt..., offered for sale by a firm or a busim:·ss unit. In uthc:r 
words, prod11ct mi., is the full list of al\ prodtK'IS ufferetl for sale by a company. 
For examrle, Kodak·s camerns, photographic supplies. chemicc1ls. plastics and 
fibers are it:-. product mi.x: nr Tata·s hair oil. cosmelics. locC1motivcs, texli!es, iron 
and stc-t:I t!C'lods. ere. arc product mix . 

S.8.1 Organisational Goal:s and Product Mi:x 

The effkknl fulfillment of the markekr'5 goal to supply goods and servic~s lo 
consumer fo, !»atisfacli•1n of their n~eds can bi: possible if dui! ,mention is given to 
thrC"t: isst1es v.h1ch govt'rn the product mi.,. nami:l:-, sales growth, sales stabi!it~ and 
pro firs . 

l. Sule.,· gMwlh c:m Ix achi~wd drher b) inoeac;ing its shart' in e>..ist1ng. mDrl-.cts or 
by finding 11ew markeb. following ar~ the four way:. in which pro<luc.:t mi:-. can h..: 
adjus1ed 10 achi~\le organisational goal'>. 

(a.} Murker pe11l.'lrut10n, under which market share is increa:ied by expanding saks 
of present prucluc,~ in exis1ing uses ; 

( b) 1\fod.~1 dl·,•dopmt!nl. under which markets are expanded by 1:reating new uses 
of prc:s~nr products: 

(c) Prod11l•f dcve!upmenl. where m~rket share is increa-.ed by developing new 
product~ to satisf: exisiing ne~ds; 
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(d) Diversificarion, where market is expanded by developing new products to 
satisfy new consumer needs. 

2. Sales M11bi/ity: Stable ~ales allow for more efficient planning in all phases of 
production and distribution. If is also desirable to maintain a proper balance in 
lotal sales and product mix so rhat a market share losing product can be 
couoteracted by another picking up market share. Sales srnbility is also possible 
by making an entry into a new market 

3. Profits are lletermineJ by the components of the product mix. Some items are 
usually more profitatile than others. Low profit items may be performing a 
valuable: part io helping to sell company's more profitable products; and they may 
also prove as insurance against an unforeseen failure in profitable products. 
Theoretically speaking, though one should kc·ep highly profitable products only, 
yet one needs 10 undcrslund the cross linking between products within a product 
mix. 

5.8.2 Constituents of Product Mb: 

A product system for a firm is the group of dive r"e but re I a ted items that fun ct ion in a 
compatible manner. A product mix constitutes the set of all products and service~ 
offered by a marketer. The con~tituents of a typical product mix include dimensions of 
width, deprh anJ length and consistency. 

By 'width of the product mix'. we mean the numher of differenl product lines found 
within the company. In other words, the number of product line.s c.affied by the 
company measures breadth. For example. Bajaj Electrical produces bulbs, fluorescent 
lights, mixtures and grinders, toasters, scooto!rs. pressure cookers and a host of other 
electrical appliances. This list of number of product lines can be called as width. 
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Figure 5.5: Constituents of Product Mix 
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The 'depth of the product mix· refers to the av.:rage numher of items offered by the 
company within each producl line. ln olher words, the depth is measured by 
assortment of sizes, colours., models, prices and quality offered within each product 
line. For example, HLL produces ten variants of shampoo in shampClO line. So depth is 
ten for the company in shompoo line. 

The length refers to the total number of items: produced by the company in all the 
product lines. This is the sum iota! of number of items in each product line. 



The 'i:onsi.~1ency of prndw.:1 mix' refen. to how closely rdated are the various product 
lines in tem1s of consumer behaviour. production requirements, channels of 
distributi1m or in some other wa}. For example, the products produced by the General 
Electric Company have an overall cunsistency in lhat mos.I producls imolve electricity 
in one \\3) or the other 

1111.: four dim~nsions of\\- 1d1h. tleprh, kng1h and consi.st~ncy have a slrong rnarkering 
implica1ion .. •\s. the cump3.11) increases. lhe 1,1,idth of the product mix, the comp,my 
plans tu capitati~,c on its good repu1a1ion and skills in present mnrket!> by im:rcasing i1:,, 
presenclC' in other prodm:t categories. As. the company increases. the depfh of its 
product mix, the compa1n- plans to ..:ntice th~ patronage of buyers of widel) differing 
castes and need~. As the company increases, the consistency of its product mix, the 
company hopes to acquir(' an unparalleled reputation in a particular are□ of endeavour. 
As the company increas('~ iis length in different product lines, it plans to enter deeper 
into eac:h or the" produc1 lllarkct segment ir serves. 

The dimen-.;ions nf tht> produ('f mix. and the ways in which they rdate 10 each o1hc:r 
are impo11an1 for the marketing manager. Changing tht: prnJuct item involves the 
issue~ whcLher lo modif\ add or drop product items. Changing the width of the 
produl.'l mi:-. involves alrering pulicy at the product-line levd. whether to dcep,.-n or 
sho11en an exisiing product li1lc. Changing the product mi:-: invotves the issut:"s .is to 
what produ.::t-m.'.l:rkel<, !ht" marketer should c:nter or leave and how to handle 
eummunications for lht v,1rious proi.lucl lines or itc:ms. 

Bo, 5.1: Selected Proclu ct Mi:\ f.lcmen!s in Just Three Produc• Lines of HUL 

Pruduct Mi:1: Width rNo of PnwJucl Lik, I ._ -----------------~ ___ ., .. 
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5.9 PRODUCT DIFFERE~TIATION AND POSITIONING 

Produc1 diff~r.::ntiation has tieen discussed in brief in the pre\ iou~ seetion. 

5.9.1 Product Po"itioning 

The approat:ht.'~ of pusi11011i11g have already been discussed earlier. However. we- v. ill 
dist:u~s a rcla!c-d o;;onct.'pt ,;_,f perceptual mapping he-re in brief. 

Ill 
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Product positioning refers to a brand's objective and functional atlributes in rela1ion to 
competing brands. It is a characteristic of the physical producl and its functional 
fea1ures. Producl positioning is central and critical in that, it is to be considered at the 
!evd of the mission statement. Product positioning al lhe strategic level comes to 
repre$en1 the essence of a business. 

Perceptual Mapping 

When n marketer intends lo display his interest in the perceptions of target consumer 
segments, there is a need to measure the perceptions. The method of measuring the 
perception of consumers about the product in comparison to competing products 
through graphical measures is cal led 'perceptual mapping'. Perceptual mapping is 
usually rer,resented 011 two-dimensional scales so that the marketing manager can 
readi!y see where his own brand is positioned in the mind of his prospects and in 
relation to other brands. Perceptual mapping technique identifies the dimensions that 
di fforent iatc consumer percept ions of products and configurations of the brand in 
relation Lo competing products on these dimen~ions. Let us take an example of 
positioning of Surf Excel, Ghadi and Nirma on dimensions of price and quality. 

A product manager can use the following steps for constructing the perceptual maps, 

Step/: The parameters on which the map is t(1 be prepared have to be identified. 

Step fl: Central tendency mectn of televisi0n bnmc.ls p,1rnmeters to be determined. 

Step Ill: Inferences to be pul on the map. 

Step IV: Combination can also be calculated if it is required to understand perc<!p1ual 
mapping. 

Ghadi 
Q1.1.1lny 

Nmna 

Figure 5.6: Perceptual Map of Nirma, G hadi .and Surf E:<ce\ 

5.9.2 Positioning and Differentiation Strategies 

A flrm 1hat decides to operate in a heterogeneous markel recognizes that it normally 
cannot serve all customers in that market sine.: the customers are numerous, dispersed 
and .... aried in their buying re.quirements. So there is a need of product differentiation 
for catering 10 different market segments. Differentiation could be based on product 
and service qualities or on perceived benefit~ as c0mmunicated to the customer. 
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Tablt! 5.1: Pr{)rluct Differcnti3tion Strategics used by some premium brands 
-

Prnduct 4ttribute f:llUllplt>!> 

Pniduct De~1gn Uraun ~haver. Harpii: lotion 

l1roolul·r Sty le Tit~n wat..:hc!>.. Woo<1J11nJ shoe, 

ProJuct R;:in1c R~, Inn cosmct• cs. llata ~h,'li:s 

-.:rn 1\:e Qu:i\11y Ddl ..:ompull!~. Eurel,;a For~, \'iJ.\'UUm dcann~ 

PJ,·!-.1gin,t: r a1:.11ea. Colgate 1001hpa51e 
~ 

l'rodurt Fcmure!> Son~ lrinitron Tel.-vision. Hero HonJa C(J Da\\ n 

l\:ri.,rm;\nt:r Q11:1lit~ Whi~pcr ,;anitary niipk ins. Ur.tb. r,: H:re.'ldv hatt~1 •l'~ 

5.10 PACKAGING AND LABELLING 

Pacl...iging, include~ all tile acrions that involve the development of a container and a 
graphic d~sign for a product. A package may have three level.'); the11ri111lll'J ('at·kt1ge is 
tht co11\ainer of thl! pwducl such as a bottle, jar or tube, the J<.'C01ldd1)' package is the 
box of card board or $Omt: other material containing the primary pack:lgc; :ind t.he last 
is I hipping pack,1ge that cuntain~ more units of secondary package. 

5.10.1 Packaging Cuosidcrations 
A varil.'~ uf packaging materials, processes and designs are avail;iblt. Marketer'~ 
prirnar) concern i~ IO comider the costs involved. The qucsti<m is ho"' much moni:y 
coihum..:rs are v. i!ling tu p,1y. Research can be us~d to detennine this 

C urnpanics also need to con ... ider how much consistency they desire .:imong packages 
of rhe firm\; proJucLS. ff thl! aim was lo promote an mera!I corporat1.' image. tht: 
.::ompan~ would prd~r to have similar packages or include one major d~sign 
charactcrist ic. Some cC1mpa11 ies rre fer to use family pad:aging for different product 
Jin~~- Thc package ·s rromofional aspect includes symbol. ~ontem~, Ccatures, use,,;, 
advan,ages and precautilin,;,. fhe package design, colour. te.xrure, ~hap..-, etc., also 
communicate a product's uesirable images and associations. An cxpcnsi\c- rerfurne 
cam101 cnmmunicak the in1age of luxury and exclusiveness if its rackag.c- is ordinary 
or chear lool,;ing. 

Marketers should care-full) study this aspect while choosing packaging i.;1,lour~ . Pastd 
C(\lour<; are vi~wed ;i!i feminine and dark colour~ as masculine. The neecJ to creutc a 
tamper proof pacl,.uging, would depend on the nature of product nnd e.xtcnt of its 
n.x:c~si1y TI1e package should be convenient for transponalion, storage ::ind handling. 
A cumbt=rsomc package may sorn~timt:s discourage resellers from ~locking a11d 
di~pla:,. ing a rroJuct. 

5.10.2 Labemng 

Labelling i<: close!) rel:iled to pad.aging and is used in man) different 1nforrn~lion~l, 
legal and rr0motiornd ways. A label may be a pan of package or it may be a lag 
anached TU 1he produc!. D~penJing on the product catl!gory and -;~citk laws of th~ 
country. 1be l:ibtl rn1gh1 i11cludt= onl} the rroduct's br.md name or more detailed 
inforinatitln dc'>ir~J by the marketer or infonnation conforming tu the legal 
r('ljuirt:ments. Th(! labd can facilitak producl identification by pre~enting the brand 
and a distinct graphic design. The labels pcrfom1 a desctipti\'e function rd,iting. 10 a 
product"s snurCl'. its contents, important features and benefits, in~tructinns for use, 
cautions or w:1rnings. storag.c instructions, batch nu in her, date of maJ111focturc ,md date 
of t::..:riry 

Ma11y product labels con1:1in a Univ~rsul Product CoJt! (UPC). It consis1s of a series 
of thin cilld thick lines that identify a product, and provide pricing and inventory 
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infonnation. An electronic scanner reads this UPC information at the retail check 
counter that is used by retailers and marketers for inventory and price control 
purposes. 

5.11 NEW PRODUCT DEVELOPMENT 

Many e0mpanies follow different types of new product development system. Standard 
new product development system is explained in the following section: 

1. Co11cept generation and murket structure identificarion 

❖ Idea generution: 1l1e first stage of new product's evolution begins with an 
idea for the prod l1 ct Hence Lh is s t1:1ge is also termed as 'idea genera Lio 11'. J dea:. 
may originate from the following sources: 

t Sales personnel 

♦ Markeling personnel 

♦ Research and development department 

♦ Top management executives 

t Production department 

t Cus1orner service decisions 

♦ Employee suggt:slion systt:m 

♦ Cus10mers 

♦ Conipetitiv..-: products 

♦ foreign products 

❖ Market structure analysis. The nexl S!e[) in the process of new product 
development process is to implement a market structure. This process 
ddineate,; the consumer's perception of market by building a map outlining 
the critical e0nsun1t:r dimensions, positioning existing brands on the 
percep!Ual map and indicating favourable new product opp011m1itie ... 

❖ Su/es potemial: In this s1ep, the polential of a new product entry into the 
market structure is estimmed. The purpose of developing ~uch a model helps 
in establishing a rough estimate of the size of the business potential. It also 
helps in establishing a ba,;;e case for using th is model for continuous 
mcmiroring of the sales. rorecast and its advances throughout 1he new produc1 
de\/elopment process. 

❖ Concepl sae..:ning: Al this stage, the ideas collecled are scrutinised !o 
eliminate those inconsistent with the producl policies nnd objec1ivcs of !he 
firm. The main i ntc n ti 011 of th is phase is only to e Jim i nate unsu itab 1 e ideas a:; 

quickly as possible. 

2. Atfrertising developme111: This stage of new product development invol\/es the 
dt:\/elopment ofadvertising and formulation of 1he product. A 11 the adwnbing and 
technical developments of the product concept have a greater focus due to the 
results from the earlier stage!>. This stage typically involves two activities, vi7. 
development of advertising strategy and product formulation. 

Tht! main objective of advertising is to create an advertising copy which can 
reflect the product's points of difference Lo the consumer. Asking the client 
servicing and creative team to observe the focus group di::.cus~ion helps in 
initiating advertising strategy development process. Both the team<; get a chance to 
look at the real consumer.; and listen to their opinion about the product category 

and product proposition. 

http:quick.ly


3. Product Jormulalio11 and tel1ing: The product formulation happens in the 
laboratory. During this stage. the 'idea-on-1.he-paper· is !urned into a 'product-on
hand'. In olher word~. the l<lea is converted into a product that can be produced 
and demonstrated This ~iage is also termed as technical devdopment. It is during 
this period rhat al I deve!ripments of the product. from idea to final physical fonn, 
take placC". 

The final decision whcthe-r a product should be de\'doped 011 a commercial scale 
or not i!) decided at this stage because the time-lag ri::qum:-d 10 a1tain 1h1:~ siage is 
long aml it is possible thal some advt:rse developments might have taken place 
during this period. 

4. Testing the product: In thb stage of producl testing. the n~-.,., product manage-r can 
check the feasibility and accuracy of product performance. Thus, ..:ommercial 
experiments are neces~ary to verify earlier business judgments. The objective of 
this stage is to esses.s whether the product meets the technical and commercial 
s~cificatio11s developed c1t various levels of concept dcvelop111ent for ascer1aining 
prod uc I accepta bi I ity. 

5. Commnci"lisatiot1 ,uuljinal launch: ln this stage, the product is submittt:d lo the 
markel. and thus commences its lifccycle. Commercialisation is .:ifso the phase 
where marketjng is mos! active in conneclion with the new produL"L This s1c1ge is 
considered m b<! a i.:ritical one for any new product ;ind shuuld rht"refore be 
handled cwcfully. 

For insrnui.:c, it should be checked whether advcr1ising and ~r~nal sdling have 
been done effectively and whether proper outlets ha\ie been arr.:inged for the 
distrihu!ion. Despite the care with which the previous development stag..::s ha"e 
been planned. unfort':'.i!ell events l'aJl impair commt'r.:1alisation seriously. The 
following activities are usually undertaken during this. stage: 

❖ Completing final rtans for production and 1nark..:ting. 

❖ Initiating coordinaled production and selling programs. 

❖ Che-eking resulb al regular int~n-als. 

All lhe stages e:-.plained .ibm,e stress the fact rhat the- development of a new 
produi.:t must pass through certain logical stag..:s. Innovation i~ necessarily an 
orderly an<l predictable process and can be pi:rforrned only III a sequencc. l·or 
example, commerciafo,ation cannot precede the developmenl :.logl! ofa product. 

tifflli,iii IQM!I ;4{➔ 
Fill in the blanks: 

l. A prodocl is something of ______ , which is offered to 
cu~tom..:rs for ;itlention. acquisi1ion, usc and disposal uf consumers for 
sJ.tisfactiOfl of their na:d5 and wants. 

1 A product _______ is a group of products for i:s::.entially similar 
use-, and technical and markt:ting considerations. 

can he achie\'Cd either by incrt:.1<;ing its share in 
e:-.isting markets orb~ finding nl!w 1narkets. 

t.J. The _______ of fhe product mix and the wa) s in which they 
relate to each other arc impor1ant for the marketing manager. 

5. The main objective of _______ is to create aJvt:rtisin~ copy, 
which can ref-lect the product's points of difference to the consumer. 
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• A product is the offer that the consumer ultimately owns in the exchange process. 
Each product offers ..-.ome level of core. tangible and augmented benefit to 
consumers. 

• A product has different layers or levels like an onion and each layer contributes to 
the make of the product. The identified levels are: core layer. basic product layer, 
expected product layer, augmented product l<'lyer and potential product layer. 

• Products can be classified on the b~is of three essential characteristics -
durabjJity. tangibility and user type. 

• Product mix is an assortment of all related and unrelaled products that the 
company offers in the market place. Product mix has got four important elemen!:s 
like width, depth. length and consistency. 

• Product line decisions arc related to the le11g1h and depth of each product line and 
the decisions that the marketer should take for each product's market segment. 

• Many companies follow different types or new product development system 
which are concept generation and market structure identifo.:at ion, fldvert ising 
developmenr, product formulation and testing, commercialisation and final 
launch. 

• Products follow cc rca in kinds of 1 ifecyc le pa t1 e rns. The stages n f product Ii fecycle 
are introduction stage. growth stage, maturity stage and decline stage. 

5.13 LESSON END AC Tl VITY 

Conduct a search on internet for top 5 companies producing and marketing FMCG 
products. Prepare a report on products lhe comµanics are dealing with considering the 
product mix stra1egies used for various products. 

5.14 KEYWORDS 

Convenience Products: These products satist::,, the needs but one isn't willing to spend 
time or effort to shop for them. 

Durahle Goods: These are the goods that survive many use~ by consumers. 

Industrial Products: Products that are used in producing other products. 

Non-durnble Goods: These are the good.~ \~hi.:h a.re consumed in one instance or a 
few uses. 

Product: A product is anything which is offered to the market to satisfy consumer 
needs and wants. 

Product Line: A set of individual products that ure closely related. 

Prmlt,ct Width: ll explains how many ditfrrenl product line~ a company carries. 

Product Depth: 1t explains lhe number of products that a product line has in its overall 
product mix. 

Shopping Products: The consumers compMe the foatures and buying criteria of these 
products with the competing brands before making a choice. 



5.15 QUESTIONS FOR DISCUSSION 

1. Define a product. What ar~ the v,1rious levels of a product? 

2. Exp lam the classifitation of a product,~ ith ~uitable examples. 

J. Di5ti11g111sh betv,ecn ...:onsumer produc1s and indu:.trial products. Also e,plain the 
'"ar iou !> el assi fi catH HI$ of i ndus tria I products. 

4. E,plain the slage-s in the lk'v. proJu<:-t dt::velopment prtw:ess. 

5. A rrnduct lif~cycle is U1e market's response to a ne\,\' product launch in th~ 
market. F.xplain the .,1ages of product lifei.;ycle. 

6. Demand for industrial products that go into another produc1 for final consumption 
is dcriv,;d in nature. Explain this with ~ui1atile examples. 

7. What factors gllicle the ~core of pro<luct line dccbions? Ex.plain the- relevance of 
these focturs in lndi:rn marketing context. 

8. Find ,)U( the product mix for any Mo major Indian companies. 

9. What is rncanl by product line expansion? What olhcr strategies dn marketers 
adopt for product ~ategorics? 

Chel·k Your Progress: l\fodel Answer 

2 line 

' Gro\'. lh -'· 

-L Dimension,; 

5. Advert•~ i ng 
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6.0 Al MS AND OBJECTIVES 

After ,;1udying this h:sso11, you shuu\d be able to: 

• Di~cuss the concept of brands .ind their impor1at1ce 

• IJenti('r 1J1e diffacn~e of brand and branding 

• Stale the concept M brand id~mi1.-, 

• Discuss the conce-pl of brand equi1y 

6.J INTRODlJCTlON 

Brands are in ~tores. in advertisements, television commercials and wi1h the inlerni;>t, 
they urc l!very,~hcre ,..,t: look. while browsing through the vasl net\\'orks of om 
interests. 13rands arr: extremely fa!)cinaLing . Most companies recognise brands but fail 
to see the lfllt' ~S5\'llCe behind the brand or the reason for tht>ir purchasing behaviour. 
Many con1pa111~s Sl:!c branding as u process that involves only tangible aspects su~h as 
th~ visual appcarnncl:! of a company. 

Bra11.ts are eve!r~ where in our life. A product is anything th.it can be offrred to a 
marl,.cr for :i"~ntiun. usl? or consumption that might satisfy a nc!ed 0r ..,.ant. A pr0d11c1 
is a physical g,,,id. sen ice:, retail storl:!, person, organisation. place! or idea . 

6.2 J\rlEANING OF BRAND 

A hr,rnd helps the rns1omcr to distinguish the goods of one producer from another. Let 
u~ un<lcrstand ihc co11t:eptual meaning of the! tenn brand. 

A ~rson is known by a name. Likewise, o pmduc1 is known by a brand name, which 
enables the consumers to di:;tinguish 11 rrom otber products. 

/\ brand na11w of a proJuct llr :;ervir~ means many 1hi.ngs to a consumer. 

h ma.-, mean a symbol ot quality or it rnay he associated with his/her lilestyle. In facl. 
consumers buy brand images ratht:r than products. C~rtain brands strike a chord u:; 
soon as the prudu~·1 i$ ,lnnuunceu. For example, 'Coke' or 'Pepsi' as n son drink, 'Vicks 
Yaporub' as u solution for c.uld, 'Dcttol' as an antiseptic for t"veryday s,:ratches and 
CU(5 . 

ll1e:,;t: are a few illustrative l.'Xample~ to signify the role of brnnds in consumi:r buying, 
hehaviour. Some brand images n::main in the comumers' mind forever anJ they come 
to stand for an i;>ntirc range of ideas. sc111iments. etc. This helps you lo spt:cify, rcjecl 
or rei:omrn~nd brands. Th\! prese111 uni1 covers 1he concept of brnnd i:quity which is .1 

sd of asst:t~ linkecl to :,. brand 's name and symbol lha1 increas~~ the ,alue of the 
produ,t or ser,..ice You will also ht' able to know how the imag:~ of the pruduc\ should 
l:oe crl'ateJ or rosii.uned in !he minds of consuml!rs. You wiH also be familiarised wi1h 
the sekction of brand name and it~ d..:ve\opmeot. 

6.3 SIGNIFICANCE OF BRAND 

Branding is a major decision issue in managing producl~ . Well-known brand~ have the 
power to command price premium. Today. the brands Mercedes, IBM. Sony. Canon 
and others enjoy a huge hraod-loy<-1! market. A(:cording ro Busini?s,1· Week. the lnrd 
bral\d is on~ of th..: top ! 0 global brand~. v-. ith a brand equit), value of more 1han US JO 
billion dul lars . 
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Principle, of Marketing The history of branding goes back ce1tturies in time, when craftsmen wanted to be 

identified for their skills and placed their disti.ncl and identifiable marks on goods they 
crafted. This was the earlie-=;t form of branding to build reputation of particular artisans 
by word-of-mouth. Ruycrs learnt to look for d'isrinctive marks just a~ we look today 
for brand names and trademark,:; on products. According to George S. Lo"' and Ronald 
A. Fullerton, such marks have been found on early Chinese porcelain, on pottery jars 
rrom ancient Greece and Rome, and on goods from India dating back tL• 1300 B. C. 
The origin of '·brnnd" is the Norse word bt'a.ndr, that means. ''to burn:· and owners of 
Jives!Ock mark their animals to identify them. 

Branding has always been an important aspect of marketing. Distillers in the 16th 

century burned or pul their brand name on the wooden containers. This identified the 
whisky of one distiller frorn 1hat or oth~rs. The branding evolution continued and the 
real boost for branding came in the middle of the 2oii, century. American Marketing 
Association defined brand as, ··a name, term. sign. symbol. ot d,,sign, or a 
comhination of 1ha::m. intended w identljy the goods ,md :.er vices of one seller or group 
rf sellt'rs and lo dif!c,rentiale them from those of (.'Ompctition ". Thus. :iccording to 
AMA definition. 1he ke)' to be able to crealc";: a brand is to choose a name, lt'rm, sign, 
symbol, logo, design, package or other attributes to identify a product from those of 
others. 

As noted earlier. mo:-t c0mpetition in developed and developing economies is 
esse111ialty bot ar produd augm~ntalion l~vel, because most companies in an industry 
can successfully develop and produce satisfacto1)' products at the expected level. 
Ne:.irly 45 years earlier. Prof. n1codorc Leviu wrote, •"the new comperition is not 
he!W1:"e11 ... ·hot L'Vllf['(Wies c.in produce in !heir fac/ories hut bnwee,r what they adJ to 
1heir ,,t;1c/01"J' oulput jn the fiirm of packaging, .1avicr:.1, udverlising, cuswmer servict>. 
financing, de/ive,y arnmgements. warehousing and rhing.'i people value·•. Thus, a 
brand is much more 1han what AMA defmition describes. lt is a product. but one that 
adds other dimensions differentiating it in some way from other products designed to 
saiisf)' th!;' sarne need (Kevin Lane Keller, Strategic Bnmd Managemenr. 2"'' ed. 2003). 
These other differences include not (inly tangible and r:itional aspects related 10 brand 
performan~e, bu1 ;dso intangible. emotional and symbolic meanings consumers 
perceive the brand represents. 

Brands live in the minus of consu1m:rs and are much more than just a lag for their 
r~cognilion and identification. They are the basis of consumer relationship and bring 
,;onsumers and marketers closer by developing a bond of faith and trust ~tween them. 
The promise of brand i5 consis1cnt with rc:liable quality, service and overall 
psychological satisfaction. The markeler has to establish a mission for the brand and a 
vision of what the hrnnd is and can do. Jt is crucial for the marketer to consider thal 
iL 's an offering of a contract to the con5umer about how the brand will perfonn, and it 
must be an honcs1 ..:ontn:ict. All these factors add value not only for 1hc consumer but 
also for the marketer. Brands identify the source or maker of n product This allows 
consumers to assign re5ponsibiliry to a manufacturer or distributor_ Based on their past 
experience or use, brands arc a means of eliminating s~arch costs, ris~s and simplify 
product purcha-.~ decision process. 

Brands are bel ievcd to he the real gentc"rators of wealth of 21" century and dete rmin~ 
the marke1 value of l:iusi.ness ~nlities. Gillette. Lakme_ Hit and Goodnight are different 
names. but there is one thing common among them. They are all brands which other 
co1npanies have bought. Procter & Gamble has bought Gillette for $57 billion. 
I findmtan Lever Ltc\. bought Lakme fort 78 crores, Godrej bought Goodnight and Hit 
for "f 13 1 crores. The prices paid for these brands are many times more than their 
tangible assets. 



A bru11J mark rders to tha! part of brand which is not rnaJc up of words. bu! can he a 
symbol or design such as sv.oosh mark of Nike or Goldt>11 Arches of McDonald's. A 
trr..1.dmwr/; i!> a ls=gal registration indicating the owner's e.-..clusivc right 10 w,r a brand 
or some par1 of brand. A lrade name is tl1~ full and legal naml.' of a firm. such as 
Maruti l 1dyog Ltd .• and not the specific name of a product 

6.4 BRAND AND BRANDING 

A tn1<l1tional definition uf brand stands as a name, word, mark. 5ymbol, Jcvict'. or a 
comoirnJtion thert'of. ust>d to identify some product or ser-.1ce uf' on~ :;elkr anrJ to 
di!Teri;:ntiat~ thc-m from those of the competitors. Hie definition ck.nrly focus~:; on the 
function of a brand, 1hat is. to identify, irrespective of the specific mean-; emplU)'\"<l for 
lhe identitkalion. A modern definition talks about the brand as a vehicle for de!i\·ering 
a certain value Lu the consumers. Hence, a brand is a m~ntal patent and ::.!:'l or 
associaiions that delivers a set of functional and emotional v:.ilue to the consumer ma 
unique way a~ compared 10 others in the husiness. 

Creating ll orand is the ultimate aim of mnrke1i11g. endeavour. The AMA defint>::. it iis. 
"A brand is a name, tern,, ~ign. symbol or design. or a t:omhinarion of them. i11temlcd 
to identify lh, goods or s~rvices of one selkr or group of sel krs and tu diflt:rcntiate 
them from rho~c uf competitors'·. A brand is a name. lc1m_ design. symbol 01 any 
other featu,c that identifies a seller's good or service as J1s1inc1 from tlws~· nf other 
sellers. r here ar~ three:' a_-:p.:cts of this definition . Fi rstl~. it fornsc:-, on ·"hat'. 1\f the 
brand. Secondly, it cmpha,;iscs on what the brand ·Joe<. A brnnJ .:Jn be a 
~umbination of name. ))ymhol. logo or trade mark. Brands do not have lix~J litet1me-s. 
Under the trademark Jav.. 1he users are granud e:<clusi ... e right, IO use brand names in 
p~rpetllit) , 

Figure 6.1 d1.·picts what .i brand is and what it does. 
,--------- ---------------------------. 

A brnnd is :i name. symbol, dt:3ign., or a combination thereof. 

McDom~ld's: J" a nam~ 
Golrle11 .... rcl1t•s: 1S,.'.'),1Tibc,1.,, s11-;n 
wlo:h is trad~ n1,1rl..t>d (11" t.h(" 
~~cluSI\r,' rtop~tv of ",,l,:[/,,i,.,kt 
C(lrpor,ition) 
Co111binatio11: a 1miqut' Ml \\'('ti. that 
combine ail ~l~f'l!. ,)f br,m,i 

1-igu re- 6, I: E\:am pie of Branding 

Figun: 61 ,hows that any outlet that displays rhis sign achit·ves two objcc,ivcs 
inuneJiatcly in rhe prospt:ct'5 mind. The objectives are: 

I. The prospect can easily identify thal this outl~t is of Mcll<.inald's Corpt•1atitm . 
lJencc he/she knows what to expect from this outl~t. 

2. Tht' bran<l differcn1ia1ior1. The prospect, upon 5¢eing th~ :ilmve sign, will Ix i'bk 
lo differential¢ tins ou1le1 fruin the oth~rs which also s~ll similar kind of produ1.·ts 
or services (it is not Wimpy's). 

A bra.nd name i~ a word or a combination of worcb or ltners that is pron,)um:eahle 
<c? g .. Promise 1oolhpasle. Roona soap. etc. Brand as a logo i~ unique t(l 1hat pr<1duc1 as 
a product design and signagc. Examples or brnnds that are ea'iil~ i<lentifiabl~ includl! 
the unique shape uf Coca-Cola bonle, the distinc.ti\e rainbow nrnrl,,, or Wipro. the 
golden archc:s or McDonald's. and a part of an eaten apple of Apple Macin1osh. 
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Pr in,; p I es 1• f Marh·tm ii; 

A bra11d 111ark can be a design, a dis-tinctive logotype, a colouring scheme, a picture, 
etc. In other words, it is not a name but a means of identification. 

Let us now !earn about the advantages and dis:idvantages orhranding. 

6.4.1 Advantages and Disadvantages of Branding 

Advu.ntngl!S 

The following are the advantages of branding: 

• A brand promises and delivers a high level (Jf assurance h) t.:onsutuers. 

• A brand serves as an assurance to the customer about the product performance. A 
brand helps customers to identify the pruduct on the shelf and helps in rnaking an 
informed choice. 

• A brand as a symbol of slatus and social significance gives you psyd10logical 
sat is fact ion. 

• The brand speaks about lhe produc!'s attributes and how 1hey perform. about the 
brand name and what it ~tarids for and about the company associated with a brand. 
Hence, for a consumer, the brand aid~ decision making by building trust, 
familiarily and assurani::.e of a certain st:mdard. 

The brand also provides benefits to the company. It develops :.i loyal custom~r base 
e.g., brands like Starbucks coftee, Harley. Lux. Kellogg's and lfor!ieks have a strong 
loyal consumer base. 

DisadvanlOReS 

The following are the disadvantages of bmnding: 

• 13 randing is not free from the critique of creating disadvantages to the customer. 

• Brand building is an expensive process becaus~ of which th~ average cost of the 
product goes higher and in many instances the consumer has to bear the cosl. 

• 13rnnd building involves a huge expenditure by the firm and, if this fails, the brand 
cannot sustain the pressure of additional expenses. 

• Once the brand is perceived in a particular way, it is diffic-ull to position 11 in an 
altemate way, though a need may arise due to changes in macro-economic 
environment. 

• 1:'.xpenditure on brand promolion is considered a social waste. Such wasteful 
expenditure will increase the cost of production, leading lo higher price of the 
brand. 

6.5 BRAND IDENTITY 
Differen! brands vary in the power and value they co111mand in the 111arki:1 place. 
Many brands are largely unknown to consurners and fN some others, there is very 
high level of awareness in terms of name recall and recognition. David A. Anker 
defines brand identity a!., ·'a unique set of brand a::;soc1ations that the brand stra1egist 
aspires to create or maintain. These associations represent what the branJ s1ands for 
and imply a promise to customers from the org,anisation m~mbers''. Brand idenlity and 
brand image ar~ sometimes used interchangeably in different texts. Brand identity 
refers to an insider's concept re!lecting brand manager's decision!> of what the brand is 
all about. Brand image reflects the perceptions of outsiders, thal is c.:ustomers, about 
the brand. From customers' point of vie"•· it is the imag~ they have of a brand that 
matters. Brand image is the sum total of impressions created hy the branll in the 



consumer's mind . This includes a .:onsumer's impressions about the brand'!-. ph_ysical 
charncteristics, irs perfonnarJce. the functional benefits, the l; inc.I of pcopl,: who use the 
product, the emotion, and associations ii d.:velops. and rhc im::igery or 1lie '.)ymbolic 
meanings it g_encrak'.). To put it difTercntly. how a consumer perc.:iws ;i branJ in its 
'totalit} · is !he brnnd image and encompa:;.;es bo1h pllysical and pt!rceplual 
components. It is a concept that drives customer beha,,iour with respc-ct to brand. 

According to Jean-N11d Kepferer, a brand is a comple.\. 5)..rnbol and capable of 
comi:ying upfo six uime11sk1ns or mea11ings: 

! . Phy!iique: Physiqu~ dimension rel~rs to the t,rngibl~. physit:al a,;pt:ccs. l11e 
physicnl dimen~ions 3-fe usu.illy included in the product ~uch as name, reaturcs. 
colours~ logos and p.1ckaging. The physique of I BM brand would be c.lMa system, 
servt:rs. desklop PCs. no1ebooks PCs. a11d service, elc 

Persmzality: Marketers ddiberately may try to assign the brand a rersonality; or 
people on their own may attribute a personality 10 ::i branu It is nCll ~urrrising that 
people often describe some hra11ds by using nc.ljcctivcs ~uch fl> •·young," 
'·mascu lin"," "f~·min ine." exc iti11g," ·'rug.ged," ''rebel:· "energetic." L'.l.::: .• a~ if they 
are living persons . Brands usually acquire personali1ic-" bt:cause of cfolibera1e 
communications from marketers and use of endorsi:r". Bajaj Pulsiir ads 
communicate "Definitdy maie··. ll)e per~onaliry of A11os1 is :,cen as young. 
dyn.1mic, energetic and an ach1t:veL 

Culture: Culture ,ncludes knowledge_ b,:!'lief, rile5 and ritual:-. capabililit'~. habits 
and w1l11cs. A brauJ rd1ects its various as~cb and values 1ha1 dri"e it. Culture 
manifests variom aspel:IS of a hrand. For in:stanc~. Apple computer~ reflect its 
culture. It b a symbol of si.mplicit~ and friendliness. [1:,. -.ymlx:il (munch~ll /\pplt') 
connotes b~ing Jifferent from other-; and not follo,.,.ing the ~akn path . ~krcedes 
5ymoolises disciplined. efficient. hi~h qualily Gennan engineering. 

4. Relutiom.-1,ip: Brands are often a1 the heart of tran:-.:'iclk)n:-. aud exchanges bciween 
markelcrs and cmtomers. ·fhe brand name Nike is Greek <1nd rdJICS lu Olympics, 
and suggests glorification of hunrnn bod:-, . ·•Just Doll .. is all ahClul winning, the 
unimportance of age, and encourag~s us to let loo~e Apple rnnvey$ emotional 
relationship ba~,:d on friendliness. Rdationship is e-.si::nti3l!y irnpo1iam in service 
products. 

5. Reflection: This rders to defining the kind of peopk whn 11sc it. 11 is refkcled in 
!he imag_<=: of ih consumers: young, old. rich. modern ~nd so on. For example, 
Pepsi reflects young. fun loving, carefree people. ·1 he reflec1ion of Allen Solly's 
bra11tl ir. a typical young txecutive. However, it docs not h) any chance mean that 
they arc the only users . The concept of target mark.el 15 hroader 1lta11 reOection. 

6. Se(f-image: Th,,; 1T1ean~ how a cus1omer rclat<~ hcrS("tf/himsdf to th~ hrnnd . 
Self-image i'j how a customer secs herselt:thinis~lr Th~ self-image of u~ers of 
Bajaj Pulsar moturc_ycli: i!> belicv~d to rhal of being tt1ugh. youn~ males. I isers of 
Nike sec their i1111c-r reflection 111 the bran<l' s pe~onali1~ 

6.6 BRAND EQUITY 

Arand equit)' is the added \'alue that the consumer assigns to the produc13 a11d services. 
11 is an ammgemcnt c,f brand a~sets and liabilities tinkt:J to a hrand. ib name and 
symool rhat put in or sutitract the value provided b) a product or service lo an 
org,rnisation .inu/or co that organisati<m's customers. Th~~e l!quily complm~n•s \:an be 
grouped in10 the follo\'. ing. categoric&: 

• [3ran<l loyalty 

• Brand awareni::ss 
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• Perceived quality 

• Brand associations 

Let us now study the components of brand equiry in detail. 

6.6.l Brand Loyalty 

Brand loyalty is the situation in which consumers repeat~d\y prefer find continue to 
purchase the same brand within a product or service category. Brand loyally is one of 
the imponant basis of l!quily creation. When customers show allegiance !o the brand. 
it creates equity. Loyalty is at the heart of equity. Six distinct conditions are necessary 
for brand loyalty. Hrarid loyalty is the (i) bias. (ii) behavioural reaction. (iii) expressed 
over time, (iv) by any decision-making unit_ (v) in relation to one or more altemative 
brands, and (vi) is 11. functional task of psychological processes. 

6.6.2 Brand Awareness 

Brand awareness is the abi I ily to identify a brand under di ITerent conditions. ft 
includes brand recognition and brand recall. Brand recognition is known as the 
capacity to verify prior exposure ("yes, J've seen it earlie(") a11d recall is the capacity 
to consider the brand when a product category is tbought about. This typf: of 
awareness is necessary for a brand to b~ inc!uded in the decision process. 

6.6.3 Perceived Quality 

The qualiry may be objective or rerceived. The objective quallcy indicates the actual 
superiority of a product or service though the perceived quality is perception of 
excellence o[ a product or service in relmion to its intcrn..lcd function. Perceived 
quality is customer bc1scd. Various people value different things. It engrossa;;;s 
judgement concerning what is valued by the cus1omen;.. Quality also rt:quircs lo be 
distinguished from satisfaction. 

A customer may still bt satisfied with poor quality. Sa1isfaction is Jctermined by 
expectations. On the whole. perct!ived quality is an overall feeling that a customer 
tends tu have about a brand. It is generally based on some undwlying quality 
dimensions (product attributes or benefils) on which the cusronH:~r perceives the 
product's performance or delivery. 

Since the brand delivers values higher than the commodity, perceived quality is a 
critical decision. The brand nrnnager shl)U!d take a decision on wha1 kind 1Jf attributes 
and what quali/)' level he/she should offer in his/her product to satisfy his/her 
consumers. Developing a m.itrix of such desirab\e attribules helps in pt)sitioning both 
the product and brand. A marketer has the option to position hb/her brand at any 
segment of the market: tor, bottom or the i11lc!'me<liate. 

6.6..t Brand Associations 

The customer associates the attribute of the brand with his/her belief. AUributes are 
dl!scriptive features which are used to characterise a product or service. For instance. 
how is a refrigerator described? It can be described as a cooling machine, normally 
available in white colour, comes in different sizes, mea.nt for homes O!' offices, 
expensivr:. runs on electricity, has a compressor, etc. The attribute~ may be 
differentiated on tile basis of how directly they are associated with the performance of 
the product or service. 



6.7 BRAND IMAGE 

Urand image is the key concept int,;-rvening between the brand and its equity. Jt is the 
<lriver of brand cquif}. The imnge of a brand can adJust brand v/'llue upwards or 
downwards. Wht:n 1he .;ocoout oil is "Parachutl!·, its value moves upward!.. This shift 
is the result of brand name. l he name adds \'isu<1l and verbal dimensions in 
1.:onsumer's mind and .acts as intervening variablt: ntO\ ing the va!ue up"'ards.. The 
name Role;-,. or Omega add rau1..:a.l \'alue to the product. A cuslotner who is nul 

familiar with tirands liJ..e Rokx or Omi.:ga will most prohnbly assess lhe \'a\ue of these 
brands as _just another watch (a product) because these brands mean nothing tu 
her/him. In such a c;i,c, these braod~ are unlikely 10 alter value bi.:causc theri;> i::. no 
intervening variable between the brands and their valuatio1t 

A brand exists as a complex network of as~ociations in a consumer's mind. A lex:mder 
L. Biel propo~cd that types of hrand associations can be hard and sqfi and brand sub
images consist of three demt'.nls: Image o_( provider. image ~f prod11cr and inwgc of 
11.ser 

Th~ lypes of brand a;,,\oetations are discussed belm.\-: 

• Hard Anociutiom: HarJ as~ocialions include comumcr's perceptions of tangible 
or functional auributt''i of ;1 brand_ These mvolvc brund's pliysicc1! construction 
and performa11..:e ahdilles ~uc h ~1s e..:onomy, qua!it~. l'e 1 iabi lity, sturdiness, etc, F'or 
exarnpk. !ht: hartl ~ssociations ofan automobile can include its power, SPf:ed, fud 
('CQtlOmy. ~IC 

• Sn.ft Assnl'i,Jlions: ,\s~oc iatwns of this typ,;:: are emotional ~n nature. SU1:h 
association~ can be r,ositive ur n~gative. r\ molorc~de can be vi:<.ualbed a'> male. 
tough. e:-.:d1ing, youthful, e!c. Fur instance-, Bajaj Auto has manageiJ to associatl.'" 
its Pulsar rnotcirc)cle with maknl.'"ss_ toughness. youthfulness and e,citernen1. As 
.i consequence of negative a:-sociat1011s. consumers as-,oci11te Indian Airline:. with 
dulln~s::., old ;igc:. indiffe1<.:nc-e and inefficiency. 

The ekmcnts of brand ~11b• imag<":s are discussed below: 

• Image of JWol'ider: This refers 1t1 the image of rn.-.inufacrurcr. Consumers also 
carry in rheir mrmurks a neh\ork of a55ociatio115 about companie~. For example, 
Apple co1npuwr~ create 2ssociations such as unconventional. excir111p., user 
friendly, creative. innova!ivt and cool. When consumers visuali!>e Delhi Cloth 
Mills (DCM). the kind of associations that 1m1y emerge .are lihly lo be old, dull, 
cloth; Rath V<1naspati (vcgetoble oil): unchanging, and unexc1tt11g. An 
inarproprime rnrpuraTe imag(· 1rn.1y tarnish lhe image of an 11\herwist" good 
product. 

• Image of prodt1£'t: Produc1s also carry an image of what they carry and have 
Jspi:ct~ such a~ functional characteristics, h::chnology intensivene~s, emotionality, 
old or 1uud.:rn that go with them. Products such as laundry d~tcrg.~nrs, cold 
remedies, n1u:-.qui10 reprdlents. etc .. tend to be driwn by functional attributes and 
1atio11ality. On the nthcr hand. fashion clothing. p,;:rfumcs. cold drin\..5. exp,.::nsi\'e 
watches ~111u man~ alcoholic hev<!rages tend to be associated v.ith elllotions and 
sub5ta11tial ,;~Jllb<)hsrn. Theref(lre. brand image has 10 be shaped \\ithin structural 
limits impo~.;-d h~ the producr iinaf;e. 

• Image of tl,e u.\l!r: n1e brand image brings tCl consumers' mjnds the image of its 
users. l he image of brand may indicate tht:: age, sex. occupation, lifestyle, 
inf-erests and per::.onalir:y aUribures. For exampk the image of Raymond suitings 
is that of a ·'complel,;- man'·. The user image dimension reflects the brand'~ 
pcr..onalily. i\l:cording to Leon G. Schiffman and Leslie Lazer K.:muk, a study 
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found that beer_ coITee. cigarettes, cars, credit cards, haircuts, legal services, 
scotch, sneakers and toothpaste were found to be masculine. Products perceived as 
feminine included bath soaps. shampoo. facial Lissue, clothes dryers, washer and 
dishwashing liquid. 

Brand image management requires deknnining brand concepL This concept embodies 
the central meaning of the brand that the company chooses and is derived from basic 
consumer needs. The more strongly the brand saLisfies these needs, the more 
differentiated and strong the brand image customers carry. These needs can be put 
under three broad groups. 

t. Functional needs refer to perfonnani.:e related aspects of customer's living. These 
needs may relate to solving existing problems or avoid foture problems. For 
example, the nceJ to gel rid of dandruff have relief from coJd, insuring for health 
or prulection a~ainst burglars. Some examples offunctional brands include Biskri 
(pure and safe water), P~psodcnt (figlus germs 0ausing dental probJcms), 
FeviKwik (bonds in a snap) and Dispirin (relil:!f from headache). 

2. Symbolic needs are learned, needs as a r(:sult of living in a suciety and include 
wants for esteem, self-enhancement, identification with desirable groups, etc. 
Some examples of syrn bolic brands include Raymond (the complete man), Omega 
(the sign uf excellence), Louis Philippe (upper crest) and Ruggers (be casual). 

J. Experiential needs refer to st:nsual gratification tlrnl comes from brand usage 
experience. People seek pleasure through their senses, including cognitive 
stimulation and variety. Some examples of experiential bra11ds include Mother 
Dairy {pleasur~ of taste), Anncmi (the power of smell), Ford Ikon 'Josh' (driving 
experience), Dove (doesn't dry your skin), Gillette (l'he best a man can get) and 
fisher Price Toys (cognitive stimulation). 

6.8 BRAND POSITIONING 

Brand positio11ing denotes the positioning of lhc brnnd vis-a-vis the competing brands 
in the chosen product category. 

After deciding brand identit)', which corroborates v,irh the expected brand image, 1hc 
brand manager's task of implementing the branding. strategy begins. He/she needs to 
establish communication objccti\'es and plan the creative execution strategy. The 
beginning of ,,n execution strategy is the brand position statement. Brand position is 
that part of brand identily and value proposition That is to be actively communicated to 
the target audience which depicts the advantages of 1he brand over the competitors. 
Once the brand position decision is made, brand idcmtity and value proposi11on can be 
translated into a suitable execution strategy in the fonn of an integrated advertising 
campaign. 

There are tltrf.!e places within the brand idcnt iry sy 5tem, which help in identifying the 
brand pos 1tioning statement. Th~se statements are the core identity of the brand, which 
explains the central, timeless essf.!nce of the branll. The most unique and valuable 
aspects of the brand are often represenlcd in the core identity. Hf.!nce, brand position 
should include the core identity !:.O that the brand communications do not stray away 
from !he brand'5 essence. A brand position can be based on th<! point of leverage, 
which may not nect!>sarily be in the core identity. Sub brands, features or service can 
become a puint of leveraging. A cusromer related benefit i:. a part of the value 
proposition and fonns a basis for brand customer relationship. 

For example, the positioning statement of Titan as a Tara product' explains tJ1e core 
identit), in the fonn of a brand position statement whereas the brand positioning 
statement of OHL couriers explains the service component with 'nobody delivers 



like u~•. Thi: BPL washing rnai:hine wit11 fuzzy logic technolog) l'Xplains h,~hcr value 
prnpositio11 as compared ro other washing machines and that sc:rves as a pt1sitioning 
statenient. 

6.9 BRAND NAME SELECTION 

The st:-li!c!ion •)f a brand name is closel)' related 10 1hr: desired pos1uoning and a 
numher 1.1f lf.llal considerations. Giving a brand name is one of tht: crucial decisions in 
bran<l m:ma~i:ml!ll! . Thi5. i~ a crucial decision resting on two dimensions. First!) . the 
name: ,hould satis(v scv.:ral marketing criteria ond secondl~, the name shr,uld n~it be in 
use b~ c1lhr:r firn1s. This n.:i.:e~sitates e:"tensivc consumer rr:scarch and mapp1ng of 
con:;umer interest . 

A brw1d i,; defined a~ a coinpositi: .St!t of beliefs and assuciations in th~ mind of 
consumers So a brand rrami: is believed to ind ica1c- the product's heni:frts, be 
memorable. and help in rdnforcing the belief and associations in th~ ~onsumer's 
psych(', Thi! rmme ha, to be unique so as to rise above the clut1er . J-lowi.:ver, when 
uniqul! uainrs b~comr: nm or 1he mill, suddenly a simpk name bt'crm1('s a hit and 
people rem<niher thi~ naml' Decision on branding a produ~t ~hould bl' don~ in such a 
way !ha1 ii helps in 'de-cluttering' the bran<l . 

/\ good brand name ~lwu!J basically possess qualitil!s of <lislinc'l'ivencs~. Thal 1s. ii 
,;hould b,= short . noticcabk. impressive, c:asJ-to-reruembcr. and should ::.tnnd out 
amon~ a lwsl of compeling names. For example. names like Usha, Lux • .Kin, Vim. etc. 
satist\ the condition of ocing shor1 and easy to rememocr_ Brand names l1kl· I loL'ihot. 
V JP. Ainut. e1c . ha\e ~c1rnt!d a reputalion for qualil). fo ,;elec1ing i:l br,md name. 
managr:rs should ask rhein~elvi:,;; what they want to achitve from ,1 Shou Id it bi:
descripmc, reassuring. ~vucativc, or should it convey ..::enain quahlies or ben~rits 
derived for u,;ing th~ir pruuuc!s'? 

There is no harJ and fa~t rule to tne selection or a brand naml;'. Ho-.,1:ever, rhrough 
extcnsi\oe research and past expoeriem:cs. brand markt'ters hav~ Jcvduped lht> 
following pri11cipks. which ,houlJ be followed ,,.hile :.electi11g the brand nam~' -

• A hrand name rnust l'cflect direc1ly or indireclly some foatures of the prod11ct. lik~ 
hcndi1, nnJ funct10n~. Fi..1r e:-.arnple. tlce means th;1t i1 is easy t1) use: (;ood 
K11igh1. a ,nos~uitl\ n:pellent. means that one can have a good sleep at 11igh1, aud 
Pl !MA conjures up lh~ celebrated speed of a ·cheetah'. 

• A brand narne should b~ distinctive, especially 1f there is a higher clutter in the 
catl'gm) e.g .. a name lil..c ··cJrnncel!or' for a cigarerte portrnys statu~. P<J"'er and 
an opuknr lifestyle. 

• J\ brand nantt' should he- easy to pronounce and remcmbc-r. Some of th~ das.!.iic 
e.,a111ples are Vimal, Taj, Onida, .Baj;,j. MRF, Fem, LtLX, Timms Up, etc . 

• t\ hrand nam~ should be legally protecth-'oe. 

• A brand mime should oc aci:eptable to the socjal setting:-.. 

• A brand name should be easy to memorise and recall. 

A brand name i~ also expected 10 generate favourable associations . In order 10 rnake it 
!,uggt-stivt'.' rtml descriptive, it needs marketing in\>estment through a brand 
communication stra!eg_v. A brand name can be classified as: 

• Dt:-'il:ript,w hrand namt: . for example, Handyplast. 

• Suggesrivt' brand nam~. for e.-.ample, Kamasutra anJ Denim. 

• Free standing braml name. for example, Kodak. wliich does not comnrnnii.:ati: :my 
i11fonnat1on immediately to the coi1sumer. 
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The brand sponsorship decision involves whether it should be a manufacturer's brand 
(also known as a national band) or a private brand (also known as priva1e label) or 
partly manufacturer's brand and partly private brand. In most developed countries, 
where large chain or departmental stores dominate the retail distribution system, 
retailers buy the products from manufacrurers and sell under thefr own brand. Th.is is a 
growing phenon1e,non in the Indian con1cx1 :is we see the emergence of a large number 
of super bazaars and chain stores coming up with different product ca1egories. 

Mother Dairy, AmuL Food Bazaar from Pantaloon, BPL Garage, Kids Kemp and 
Cross Roads are some of the upcoming supem1arkets and chain stores marketing 
exclusive product categories. Thus, the brand sponsorship decision involves the 
decision of using the brand manufacturer's name or the retailer's name, The decision 
largely depends on who has more power in the value network. 

6.11 BRAND DEVELOPMENT 

The brand development decision involves a set of decisions to add or to maimain the 
number of brand elements 10 i1s product portfolio. Whether lo brand a producl cir not 
is a decision which can be taken only ufrcr considering the nature of the product. the 
type ot' 0utlets envisage<l for the product. Lhe perceived c1dvan1.agcs of branding and 
the estimated costs of developing the brand. 

Historically, it is observed that brand development is closely related to the increase in 
disposable income, level of sophistication of distribution system and increase i.n 
estimated size of the national market. Wi;: arc experiencing a situation similar to the 
above in rhe current Indian marke1. 

The concept of branding is applicabk to commodities like rice, nour and oil in lndia. 
Firms like ITC and HLL have achieved sua.:ess in such commodity markets. One of 
the irnporlanl factors for successful branding stTategies in the food and commodity 
ca1,;>gori..::s is the willingness of consumers to pay more for better qua.lit) product 
through the value promise of brands. When customers buy a brnnded product. they get 
the same qualiry in whichever retail shop they go. Many other commodities such as 
spice~ arc also now being branded. There is no doubt that this trend is going to stay for 
long in the lndian market and we are going to see more and more brand building 
in itiativcs in the market. 

In brand dewlopmcnt. as a part of branding strategy decision, the brand manager can 
decidl! to creak new brand elements for the new products, apply some of the existing 
brand clements to the nev,.. product, or use a combination of existing and new brand 
elem~llls to the ex isling and new products. 

When a firm uses an established brand 10 introduce a new product, ii is called brand 
exlemim1. When a brand manager combines clements of an existing brand with a new 
brand, it is called sub-hmnd. rt" an existing brand name is used for a new pro<luct 
categoJ)'. then the existing brand is called pw·ent hrand or mas1er [wand. If 1he parent 
brand is associated with multiple products through brand extensions, it is called family 
branding. There are t\vo kinds of brand extension, namely vertical extension and 
horizontal extension. 

When the same brand name is t1J.ke•n to products ve1;,, similar to thC" current offer. 
higher or lower in the same product line~ it is called vertical exi<'nsiun or fine 
exunsion. Line extension can be step up or step down ex.tensions also. A s.fcp up line 
extension occurs when the brand managi;:r moves up in the price quality dimension 
with the same brand name. 



A step down model occurs when a current brand name is m,ed to launch a hn, value 
produc1. Th~ lwn:onr.:il l?xtension is a process of taking an rxisiing brand nam~ 10 a 
newer product cate~or~. ·nfr, is also k1rnwn as calt!gor.,· t!Xti:11sim1 . lo !his rnse, Lhe 
parent brand name is used 10 IC'nlle'r into a newer product ca1~gury. A bratHI line !lleans 
n set ofproJu..:ts sold under the same !->rand name. 

A brand line can havi: similar as well as dissimilar producfs i11 its line . A hmnd mi.\ is 
the S('t ofall 1hc brand line" chat a multi-product firm offrrs lO 1he market. CL,111panies 
can c1ho launch branded variants in which they have a rang~ or specific L,rands for 
sreciflc JistribuLioo cl1a11nels or sp<!ciflc product-mar~et situations. 1 hl' L,rand variants 
are a\.'ailabk in the 11rnrkcl due to exc~ssive press.ur·~ of rctaikrs to deliver specific 
brands in lh~ mar~t'tplai:c. We have s~n LG having specific br:U1ds for specific 
di~tribulion channels in the market Th~ distributed retaila brands ;m: diffrr~nt than 
th~ s.c:l ol'hrands availabk \o LGeasybuy.com sites. 

6.12 BRANDING STRATEGIES 

Wi1h th~ passage of lime, successful curnpanies grow and 1lw number or products 
handled hy most <.:umr,a.nies also groY.!-. These t::ompanic.-s race the quescion a,; to wha\ 
kind of bran<ling relationships these products will have. Tht< hranding ~lrati:gies Iha\ 
comp::111it<s ador,t reOect this relationship. TI1ert< io; no bc::.t hrandin~ s\ratcgy and the 
cho1c<! •~ 1101 ea;;y . Different companies adopt <.Jiffr:rt:nt stra1c:g11;:s, and sine.: lhl!re is no 
bt!~t ~trat,;:g) for all !)~~ of products, a company 111oy adopt dr(ler<:nl branding 
stralegies a1:ross it~ produc1 mix. 

Comp,mi~<; differ in their approaches to branding. A i:a.,ual look al western \\Orld and 
~ash:m \\urld ~hov .. ~ that compani~s of the western ,,..orld general\_, adnpl product
braoding s.tratcgies (one prudu~t on(' brand or many prodt1c1;;; man) brands). Al th,e top 
of 1h1~ approach are three giant and familiar companic~. P&{i. HI.L and Xerm .. 
Eastern companies, such as those from South Korea and Japan adop1 a rneia br.'.lnding 
apprum.:h . The company taglinc cove~ all products. ··chips to Ships ... bampk" are 
Hyuudai, Samsung. 1 G, Hitachi, Mitsubishi, Toyota. de . Th<:'<.,e two g<-"neraJ 
appn.1acht!:- reflect c11c;tu111cr or market-oriented logi.: or co~I orientt!d lc•~rc. 

Coinpanics enlarg~ cheu· product mix by either stretching existing product lint'.S or 
addin!? new product lines, or both . Jn th<!sc situations. rhe~ eith~r us~ e,,isting brnnd 
namt:s llr u~c new brand names or some combination of company name- and product 
brand nainc. 'nte six branding strategies discussed here can be tennni as groeric 
branding strategies, each having its own set of pros □nd cons. 

6.12.1 Product Branding Strategy 

This approat:h is driwn by customer•oricntation. Thr thinl-.ing focusc~ 011 ~ustorn<-'r 
per~:eption and information processing. and 1he company believes the most effeL·tivc 
merhod tu dirti!rentiaf<-' i1s offer in a customer's mind is to give 1he proJ11c-t ,rn 
e.,du~i, e p0sition and identity. Whal the brand reprcsen1s is clearly ('omprehrndc.'d 
and internal i!>ed hy if<; larget market. Placing several pruducl5 under one brand na rne 
tna) cause confusion amung consumers. Al Ries and Laur.I Ri~s sa~: 

"A successful branding programme is based u11 1he concepl nf singularity. It cri!ales in 
thi: mind of the prospect the perception tna1 there is no product on 1he marls~! quile 
like yom product" , ( Al Ries and Laura Ries. Th~ 22 lmmutrible Law,; of Branding. 
l 99&) 

Thi:i ,1rat,:g_y focuses on promoting the brand exclu.:.ivdy ,o that it reflect, it~ O\\.n 
personality, identity, as~ui:iatioos and imagi:,. The hrand dol!S not take 011 ~·ornpany 
associations and any benefits from its name. 
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Proc1er & Gamble is an ardent follower of product branding strategy in its purest form 
as shown in (Table 6.1). Hindustan Lever Ltd. also largely follows product brand 
strategy, but shows some shifts by leveraging established brand names into areas 
outsidt" its product category. Actunlly, very few companies follow only product 
branding strategy. HLL has brands such as Dove, Lux, Rexona. Lifebuoy, LiriL Pears, 
etc. Dove moisturises skin, Lux is the toilet soap of film stars, Rexona i!'. a gentle soap 
with natural oils, Lifebuoy fights germs, Liril is 'the' freshness soap and Pears is the 
·original' translucent glycerine soap. It is wo1th noting 1hat both P&G and I lLL use 
separate brand names for products that are in the same product category (Ariel and 
Tide are detergents; Lux and Liril are soaps), 

Product branding approach is also followed by ITC for its tobacco-based prodm:ts. At 
the product level, most cigarettes generally tend to be the same and what counts rec1By 
is the perceived differentiation among consumer g:roups who shm,· strong brand 
preference. This is more dis1inc1 in the upmarket segment,;. l'he basic product by itself 
does t1ot offer much opporl'unity for differentiation. l his differentiation has to be 
created in consumers' perceptions of a brand. Th is is the major reason why ITC adopts 
the product differemiation approach for cigarettes. TTCs brand portfolio of cigarettes 
includes i7idia Kings, Classic, State Express, Be1)son & Hedges, Gold Flake Kings, 
Wills. Navy Cut etc. Each brand is highly differentiare<l and occupies c1 disti11ct 
position. However, nc seems to have dilu1cd its product branding approach in case of 
its powerful Wills brand and has extended the brnnd into ready-10-wear clothes. 

Product branding delivers certain advantages. It helps to create an identif"iahle brand 
enjoying a unique position and directed at a well-defined t11rget segmenl. and the 
company can cover an entire market composed of several segme111s by ..:rearing 
multiple brands each addressing a different segment. This leo.ves very liHle chance of 
creating confusion among consumers. Product branding is especially advuntageous 
when products are similar .such as detergents or soaps. 

By extending established brands in other categorie~. a company trie~ to minimise its 
risks and excessive promotional expenditures. When a new product is given a familiar 
and estl'lblished brand name, consumers are likely to feel more confiJ..:nt about th~ 
new product such as HLL extended the Lux name to introduce its shampoo. HLL ·s 
brand:-, Signal (toothpaste), and Blue Seal {peanut butler) faikd and most people did 
no( even know these were from Hindustan Lever Ltd. All hrands of P&G :ire stand
alone in al! of its SBU's. leaving the- company to venture into rnany unrelated fields. 

T~ble 6.1: Product Branding Strategy of P&G (incompkte list) 

Brands Category Position 

Arid Detergent I ligh-ted1 de1erg...:111. 

·11,k Detergent \1/hitencss nn other .:.:in deliver 

Hcau & Shoulders Shampoo J\m i-<lani.lruff ~h.impoo ,\ ith micrv 7.P I O 

P;.rntcnc ShampM llealthy ancl Shiny hJir. 

Whi~ptr Sll.lliwy Napkin Hygienk rro1cction. 

Vicls Balm Clear blocked no~c t-,y touch thernpy 

Old Spice A.ftt:r ~have Sign ofmanlin.-:ss. 

The major disadvantage of product branding is excessive costs that may be as high as 
~ 5 IO< 50 crores in building a successful brand in India. In developed m.:irkets, these 
costs may run into hundreds of inillion dollars. Anolher disadvantage is that new 
brands miss the opportunity of exploiting the strengths of a rowerful company name 
or it~ brands. 

http:blod:.ed


6.12.2 Line Branding Strategy 

The teTTTI ·line branding' is altogether different than what product line refers to in the 
context of pro~uct mi.ic. Companies often have several product lines in the product 
mix. For example, Gillette India has three product lines: personal care. oral care and 
alkaline batteries. Jn line branding, products sharc- a common concept. Line brands 
start with a single product conveying a concept and later the brand name extends to 
other complemcnlary products. The rnre concept re1T1ains unchanged. F'or example, 
the core concept of Denim brand is. "The man who doesn't have toll)' too hard". All 
products sporting the Denim brand name share the same concept Lak.me concept is 
•·rhe source of radiant beauty". The brand concept appeals to a distinct 1arget group of 
consumers and Lak.mc offers a nurnber of additional products that go together. 
complement each olher, and fonn a whole such a'> winter care lotlun; cleansing lotion. 
body lotion. lipsticks, eye make up ~nd nail enamels. All products in line branding 
draw their identity from the main brand. Park A venue is also an example of line 
branding with several products that complement each other addrt:s:;i ng the upward 
mobile man. 

Line branding strategy aims to satisfy customer's complementary needs that surround 
the core need. The core customer need that Lakme aim.'.i to fu! fil is 'need to be 
bcautifo l' and all products surrounding this need complement each other. The brand 
takes care of total needs ratht:!r than just offering one or two fragmc!nted item~. The 
company focuses on promoti11g only the main brand concept that builds ~nd reinforces 
all related items without incurring much additirnrnl expenditures. The company can 
also extend brand without much inv.:stment in prornotion. The negative side is lhat 
success and case somelim~s ternprs a company to owr cx!end and weaken the l:irand. 

6.12.3 Rainge Branding Strateio· 

This strategy seems to resemble tirw branding hut is signifirnntly different. It is also 
called brand extension. Prnduct categories art:! different but brand name ts the same, 
such as carrying 1he brand mm1t." Maggi is a rnnge of different products: noodles, 
s<1ucc, soup, dosa mixes, de. The range represents the area of expe1tise, which is fast 
food. In line branding, every produc1 origina1es froin the "product concept''. 1,akme 
conc-cpt is "the source of radiant beauty," and all products surround 1his core product 
concept. Line branding is restriclivt to brand expansion into products that do not 
surround this core producr concept and complement each other in this regard. ln case 
of range branding. it is not rhc product con1.:cpl bu! ··thl:C" area t1f expertise". This 
strategy permits expanding into products that do not compleinent each other. For 
example, a company's area of comr)('tence might be microproce~sors, and it can 
develop expertise in some other area over time such as software and e~pand its brand. 
Himalaya Drug Company has range of Ayurvedic home remedies like health care. 
body care, skJncare. hair care, efc., under Ayurv~Llic concepts. Certainly, deep 
clt:!ansing lotion dot."s not complcm,!nt digestive capsule~. and antiseptic cream does 
not complement fa.ct." wash. The focus is on expertise. Himalaya Drug Company's area 
of expertise is 'Ayurvedic medicin,:s' and it can ui,e its cxpen-ise lo expand the brand 
to products that do not complement each other. Thb means range branding covers 
m1my ditferem products under 011e brand hanner. Prommional expenditures are low 
because promoting one brand helps all products in the range. 1-:lov,,ever, the sa111e 
brand name for too many products n1ay lead to ovcrstret~hing, may confuse 
consumers and weaken the brand. 

6.11.4 UmbreUa Branding Strategy 

ln g~neraL umbrella branding is favoured among eastern world companies bu( is not 
exclusively confined on1y to this parl of the world. Giants like GE and Philips are 
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examples of non-eastern companies that use umbreHa branding. The approach is 
driven by economic considerations. The company name itself is the brand name for all 
products across Jiverse categories. Investment in building one brand proves far more 
economical than invcs.ting in building several brands. The brand transfers the 
advantages of brand awareness, i1s associations and goodwill. Ever increasing number 
of brands and infonnation overload makes it very difficult to gel noliced. Consumers 
are more likely to take notice uf something familiar. 

Apparently, umbrella branding appears to be nawless, but ii has several 
disadvantages. A major shortcoming with this approach is that 11 is not customer or 
market focussed. Cost advanrag¢ does not gel translated into bener margins. It is a 
low-cost srrategy but earnings are alsu low. Research indicates !hat average profit of 
top eastern companies adopting umbrella branding is much lower as compared to top 
western firms. 

Umbrella branding may t,e suitable when market~ are viewed as homogeneous, 
operating al a higher level of aggregation. But when markets are composed of distinct 
segments io lerms of buyer needs and prdercnces. companies slart offering 
specialised need solutions to different scgmenb. I his precipitates a difficult situation 
for companies using umbrella branding. from the consumer"s point of view, a 
specialist brand is appealing and makes more se11~e. This is the reason that auto 
companies offer small and mid-sized cars such as /\Ito. Esteem, Santro. G¢tz, Palio, 
etc. 

Sharing a common brand mime can be risk} in case Lhere is a problem with one 
category. This may negatively intlu~nce consumer perceptions in other products 
sharing the same identity. Also. it is difficult to str~tch brands upwards (as happened 
in case of Manni Baleno). Downv.'ards stretch in case of Parker failed because of 
Parker's high-end image. Hori1.011tal stretching is relatively lc~s likely to pose too 
much of a threat 

6.12.5 Doublr Branding Strategy 

This approach combines umbrella branding anu product branding;. Along. with the 
product brand name, chc company name is associattd lo create double branding such 
as Tata Indica and Bajaj Pulsar. fata is the compan) behind lndica car brand. Maruti 
also follows this strategy. Both namt:s are eguaily important and are given equal status 
in the brand's communication. Double branding serves two objectives. The product 
gains from the company name awareness, cxpenise and reputation. And Pulsar adds 
some unique va.lue or its own: .. Definitely male''. This is customer frx:us and the brand 
can communicate something in addition to what Baji\j name slands for in customers· 
perceptions and appeal to a new segmenl. The product's brand name helps 
differentiate the offer. 

Jt is only the company's are.i ofcxpenise and im2g~ that may restrict how far it can go 
in using this branding approach. Double brnndi11g works as long as brands are 
consistent with expertise domain of the company. Aeyond this domain, the brand may 
become a burden. Two or three-wheeler autos are categories. tha1 have greater 
consistency in the area of company's expertise domain. But if the field of expertise is 
not consistent such as trucks, or computers. double branding may not always be a 
s uiiab le branding s 1 rategy. 

6.12.6 Endorsement Branding Strategy 

Th is is am inor variation of double branding strntcgy. TI1e product brand name gains a 
dominant position, while the company name merits a lower profile. The company 
name appears in smaller letters ,md takes a back seal. TI1e brand largely seeks to exist 



on its own. The company name is mentioned to identify who owns it just by way of 
endor,;em~nt 10 the product brand su1:h a.s Godrej Ci11thol or Nestle Kit-Kar ident ify 
the owners of these brands. 

In cast: of double branding. the company name is an integral part with equn/ stalus. 
Endorseme111 signifo:!S ,tssur.J.n..:e of quality by trnnsfi::rring certain a!>Sotiations lhat 
incr~a.sc l:On,umers · tru:-t. The aim is oot to pass on the company's expertise domain. 
Customt!'r.. ask for Fair Glo..,., or Chocos and nor Godrej's F'air Glow. or Kellogg's 
Chaco~. Company nam.: acts as a familiar signag~ Io rt"assure consumers by 
communu.:ating the company's a<;socialions and image. 

Endorsemem branding i::. nt>arest to product branding, allowing more freedom to the 
brand to get i1s own disri11ct1on . When endorsement branding is tried in inconsistent 
areas, it is quite lil..dy ro fail. for e:rnmple. some time back Nestle launched Mithai 
Magic and ir did nol worl.. . 

6.13 FACTORS INFLUENCING BRANDING STRATEGIES 

A cornp:my rnu~t carefully l:!Xamine its situation befor~ making a dt>cis\on about 
adopting a certain brn11ding ,1pproach. Five factors sei:111 to b1: mort' rt>levanl and 
inchid~ the assc:;~ml:!nt or tnarke1 siz~. competitive ~iluation, company rt:sources, 
product 11ew11t>si; a11d iimm.ativene:.s and iechnlilogy. 

I. Mar/.t!t Si':.e: 111 a l;irge and expan<ling market. some minimurn imes1m1:nts are 
neceSS.JT) to huild up brand lo a lt-\'e\ that jrs sales ge-ncrate suffici1.:n1 revenues to 
s.up!X)n its grm,.,lh. Jf the market Sile is smaller and the growth i~ very low. 
;ichil..'viug ,;;izoblc ~les would 1101 oe easy. This would e.,rend the payback period . 
Largi:: i1n·es1111en1 in promotion is not called for and would also funher extend 
pa)bacl, p~riod. In thi.-. situation. taking_ assistam::I! ti-um an ~stabli:-.hed name rna} 
he d..-~irabli: . TI1is "'-'Uuld reduce expenditure on promotion in brand huilding and 
may fo\ourahly n:tluce payhack period. 

'J Cmupnitit•e Si111111io11: When the competition is intense, customer-focus gains 
impor1a11ce Lo win thci1 confidence . It becomes necessary to strongly differt:ntiak 
the br..rnd and l'>< a ,p("'dafisr in some meaningful and pl!rsuasi\e wa~·. nib 
requin:5 communicating specific customer b~nefits and brand's mat~hing 
persona.lit) dimension~. ludividual brand identify creation gaim; importance. le 
rn11y b<! d~-;irahk fr11· CL)mpanies 10 choose berween product branding, i:ndorscm~nt 
brandln~. or duuhk branding. dcpt!'nding on availahk resources. 

111 cas~ 1he level ot' con1pcti1ion is low, compan ies may not be motivated lo cre.:ite 
di:-.ti11e1 hrand idcntit)· tor ~ach brand and simply a i.:ompany's identification may 
s~ern d1cs; irable. Thirty or fo1ty ) e3.rs r1go. brand building was nm .i priority 
conc~rn in India . More- concern about branding 6';.::am~ appareni onl) after 
~conomk libernlisa1io11 in our cou111ry . 

3. Comp1111y Rewurce1·: Branding in mosl cases is a high)~ expt'nsivt' proposition . It 
is .:ert::unly nor m~;int for resource-staf\ed companies. Commi1111e111 to branding 
suits firms having deep pockets to create and support brands in the long-run. The 
companies opting fut umbrella branding aim ro create a common equiry pool and 
1heir pwducts e.,plnit th is equity. Most companies in this group tend ro ens;uri:: 
l:Ol1sistent produ~t quality and high degree of customer scn:icl!. 

4. Product New11e.u: J\!. compani~s gro .... v, chey tend to add nn,· produc1s to expa"d 
producr mi, . The 1mirketplace is gt"tting more and more crowded because of bn:md 
muhiplicati~m and customers knd to group them into categorie5 to simplify lheir 
ru,-cJ1asl:! deci-;ion This crowding makes it increasingly difficult for marketers to 
mal..e brands distincf. 
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Creating a unique, differentiated identity ,md image for some product boasting 
really unique attributes and benefits require focusing un brand building. This 
requires adopting a branding stral<!gy that suits this objective such as product, 
endorsement or double branding and certainly not umbrella branding as it may 
dilu1e and cloud image and confuse customers. 

5. lmwvatfreness a.nd Technology: Really innovative products sometimes emerge 
from new technology. A breakthrough innovation embodies risks both for 
customers and th.: concerned company. Companies perceive risks or unc~rra i nty 
about a producf s success. High on a company's agenda are effective 
communications of product's uniqueness and to protect the company's equity. 
Such potential risks favour strategies towards product branding continuum such as 
product or endorsement branding. Highly innovative companies such as 3M, 
Apple and DuPont adopt either product branding or endorsement branding. 

Failures of innovations are less likely to damage company equity. Product 
branding is risk minimising but expense-intensive branding approach. However, 
customers seek more ussurance because of their risk perceptions. A company's 
reputation can help reas~ure customers und speed up adoption process and for 
thest: reasons, endorc;ement branding or double branding may be desirable, such as 
Apple G5 processor or AMD Athelon XP+ (these proce~sors boast of futuristic 
64-bit chip 1cchnology). Choosing a branding approach for jnnovative products 
depends much on what the company'~ approach has been in the pa!-;t and how 
confident the co1npany l'ecls after conducLing market testing. 

6.14 TRADEMARK 
Trademark is defined a~ ··a brand as part of a brand that is given legal protection 
because it is capable of exclusive appropriation". When a brand name or brand mark is 
registered it becomes a trade mark. lo that sense. all trademarks are hrnnds but nol a 11 
brand~ are lradernarks. 

DfUere11ces between .Brund Name and Trademark (TrademarA vs. Brund Name) 

Marketing 

Figure 6.2: Brand Name and Tradcrnnrk 

The process of branding includes the functions of giving brand name and iradernark to 
any product. However, there arc some differences be1ween brand name and trademark. 
TI1e diffenmces between brand name and trademark can be menrioned as follows: 

• Registration: An:r name. word. Jetter, symbol, design or any sign composed by 
combining them is call?d brand. lf the same sign is legally registered in the 
concerned govemmenl office, it called trademark. 

• Lef(al Prolection: Trademark: is provided legal protection. no other company or 
firm can use this trademark except the producer or seller, which has got it 
rt:gistered. But brand or any sy,nhol, sign can be used by 01her finns or competing 
companie.'i. No legal action can be taken even if any company imitated a brand 
used by other company. 

• Scope: A.II trademarks include in brand but all brands may not be lrademarks. So. 
all trademarks are brnnds, bt11 al! hrands are not trademarks. 



In 1his wu~, tlvue is ha~ic difforence between trademark and brand . Bolh of them 
involve in branding, hoth of them give identity of products :md differen11a1c from 
sam~ 1ype products of vther companies . But legal proteclion can ~ acquired only 
frorn regist~red !radcmarl;,. 

6.15 AFTER SALES SERVICE 

Altc:r s::iks-,en ice indudt:s repair:;_ space pans and smooth mainten.,nce (If the 
proJuc1 of rt:asonable change after the product has bet:n sold and is l')('tng us~LI by the 
..:usli\me1 

D iffor~nt ways/methods vf prnvidin~ after sales service: 

• By sending the starf for repairs and maintenance. 

• Making arrangements with Jistributers and dealers . 

• By opening sc-i-vi.:c- c~n!ers. 

• Take lredhack. 

• As~ t.:ustom~rs 10 .si~n AMC. 

• H:- pruvid ing sc-rv i.:c coupons. 

6.16 CONCEPT OF PRODUCT LIFE CYCLE 

The concept of' prod11c1 life cycle i!- one of the popular i;oncepl~ ,n markelin~ 
li1eran11·o!' . Thi!> ,=0111.:~pl has b~en u~cd as a tool for foret:a.s1i11g and also for M"'dop1ng 
mal'l-..~ting <,lrat.:g_\ . In its simple:.t form, rriis mode! explains the mar\..e1 rt,;po11st' to a 
nev. prodm:t introduced in the market o,'er a period of time. 

Prncluct Ii l( cydc th.:011· is one of the first analytical at1em pt:; to d~t~rm1m; marketing 
strategic:-. at diffc:rcnl product market situations . -n1e product lifo cydc concept 
<.lcscrihc:~ tht: stag~~ in th~ 5aks (market response) histol) of a rrodu~!. ]he basic 
features of this 1hcory ha,~ propositions that a procluc1 has 3 limilcd ltfe and a 
product ·~ sale~ ge11crally folio\\ an ·s· curve until sale,; .:vemuall) s\art dcdin1ng. 

7 
lkclin•· 

Figurt' 6.J: A Typicar Prodt1rt Ufe Cyde-

6. 16.1 Product Strategy for Life Cycle Stages 

l ht: mmkc-1ing <:tn,l~gies need lo get adapted to the d1J.ngi11g si1Uatio11s in tht' marker 
and~, o!v,ng I if~ c~·cle or the produc1. 

Clwrurtalstic.'i 1111d lrfur/.eting Strufl!J:ies al Jntroducrirm Stage 

The produ..:1 life cyde begins with the introduction stage when th~' product is 
!aunc.:hed. At this stagt.:, sales are low: this stage invo lws high distrioution and 
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promotion expenses; profits are found to be negative or low. Since it is too early for 
refinements, basic versions of the product are sold. Focus of marketing is on those 
buyers who are always ready to buy. Dener quality. features and superior performance 
of 1he basic produt:t helps the marketer to grow al this stage. B.ised on these 
characteristics. a company may use an appropriate marketing strategy, commensurate 
with the company objectiws and resources. 

i\t this ~tagc, sinci: the pruduct is new. all competitors focuses on building distribution 
neh-vork and product awareness. ll1e ~uccess in the market would revolve around 
pricing and promotions. The marketer may follow a high price and lov.- promotion 
strategy. fhis strategy will yield high profit per unit and also keep the tn3rketing costs 
down. This strategy will succeed when competition and market sizes Jre limited. 
There is some level of product awareness in the market and cu-.tomcrs are willing 10 

pay a premium. 

The second possible alternative strategy is !ow price and heavy promotion. This will 
help in cornering a bigger market share and faster market penetration. This strategy is 
possihle when the size of the market is big and buyers are sensitive to rrke. There is 
al~o some amount of product awareness in the market and com petition is \.<.?ry strong. 
The nuirll.eter passes the economy of scale of operations to the customer and fol lov,·s a 
!ow cos\ per unit production process. Though Hyundai launched its premium hrand 
ca I led ·Sonata', it stil I offers the producl at a com[)arativel) lower cost in its care gory. 

Characteristics and MarJi.eting Strategies at Growtlt Stage 

The 11e.x1 stage in the product life cycle is growth stage. This stage is most rewarding 
for the marketer, if the new product is considered to be satisfactory by the market. The 
characteristics of this stage include a very sensitive market response where sales climb 
rapidly. There is a marked increase in profits at this stage. So also there is an increa!:ie 
in compdition. It helps in opening new market segments as the marketers look for 
growth and enter into newer market segments. 

The gmw1h stage has two di<;tinct sub-stages, namely early growlh .ind late growth. In 
lhc early growth stage, the sales incrca,;;e al an increased rate and in the late growth 
srng,..:. it increases at a decreasing rate. 

At tht> growth :Hage, the marketer fol lows diITerent kinds of strategies compared to the 
earlier st,1ge of product life cycle. As sales and profit grow ra[)idly, compared to the 
introduction stage. companies use varying strategies in the growlh stage. Lured b:,, 
high soles and th~ correspondingly high profits, competition enters the market. 
Thi:refort, improving and/or adding features will expand lhe market for a co111pany. 
[kcause of tl,e high vo\ume of business and increase in competition, price should not 
be raised. On the other hand. strategic lowering of prices should be resorted to at1rac1 
more bu!'crs. 

!m:reascd emphasis on promotions will play a very important role in educating the 
market as well as in meeting the challenges of the comretition. Distribution channels 
11e1td to be strengtheni:d and new channels should be opened to handle additional 
volum~s and new market~. In advertising. some empha!:iis would shift from product 
aware11ess to product conviction. TI1e marketer needs to prepare an overall strategy 
anJ face a lradeoff between high profits and higJ1 market share. As mentioned above, 
increased investment on product improvement, promotion and distribution may lower 
the current profits but the company can 1nake it up in the next stage. 

Chamcleristic!i.· und MarJ.,etiflg Strategies at Maturity Stage 

At the i!nd of a responsive growth stage, begins a srnge of maturity whi!re despite 
higher .S[)ending on the marketing program, there is no substantial growth in sales 



volume and 1he market is flooded with many competing producb:. ln this stage, though 
the sales growth slows down, the stage in itself conlinues for a long period. Therefore, 
it poses a strOI\!!, challenge to markeling managers. 

I he market suddenly experiences increased supply and so also the firm will have 
increased capacity and high [e\el of inventory carrying cos1 due 10 ,;k)\,,. movement uf 
the products. lhe market e.xperienccs commodi1iza1ion and ct1mpe1i1mn brings down 
the prices, puuing pressure on the profitabiliry and liquidity uf 1he firm. In the larc 
maturily ~tage. the profits drup sharply. 

This is a stage when the competitor's sales curve starts entering into the grO\\'lh stage 
and .::ustomers start switchini fro1n the previous brand tu the ne\\er entric" in the 
marki.:t. 

Because of the intense compe!ition and falling profits, not all cl)rnpnnics can survive 
this stage. Thu:., a number of proat::tive steps are needed 10 stay profitable. 

Marketers can follow strategies like market mudificarion. product 111odif1c.:ition and 
ovt"ratl changes in marketing mix. In a mar.ket modification str.m:g~. tht: companies 
have goals to increase the consHmption; hence the companies look fur new us1::rs. new 
marl.;et segments and i11crea,.ed usage among present custom,..rs. Herc. !he atlempl is 
tu gd competifurs' customers to bu) your brand and enter into u1HerveJ territories 
and motiva1e people 10 consume more. 

The other allemafivc strategy is to hring product modifications. In ordcr to increase 
consumptmn and lo attrai.:t more users, a company may anemp1 to unprove product 
characterislics like improvements in qualit}, features and style Mawn bunched MPF! 
tMulti Point Fuel Injection Systern) in Marnti 800 ,rnd p<.n,:er slc~ring in Maruti 
Esteem to bring nolkcable product modificafion. C<m1pani1::s can ah;,i rcvamp their 
overall marke1ing mix. They can bring value-for-money pr0posi1ions and organise 
contests. coupons and sales promotion programs to enrich the (us11,mer':, overall 
e.i,;perienc.: and 1-.eep them ror a longer adoption C)'cle. 

Clwracteri.\'fics umf Marketi11g StraleJ:ies at Decline SldJ!e 

There is a great saying that nothing lasts. forever or all good things must i.:ome ro an 
end. 1 his is also .:ipplicnhle to suci.:es-.ful prodt1c1s and 5ervices in the market. The sale 
of any proclu-:t ~ventually dips. They may p!ungt: tn z~ro or cunti11uc at a very low 
level for some years. This indicates the stage of decline. ·n1~n: 1s eithe1 no prufil or 
very low kvdc; of profi1, TI1e inlensity of compc-titio11 corne:- d1:wv'n as many plny.:rs 
wd! leow lhis markel due to poor !eve! of profit potential and they will search for 
n~wer pastur~~- Thi~ is the stagt' "hen the proc\uc1 i~ left with very re\\ customers and 
these customers are called laggards. rhis i.s a stag~ when customer s\Vitcf1 is the 
hig.hc5t and rnany of th!? e;,;isling customers switch to newer an<l bet1t.·1 hrand~ in the 
market. 

The fim1 rea.:he~ lhi~ stage due lo -;trategic bankruptc) A company may hav~ a 
number 1}f products introdlll'ed simultaneously but fh~ extent of d1::di11e ma)' not be the 
same for all prnducb. Companie!>: should therefore id~ntif) and pay more anention to 
aging producl'!> because the str;itegy for each prod11c1 \\Uu\d depend upon ib hcallh. 
The health can be gauged b) reviewing the ~ales, market shares and t:x1...:nl of profits. 
Ba~ed on lht'Sr observation~. a company can follo,\ difJerent <.,tratcgk~ as explained 
below. 

·n1e company can decide to follO\\· o:1 strategy to mamtuin ib position i11 the mark.el and 
most likely in the tt:rritories where it is doing well. Hoping that \.\•1th the passage or 
time, competition will drop out and the product will confinue to sell, a company may 
di::cide to continue with the product. r n Indian market, Modi Xcro:\, Global an<l 

l.l7 
llu1.11d 
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Nehvork dropped the fax machines bul Panasonic didn't. It continued to sell in India 
and achieved success due to the e venrual dropping ou1 of other key pla}'ers. 

Alternatively lhe company can decide to harvest the market_ Thi~ strategy is aimed at 
reducing the overall costs including production, mainlenance, adve11ising and s,iles 
force managemenl costs and hoping that the product sales will be profitable for some 
time to come. Hindustan Motors continue lo produce Ambassador despite the product 
being at a decline stage and the demand for passengn cars now shifting towards Tata 
Jndica. lt is doing so because it would like to harve._, the brand valu~ of Ambassador 
in the lndjan market 

Eventually the firm will dee ide to drop the product from its portfolio. This is the end 
uf the line for a particular product. However, it may be sold to another company if 
there is a corporate buyer and the new huyer can run the comp,rny with a profit 
Dropping the product is a dif!icult decision as ii involv~s variou~ strategic and 
organisational issues. For example, Carona dropped Puma Shoes in the Indian market 
as the product entered the eventual decline stage in the market. 

Check Your Pro •ress 

Fill in the blanks: 

I. _______ live in the minds of consumers and arc much mon: than 

just a lag for their recognition and idenl ification, 

2. Braod _______ is the situation in which consumt:rs repeatedly 
prefer and continue to purchase thi: same brand within a product or 
service category. 

3, Creating a unique, differen1iated identity and image for some product 
boasting really unique attributes and benefits require focusing on brand 

4. Better quality, features 11nd superior performance of the basu.: product 
helps the marketer to grow 1.11 _____ stage. 

5. The _______ stage has two <listincl ~ub-stagi::s. namely early 
growth and late growth. 

6.J 7 LET US SUM UP 

• Urand is a name, word. mark, or a combination thereof. used to identity some 
product or service of one seller and differentiate it from Lhe competitors. Branding, 
has both pros and cons. 

• Brand equity is the added value that the consumer assigns to lhc products and 
services. Components of brand cquiry are brand loyalty, brand awareness, 
perceived quality and brand association. 

• Brnnd position is that pan: of brand identity and value proposition that is to be 
actively communicated to the target audience which depicts advantages of the 
brand over competitors. 

• A brand name is believed to indicate product's benefits, be memorahl~ and help in 
reinforcing the belief and associalions in the consumer's psycl1e. A brand name 
can be classified as descriptive, suggestive and free standing brand name. 



• Tht' brand sponsorship involves whether a brand should be a rnanufacturt!r's 
tirand, private brand, par11y manufacltrrds brand or panly rrivate brand . 

• The brand development decision in\'ol\.'es a set of d<!cisions 10 add or maintain a 
number of brand dr:ments to ih product portfolio. It in.,,olves brand e.\t~nsion, 
sub-brnndinl!, master hrnnding and family branding. 

6.18 LESSON END ACTIVITY 

ConJuct a ~urvey hy interviewing 10 differenl p<!ople on hov. much impor1an(e th~y 
give to brand uf a pwduct which buying daily use product-.., cl,11hes and cars Share 
outcome of your survt:y with collengues in 11ex1 session. 

6.19 KEYWORDS -------------------------- -~--- - ---
Brand: The name;:, ~ord. S) mb(d or a i:ombination intenJed for identifying st:-\lcr's 
product or st:rvicc and disti11,g,uish them from other rivals. 

Brn11d Nu.mt!: Tilat brand part consisting of a word, letter or group of words or krters 
that can be i.: ,xpressd 

Bntml Equiry: Brand t'quiiy 1s the !otal accumulated value or worth ofa brand. 

Brand Jmane: The pen:~ption aboul a brnnd as refl<"ctcd by lhc associarion:. held in 
tht' conrnmer memory . 

Bratu/ Po,,;itio": 1 ht: componi:nt of brnod 
dernon~trn Ii ng advanta gt.· over com pc! i 11 g brands 
t.arget auJi~nce 

identity and value rroposit;on 
and used to communi.;mc to the 

6.20 QUESTIONS FOR DISCllSSION 

! . What i'> a hrnnJ? 

,., \\'luit ar~ the ,1dva11tagc, of branding? What valu~ does tht: org,inisatir-'11 and 
customer~ gel out of \ht' t-i1anding proi.:.:ss? 

3. Whal ar~ the dismh:rnt:tgt'!'> or hrandi11~? How do these di~udvantages afft'CI the 
consumers'? 

4. What do you understand by brand sponsorship? 

5. E>..p bi 11 the con..: cpl or Ii rand de\ e I opin en t. 

Check Your Progrc~s: Model Answer 

I. Brnnd:; 

') Lo~ ah:,-

3, Building 

4. Introduction 

5. Growth 

j1<J 

ilrand 
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l'rinc iplc, of Marketmg 7.0 AIMS AND OBJECTIVES 

After studying this ksson, you should be able to: 

• Explain the various methods of pricing 

• Discuss the idea of price :iimulation game 

• Understand the process of deciding appropriate pricing strategy 

• E>.pl;iin how leaders. challengers and followers respond to price changes 

7.1 INTRODUCTION 

Once, price was the discount-marketer's tool. Price plays a i.:mcial role in buth 
r.:ommodi1y as wc!I as branded product market. While customers choose producr:. on 
the ba5is of price in a commodity market, the price elasticity play~ a crucial role in 
deciding premium that each brand would charge in a branded market. 

This long-neglected 'P' of marketing has become a potent tool for inducing gru\.\-'Lh in 
flat m;irkets, rejuvenating market shares and exploding volumes. As premium 
segments shrink and margins collapse, the ne,v markerer uses price as the strategy to 
reach out to the mass market, sacrificing mark-ups for volume),. Now, the time ha.,;. 
come when product, promolion. positioning and packaging strategies musl be led b_\ 
price slroleg_v Revolutions in information technology. particularly in1Cn1ct te-ch1wlogy 
also influence the ~vay pricing decisions are being made. 

7.2 MEANING OF PRICE 

Pritt: :setting is a very critical areo in marketing mi:,; decisions of a company. It is the 
only eleme1111hat generates revenues for the company, and all others involve cost. 

Price represents the value that is exchanged in a marketing transaction. A m c1rls.cter 
usually sells a specific combination of necd-satisfyi ng products or services. 

Prices have impact on a company's profits and are important for its long-term 
surviv.il. Prir.:e also has a psychological impact on customers and can reflect product 
quality and user status. 

For most companies, setting prices can be a complex task involving both scientitic 
analysis and intuitive trial and error. Thi.<: is particularly true when a company 
launches a new product and there are no historical data or preceden! available to k.nO\\ 

the ctistomer expectations and readiness to pay for the particul,:11" prndu~l. 

Price may be defined as the amount of money paid by the consumer for an e:..change 
for combined assortment of a product .ind its accompanying service. 

In very concrete l<!rms it may be said that the price of an article or service is its 
monetary value, the amount i1 costs the buyer i!> not necessarily h0w much it is ,vorth, 
in the sense of the items' inlrinsic value. From an economic poinl ol view, the price 
of a product or service can nnl) be measured in 1erms of what peop!e "'ill pay for the 
offering, ·'Pricing". on the Olher hand, is the art of translating into quantitative lerms 
the value of the product to customers ma point in time·'. 

7.3 OBJECTIVES OF PRICING 

Pricing decisions are usually con!:iidcred a parl of the gtmcral strateg~ for achieving a 

broadly dcti n ed goal. Wh i Jc seu i ng the price, the firm m fl)' aim at one or more of the 
fol lowing objectives: 

• Maximisation of profits for the entire product line: Finns set a price, which 
would enhance the sale ('lf the entire produr.:l line rather than yi..:ld a profit for one 



product only . 111 this process. il is possible to maximise lbe prnlit ll)r 1J1e ~ntire 
product li.ne. 

• Pmmorim, of the for,g~rnnge k'e[fare of the firm cm, nho influe11ce tl,e prid1tg 
decision: The firm ma~ d~~ide to e;e1 a price. which looks unattractive to 
compe1ito~ and hen~c . ,he entry of competitor.; can be di-.coora!?c-<.I for a long 
period of lim~ In this way. the firm can take a decbion fo, lhe long-t~rm welfare 
of the finn rather 1han 1he :.hmc-tem1 profit ma"\imisaT1on 

• Arlaptathm of pricl!.~ 10 fit the dfrene competitive sittmlions: TI1e company may 
dcriJe 10 go for t1iffcrent kind:. of pricing straregi~s ut:pending. on indi\"idual 
product's prodtKl-niarke1 situation. The company will 1ry to maximise the profit 
from a mark~t where it !ms cash cows and invcsl in o\ht:r markct5 wh~re it has to 
stay put fot long t~rm benefits.. 1t may decide to follow differt:nt kinds of product 
stnHt>gy for produl'I portfolio m.:mbers. 

• Fle:cibifity to vary• pricer in response to d,a11gi11g markt!f co11ditio11: One cannor 
decide about price~ in isolation , as th~ firm is only a member t')f the market. So it 
has IQ decide on prict:s in rc:spons~ lo changing ~connrnk condition<,. The macro 
economic conditions al.so in1luence Lhe pricing decision. 

• Stabilis111i,m ~/'price., a11d margins: Tile fjrm may d~cidc 10 stabili~e the prices 
and margins for !ong-rerrn goals and pri..:c the products i11 a diffrrc-111 way than 
they would hav~ don~ with a profit nta.ximi,;ation ob_1ccli\t: , 

firms may purrnc additional ohjcdi\~S as m~ntion('d by K1)ller. We prcwnt a small 
list of these objecliv~s to augment the above Jisl. 

• .Warkec Penetration: The firm may decide in favour of a lm..,er price lo penetrate 
d..::eper i1110 the market and 10 stimulare market gro\l.Lh and capture a larg_(' market 
share . 

• M.arkr!t Ski1t1mi11g: Th~ fim1 ma:_\ decide to charge high i11 ·1tial price- to lake 
aJvaniag~ of tile fac1 th.1! :<iom~ buyi:rs a1~ willing to pay a nrnch higher rrice than 
olher.:. a5 the product is. of high value to lhem. The ~kimming pm:ing is followi:d 
ro cov~r up the prndu,1 drveJoprnenl cost as earl) as pos-.iblt: beli.11'~ c-omp1.:litors 
enter into the rnarkel. 

• £11rly Cflsl, Ret•ovetJ': This is an aggressive form of skimming piking. Some 
firm-. try to seL a pric~ which will enablt: them to recover rhe cash rnr1dly as they 
may be financially tighl or may regard the foture as h)O uncerlain to justify a 
delayed and ~mooth cash recovery . Companies with novel producb but with less 
technological comp)e.\.ity prefrr to recover 1he cash befor..: com)X'titors l;'nrer into 
this market. 

• Sutisfyi11g: Companies ma) pursue a pricing strategy ,fit ..a1islics a satisfactory 
rate of r.:::tum, although ii is possibk for another price 1-:vd ,o give a lug,h~r return. 

Th~ pricing decisio11s depend on the motives of the manager The rn0tivcs or 
manag,er~ can be 0f diffrrent typ~5. Executive~ may advance their peu,011a! po~itions at 
the po~--ible expense oflhc !irm's profitability. Thus in a prof',:ssionally managed li1m. 
person~ al the helm of affairs ma~ no1 be motivar~d c;okly by a de~ire tu obtain 1he 
ma.ximum Ions run profits for the firm . 

-~-- ---------- - - ---------- - - --- - - - -
7.4 IMPORTANCE OF PRICE IN THE MARKETING MIX 

Price is the C1nty mark~iing mix. variable lhal gent:raks revenue. All the other ..-ariablcs 
viz. pro<.IUl'.l, pJace and promution incur cosb. After product. pricing plays il key rok 
in the nrnrketing mix. l'hroug.h pricing, the organisation manages to support the cost uf 
production, the cost of distribution and the cost of prumolion. 
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Prmcipks of Markctmg 
Simplistically, price is the value mea'>ured in money knns in Lhe part of the 
transaction between two parties where lhe buyer has to give something up {the price) 
to gain something offered by the other party or the seller. Pricing is a complicated 
element, which needs to reflect supply and demand, the actual value of the object, and 
the perceived value of it in the mind of the consumer. A price that does not reflect 
these foctors and is either too high or too low will lead 10 unsuccessful sales. That is 
why ~n organisation'~ pricing will change according to circumstances and time. 
Pricing is of vital importance because of the following reasons: 

Pricing as a Flexible Variable 

Pricing changes can be made quickly and with almos1 no lead time if the business 
needs to make some product positioning change5 or to counter a competitor's 
activities. In comparison, a change to the product or to <1 distribution channel can cake 
months and sometimes significant cost inpub. Similarly any promotion decisions will 
also require additional financial input. Though it is important to plan for pricing 
changes and their impact on the brand and product perception, this can still be 
accomplished much faster than nny other changes. 

Define tile Rigllt Prid11g 

An> pricing decisions for a produc1 need to be made through proper research, analysis 
and an eye on strategic ohjectives for the organisation an<l lhe product. A decision 
made too quickly with superficial assessment can result ill a loss of revenue. /\ price 
below the perceived value can lt'ad to both a loss in poh::nlial <1dditional revenue and a 
target audience that judges the quality of the brand through price points. If this price is 
raised later on, the existing customers may feel !ike they are being unfairly burdened. 
A pric.- set too high can result in potential buyers staying nway altogether. Pricing is 
often done by a team of experts who spend time conducting research that com,iders all 
variables of the market and brand. 

Priciflg as a Trigger for First lmpre .... vim,s 

111 some product categories. a consumer will fonn a perception about its quality and 
r<!levance as soon as they see the price. Eventually, the decbion to buy or not may be 
based on the perceived value of the entire product or marketing mix offering. But 
there is always a danger that the first impression triggered by the price point will 
either make the rest of the offering irrelevant or it will be a biased assessment. 

Pril'ing as a Key to Sale,,;; Promotions 

Sales promotions are ofien a short time price based otlt>ring such as a percentage 
reduction or a rn·o in one type offer. These are meant to generate interesl in the 
product or make use of a special occasion or event. Used wisely, th is can be a use f u I 
method of increasing sale~ but che company must avoid the temptation to o!frr rhese 
special prices too often. I 11 th is scenario, buyers will put off purchasing the product ti II 
the next sales promotion of price reduct ion. 

Some other significance of price for product and in nrnr\..eting mi:x can be understood 
from following points: 

• Price in combination wilh promotion becomes a sirong fool for influencing buyers 
to buy products. h interes1s the buyers and highlig,hb the image of Lhe brand to 
increase sales. Somc:tirnes organisations focus on odtt:r marketing mix elements 
by keeping the price c:onstant based on recovering com at certain percentage. 

• Finalising price in combination with other marketing mix variables, sets 
guidelines and boundaries for management to set marketing strategics. 

http:highlig.ht


• Pricing also dett>rmi,ies standard of living. The lower the prices in l'conomy, 1he 
higher is the purchasing power in the J1ands of consumers. Price reOccts 
pur~hasing power of the market. 

• Price is a str{,ng w1:apon again~t cumpetitors. 

• Price delermine~ 1hc: profit~ on sales . It i!", a basis of generating prnfits. As it ic; the 
rnost tlc>-.ible of lhe marke!int,; ini .-.; variabks. organisations e,ercise this freedum 
vcl) often for defr~nsive ur oifrnsive prking. srra1cgies. 

• Price innut:nces two L) pes of manag.ement d1:cisions. ri~1 is se11ing price for a 
new pro<lu.;1 anu ,et"o11cl. adj\l<;trng. the price of t:xisting products ba~i~ lhe market 
:sirua1ion, cosh , de. 

• Depending on the rnarl-..ding prognim, organisations use price in different ways -
t.lemand oriented strateg). cusl oriented strategy, con1petition oriented strategy. 
and also becatJse oft:thic:al c01mra1nls 

• .Price should be carc::fully set on ba.sis its combination wilh the 01l1et marketing 
mix variables . The." price on :i produc:i affects the marke1 of another product in the 
product line frum !he same ma11u facturer. For e:<ample. a soap priced similar to 
5oap from th~ sam~ manufadurer \\hich has different feature, "ill have impact on 
the ~ales of t'.lch L>lher and the customer will ha, c dilTicull time in making a 
~hoicc . Price setting. should be: according lo the product featllrt:s and 5hould 
act:ompany ·mo11g promotional ac1ivitit:s like di~.:ounts. education ahout product 
katures. ere. 

• Price should be :;e! in rda\1011 to 1he delivered \alut' and pcrceivcJ ,·a)ue of the 
p1"oduc1. Price al~o communicates 1he quality oftht' product. If a product is priced 
\\:ry low and its feature~ communicatc:d are ~ner than lh..? competitor. the 
~u'5tOrn~rs may think that the proJucl has low qualiry. In such rn,;e~. organisaliom 
ha\'e to invest heavily in prom01i0nc1I acti, ities and communicate clearly 
highlightinr, th~ services assucia1ed like warranli1.."-s. brand 11a{uc <e'I\: . 

• Prices should be sd 111 coordination with distributors. Most org,misations strive tn 
give higher protil m.irgins 1(1 Jistribu1ors as tbe dis1riburors Iii-.~ whoksakrs and 
l'etailers too a~grt>,.,i\.d)' r,roinull;' th~ product-. to consumers . 

• High promo1inna\ activitie::. re~uh i11 costs . Organisations have tu set price basis 
the costs assn~iated 10 advertio.ing, public relations, e\c. The ,xganisations have lo 
carefully a11t1lys~ th~ promo1ion:1! expenditure and decidt' if it will resull in 
production aml marketing ecomnni.:s of scale. This will reuuce tbt unit cost and 
give freedom to make price changes. 

7.5 PRICING METHODS 

Various books prnpos1..~ a varict)- of pricing methods. We presenl herewith 1\\-O relevant 
methods of pril'ing employed b~ rmctitioners, namely cost haseJ mt'1hod5 and 
compel it ion has~d 1111.'thods. The following tab It: explains each of these 111etho<ls. 

Table 7.1: Pricing Methods 

[ l\·let!lods or Pricing 

Co~I 8.i5cu M,1hod, I Co:-1-plu~ ur full-cost 1--'ri~in!! 

2 Pricing fnr a J.1.~1<• of Hc\urn. ab .. c;illc:d I argt!t 
I Pricing 

3. Murginal ('t'>!-1 l'm:ing. 

c~mpctition Onftttl·d Pric jng I. Going Rate J>ri.::int . 

2. Cu~tmnary Prk~s. 

H7 
Price 
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Jn the first cat<':gory of methods, prices are de1ermined on the basis of costs. In the 
second category. prices are set on the basis of what competitors are charging, though it 
is not necessary to charge the same price as competitors are charging. The finn may 
seek to fix its price lower or higher d1an rivals' prices hy a certain percentage. 

7.5.1 Cost-plus or Full-cost Pricing 

This is the most common method used for pricing, Under this method, the price is set 
to cover costs (materials. labour and overhead) and pre-determined percentage or 
profit. The percentagl!" differs strikingly among indusnies. among member firms and 
even among products of the same firm. This may reflect differenc~s in competitive 
inte11s1ty, differences in cost hase and differen1.:es in the rate of turnover and risk. In 
fact, it denotes some vague notion of a just profit 

Let us discuss the factors determining the normal profit. Ordinarily margins charged 
art!" highly sensitive to the market situation. They, ma:,. however, tend to be inflexible 
in the following cases: 

• They may become merely a matter of common practice. 

• Mark-ups may be determined by trade a~~ociations eitha by means of advisory 
price lists or by acrual lists of mar~-ups distributed to members. 

Profits sanctioned under price contrnl as the maximum profit margins remain the same 
even after the price control i:- discontinued. These rnargins are considered ethical as 
well as reasonable. Usually profit margins under price controls are set so as to make it 
possible for even the !east efficie111 tirms to survive. Thus, lht!" margin of profits tends 
10 be higher than what would be possible under competitive conditions. 

Advamages of Cost-plus Pricing liJerJwd 

A clear explanation cannot be given for the advantage and widespread use of full cost 
pricing, as firm:. vary greatly in size, product characteristics and product range. They 
also face varying degrees of competition in markets for their products. How~ver. the 
following points may explain its advantages: 

• Full-cost pricing offers a means by which fair and plausible prices can be found 
\Vith <':ase arid speed, no maner how many products the firm handles, 

• Prices based on fuJJ cost look factual and precise and may be more defensible on 
moral grounds !han prices established by other means. 

• Firms preferring stability use full c11s1 as a guide 10 pricing in an uncertain market 
where knowledge is incomplete. In cases where ~oslS of getting il\f{lrmatio11 arc 
high and che process of rrial and error is costly, they use ii lo reduce the cost of 
decision making, 

• In practice, finm are uncertain al~out the shape of their demand curve and about 
the probable response to any price change. This makes it too risky to move away 
from full-cost pricing. 

• It is difficult, l.".Xccpt ex-po5t. to identify and compute direct costs. 

• Fixed cost must be coveri:::d in the long run and firms feel that if they are not 
covered in the short run, they \\ill not be covered in the long run either. 

• A major uncertainty in setting a price is the unknown reaction of rivals to that 
price. When products and production processes are similar, cost-plus pricing may 
offer a source of competilive stability by selling a price that is more likely lo yield 
acceptable profit to most other members of the industry also. 

• Management lends to know more about product costs than othitr factors, which are 
relevant 10 pricing. 



Dis11dvm11oges of Co.rt-p/11.\' Pricing Method 

F(lllowing :ue the commonly obsi:rved disiidvantages of cost plus or full cost pricing 
me1hod. A rnarkt'tmg manager ~hould be sensitive to these issues before deciding in 
favour of :.uch a method. 

• It 1gnnrc:!~ <lemand - lht:r~ is no necessary relalionship betwten cost and what 
people ,\ 1U ray for a produc.1. 

• lt falb tn ,ctkCT lhe force!> ofcompelition adt>quatcly. Regardless of the nutrgin of 
profit mldt:<l. no profil is made unless what is produced is actually sold. 

• Any method of allocating owrhe-ads is arbitrar) and may be unrealistic given 1he-
11alure ofthc product and \he market in which it is being sold. fn!>ofnr a:; differt>nt 
rrkcs wo11l<l give ri~e to different sales.volumes, units cost are a function ofpri..:c. 
and, th~refore, cannot provide u .suitable ba~is for fixing pric.t:s. The situation 
become~ llll1re JifficulL in mul1i-product firms. 

• It 1m1y be! hased on a concept of cost, which may not be relevant for rht' pricing 
decision. Full-cost pricing ign()rcs marginal or incremental costs and uses average 
i..:osl s 111 ~lead. 

• Cost-plus prit:ing i~ especially useful while det:iding prict:5 for public utilily and 
for lailorcd ur t.:u<,tllmised rroducls,. Siniati()IIS in which cost plu:. pricing is us-.:ful. 

• 1-'rndun radonng involves de!crmining ihe product design l'!ftcr 1hc -.elling p,ici: 1s 

Ji:ti:-rm ined. By work mg back from this price. the produc1 design and !he 
~rmis:,iblt: ..:o~t i:, dei:ided upon. 

• This approach takes inio account thi: marker realities. b)' loo~ing frnm 1he 
\ iev,,point of Tht' huyer in lcrrns of \\,hat he waim and what he will pa}. 

• Cos! plus prii:ing is also helpful for pricing products thar are designed w 1he 
:;pccilica1ion of a :.inglc buyer. The basis of pricing is the ~slimated co~t rlus 
gross margin that the firm could have got by using facilili~s othcrnis~. 

• 11 is alsu pti~sibk for 1nnnopol) buying. where the buyers know a great deal ahuut 
supplit•r< costs. TIiey may 111ake the produc!s themselves if t!1ey do not like the 
price. The nwrc r.:-levant (mt is the cosl that the buying .::ompany would inct1r if i1 
made !ht> µrnduct by itself. 

Thi:se rca:.ons provi1.k somt: l.'xplanation bu1 do not justify i1 as the logical apr,ruach tQ 

pr1cmg. 

Cost-plus pricing metho<l is widely used in lndia Jue to two Spo;!'eial rcu::.ons. 

• The prevalenc~ of sellers' market in India till rccemly made it possibk for th<' 
manufacturers lo pass on the increases in cosls 10 the Cl)nsumers. 

• C1J~f-; pllb a reasonable margin of profit are taken into co11sideration for the 
purpo.,e:. of pii..:e fixation in the price-contrulled husiness in India. 

7.5.2 Target Return Pricing 

An impor1an1 pmbkm that a tirm inight havi: to face is adjusting prict"s to chang:,:s iu 
costs.. Thi: popular policies that are oft.en followed for deciuing prico;!':; include re\.i:-ing 
priCo;!'S to maintain a -.::on:.tant percentage mark-up over costs: revio;in~ pric~s lu 

maintain profits a, a co11stan1 rc::rcentage of total saks and revising prices to maintain 
.'.l constant re1urn on invtsted capital. The use of the above policies are i!luslratcd 
below. 
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A firm se 11s L00,000 tm its per year ar a factory price of r 12 per unit. The various 
costs are given below: 

Variable Costs Mat~rials 

Labour 

Fixed Costs Overhead 

Selling and Adminis1.rative 

Total investmen1 cash. inventory and equipment 

? 3,60,000 

t 4.20.DOO 

i 1,20,000 

, 1,80,000 

~ 8,00,000 

Suppose, thi: labour and materials co'it increases by 10 percent. So let us look at how 
i1,,e should revise price according to the abov<!-mentioned thre~ policies. 

The above data reveal that costs are t 10,80,000, the sal<!s are~ 12,00.000 and th!! 
proCic is~ 1,20,000. The profit percentages according to the three policies are: 

l. Percentage over costs 

2. Percentage on sales 

3 Percentage on capital employed 

L20,000/i 0,80,000 ~ 100 = I I. I 

1,20,000/ 12.00,000 x. I 00 = 10 

l .20,000/8,00,000 x 100 = 15 

The revised co,:;ts are ~ l 1,5 8.000 (Z I 0.80,000 + 36,000 + 42,000). 

According to the firsl formula, we have to earn a profit or I 1.1 percent on costs. Our 
n~viscd prnfits should he Z 1.28,667 and sales volume on this basis w~uld be 
i 12,86,67. The s~lling priL·e would, therefore. be i 12.87 per unit. 

Under the S<!conJ rormula, the profit should be l O percent on sales. If sales are- S. the 
profit would Sil (1 and the cost would I><! 9S/10. We know the cosr and wc have to find 
out the sales. 

ff 9S/10 = '° 11,58.000, S = t 12.86,667 

There fore. the [)rice per unit is~ l 2. 87 

Under the third formula, we assume that the capifal investment 1s the same. Therefore. 
the required profit is Z 1,20.UOO (15 percent on ~ 8,00,000). The sales value v,,ould 
then b..! ~ I 2, 78.000 and lhe selling price per unit v.'ould be r I 2. 78. 

Most of the American firms start with a rate of re1u111 they consider satisfactory, and lhcn 
set a price 1ha1 will allow them to earn that retuni when their plant utifisaLion is at som,: 
'standard rate' say, 80 percent. Tn other words. d1ey detennine standard costs at 5.landard 
volume and add the margin necessary to return a target of profit over the long run. 

Rate of return pricing is a refined variant uf full-cost pricing. Natura fly, it has the 
same inadequacies. viz. it tends to ignore demand and fails to retlect compi:lition 
adequately. ll i:; based upon a concept of cost, which may not be relevant to the 
pricing decision r11 hand and overplays the precision of a(located fixed costs and 
capital employed. 

7.5.3 Marginal Cost Pricing 

Roth under full-cost pricing and \he rate-of-return pricing, prices arc hased on total 
costs comprising fixed and variable costs. Under marg_inal cost pricing. fixed costs are 
ignored and prices are determined on the basis of marginal cost. The tirm uses only 
those costs that are directly attributable 10 the ourput of a specific product. A pricing 
decision involve~ planning into the future, and a-; such it should deal solely with the 
an tic ipated and, therefore, estimated revenues, expenses and capital outlays. A I I past 
outlays which give rise to fixed costs are historical and shrunk cost 

With marginal cost pricing, the firm seeks to fix its prices so as to ma.'dmise its total 
contribu1ion to .fixed costs and profit Unless the manufacturer's producrs are in direct 



competi1ion with car.:h other, this ubjec1ive is achicvecl by cunsidering c,H.'h pwduct in 
isolation and fixing its price at a level which is calcula!eu to maximise its tolal 
contribution . 

There are two a,;~umptiun~ behind use of such a m~thod: 

I. Tbt' firm is able lo segregate its markels so thal ii is able {() charge high ... ·r price in 
some market. 

'1 Lo\\er price in 01111::r~, and there are no legal restrictions, 

A1frn111age,o; of Margi11nl Cost Pricing 

Willi marg.infll cost pricing, prices are never rendered uncompelitiw mt>1cly h-ecause 
of a higher fixed ov,:rhead scructure, or because hypotht'tical unit fix.:d ..:osb art' 
hi~ho::r than those of the competitors. TI1e finn's price~ will only be rendered 
uncompetitive b)· higher variable costs. and these arc controllable i11 !he short nm 
while certain fixed cost.,- are not 

Mart:inal costs mor~ ac~ura1ely reflect fun1rc as dislinci from prtsc.-nt rnsl kvcb; an<l 
cost rdationship. Whe11 making a pricing <lecision cine is m0re inrere>k\1 in dwnges in 
cos! that will result from thm decision . Marginal cost rl.'pre.,cnls thl!se- s:h:mges, while 
toltil CO~ls include fo:ed costs, whii:h are not incurred as a result of thl· pricing 
decision , 

Marginal cost pricin~ pe-rmits a manufacturer to develop ;i for more agr,re~sivc pricing 
polic~· rhan do~s full-cost pricing. An aggr..:ssive pricing !)()!icy should kad 10 higlu.'r 
sales and possibly l'~du~cd marg.inal costs through increased marginal physical 
pro<luctivit) anJ ]Qwer input factor prices . Howeva, before cnti:ring into a mme 
<liffr:rentiated and a more nex.ible pricing policy, it would b1c· neccssaf) 10 -:llnsider 1he 
i111pac1 of unstable prices on consumer goodw·ill . 

Marginal cost pricin~ is more useful for pricing over the life cyde uf a pruducr. whid, 
requir.:s :short-run marginal cost and s~parable fi>..ed cost data rekvaor w t:ach 
part1<.:ular slag(' of the cycle. not long-run full-cost data. Marginal cos! r,ricing is more 
e1kctive tlrnn full -cQst pricing because of two characteristics of modern tiusincs~ ; 

• rl1e prcvat~nce of multi-product, mulli-process and muhi-rnarket ~\rnCc-rns makes 
the ahsurptio11 of fixed costs into product costs absurd. 

• In many businesses, the dominant force is innovation .:ombint•d with constanl 
!>Cientific a11cl technological development and the long-run situatio11 is often highly 
unprt.dictabk. 

Di,wufwmlage:i of M1111fi11al Cost Pricing 

Some a,rnuntants arc no1 fully ~-onversunt with the marginal cos! 1cchnique~ 
thcm~clves, and are no\. therefore. capabk 0f explaining dieir use I◊ management. 

ln a periu<l of bl1siness recession, firms using marginal co::-t i,rk:ing n1ay lower pricn 
in ,,rd~r to maintain bt.1siness and thi$ may lead other firms to rt<lu~e lhcir price!
leadi11g tu cut-throat ~ompe1ition. 

With rhc ,;:.xistl!nc~ of idle capacit;, and th~ pres.-.ure of fixed cost~ , lrl'rns ma) 
5uccessivdy cut down prices IQ a point at which no ont> is earning ~uflidenl tot:il 
con1ribu1io11 to cov.:r its fixed costs and earn a fair return on capital c-n1p1oy.:d . 

In.spit!! of its advantages, due to it:, inht:rcnl weakncs:s of 1101 ~nsurin.!I, the coverage or 
fixed costs, mmgi11al c-ost pricing has usually been canfin~d to prii."itlg decisions 

- ~,1ting. to ~r~cial urdr:rs. 

iuess situations rt:quiring the use of marginal co~ting indude marketing siruations 
:e price is the primary Jetenninant of an offer; where i11itial product acceptance is 
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being sought to facilitate entry into a new market; where !he product is being targeted 
tu a !ow quality market segment: where price eompetition is intense 1 and Y.hen the 
price re:-iponsiveness of demand is high i.e .. a little reduction in price may lead to a 
substantial increase in volume. 

7.5.4 Going-rate Pricing 

Instead of the cost, lhe emphasis here is on the market and markel ,;; ituation. The firm 
adjusts its own pricing policy to tbe general pricing structure in the industry. Where 
cost~ arc- particularly difficult to measure, this may seem to be !he logical first step in a 
rational pricing policy. !t may also reflect the collective wisdom of the industry. 

This type of situation leads to price leadership. Where price leadership is well 
establis\1ed, charging according to what competitors are charging may be the only safe 
policy. 11 may simply be a way in which firms try to escape the hazards of price in an 
oligopolistic ma.ri...et. It may bl! less costly and troublesome to the business than the 
exact calculation of cos1s and demand and has a practical advantage over a highly 
individualistic pricing policy. 

Many big Indian companies have aJopted a policy uf fo!lo,\ing competitor,;. which 
implies 1hat they follow a price set either by the market or by a price lcaJt:r. It must be 
noted thal 'going-rate pricing' is not quite the same as accepting o. price iinpersonally 
set b~ a near perfect market. Rather, it would seem Lhat lhe firm ha-:. some- power to set 
its own price and could be a price makc-r if rt chooses to face all Lhe consequences. ft 
prefers, however, to lake the safe course and conform to the policy of others. 

7.5.5 Customary Prices 

Prices of certain goods become more or less fixed. not hy deliberale action on the 
sellers' part hut as a result of their having prevailed for a considerable period of time. 
For such goods, changes in costs are usually reflected in changes in qrn1lity or 
quantity. only when the costs change significantly_, are lhe customary prices of these 
good:-. changed. 

Cus1omary prices may be maintained even \.Vh~o products are changed. 

For exam pk. the new model of an electric fan may he priced at the same level as the 
<lisconrinued model. This is usually so even in the face of lower costs. /I lower price 
may cause an adverse reaction on the competitors, leading them to a price \\ar, as also 
on the consumers who may think that the quality of the new model is interior. Going 
along with the old price is the easiest 1hing to do. Whatever be the reason, the 
maintenance of existing price as long as possible is a factor in the pricing uf 1nany 
produr.:ts. 

lf a change in customary prices is intended. the marketing executive 1nust study the 
pricing policies and practices of competing firms; behaviour and e11101iom1l make-up 
of the people of similar designations as him in those firms. Another possible way out, 
esp~cially when an upward move is sought, is to test the new price in a limited marke1 
to de1ennine the consumt!r reactions. 

7.5.6 Price Quality Strategies 

Companies can also follow a value pnc1ng strategy. The customers perceive lhe 
product) lo be either highly priced, medium priced or low priced. Similarly they 
evaluate the product quality and place them as high, medium and lov· 
Correspondingly, companies can have nine pricing strategics namely: 

• Premium pricing strategy [high price and high quality (type-1 )]; 

• High value strategy fhigh quality and medium price (type-2)): 



• Super value strategy lhigh quality and low price stratero (ty~-3)) : 

• Over charging strategy [m~dium quality and hi!!.h price (typc-4)j : 

• Medillm ,aim: strale~ fmedium quality and mt'diurn value (t)pe-5)J; 

• Good value strategy [medium quality and low pnce strategy (l)pe-6)]; 

• Rip oil str:negy I low product 4:uali1y and high price ( lype- 7) \; 

• .False economy strategy [kw, quality an<.! mediu111 price strategy (ry~-8)J; anJ 

• Economy <:trategy [low product quality and low price slrateg_v { tyD(-9)]. 

Strategies I. 5 nnd 9 can all co-,=xi::-t in the same market ; that is. one firm offers a high 
quality product ac a high price, another firm offer~ an av1:rag~ qualit} produce at an 
average price and still another firm offers a low <tualily product at a low price . All 
three ~ompetitors can co-c.xist .as long as the mark~t cons is.rs of 1hrt!t" groups of buyers : 
thosi: who insist on quality, tho:.e ~ho insist on price-. an<.! lhose who balance the rwo 
.:011siderat1011s. 

Positioning strn1~gks 2, 3 an<l 6 rtpresent ways to al\ack the <.liagonal position. 

Positioning ~trategi~~ 4. 7 ,ind ~ lt!ad to owrprici,ig, of the product 111 relation to ii<. 

qua!i1y . 

lligh P•i-:c McJnJITI l'ri,·c I ti\\ l'ricc 
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Figure 7. [: Pricin~ Strategies and Pric~ Quality 

Companie:; follow premium-pricing strategy when thc-y wish to ski111 the market. Both 
the quality of the prndlKt and price are high in !his market. Though the number uf 
customers in this market is le~s but they buy onl~ prt""mi1J1n products . 

A high value strah:gy is a case where the customers find th~ product to be u( high 
quality and medium rrice strakgy and "hen the 4uali1y is high and price i~ low. 
people find sura valu!C' in the produd. This is a stra tegy ...,here people Ar~ delig.htecJ 
due to hig.h qualil) an<.! afforda'ok· price. 

When customer" D(rcciv~ rh, qualily to be U\"erag.e and price 10 ~ liigh. 1hen the) 
may not buy lh~· product in a fr,=e ernnomy. 111 this case, th.! ~eller is belit!ve<.I to be 
over charging th?,: LJ'-lomer. 

A \IOlumc player who wants tu cakr to a large part or the mark!C't ,-.irhout <.lilu1ing the 
hra11d imag_c follows a medium value strategy . 

r n man)' cases, thouj,!h 1he quality 1s medium but compnnies ~11-etrat~ lhe market b~ 
~haJging a luw prkc- an<.! cu510111ers bu}' products un the rationale or getting_ good 
valui: from hu~ine%. Though they do oot perceive tht' qualit) to be so gri:at. Slill the)' 
buy due to l0wer price perception. 

15] 
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When the quality is perceived as low but the pnce is high, it is a.n unsustainable 
strategy and is called 'rip all' strategy. 

When the price is medium and the quality is low, inany times customers get duped due 
to a false perception of price being low. This is called false economy strategy. 

When the marketer is at the bottom of the pyramid, he charges a low price for a low 
quality product to ~atisfy low 11a!ue customers. 

7.6 FACTORS AFFECTING PRICE DECISIONS 

A firm's price decision is innu~nced by many internal and ex1emal factors. Internal 
faclors are the foctors that include elements wilhin the organisation's boundarks. On 
the other hand, external fac1ors are Lhe factors that happen outside the business. The 
internal factors are cost of production, pricing policy, pricing ubjl.!ctives and marketing 
st,ategy. The exlernal facwrs include customers, suppliers, middlemen, competitors 
and government regulatory agi.:ncie~. Let us now discu!>s each factor in detail. 

7.6.1 Internal Factors 

The intemal factors which affect the pricing decisions in a firm are as follows: 

Costs 

There are two types of costs-fixed costs and variable costs. Fixed costs are also 
known as overhead costs. They do not vary with production or ~alc:s level whereas, 
variable costs vary directly wilh the production level. These cosrs include raw material 
costs, components and packaging, and other inputs to be included in the product itself. 
They are called variable costs because they vary with the output level. Fixed costs and 
vari ab 1 e costs make up the Io la I cost of production or a product. 

Pricing Policy, Pricing Oh}et.·tlve.'i, und Murketing Strategy 

The pricing policy providc:s a general guideline to the divisional and producl lin.:! 
managers with rl.!gard to 1he price w be: charged for lhe product or service offered lo 

the target market. 

TI1e pricing slrak'gy delineates th!! pricing objectii1es in terms of its role in the overall 
marketing strategy of the firm. The pricing strategy should cover the extent to which 
the price of the product will be used to compete in the target m,uket place vis-a-vis the 
other strategic variablt:s of mix. 

A firm identifies its hirget market and approaches with a tailor-made marketing mix of 
variables. The combination of s1ra1egic variables (product, price, promotion and place) 
is the marketing stnitegy of the tirm with respect to the specific target market and this 
strategy will vary fro111 one market segment to another. The marketing strategy of a 
firm consists of several pricing strategies which are as follows: 

• Survival price: A company sets survival price as its pricing objective when therl! 
is intense competition and changing consumer wants in the target market. 
Typically, a survival price is a low pricing strategy to maintain demand for the 
firm's product. 

• Current profit maximisation price: This. price is eontra<lictol)' lo the survival 
price. Under this. the Cirm chargl!s high price that will amplify current profit of the 
firm. This is achievable for a company when there is gocxl demand for its. 
products. 

• Market sl1are price: An organisation which holds a high market share in th!! 
market may enjoy lowest costs and maximum long-term profits. A marki;:t share 
leader in !he marke1 can charge a low price to maintain and to enlarge ils market 
share. 



• Product quuliry price: A firm possibly will charge a high price to make an impact 
on qualit) of 1he product. Usually, customers link 'high 1irice-' with qua lit). The 
price is used as a factor or quality of the product. 

7.6.2 External Factors 

There :u~ num~rou, factors thal influence the company bu! are not controlled b~· th~ 
compan). These fa.::toJrs IKavil} impact the pricing decision of the company. Hence. it 
~comes utmus1 irnportanl for !he marketers to understand these factors and ,ond11ct 
research to know \.\hat is coming olT in each market tha1 the company serves a,; the 
effect of these tac1on, significantly differs from mark.et lo market. The important 
c:<..ternal fact1..1r~ lhal act u po11 the pricing decision of a firm can be lis!cd as follows: 

Customers 

The CU!>IOmrr"s loyalry alto,,~ 1hc company to sell their products a11d ensure deep(r 
market penetration. The rnstomer"' stay loyal as. long as. the price drnrged to them is 
reasonable and acct'ptable. If lht' ftnn wants to initiate a price change. particularly, an 
increll.se in !he i:::-.i..;1i11g price kvd, it should be able to predict the rerictions of its 
customers. 

Supplieni 

TI1ey ensurt h:1,'-l<.>frec ,.;uppl~ uf raw materials, romponenh. spare:!!, elc. and they 
clos~ly 111uniwr the price ..:ha,!c'ed for the products. Even a ,dighl incre<l!,,e in !ht' 

e.-..isting price hy ,1 Ci'Hnpan) "oultl cer(ainly invite rei:letions; from the ~uppliers 0f ra\'• 
materials. 1 hey may demand ,1, higher price for their raw materials. 

Chan11el Memben 

They are the whol~salt!rS. retailer,, dealers and di!>tributors. A firm has to take into 
account th(' rracw.111 of tl1c \.·ha11ncl mem~rs while taking price decisions. u~ncrally, 
tht" chanod tnt""mhcrs work nit :i commission basis. When a finn charges a higher price 
for its produ('CS, lhe_y may re..,pond ncgutively. 

Competitor.\· 

A firm has 10 ~·D11 .. iJe1· h0\\ Cllll\f)t'ting firms woull! reacl toils price. J'hc competitors' 
reaction depend-. upon how 1hc mart...et has been structured. 

Gover11me11r A~l•ndc.\ 

There are many gov('mmelll regul..itory agencies both at the ccmral and at the :,late 
level that monitor price Ou.:tu:11ions. particularly. when thi: product i,; an e.ssential 
item. These ageni.:1-:s gen.ernlly re;R't in public imercst. Essential comnwdities such :is 
sugar, edible oib. drug!>, ct.:. come und~r the vigil:.mce of govemnwlt agcnc ies. 

7.7 PRICE Sf1\:IL1LATION GAME 

Price war is ~l knn used in bu::.mess to indicate a state uf intense i:omtxtitive rivalr;. 
accompa111~d by a multi-lateral series. of price r~duction. Once a compelitor Jowers its 
price. then oth,;:r-. will lowe.- rheir prices to match. Jfone ofth~m reduces th~ir pri(:e 
again, a llC"\\ round 0f reductions starts. Let us understand tl1e prke simulation game 
lhrough thi~ .::<ample: 

Jn September :!001. Hewlett-Packard acquired Compaq for armmd $~5 billion in HP 
stock J11,,,estors hati;-d the id(.a 130th HP's an.cl Compaq's <;tock fell about 25% in few 
days after lhe anrwunci.:::men!.. so 1he dc:a! \\.:as quickly vnJued unde-r $20 billion. The 
New York Titnl;''- d1..'!>cribed the deal as bri11ging together two srruigling computer 
companies i.ntu one giant with twice the problems. 

l5.5 
Pncc 
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During merger cliscussions, representatives from both HP and Compaq talked about 
the $2.5 billion dollar yearly cost savings Lhat would result from the merger. 

It surprised m~ that there was so much money to be saved by con1bining two huge 
companies. F,.ven before merging HP and Compaq were each big enough to capture 
any economies of scale in PC manufacturing. /l. srudy by Md{ inscy _hawed that up 10 

40% of mergers fail to caplure identified cost synergies. Bui assuming that they 
succeeded in saving $2.5 billion , 011 combined sales of $87 billion, $2.5 billion means 
they will improve profitability by about 3%. Why all this emphasis on cost savings? 
Why 1101 lalk about revenue growth or new technologies? 

The problem faced by HP and Compaq was the same problem faced by Gateway and 
IBM-thal i~, Del I Compuh:r. Over the past few y~ars. De II has created an 
cxtraordinar.y con.1pctilive advantage by becoming the most effkient PC marrufactur~r. 

Dell's efticie11cy comes from two factors.. First. they sell directly to 1heir customers so 
their distributi(in channels an: :.imple .ind cheap (no dealer markup). Second. they 
build-lo-order. which keeps inventories Im .... Low inventories mean that, when Intel 
drops the price of its processors. Dell doesn'I have a lot of the old expcnsiw 
processors sitting around . Dell can reduce tile prices on its computers faster than its 
coinpetitors becau e the i..:omponent.s that make up those computl!rs are the latest and 
cheaixst. So lar. no uther PC maker ha~ been al>I~ 10 match Dell's (:0::,l structure. 

It> February 2001. Dell launched a campaign to become the largest competitor in lh..:
PC in<lustry . It a11nou11cetl 1ha1 it was intentionally undercutting competitors' prices by 
I 0%1 to quick-ly grab market share. That announcement, along with the well-known 
fact tbal Dell ha :; ;i i.:ost advantage over il:s competitors, was a signal to the rest of the 
PC industry that if others trie<.l to match De I l's prices they would be playing a gamc: 
they couldn'1 win. 

Ddl's announLl!rllCnl and strategy is si111ilar to the '' low priced gt1aran1ee'' 
anriouncemt'nt Popular among declronics rc1ailcrs. A tow priced guarantee !dis yvur 
i.:ompetitors, "If yo\J try to undercut our prices. we will drop ours even further". Of 
course. this 1-.inu of rhrcat has to be backed up by the ability to actually sustain low 
prices without going out of bu~i11ess. Th~ ability lo sus1ain low prices is exactly what 
Dell has and v.,hy 1hey are diffi~:ult to beat. 

From a game theory perspective, 1he problem is a little like the Prisoner's Dilemma. 
except that in thir- classic prboner's dilemma. each party has the same lo lose but. in 
this game, Dell !-.nows that HP with Compaq has more to lo!ie. A threat by HP and 
Compaq 10 march Dell's prices is.n't crediole hecause HP aud Comraq can't sustain 
losses forever. 

From a game theoretic perspective. HP's and Compaq's dilemma ca11 be represented as. 
a~ x 2 matri.-..: 

Payoff Matnx. for PC Makers 

CELL'S ACTIONS 

Fi.gure 7.2: Prke iinolation Gamt" 



And thi:, game i::.n't played just once_ It's repeated over and over. whert' The outcome 

from thl' last round bcctirnes the status quo for the next round. As long as Dell ha.'> a 
lower 1.'0st structur~ Dell will always win when HP and Compaq compete 011 price. 

Loo~ing at the n.:,-..·s afler Dell's announcement, you can 5i':t' how the pric1; war playeJ 
out In April 200 I. ;ifier 1he Fdm.Jal) price cuts, Dell became the ..,, 01Jd's largest PC 
make1, surpa,;;sing Cnmpaq in market shar.!. In May, HP .md Compaq r,:-;pondcd to 
Dell \\ith price nit~ 1)f their o,•.r1. 1hrowing all competitors in10 th~ ltJ\\-~r-right 
4uadranl. 

Stiurce: fonruom 

7.8 DECIDING APPROPRIATE PRICING STRATEGY 

Managers cnn :-ct prices as an addition to what cost they h.1.ve incurred in developing. 
and marketing the product In many instances. prke is the rupee e9uivulcnt Qf the
value of the comp,rny's product. ft is also the: money that the Clmsu111er is willing to 
pay fur owner5.hip nf lhe producl Price has different connolations We- "ill use the 
value based model in which price is equivalent to 1be value thal tht: cuslOml!r is 
witting to acquir<.: by paying its rupee equivalence for ownership or 1 hi: rig.ht tu usage 
a.tt:~1 thl! purchase. Companies decide about prices in rnany ways depe11cling on the 
.:ust ""ucture. markl!I structure, natur~- and slage of product life .,;:ycle and tl11.: nature ot' 
.:oinpe1irion in the mark;;>!. We will discuss some of the gencr.il consid.::ralions that 
n1an;1g.er::- folkw, while dc1.·iding on prices. 

Pricmg Jcci:-;iou invol\•t':, thc follo"'ing: 

7.8.1 lleddjng the Pricing Ohjecti\·es 

Developing pricing objectives is necessary because all subsequenr decision-. are based 
on obje.:1ivcs. Obj~ctive, must be consis1ent with com pan)' 's overall ob_iect1vcs and 
marketing objl!ctives. As stated cadier, companies generally have mullirk pricing 
ohjectiv~s keeping in vie"· tbeir ::,hart-term and long-term intercsb. No company can 
rernain safo.tied with _just one unchanging pricing objective. Al! cornpa.nite:$ typical\~ 
ah.:-r their pricing ob,rcc1ives over time in response to changes occurring itl the 111ailet
place. Tn lcrms nf priority of objectives, most companies sel their pricing l1bje-ctives 1n 

terms of profit optimi~ation. market share or return on i11vestme11t. 

7 .8.2 lktermiaation or Demand 

Demand de!e-rminalion of a product is the responsibility of markc1ing mmrng.::r, aided 
by marketing research per.so11nel and forecasters. Orm.ind and comrdiriun lypicalty 
:,el 1he urpcr limits of price. Demand forecasts furnisb eslimates of sale~ potential flf a 
ptoducr rencctinp the qu:rnti1y that can b(' sold in a specifi~d period. Tht'S~ estimates 
help in examining the relationship between p10duct·s price and the lptantil)- like!} to 
bt! demanded. 

r-or mor;;t produl'ls. rhae i~ i.nverse rdationship betw~en price and tht: qua111iry 
dl"manded. Higher th~ price. lower The demand and vice \ersa. As price goes dov.n. 
lhe quantity demanded goes lip. When the price is raised. the quaniit: tklllanded goes 
down. Thi.-, fundrime11tal relationship continu~s as long as the n1arketin!? en-.ironrnen!. 
con~umer's bu~ ing power. willingness lo purchase and at1thority to purchase remains 
swble. 

fhe pri.:ing policy uf a lirin would depend upon the .!lasricity of demand as well. If 
ihe J('mnnd is iue)as{ic. it would nN bl" profitable for the firm to reduce its prk:~·s. 011 

the ocher hand, a policy of price increase would prove profitable if tile d,m1:ind is 
inelastic. Conversdy. if the demand is elastic, it is a policy of price re-duct ion rather 
rhan a r:,olicy of price im:rea.se, which would be profit.ible for a fim1 to aJopt. 
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7.8.3 Estimating the Costs 

CoslS have ro be taken into consideration like many other imponant factors ln fact, in 
the !ong run, prices must cover costs. If. in the long run, costs are 1101 covered. 
manufacrurers will withdraw from the market and supply will be reduced which, in 
t11rn, mc1y lead to higher prices. The point that needs emphasis here is tl1a1 rnst is not 
the only factor in setting prices. Cost must be regarded only as an indii:ator of the 
price, which ought to be set after taking into consideration the demand and the 
competitive situation. It must be noted, however, that cost at any given time represents 
a resistant point to lowering of price. Again, costs determine the profit consE;quences 
of tile various pricing alternatives. Cost calculations also help in detennining whether 
the product whose price is determined by it.s demand is to be included in the product 
!ine or not. What cost determines is not the price but whether the product in question 
can be profitably produced or not. 

But what are the relevant costs for pricing decisions? Problems are more cornpkx in a 
multi-product firm. For pricing decisions, relevant costs are thtis~ costs that are 
directly traceable to an individual product. Ordinarily, Lhe selling price must cover all 
Jirect costs - manufacturing and non-manufacturing, variable and ti.-...ed - that are 
attributable to a product. In addition, it must contribute to lhe common costs and 
re,disation of profit. But it may not always be possibte to do so. 

F ul' a ~ho rt period of time, it is tolerable for the price of a product to do oo mo re I ha n 
..::over its direcl cos.is and even only the direct variable costs. This ma)' he the case 
when a new product is introduced. The initial direc1 promotional cost is usually high 
in relation to !he sales volume_ and special price concessions are granted in connection 
wi1h introductory offers. 

In SllCh a case. a negligible contribution or a no contribution to common costs in the 
~ht1r1 nin is accepted in anticipation of long-run profits. Tn other cases. a very lou.
..::onrribution for one or more products may be acc..:.pted for want of a more rrofitable 
alternative. A low ..::ontribution is bener than none al all. 

111 rhe long-run, the aggregate revenues from all products must cover not on!y direct 
co~1s but also contribute towards common costs. Ideally, each produd should make 
significant contribution to common costs; but it is not possible to sti-tt.e any general 
rule for determining satisfactory or unsatisfactory contribution. If factors ilf demand 
and/or competition prevent a firm from setting a price for one of its products that , .. vill 
cover direct costs, there may be no alternative but to discontinue the prodw,;t 

If a competitive price does cover direct costs and y icld some contribution towards 
common costs, the question adses: 'how high must that contribution be' to justify the 
long-run continuance of a particular product in a company's prouuct line? The 
question can be ans\lvered in the light of the available alternatives. !f the product is 
disco11tinued, arc there others, which may be substilule<l for il so tlwt thi:re i~ a higher 
i:u111ribu1io11 to common costs'! What effect will the discontinuance of this product 
h;.we upon the demand for other products in the line'l The elimination of one prndltcl 
from 1hc line may cause the loss of sale of other complementary producls. 

Producr-pricing decisions should, therefore. be made with a view to maximise 
company profils in the long run. An important question that arises at this stage is: 
'How can rhc common costs be covered, if individual prices are set in consideration of 
direct costs only?' The point to be noted here is that covering of directs coSIS i:. only :1 

slarting point in the pricing decision. factors of supply and demand and compc1i1ion 
may pennit prices, which will yield very substantial contribution to common costs. 
AgHin. a low contribution from a single product does not necessarily menn that the 
price is too low or that the product ought to be discontinued. 



If the economic determinant'i of price arc such that the combined prices for all of a 
company's products arc insufficienl to cover common costs in the long run. 1he 
.:onclusion is not that rhc individual prices are wrong but rather 1hat the lirm i~ 
economically inefficient. Such a firm must either improve it'- operating efficiency or 
cease operations and wind up. 

Example: Suppose chat u11i1 cost!, of producing a product are t I 00 (taking into 
account your fixed and variable cost~). lfthe desired profit per unit i~ 20 percent. then 
prices will be sel at price ar ? 120 per unit. 

You may also determine how many units you will need to sell to meer a profit goal by 
using the following formula_ 

Bre.ik-i:vt!n Unit Volume"' (Fixed Costs/Untt Contribu1ion M11rgi11J 

Where, Unit Contribution Margin= Selling Price per Unit - Variable C'ost per Unit. 

7.8.4 Analyzing Competitors 1 Cost, Prices and Offer 

Examining the market deinand and company t.:osts, a range of possibk prict!s 1.:an be 
considered. However, the compan~ must also examine !he cost. pricl!S and pos~ibk 
responses of coinpetilors in 1he industry. Learning. competi1ors' co,;ts, pricc:s and 
olfers is an l)n~oing function of m;u-1..cting research. When one comp.my domiuates an 
industry. it ma) :.et the tont:: for price d~cisions in thl! industr:,. ~Llch as De Beers 
Consolidated Mines Ltd., or fntd in ca:.c ofcompurer processors 

The company must appreciate- that other companie::, in rhe indust1~ ..:an change their 
price:. in reaction 10 prices sci by th.: company. Obvic'lusly, the 11<::arest i;ompctitor is 
th.;: first choice to consider for <;etting a price. 

The first st<:!p is lo as~ertain wha! positive diffrrenriat1on feature.., !ht: company's offer 
contafos and not offered by the ncares.t competimr. 

The secon<l step is to ascertain thr v..01ih of addi1io11a! positive featuri:'<, lo consumers 
and this wonh !>llould b<! added to the competitor's price to s~l lhe ..:ompany''> prouuct 
prirc. If the wonh of positive differentiation fea1ure!-. of compditnr\ product is more 
and Lhe company"s product doe~ 1101 have those features in its o.:,ITer. then tht· v.1luc 
should be subtracted from cornpetitm's price for setting the compan~ ·s product price. 
This ex~rcise can help to decide whether to keep the price higher, or lower than the 
competitor, or the same. 

7.S.5 Selerting a Pricing Policy 

A pricing policy is a course of action framed to a!Trcf and guide prn.:e ue1e1minalion 
decisions. Thest' -;rrategie~ help in realising pricing ohjt!t'livcs and undl"rstunding tht 
pricing implications in marketing mi.\.. nev.. product in1roduc1io11s, compc-titive 
si1uatiuns, ~overmnent pricing regulations and economic condi1km-.. More than one 
pricing strntegy may he selected t() address the mxd!'. of different markd:, or lo take 
advantage of opponunities in certain rnarkets: 

Th-ere are man) difJerent strategies adopted hy companies to attain pricing ohje1..:ti\ e:-. 
Some of the irnponant ones and oft~n used arc discussed here. 

~Vew Product Pricing 

Th.: base pric..: of a nll!W proJuct is easily adjusted in the absence of price control h~ 
government. A pioneer can set The base price high lo recover product di:v..:lopmcnt 
costs quick/:-,-. Whik sc:t1i11g 1he base pri.::e, the company consitkrs the threat frrim lhc 
competitors, the ,;trength of emry campaign, and its impac1 on 1he primary demand. Jf 
the company concludes that competitors will enter with heavy campaign, with limited 
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effect on primary demand, then the company muy opt for penetration pricing policy 
and set a I ow base pr ice to discourage comp et ito rs' entry. 

• Price skimming: Tt refers to charging the highest price from the customers who 
are ready ro pay premium for the product. This approach offers flexibility to the 
pioneer in the product's introdlJction siage because the demand tends 10 be 
ineias1 ic during most of this period due to less com pe Ii I ion. Skimming approach 
genera1es much needed cash flow to offset high cost of product devdopll)ent. 
Price skimming can generate quick returns to cover up the product's research and 
development costs. This strategy restricts product's market penetration because 
only the most desirous customers buy the product. Possibility of earning large 
margins encourages competitors to enter the market. 

• Penetration pricing: This pricing approach requires the price Jo be set less than 
the competing brands and aims at market penetration to capture large market share 
quickly. Companies adopt this strategy when the demand tends to be elastic. 
Sometimes companies use penetration pricing to rapidly capture a large markc1 
share. Increased demand makes it necessary lo produce more and this decreases 
per unit production costs. Low unit production cosl puts the marketer in an 
advantageous position of further decreasing the price, and thereby making ii 
difticuh for aspiring new competitors 10 enter lhe market. Besides, a low lmil 

price is likely to be less attractive to competitors because !he lower per unit price 
rcsu Its in lower per unit profits. With th is approach it becomes difficu It to ril ise 
price sub~equently. Some marketers initially skim the market and later set a 
penetration price. A lower price makes the market less attractive to potential new 
entrants. 

Psychological Pricing 

Psychological pricing approach is suitable when consumer purchases are based more 
on feeling& or emotional factors (such as love, an~ction, prestige, self-image, etc.) 
rather than the rational factors, Price sometimes :.;erves as a surrogate indicator of 
qua I ity. Tech no logica I ad van cements are rn al.. mg prod uc I di Ile rentiation di ffic u It an<l 
many companies attempt to difierentiale their offers based on non-functional product 
allributes. such as image a11d lifestyle. etc. Psyd10k1gical pricing is not appropriate for 
indus1rial products. Marketers set artificially high prices to communicate a status or 
high quality image. Tbis pricing method is appropriate for perfumes, jewc ! lery, autos, 
liquor, ready-tu-wear ga1ments, etc. Acer and Sony have adopted this type of pricing 
for their range of Ferrari and Vaio Lifestyle notebook PCs. Apple has adopted this 
method of pricing for its high-end Power Book laptop computers. This pricing metl10d 
requires creation of strong brand image through promotion programmes that 
rein force& the brand's qua Ii ty and image. 

Odd-fa•en Pridng: Marketers sometimes set their product prices that end with ci:=rtain 
numbers. The a:;surnption is that this typi: of pricing hi!lps in selling more products. h 
is supposed lhat if the price is f 99 .95. consumer~ don't v icw it as < J 00 and are 
attrac1cd more by odd prices rather than even. TI1i~ assumption is not supported by 
substantial research (indings. but stil! odd prices si;"cm to be far more common than 
even prices. 

Promotio11al Prici11g 

As the name suggests, Lhcse techniques are consid~rcd as an important part of sales 
promotions. Some of these techniques include Joss leader pricing, special event 
pricing, low-interest financing, longer paymt!nt period, cash rebates, free auto 
insurance, warranties, increased number of free services, etc. Generally, these 



techniques do not lead to significaot gains because moi-t competitors can copy them. 
To illustrate, three techniques are briefly discussed below: 

I. Loss Leader Pricing: Sometimes large retail outlets use loss leader pncmg on 
well-known brands to increase store traffic. Dy attracting increased number of 
consumers to store the retailers hope that sales of routinely purchased products 
will rise and in turn increase sales volume and profits. Firms whose brands are 
chosen as loss leader oppose this approach as the image of their brands is diluted. 

2. Superficial Di:H:ounting: I! is superficial comparative pricing. It involves setting 
an artificially high price and offering the product at a highly reduced price. The 
communication might say, '"Regular price was~ 495, now reduced to Z 299". This 
is a deceptive practice and is often used by retailers. Occasionally we come across 
advertisements that show f 495 crossed (X) and a fresh price wri1ten as f 250. 

J. Special Event Pricing: This illustrates price cuts for special si1uations or seasonal 
variations to attract consmnus. For example. before the ~ginning of a new 
session for young children at school. we see ads of shue~ generally viewed as part 
of uniform. 

7.8.6 Final Prict! Decision 

Final price setting is guided hy company'5 pricing policie:;. The final price is set 
according to company·s pricing objective~ and the needs and wants of target 
customers to accomplish the marketing and company objectives. 

7.9 RESPONSE TO PRICE CHANGES BY LEADER, 
CHALLENGER AND FOLLOWER 

The marketing manager .shauld try to find out the reasons for competitor's price 
changes. If he can figure out what objective a competiror is trying to achieve by a 
price change, he can plan well and decide his response strategy. He should also take 
note of the implications of competitor's increase as well as decrease in price levels. 

If it is an increase then he stands to lose only possible additional profits and may gain 
physical volume sitting light with his present price; if i1 is a cut, he stands to lose 
volume, marke! position and profits. 

If it is a short.rtm move, to clear out an overstock, for example. he can probably ride it 
out without drastic action. 

l f the trade is h igb 1 y price co nsc i ou s. The marketing 111 anager can not wait 10 see what 
happens and should react quickly. 

If the compelitor outweighs heavily on financial strength, the firm may not be able to 

afford the risks of a price war with him, allhough he probably will not take drastic 
action if !he mark~ting manager merely meels his new prict:. I le should try to ti11d out 
answers to the following questions mentioned in the box before responding to a 
competitor's price change. 

Box 7.l: Questions to Answer before Responding to a Competitor's Price Change 

\\o 1ry did the competitor chani~ 11 b price: 

2. I~ the coinpetitor':. change an in~rel~e or dccrciise in price'' 

3. 1$ this chW1ge a long run or a short run afTail'? 

4. How pnce con sci ou~ i.~ 1 h.: trnde ~~ 1th rcspcCT 10 the product? 

Contd. 
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5. If we allow ourselves to be at a price disadvantage on this product will this affect the sale of 
our other products'! 

6. lfwe mee\ or go be!o\\ the competitor's new price. what will he do about it? 

7. I-low strong is the compditor financially, production-wise and market-wise in comparison to 
our firm'! 

8. II' we do not meet a compditor's new price. how mud physit:ul volume arc we apt 10 lo~e 
and what will this <lQ lo t11ir costs'! 

9. I low much is the competitor making of his price change publicity-wise a11d sale promotion
wise? 

7.10 DISCOUNTS AND REBA TES 

A discount is fl reduction from the list price given by the seller to the buyer. Buyers 
who use discounts usually give up some part of the marketing mix included in the list 
price - such as service. Qu;:intity discounts are discounts that encourage customers to 
buy in large amounts. Cumula1ive quantity discounts give a reduction in price for 
large purchases over a given period, such as a year_ Cumulative quantity discounts are 
used to encourage repeat buying. Companies ma) use them to try to develop closer, 
ongoing relationships with customers. Non-cumulative quantity discounts give a 
reduction in price when a customer buys a larger quantity on an individual order. For 
example, a store might give a free bottle of shampoo with every two boct!es 
purchased. Discounts that encourage buyers to buy earlier than present demand 
requires are known as ~easonal discounts. For example, many beach resorts offer 
summer holiday discounts and many ski resorts offer winter holiday discounts. Phone 
calls made at off peak times are also seasonal discounts. Most business sales are made 
on credit. The seller sends an invoice to the buyer's accounting department, which 
processes it for payment. Usually, the invoice states when payment is due. Net means 
that the payment for the face value of the invoice is due immediately - net 30 means 
that payment is due in 30 days. 

A cash discount gives a reduction in price if the hill is paid quickly. For example, if a 
buyer pays within 10 days. he or she may receive a 5% discount. Sellers like to use 
cash discounts because they provide a quick turnover and improve cash flow. Sellers 
sometimes prefer cash discounts to credit card ser.ices, which can take up to 7% or 
the revenue for each sale and are sometimes slow to process payments. A trade 
discount is a traditional list price discount given lo channel members for the job Lhey 
do. For example, a clothes manufacturer might give retailers a regular discount of 10% 
to cover their retailing costs. A sale price is a temrorary discount from the list price. 
Marketing managers might use sale rrices to respond to changes in the market. For 
example, a retailer might use a sale to meet a competing store's price. Sale prices can 
also be used to reduce inventory and encourage middlemen to carry a product. 
Constantly changing prices can confuse customers and weaken brand loyalty. Some 
companies avoid high list prices and discounts altogether. lnstead, they use everyday 
low pricing that sets a low list price, which the customers can rely on. Allowances are 
reductions in price given to final consumers or channel members for doing something 
or accepting less of something. Advertising allow;:inces are price reductions given to 
channel members who adve11i:.e or promote the product in return. For example. a toy 
company might give its retailer a 2% advertising allowance. The retailers can buy the 
toys for 2% less than the list price as long as they use the 2% saving on local 
advertising. A stocking allowance is a price reduction given to middlemen in return 
for more - or better - shelf space. Stocking allowances are used to get supermarket 
chains to handle new product;. Push money (or prize money) allowances arc cash 
payments given by manufacturers or wholesalers to retail s;:i!espeop!e v.'ho 
aggressively sell certain items. Push money is generally used to encourage sales of 



new, slow-movmg, or high-margin products, such as furniture. consumer electronics. 
clothing. and cosmetic:,. A trade-in allowance is a price reduction g.iven for used 
products when similar new products are bought. Trade-ins are an easy way for 
marketing manag~r; to lower the final price without reducing the list price. Many 
producers offer di~counts to consumer; through coupons. Consumers who present 
coul}{in~ to retailers g('I a reduction of the list price. Coupons are usually used to sell 
consumer packaged goods. Retailers honour coupons because they increase sales and 
rhcy are usually paid for the trouble of handling the coupon. 

A r~bak is a rdund paid to consum~rs after a purchase. Rebates can ~ used on hoth 
high and low-pnced items . Rebates are a way of ensuring that final customers • not lhe 
middlemen - get 1he price reduction . Also. consumers often buy products that ofter a 
r~bale bul forg~t to claim it. 

Cht>cli. You.- Progress 

Fill in th~ h!:.1111-..s : 

1. Price also ha:- a ________ impac.;t 011 customers all(.! can retlect 

1 

3. 

4 

product quality mid user status. 

Rate o( return pricing is a ________ variant of full-cmt pricing. 

pnces ma:,, be maintained even when prnduct5 an: 
~hanged. 

factor!- are the factors that include elements \\ ithin 
the org au i~ at i< 111 ·:. boundaries. 

5. The ________ of a firm would t.lepend upon lhe elas1icity of 
demand a, wdl. 

7.11 LET US Sll!\1 UP 

• Th~ rrice of 1h~ product of a firm cons1iwt~s an extremely importa111 elemen1 in 
ils markt:1ing-mix . Pricing is of grea1 importance to both the pruuucl!rl:.ell.er c1nd 
thi:: consumer. 

• The price of ;:i producl affocts other components of the rnarketing~mix of 1:1 nrm. A 
firm wi 11 im prov~ tht: quality of a product, increase the number of accom pan_y ing 
services and spe11J more on promutiun ,ind distributioo, ifit feels that it can sell its 
pr1.1duct at a price high enough to cover the cosl of these expense~. 

• The pric,;; slruclure of a firm is a major dl!tenninanl of its succes~ as ii affects lh~ 
firm's con1peti1ivc posilion and i1s market share. Jf prices are loo high, tiusiness is 
lost; if prices an: too lo", lhe linn may not make enough to run the business in the 
long-term. h hay. 311 important lxaring on the firm's rcwnuc and nd profit. With 
the help of price. lht' firm can make an e~tima1c of its revenue and profit. Profit is 
equal to revcnul.' (l\ 'Cf cost. 

• Pri.:e also hdps in det~rmining the 4uantum of production 1hat a firm should 
..:arry. The managt"rnrnt uf a firm can make estimatef. of profils al i,;irious levels of 
prod uctinn and pricc>s to choose the best pussi ble action for long-term goals of the 
organisation 

• Prices can be dcddcd by analysing the firm's costs through diffcren1 pricing 
mt:!hods like ti.ill cl1st methods. target return pricing method and morginal cost 
method . 

• These methods do not 1ake care of the market condition and current market 
structure for making a decision. However, the second category of mc:thods is 
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competition based or market based methods, in which the prices are decided on 
the preYailing market condition and customary pricing method:;. 

• There are specific pricing methods like value pricing, sealed bid pricing, price
quality based pricing and psychologka! pricing. 

• The marketer needs to initiate price changes as v.-ell as respond to cumpetitor\; 
price changes, failing which he cannot manage the emerging market opportunity 
or the threat raised due to competitor's moves. 

7.12 LESSON END ACTIVITY 

Appropriate prices of product have an impact on sates of product and profits of firm. 
Clarify this state111en1 with the help of a PowerPoin1 presentatio;, quoting suitable 
scenario and examples of the same. 

7.13 KEYWORDS 

Price: Price is the e.\.changc value of goods and services in terms of money, 

Cost-plu.\· Method: Under this method, the price is set to cover costs (materials, labour 
and Qvcrhead) and rre-de1errni11ed percentage or profit. 

Targ~t Return Prid11j;: ln rhis method, the firm decides the target return 1hat it 
expects out of husi ncss and then decides prices. 

Marginal Cost Pru:ing: Under marginal cost pricing, fixed cos1s ar~ ignored and 
prices are determined on the basis of marginal cost. 

Going-rote Pricing: !n this method. Lhe firm adjusts its own pricing policy to the 
general pricing struc-ture in the industry. 

Customary Prh.·es: Prices of c~rtain goods become more or less fixed, not by 
deliberate ai:tion on the sellers' paii but as a result of their having prevailed for a 
consi<lerab le period of time. 

Perceit•ed Value Pridng Method: In this method, prices an:: decided on the basis of 
customer's perceived value. They see lhe buyer's perceptions of value, not the seller's 
cost as the key i11dica1or of pricing. They use various promotional methods like 
advertising and brand building for creating this perception. 

V<,tue Pricing: In thi~ mdhod, tht marketer charges fairly low price for a high quality 
offering. Th is metlwd proposes that price represents a high value offer to consumers. 

S e11 fed Bid Pricing: I n th is method. the firms s u bm i1 bids in sea led cove rs for the 
price of the job or the service. This is based on firm's expectation about the level at 
\Vhich the competitor is likely lo set up prices rather than on the cosl structure of 1he 
firm. 

Psydwlogica/ Pricing: ln this method. 1he marketer bases prices on the pS)·chology of 
consumers. Many consumers perceive price as an indicator of qualicy. While 
evaluating. produc1s. buyers carry a reference price in Lheir mind and evaluate 1he 
alternatives on the hasis of this reference price. Sellers often manipulate lhese 
reference points and decide 1heir pricing strategy. 

Odd Pricing: ln this method, 1he bu;"'er charges an odd price to get noticed by the 
con.sumer. A typical example of odd pricing is the pricing stn.1tegy followed by Bata. 

Geographical .Pricing: Tl1is is a method in which the marketer decides pricing 
strategy depending on the location of the customer. Multinational firms follow such a 
prici11g strategy as they opcraie in different geographic locations. 



7.14 QUESTIONS FOR DISCUSSION 

What are the general objectives of pricing for an organisation? 

2. Comparl! cost based method, target rerum method and marginal cost method of 
pricing, 

3. Whal do you mean by going-rate pricing? 

4 State value pricing strategy. 

5. Briefly discuss price simula1ion game. 

6. Discuss the steps in setting up of a price. 

7, How should the firms respond to competilors' price changes? 

Check Your Progress: Model Answer 

1. psychological 

.... Refi11ed ... 
3. Customary 

4. Internal 

5. Pricing policy 

7.15 SUGGESTED READINGS 

Tapan K Panda. Marketing Management, Excel Books, New Delhi. 

Philip Kotler. Marketing Management. Pearson, 2007. 

V S Ramaswamy, S Namakumari, Marketing Management. Macmillan, 2003. 

Pau L P. J .. nnd Jr. James, D. t-l. (2010). Mor~ting Managemt!nl' Knuwledte and 
.'l'kiils, 101

1> Edi1io11, McGraw-Hill/Irwin. 

Marshall, Greg. and Johnston (2009). Mark, Mark.etinK ivlanagemem, McGraw
Hill/Jrwin. 

l6-5 
Price 



LESSON 

8 
DISTRIBUTION CHANNELS AND 
PHYSICAL DISTRIBUTION 

CONTENTS 

8.0 Aims and Objectives 

8. l Introduction 

8.2 Evolution 

8.3 Signincancc of Channel Members 

8.4 !-'unctions of Channel Membt"N 

8 .5 Ty res of Channel Members 

8.6 I.Jt,tenmnants of Channel Co:c-1 

8.6. l Transportation Costs 

8.6.2 lnvent01y Costs 

8.6.J Warehouse Costs 

8.7 Cham1el Selection 

8 .8 Introduction to Retailing 

8.8.1 Characteristics of Retailing 

8.8.2 Functions ofRelailing 

8.83 l"ypes of Retailing 

8.9 Wholesaling 

8.9.1 Functions of Wholesalers 

3_g.2 Types of\Vholesalers 

8. l O Types (levels) ofChanneb 

8. IO. I Consumer Product Channels 

8. I 0.2 industrial Product Channe Is 

3.1 I Dis1riburion Strategies 

8.11. 1 Channel Level Strategy 

8.11.2 Channel Design and Management Decisions 

8.12 Channel Integration Decisions 

8. 12.1 Vertical Marketing Sy~tem (V/"IAS) 

8. 12.2 Horiwnta1 Marketing System tHMS) 

8.12.3 Multi-channel Marketing System 

8.13 Channel Conflicts and Co-operation 

.!!. J 3.) Types of Conflict 

8.13.2 Causes of Conflict 

8.13.3 Intensity of Conf1ict 

8.14 Managing the Channel Conflict 



8. 15 Physical Distribution 

8.16 

8.17 

8.18 

8.19 

8.20 

8.15.1 Meeting Customer Service Requirements 

8 15.2 Minimising-Total Disrribution Costs 

8.15.3 Cunailing Time-Cycle 

Let Us Sum Up 

Lesson End Activity 

Keywords 

Questions for Discussion 

Suggested Reading~ 

8.0 AJMS AND OBJECTIVES 

After srudying this lesson, you should be able lo: 

• Explain how distribution systems evolved 

• List the significance and functions of channel members 

• Explai11 the determinants of channel co<;r 

• Discuss the factors affecting channel sdecfion 

• Know the distribution strategics 

8.1 INTRODUCTION 

Management of distribution is another 'P' (place) in n1arke1ing. This involves 
processes to place the finished goods from a manufacturer to a customer fur final 
consumption and usage. This encompasses tlow of goods and o\-\·11ershir, from 
manufacturer to the customers. lt is important in marketing to make goods available al 
customer points not only in good nu\llben, but also at !he right Lime. Here righl time 
means the time when the customer is. ready to bu1 the l'roduct. In direct marketing 
model, the manufacturer also tries to remove th~ intermediaries complctdy and recruit 
their own sales force for serving customers. Though maintaining a dire..::t markeling 
network is a costly affair it provides competitive advantage to the company, as it wilJ 
havt! a greater control over the network.. ft is crucial to ensure ,JVailabilily of goods 
and se1viccs to customers when they want, .ii places Lhey \Vant, and in lhe right 
quantilies. The third 'P' of traditional marketing mi.x represent~ 'plact!', the location or 
the point of product availability. Place decisions concern inarkc1ing channel or 
dislrihutiou channel arrangements. This is an int~gral part of satisfaction delivery to 
customers and marketing channel arrange1nc111s can have dramatic implications for 
competition in a product mark.et. Most marketing channels an~ composed of 
intermediaries. These intermediaries or channel member:. indude firms and 
individuals such as wholesalers, retailers, etc. that facilitate the dis1ributio11 of goods 
or services to the customer. 

8.2 EVOLUTION 

After a prodoct has been produc~d. there was a ne~d to mal,.c Lhosc products avaHable 
to the consumers. This was a daunting task as consumers were widespread . Thus, 
came into existence system of distribution/distritmtion management. Every marketing 
activity sta1ts with the customer and ends with the CU!\tomer. The customer is the 
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ultimate target for a marketer. The availability of the product in the market depends on 
the efficacy of distribution channel. Therefore, the distrilrn1ion channel plays a 
significant role in the marketing activities. The success of a company's marketing 
effort depends upon its command on the distribution n~twork. Once the product is 
developed and priced, the marketing manager should now plan to develop di5tribution 
strategy and design distribution channel to reach customers. The company can reach 
customers either directly through its own sale$ force (called direct marhting) or 
through a sc1 of intermediaries and channel members (called indirect marketing). [ach 
of these alternatives has advantages and disa<lvantoges. ln this lesson, we will discuss 
how the company selects channel members, rhen designs distribution channels and 
dt:cides what function eflch member of the channel p~rforms in the market place. 

A marke1ing channel is a syste1n of relationships existing among businesses thal 
panicipate in the process of buying and se 11 ing prod ucls and services. Channel 
intermediaries are those organisations. which connect the manufacturer with the 
customers and help in the distribution of the product. The intermediaries are involved 
in laking physical ownership of lhe producL collecting payment-. aod offering after 
sales service. All these activities involve large amount of risk and producers should 
suitably compensate the channel members for these activities. 

Marketing channel management refers to the choice and control of these 
intermediaries. As more and rnort: responsibility is passed onto the interrneJiarie~, the 
marketing organisation loses control over the channt:1 and moves away from the 
customt:rs. One of tht: key issues is thi: i11cre<1sing inlluence of nctwor!,.. of 
intermediaries and management of the power and connict arising out of the role and 
responsibility between the pwducer and 1be channel members and also among the 
channel ml!mbcrs. Retailers have come to s1ay as one of the dynamic playep; in the 
distribution management function and in the current Indian scenario, it is one of the 
more drnllenging tasks for husiness managers to handle the direction and magnitude 
of growth in lndiao retailing industry. 

So every producer wants to link his husiness operarions ,~ith customers Through a 
network of channel members 10 fulfill th!! overal 1 uhjcctivc of the firm. These sets of 
markeling intermediaries arc called channel members or channel ranicipants. The 
distribution channel is the route taken by th.: title of the goods as they move rrom the 
manufacturer to the end user. These are envisaged as systems of economic distrihution 
through which a producer of goods delivers lhem in the hands of end users. 

These intermediaries act as middlemen between the producer anti the customer in the 
distribution system. They help in transfor of title uf gonds from the producer to the 
customer. Though transfer of ti1lc is also possible through dire<.'t marketing. like the 
case of Eureka Forbes, which does not use intermediaries. but for many companies it 
will be an expensive affair. The company sells its products directly to the cus1omer 
and does not entertain any intermediaries_ We can say th11t whosoever is engaged 
between the producer and the consumer is a member of the distribution channel. 

8.3 SIGNIFICANCE OF CHANNEL MEMBERS 

While on the surface it may seem to make sense for a company to operate ii~ own 
distribution channel (i.e., handling all aspects of distribution) there are many faclors 
preventing l.'.ompanies from doing so. While i:ompanit:s. can t.lo without the a~sistance 
of certain channel members, for many marketers some level of channel parmership is 
needed. For example, marketers who are succe:;sful without utilising resellers to sell 
their product (e.g., Dell computers sells mostly through the Internet and not in retail 
stores) mny still need assistance with Ct:rtai11 paits of the distribution process (e.g., 
Dell uses parcel post shippers !.uch as FedEx and UPS). ln DeH's case creating th~ir 



own 1ransportatio11 $)'Siem makes littk seose given how large such a S}Stem would 
nced to be in order to servicl' Dell's customer base. 17ms, by U!.ing shipping 
rnmprmits Ddl is 1aki11g advantagl· of the benefits lhese ~ervices offer tu Ddl and to 
Dell's custom~rs. 

8.4 FlJNCTIONS OF CH.i\NNEL MEMBERS 

Mvst inanuracturer!'. dn not sdl their products directl) w end-u:i.crs. l3et\\Cen the end
user and the prO<ll1ctr. tht"re are chann~I members performing a variety of functions. 
Saine ur [hesc re5ellcrs such as wholesalers and rdailers purcha~ from producer~, 
take ownership titk. and i11 turn resell the products to pariics or consumers at the nt!.xt 
level. They are called inerchanls. In contrast brokers. ag(;nts, and producer's sales 
persons scar~h and 1lrgotiare with buyers on beholf of the producer and do not acquire 
ownership title 10 111,ucl1andbe. Otl1<='r dtannel member;, work as facilitators. in the 
process uf distribu1ion and include transporters. privately owned warehouses, banl-.s. 
and others who neith!!r n~gotiatc with huyers or seller~ on behalf of producer nor take 
ownership 1iJc: of merchandise. 

A single channel 1m:mtier m;:iy perform all these funclions in certain situations. 
!Jowever, in must uf 1ht: situations. t.:hannel members at ditTerent kvds Hre involved 
in performing the foll1m, ing functiun5 jointly: 

• Chum,ei Member.\ Creute Utility: Marketing channds creatt timo:::, plac~ and 
rossc:ssion utility finll' u1ilil) rC'ters to making products a ... ·uilable 10 customers 
when they 1\<ant lhem The) cre;:itc pince utility b~ making product~ available in 
lncations. whi;re ..:u'-tomer5 cksir.: 1hem to he available for buying. Possesskln 
utility ml'ans cu!>lomcrs having 3(:cess to obtain and have the rig.ht lo use or store 
for funire use. Tlus may occur through ownership or some arrang\!ments such as 
rental or lca,;t" agrt:ements that entitle- 1he customer lh~ right to use th~- produc I. 

• C/111111,e/ Mt.,,1hns Fut:ilitnte E:cclumge Ejjiciencies: Channel members offer 
exchange eniciencie-s and help rt"duce the ex.change costs by providin~ cenain 
functions ,1r sernces. Let u~ ass11m1:: that three customers -;eek 10 bu~ products 
from four prnclu1xrs. If there are no middlemen involved. the total transactions 
wi1h three cuswrner-:- wilt he melve. lfthese four producers sd\ lo ooe reseller, the 
total transaetinni, fnr prodw.:er~ v..ill come down to four (one for ead1 produc~r). 
and in !urn the reseller will handle !'hrec transactions with custom~rs. The cosls of 
thret" transactions for euch producer are likely to be more than ju:,;t 1me rransaction 
with reseller for ec1ch producer In this situation, ju<;t one resella ,;erves both 
producers Md rhe ... ·uslomers. Crist i~ a major factor coupled with better service to 
..:ustomer nt!ed~ frir using (ha11nel i111crmediaries. 

• Chu11111•/ Memher.'> may reduce Discrepm,cie.\· um/ Separalio11s: For most 
...:uslomers. producers are loca1cd far from them and customers may want di!Terent 
product m.sc111mer11 and quantity of the manufaclurer's prndu..::e. Customers too 
ma~ not b,.- \cry dear ahout their rroduct choii.:es and channel members help 
adjust these disc re pane lt'S. 

❖ Anorrmt•nt d1.<.~-rt!JJ,111LT rd('rs lo 1he difference bctv..~t:n the produc1 lines a 
cornpam produces and the :issurtmcnt customns 1.vanl. A company may nc: 
speciali~t in producing cril.'ket balls only, but a typical cricket enthusia'il 
v..ould also b,: i11tereskd i 11 cricket bat or gloves. and 01her complimentary 
products. and rnay not prct~r w shop for these items e-Jsev .. here. The resel\e~ 
adjust the~e discr~panci~s. 

❖ Quwmty di.ic.·rer,mcy m~ans the difft!rence bcrween what quantity is 
economical for tht: company to produce; which in most ca..ses is quite large. 
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TI1e cricket ball manufacturers might be producing 10 or 15 thousand balls in 
a given reriod. The average buyer would buy fnr less number of balls at a 
time. Channel members may also help in handling this discrepancy. 
Middlemen ~ollect and acrumulate products from various producers. 
Wholesaler., buy in hulk, break it into di/Ti!rent grades or qualities desired hy 
different customer groups, and sell smaller quantities lo retaili!rs. who sell to 
the customer 011e or few units nt a time. 

Other Ftmctions: Distribution channels share financial risk by financing the 
goods moving through pipeline and also sometimes extend the credit facility to 
next levc! operators and consumers as well as handle personal selling by 
informing and recommending lhe product to consumers, and panly look after 
physical distribution such as warehousing and transportation, provide 
mcrchandbing support, and furnish market intelligence. 

The main criticism about using intermediaries is that this increases prices. Customers 
prefer lower prices and would liki! the chan nets as shorl as possible. The assu rnption is 
1hai lower the number of intcnnediaries, the lower the prices. This Lhinking ignores the 
fact that channel members perform ce11ai11 runction~ and producers cannot escape 
these tu11ctions by no1 involving intermediaries. The functions and associated costs are 
simply trans ferrcd tu producer. 

8.5 TYPES OF CHANNEL MEMBERS 

The marketing manager should identify different types of channel Jni!mbcrs to carry 
out its channe 1 work. W c present a I ist of common types of intermeJiarics. 

• Company Safes Force: Comrany uses its own sales force for direct marketi11g. 
The manager can assign sales quota for each territory and sell products directly to 
consumers. 

• Mid,llemen: MidJlemcn rekr to just about anybody acting_ as an intennediary 
between the producer and the consumer. 

• Agellt or Broker: Intermediaries wi1h legal authority to market goods ari.d servic~s 
and to perfonn other functions on behalf of !he producer are called agents or 
brok.ers, Agents generally work for producers continuously, whereas broken; may 
be employed for just any deal. In some cases. ag~nts sell to another intermediary 
such as industrial distrihulors. ln addition, an agent or broker can work for the 
buyer rather than the seller. This situation i5 becoming more common i11 real 
cstati;:, busines'-. 

• Wholesaler: Wholesalers arc: organisation's that buy from proJucers and sell to 
retailers and organisational customer!>. Wholesalers primurily deal in bulk and will 
ordinarily sell to the retailel' or 01her intermediarie~. 

• Retailer: As th~ last link in many marketing channels, retailers sell directly to 

tinal customers. They purchase gonds from \vhoksalers or in some cases directly 
from the producer. 

• Distributor: Distributor is a general term .ippl ied to a variety of intermediaries. 
These ind ividua Is and firms perform several functions, including inventory 
management, personal selling and financing. The basic difference bet\veen an 
agent and di~trihutor is that while agents work on ~omm ission basis, distributor,; 
deal on their own account. Distributors are more common in organisational 
markets, although wholesalers also occasionally acl as distributors. 

• Dealer: Another genera1 tenn that can apply io just abou1 any intennediary is 
dealer. Basically the same type of intermcdinry acts as a distribulor. Although 



son11.· people distinguish dealers as those intermediaries who ~el! only to final 
custorncrc; 1101 to other inlermediaries. 

• Vnlll1?-11dd£•d Resellas (VARs): They are intermediaries that buy the basic 
producl flllm pmduc.;rs and add va)ue to it or depending on the nature of the 
produc1 nwJif). ii, and then res.el I it to final customers. 

• /tf(!rdumt~: fhey ar~ inkrnwdi::iries that assume ownership oflhe goods they sell 
In custom~r:, or other iutennediari..!s. Men::hants usually take physical pos~t!s;sicm 
of the goods they "ell 

• Carryiug amt Fnrw,trdillg Age,rts (C&F): The}' are people and urganisations Lha1 
assist the tlow of products and information to marketin)t; chann~ls, including 
banking and insurance functions. Assistance is required in service!> like 
transpurtation and storag~ (C&F Agent), risk coverage (insurance) and financial 
services. 

8.6 DETERMINANTS OF CHANNEL COST 

Di!itribution rn~ts ~over the sequenc~ of operations from where the packed product is 
mad~ avaibbk for dispatch ending with marketing Lhe recL>ndi1ioncd returned einp!y 
pa\.·kage cJ\ai\.:ible for reus~. Dis1ributioo costs are those cosls which are incu1Ted in 
gcrt ing fi1w,luJ products rrom factory to customer - those involved \\ ith filling. ord<c"rs 

The 1otal channd ~ost der~nd~ on the following costs: 

8.6.J Tran~portation Costs 

rra.nsponal1(ln cost:. can Ix any vi£. rnilway (Osts. airways costs ~)r seaw.iys (:05~. 

Raif,,.,f,y Co,r 

Railwa: 1.:L1~ts can be classified into fixed cost anJ operating cost. 

• Fix(!d cmm are la rgr.:. sunk, irreversible, ri,;k y. tee h no log,\ depend~n l. ~ca k 
intlu~ncing. l;'nvirnnment inllu~nci11g and so on. 

• Operatin,: wsts include maint~nance of track. upkeep nf ro lli11g stod ... rc:pair, of 
bui!Ji11g,;, r~novation of faeilifies, fuel and lubricant cost, salary and \\ages, 
admrni~lrat1vc- cost, ete. 

FixeJ cush 1"ema111 constant upto a certain range of activity. lni1ially. 1na.rginal -:ost 
might decline rl'sUlting in the average cost per unit service declining. Cos1ing in 
railways n~ed~ In he computed with respect to passenger kik1metre, tonne kilometre 
run and '"1g1,11 load kilometre. For better control, route-wise anJ round-tdr wise 
c(1sting \O.t.ltild do well. 

Frt'igl,1 Rate- S1ruc1ure in Road Trumport 

Fr~ighl rntc refers to charges k, ied on the user for carrying i!Od handling his cargo l:i_v 
,he cimie1. Fr~ight ra1c in road rramport is gc11eraUy 1i,ed on th~ ba~is of i.:ost ,1f 
service rules. rr~ight rate should be based on the t:osl of .:-,cn,ice. Therl! are l\,o 1;,·pcs. 
l)f transp4..1rt costs: 

I. Standing ctist 

Operalutg COSl 

Scam.ling -:oS1$ inl..'lude the following costs: 

• Cost of vchi.: le, 

• Capital co~, for pr~rnis~ and buildings needed for garage, o Rice. repair shops, etc. 

• E~~nditure on miscellaneous. 
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Operating rnsrs include lhe following costs: 

• Repairs and maintenance cost 

• Depreciation a11d renewal expenses 

• Taxes 

• Insurance 

• Licence fee, ndrninistrative expenses. 

The cost of service, the value of service and the paying capacity of the custClmt:r 
influence freight rate. Besides these, the nature of comrnodity to be transported, the 
demand alld supply conditions in the transport industry, the competitive conditions in 
tile tram,purt industry, state regulations, etc .. also influence the freight rate. The 'cost 
plus' mdhod is adopted by private operators. 

Cost af Aint•ttys 

Cost of airways includes capital cost and operating cost. Capital cost includes huge 
cost which is involved in i.lirport construclion with all modern radar equipmcn1s. 
meteorological devices cos1. the runway cost. cost of air traflic control tower, etc. 

Operating cost include:- ground expenses and flying expenses. Ground expenses 
inc I udr interest on investment in ground facilil its, rent for office space, depreciation 
and maintenance of buildings. wag.es of g.rou11d personnel. traffic and advertis.ing 
expenses. insurance tax., etc. 

Costing oj'Sl!ctwurs 

Fixed cost ancl operating costs are two major cost components in seaways costs. 
Operating cosl includes motive power, salary and wages, office cos.ts, advertising ,1nd 
promotion costs, repairs and maintenance costs, electricity, etc. Fixe<l cost includes 
vessds a11d port buildings. loading and unloading equipments, lighthouses. cost of 
porl lanJ, etc. 

8.6.2 Inventory Costs 

There are three types of inventory costs: 

J. 

Ordering Co.\'I: lt includes cost of stationery, postage, telegram, etc .. in placing an 
order. 

Cm;t of Mt11erinls: ft is the purchase price plus transport and insurance during 
transit and taxes if any. 

Carryi11g Cost: lt includes space cost, storage cost, insurance, taxes, theft and 
pilfemge, wastage and loss, etc 

Inventory conlrol aims al reducing both the ordering cost and carrJing cost. As these 
move in opposi1e directions, minimising the total of both these cost-; is the crux of the 
inventory mw1agemcn1 exercise. Economic order quantily technique of inven[ory 
management is based on thi:i. minimisation effect. 

8.6.3 Warehouse. Costs 

The costs of maintaining a warehouse building arc largely fixed and independent of 
the amount llf stock it holds or the amount of handling required. These tixed costs 
include land, building cost. administrative cost, material handling, insurance and 
taxes. There arc very few variable costs at warehouses. 



• M11terial Cost.~: The cost of material handling includes the cost of f1rnrcc1ivt: 
packaging. lh~ costc; of material handling equipment and uf goods damaged in 
handling. 171e mosl important cosl is that of labour associated with packi11g, 
load in~ and un I oad i ng rhe i 11 V\!Jl lory. 

• f'ad1.agi11g Crist.,·: Packaging cost is influenced by mode of trai,sport and lllalerial 
handling equipment. On the othtr hand, the selection of a par1icula1 mode of 
transporl delem1 ines 1he ,:haracteristics of packaging. 

• CuMomer -~ervia Cost.,·: A producer or a supplier cannot alwa)'!> ensure lh!C! 

av11ili1bility of ~ood!> whenever they are d~manded by the custom~r. 11 may 
increa~e- the inventory carrying costs; i11 some cases, this cust may even be 
prohibi1ivi;; The producer or the marketer has to set ccn.ain limits uplo ~hith Ile 
will ~a.tisf} customer demJnd and trade off the- CO'it of lost sales against the 
inventory carrying co~ls 

8.7 CHANNEL SELECTION 

The abilily to recruit and use intermediaries varies from producer to producer. Some 
puwi::1fol hrand owners c::111 always go for stronger distributors a11d de~pl'r distribuuon. 
Ne\", producer!> uften find 1t difficult to include their rrotlucl assortmenr$ with 
... -~1abt1she-d retailers. The inark.i.!ting manager!> should idl:!nttl) wha1 charncterist1cs 
dist 1ngu ish hctter intermediaries. 

Selecting marketing channel!> can be a complicated proci::ss. particularly 1r pan ot 1he 
channel is outsidi= the producer's direcl control. In addition. lhNc is not an cndles5 
supply of available int.:nn~diari<!s sining. around waiting for pn,ducer5 to gnl:! thl:!m a 
call. Th~ ekml!1HS 1ha1 managers examine a,:; the)' define channel s1rnti;:gil'S can be 
g.rouµ<d into mar~ct fac1ors. product factors and producer fac1ms . 

. ~urket Factors 

Analy1i11g and understanding the target market is lhe fir~! step in ~t!lecting markl!ling 
-:hi:m111:!ls . Ther\' are several faclors that an analyst should explore of market i11 his 
ana ly ">is. ranging from customers to the types of com ixtiti VI:! prc,c-111.::e. 

• C11.rto111er Prefnenas. The channel, which is more pre-frrred by customers. 

• Or~111Ji.rntional Cu!)tomen: Organisational cuslorners frequently haw buy i1ig 
ha hits that are different from those of other consumers. 

• G'eo,:rrtphy: Customer location is another important t:-1ctor, determining lhe type 
of channel to be used. 

• Compl'tilrlr5: Oflt!n a good cha1111el choice is a channel that has be~n overluokcd 
or avoided b) compe1itors. In some cases. the markeler niay try Ill duplicate his 
CQITipt'litors· channel in order to have his products .::nd up on store shelh'S meant 
for competitors· producLs. 

Product F11crnr.\· 

Even products that rnd up at the same retail location ma) n~eJ different intermediarie~ 
earlier in !he channel . Following. are lht! prClduct related fador~ that inOui=nl'I:! the 
ch:mnet c;efection decision. 

• Life Cycle: A product ca1egury·s stage in 1he lite cycle can be an importan1 factor 
i11 selecting a channel. and channels may have IO be adjusted over time. Cuslomers 
require less support once lhe product has established itself. 
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• Product Con,plexity: Some products are so complicated and f"equire so much 
support that producers need to stay closdy involved. This indicates either a direct 
sales force or a limited number of highly qualified intermediaries. Scien1ific 
equipments, jct a ire raft, nuclear reactors. phann a~'.e ut ica 1-. and com pu Le rs nre 
products whose complexity affects the way in which they arc marketeJ. 

• Pm,lucl Value: Value of the produCI also affects distribution channel choices. 
Items with low cost and high volume are usually distributed through l;:u-gc, 
well-established distribution networks such as grocery wholesalers. 

• Pmd11ct Size and Weight: A product with significant size and weight can face 
restric1ed distribution channel options. panicularly if it is also of low value. 

• Consumer Perceptions: The perceptions (.;UStomers have of products and 
producers also play a role in channel decision. 

• Otha Factor:,: Depending on the proJucl in question. other factors may en!i:r into 
the decision as well. Som~ of these include whether a product is fragile or 
perishable and whether or not it requires significant customisation. 

Producer/Monufacturer Fr,clors 

Fina I I y, the re are severu I se I ection factors that i 11 vo he the producer<, them sd ve s. 
Following are the producer foe1ors influencing channe I sckcl ion: 

• Compu11y Objective: The overall objec:tiv,: of a company i11tlucnces its marketing 
channel choic..:. 

• Company Resources: Various dislribution options require different leveb of 
re~ources and investment. 

• Desire for Control: The need lo control various aspects of the marketing process 
influences a producer's selection of the channel system. This control can 
encompass pricing, positioning, brand image, customer support and ~ompetitive 
prescnee. 

• Bre.adth of Prntl11c1 Life: Producer with several rroduets in a related area faces a 
channel situation that is different from those with on~ or rwo proJucts. 

8_8 INTRODUCTION TO RETAILING 

Re1ailin~ is the final connection in the marketing channel lhat brings goods from 
manufacturers to consumers. ln other words, ri:tailing is th~ c-omhination of ac1ivities 
iuvolveJ in selling or renting consumer goods. and services directly to ultimat~ 
consumers for their p~rsonal or household use. In addition to selling, retailing. includes 
different Jiverse activities like buying, adwrtising, data proccs-;;ing and mninlaining 
inventory. Retailing is the ftnal stage in marketing channels fo, ~onsumer products. 
Retailers provide the important I-ink bel:\veen the rroducer and the ultimate consumer. 

8.8.1 Characteristics of Retailing 

Retailing is the set of business activities that adds value to the rroducts and services 
~oJd 10 consumers for their personal or family use. 11 is responsible for matching 
supplies nf manufacturers with the demand of consumers. The rela i ler performs many 
activities lik.e anticipating and forecasting consumer requiremen~. developing an ideal 
assortment of proJucts, acquiring and processing marketing inforrnation 1 bulk 
breaking to suit individual customer requirements, and sometimes performing the 
tinarJcing function. 



R..:tailing dift'i:rs frurn marketing in the :sense 1hat ii rdcrs 10 only those ac1ivitii:s, 
whkh are related to mark..:ting goods and/or services t.J final coo:sum..:rs for personal, 
famil~ or hou:.ehold use Marketing. howt:vo;:r. b. a11 integrati\le process of planning 
and executing lhe conception. pricing. preser..ation. and d i:.lTibution of ideas. goods. 
and sources to creale o;:.-.:clianges thal satisfy individual and organisalional objective,.. 

Retailing is an intrinsic part of our daily lives. We t:anno1 Sllniw in il mass produced, 
mass disrribut~u and ma:.s i:onsum('d \Vorld wi1hou1 retailing. A strong retail network 
pnl\lides an easy access lo a variet:,. of products, givi:s fri:ed.:im ofchl"licc to consumers 
ar one point ,-md augments higher levels of consumer '>..:1ll ice. 

There can he differenr kinds of retailing formats depending on th~ir -.,ze. number of 
lines, merchandise proJuct policy, nature ofpromo1ion and e.xpi;"nse control measures. 

8.8.2 Functions of Retailing 

ln general, retailers pc-dorm rour distinct funcltons. They parttcira1c in the sorting 
process by collet:ting an assorlmen1 of goods and services from a wide variety of 
suppliers anJ offer tlll'm for sa \e. Thi:y provide information to rnnsum~rs advertising 
displays and signs and ~ales pt!rsonnc\. Marketing resc,irch support i!:. given lo olher 
~hannel members. They store 111,;:rchanJise, mark pm:cs on ii. plilct: it~ms on the 
sdling floor. and othe,wisL~ har1dlc products. Ge11<1r;illy. rhi:y pay suppli..::rs ror items 
before selling them 10 linal c:omuini:r.,. They cumpkte 1ra11sact101l:> by u~ing 
appropriate store locations and hours. t:redil 11olicie~. and olher serv11:e!'.. 

Figurt: 8.1 depkts thr four dist inc I fon..::tions of rern.iling_ v.,h ich are b~ing performed by 
the rt."ta i lers. 

COiiect product assortment J 
and offer ihem for sale 

Pro1Jide information 
' I 
t 

Retailers I 
Mark prices and pay for goods 

Conclude transactions with 
final consumer 

Figure 8.1: Function of Retailing 

8.8.3 Types of Retailing 

Thert! arc \lariou:; type~ or ret.;iiJ formals seen in the Indian retail en, irunment. The:, 
can he lisreu as folluw;;: 

• .W11m am/ pop _,·tores and l.iro11a .vtores: Mom and rop ~tore~ a1·r !he lradi1iooal 
independe1ll stores. v. h1ch are ~pr~ad acro:;s the .:ounlry and cakr ru a large chu11k 
of populmion. Thi;' real g.rm1.1h u1 Indian retailing i-; happening 111 these kinds of 
store~. Such stores are found everywhere in lndi.:i anJ mo'ill) 111 small town~ in 
India. 

• Drpttrtmellf .'itores: These kinds of stores are found in U.S.A. [:..:.ainpk.,;; of such 
~tores indudl" JC l'enney, Scar~ and Montgomer) Ward that Jominati;" malls and 
downtowns. A department store nwst have arleasl 2500 squ.:ire meters of space. It 
must offer a produl~t rangt: that i::. both wid~ and deep in several product 
categories. 
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• Discount stores: These are big swres like Wal-Ma11, which is the biggest retailer 
in the world. These big s1ores achieve economy of scale and hold substantial 
power in the market. Their capacity and technology usage arc so high that they 
control more of the ntarketing net work than the inanu facturer. 

• Category killers: Thes.: retailers dominate one area of merchandise like sports 
goods, office depots, etc. TI1ese category killers bu~ such a huge qua[ltity that they 
can offer prices ar nbysmally luw levels, which even manufacturers cannot match. 

• Speciality stores: These stores include iJody Shop, Crate and Barrel. and 
Victoria's Secret. These stores concentrate on one type of merchandise and offer 
in a manner thal makes it -;pecial. Some of these stores are high-end stores like 
Tiffany's. Many oftbese stors!~ ,i!so cater to price conscious customers. 

• Superstores and hyper market.\·: These stores are situated oursidf! traditional 
shopping centres and enjoy greater accessibilit) by car, greate1 economies of 
scale, and the lienefits of being huill for a special purro~e. They become anchor 
stores of retail warehous;.e parks and of ma1,y partnership schemes such as 
Spencer-Tesco. While a super ~tore i~ around 25000 square feet ofsc:lling space, a 
hypermarket has around 50000 ~quare feet o[selliug space. These are large stores 
primarily selling groceri!;!~ in some countries. 

8.9 WHOLESALING 

Wholesaling is concerned v.iih the activities or those persons or establishments which 
sell to retailers and other merchants, industrial, institutional, and comml!rcial users, 
but who do not sell in significant amounts to ultima1e consumers. 

8.9. l Functions of Wholesalers 

According to Harry G. Mi lier, eflecti w functioning of wholesalers as a part of 
marhting channel, especially in developing countri~s. contribute~ directly to the 
economic potential and growth b) prnviding link~ 11> an extended market base. 

Table 8_ 1 depicts the various functions performed by the wholesaler under the two 
main categories i.e., the function for producers and function for customers. 

Tablc-8. I: Functions of Wholc-saler 

F11nctio ns for Producers Function~ for Customer5 

Market Cnverngt Producl !\ vai lal-,ility 

Sales Contacts A,~or11ncm (,,nvenicnce 

!11venlN)" Holding Hulk-BrcaJ...in~ 

Order Processmg Cr~·d1t Facili1_1 and Finance 

Markel Information Custom~ r '-;erv KC 

Cus1omcr Supr:,un I ech111ca I '.support 

The functions performed by wholesalers for producers consist of market coverage. 
sales contracts, inventory holding, order processing, market informati0n and customer 
support. The functions performed by wholesriJers for cuslomers ,onsist of product 
ovai1abi lity, assortment convenience. hu I k breaking, credit foci lity and finance, 
customer service and technical support. 

8.9.2 Types of Wholesalers 

1l1ere are many different kinds of wholesalers who differ in product categories 
hand!e<l as well as in specific marketing furn:tions performed. The three basic types of 



wholesale institu1ion::. - merchant wholesalers, agent wholesalers and manufacturt"rs' 
sales brandies and offo:~s are shown in Table 8.2. 

Table 8.2; Types ofWholcs11ler-s 

r Mercbimr \\ holualet, I ------- -
Agent. 1\-1;1.nuf:a~tunr's Sain and 

Branch Offices 
~-

Full r un .:tion llf '.:,,;-r11ic-c- Whl>k,;al.:~ Manufa..::1urn's Agent .Sab OtTice-s 
----

Limitt.d fur..:cion Ser. 1r,· Wh,,le~:il<'~ B n,lt'Ts Rranch orficc~ 

Cl1mmissio11 M.:rchan~ 

Selling Agents 

Auction Cornpimii:.s 

L~t us now srudy the ryp~~ of wholesalers in detail : 

• Merc:ham ,vlwlesulers: Merchant wholesalers take owner..hip of goods in which 
the~ deal. Merchant whulc~alers arc independently owned~ separate from 
suppliers, 011 ont' hand and from the retailers, on th~ other hand. Merchant 
wholesalers arc of two general classes. They Arc-: 

❖ Ful/_ti111c11011 or sen·,ce wholesalers: This type of wholcsakrs is al~o referred 
'" liS a distributor or aj1..,bber. Generally. this type of \d10ksakr specialises in 
a narrow rnnge of gonds. rhe ext,mt of product line o;pccialisation depends on 
Lh~ par1icuhu nerd, 11nd wants to !he" whoksalers' targel markel hy taking 

owner5hip ufthc rrnducts into account. 

Full function wholesalc"rs. through the phy~ical posses.:;ion flow. maintain 
inwntorit-s of their product line Fwm these s1ocks. customers· ordc"TS cJre 
tilled and deliYcred. Pcr.~onal selling, adwrtising and sales promotion an: 
some of the ways in which these wholc:;alers perfonn the promotion function 
in the 1narketing channel 

❖ limi1,•d /1111clio11 11 ·halc~.il!!r.c TI1ese merchant -.~'hok-salcrs perform un!y some 
ol thtc' function:.- Lypically associated \.fith wholesaling . The more comrnon 
limited function whole');ilers are ca,;h and ~UH)' whoksakrs, drop shippers, 
track wholesalei"!i. mail order wholcsakrs, and produce.-s, relail co•oreratives, 
and rad,jnbber!) . 

♦ Cash and l:arry wholesalers offt:.r thi::ir small business customer, nn credit 
or delivery . The) g.::ncrally operale in ::.mall business markt'ts. 

♦ l)rup shippers do not take" pos:.cssion of th<! goods they hancllt:. Naturnl 
rcsourct'.s like coal an.' typically marketed through clrop shippers . 

t Truck: wholt::rnlers rerform limited functions because their inventories art' 
carried (111 their trucks . They provide their cusrnmc:-rs v.ith a high degree" of 
local ion convenitnce . 

♦ Mail order whole')alers Opt!Talc- similar to mail order relailers . These 
wlwlcsalcrs serve the tmsiness, governmental and instilulional mHktt:-. 

♦ Producers and rct;iil co-operatives and rack jobber:. art' inJeptndent farm 
proJllcer,; who band t\Jgetht"r ru market 1h.-::ir outrmt jointly and to buy the 
farm implements anti :,uppli<=s at quantit)' discounts. 

• Agent wlwlesalen·: Th~y are primarily invo\-..,ed in the buying and selling of 
soods and servict'S . They rypirnlly negotiate sales as represe11tatlves 11f other Jinn:. 
and do 111..H take title to merchandise. They also participate in the collt"ction of 
mnrkc"t infhrmation, promotion and ordering. Ag~nts receive a commission for 
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performing these fu nc lions. The different ty pcs of agents are rn an ufactu re rs' 
agents, brokers, commission merchants, selling agents and auction companies. 

Let us now study the ty pcs t' fa gen ts in deta i I: 

•·• Manujacturer.s · agems. I'hey are inderendent fi.-ms which typically handle 
non-competing line:; of a variety of manufacturers and are often used in place 
of a manufacturer'!-; own sale force. New companie::. use manufactur<!rs' 
agents when th~y have neither the experti,;~ nor the resources to develop their 
O"Vn sales for(;e. Established fm11s rely upon manufacturers' agents when they 
wish to conc~ntrate upon manufacturing and prefer to subcontract their 
distribution activities or when thC)· wish to enter in new markets. 
Manufacturers' agents .i.re generally more familiar with the market and can 
provide more immediate rcpres<!ntation than the producer hy developing their 
own sales force. 

❖ Brokers. They arc com1non!y used in the real estale industry where they 
negotiate the buying and selling of property as well as negotiate its rental and 
leasing. They are the middlemen whose primary activity is to establish contact 
between rhe buy,::.r and the seller. They negotiate and faci I irate sales and are 
compcn~ated hy a ree or commis~ion. They do not take title of merchandise. 
Urnkers play a J...ey role in the distributi~rn of food products as well. 1\,fany 
small food wholesalers rely heavily upon food brokers to provide them with 
outlets for their prod uc1., and sources of supply respectively. 

❖ Commission mcrchan/s, They arc sometimes called 'factors'; they receive 
products on consignment basis and then sell them on a commission basis. 
They lypicatly operate on an autonomou~ basis. They oflen participa1e in the 
physical possession, promolion, negotiation, financing, risk-taking, ordering, 
payment and market mformatinn now. They are most oftenly used in 
distribution cha!1nd:; for form produce, lumber products, etc. where the 
manufacturers' identity is relatively unimportant to the buyer. 

❖ Sell in~ agents· They differ from manufacturers' agents and brokers in that 
they normally carry a supplier's entire product line. Unlike manufacturers' 
~gents and brokers. they usually ~et prices and tem1s of sale, and also 
und('rlake pro1m1tio11.i! activities. Thll',. ~elling agent\, in effect, act as the 
inanuflldurers' sale l()rce. As with other agent wholesalers. selling agents dn 
not take title or pussession of the goods they handle. 

❖ . lucrion compunies.· They invite buyers and sellers to a single physical 
location, either at 01e ~eller's location or at the auction company's site. ln 
addition ro bringing buyers and sellers together, auction firms promote the 
goods 1hey handle anJ actively nego1iate the sale of those goods. These 
wholesalers parlidpate to a less degree in the other marketing flows, except 
for ov.'nership. Their participation in a channel i:. typically limited to 
fa..-ilitating a transfer or ownership. They are often used in marketing channels 
for prtJducts such a~ real estate, household goods, used automobiles and 
equipment and mad1ineries of atl kinds. These firms also play a key role in 
the marketing of some commodities such as tobacco. 

• Ma1111facturer's sule1· branches 111111 sales office: Branches, sometimes called 
capuve distributors, are wholesaling operalions owned and operated by a 
manufacturer .ind maintained separa1ely from the producing plant to sell and 
market its products. The sales branches include a warehouse with inventor)', 
whereas sa [es offices don't have any inventory. Manufacturers' branch stores that 
sell to consumers and individual users are classified within retail trade. 



Manufacturers use sales branches and offices for a varieiy of reason5, pm1icularly 
when: 

❖ independent wholesalers are unable to provide technical support 10 the 
l.:Ustomer; 

❖ The'.'.e intermediaries cannot handle the quantities involved; 

❖ The manufac1urcr wishes to achieve more control over the pron101ion and 
physical possession activities of marketing; and 

❖ Wholesaling operations provide the manufal;"turer with aJditional rroflt 
opport unities. 

8.10 TYPES (LEVELS) OF CHANNELS 

Many di1Tercnt distribution path alternatives have been developed bec<1use a l'.ertain 
channel type may be appropriate for one product but may not be suitable for others. 
Various ch.anne! 1ypes may be classified generally as channel ... used for consumer 
products or industrial products. 

8.10.1 Consume.- Ptoduct Channels 

Companies producing cllnsumcr products may use several different types of cha11ne Is. 
Producers can choose 7-ero-!evel channel {also caUed direct marketing clrnnnd). This 
approacl1 involves moving product direct from producer to customer. Zero-channel 
systein does oot involve resellers. Examples include co1npany owned stores, 
telemarketing, mail order. and door-to-door selling, etc. Amway, Avon co:.metics, 
Eureka Forbes, Amamn and others use zero-channel. This is a quite simple 
a1nngement but may not be the most efticient or economical means of distributing 
produds lo consumers (Figure 8.2, A). lt suggests that faced with making strategic 
d1uice of going direct to the consumer or using channc! partners, a company must 
weigh the benefits to consumers agajnst the transaction costs involved in using 
intermediaries before going direct to consumers. 

----------------------------------------------
Man ufac! urcr Mimufacturcr Manufact.urer 

.--------. I 

Manuf.iclurcr 

I 
t 

---------- ----------- -----=t,____________,: 
[ Retailer~ j Retailers ~ 

Consumers Cnn~umcl"' Com;umer~ Consum..-:h 

(A) (C) (DJ 

Figure 8.2: Marketing Channels for Consumer Products 
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In a One-le1,el channel (Figure 8.2, 8) products move from the manufacturer to 
retaile-r. Re1ai!ers make thes(;' products available to consumers. Large retailers such as 
supermarkets and chain stores like Spencers and others prefer to buy large quantities 
of goods from manufacturers. 

Two-level channel (Figure 8.:!, C) has been popular option among consumer product 
companies. Between a manufacturer and consumers ther,~ are two types of channel 
intermediaries - wholesalers and retailers. The goods pass from producer to 
wholesalers, then to r~tailers and finally to consumers. This channel arrangement is a 
practical option to producers "'ho sell to millions of consumers in several geographic 
area~. They prefer to move their goods through the network of retail shops. 
Wholesalers of all shapes and sizes cater to large number of retail stores, including 
rural markets. Tobacco products. tea, laundry products, etc, are typical examples 
where wholesalers and retailers operate between manufacturers and consumers. 

Three~level channel (Figure 8,2, D) arrangement involves intermediaries at three 
levels. The manufacturer docs not handle any distribution fundions and appoints sole 
agents with substantial resources or C & F (Clearing & Forwarding) agents. They 
have their own network of wholcsa lers, and retailers a 11 over the country. This kind o C 
arrangemcnl may also be on 1eni1orial basis. C & f- agents handle only dis1ribulion 
functions. Sole selling agents may also handle personal selling on behalf of producer 
be!-ides 1..ik.ing care of distribution. 

Another channel option is strategic channel alliance. This refers to an arrangement 
wht'n 11 .:cm1pany sells the products of one company, through its marketing channels. 
for example, a son drink company may distribute the bottled water of another 
manufacturer. or a domestic company might distribute the product of a foreign 
company. 

Traditional channels discussed above refer to forward movement of products from 
producl:'.r 10 consumer. Some producers also plan for channel intermediaries 
performing the role of reverse-flow channels to re!Tieve products rhat customers no 
longer wanL For example. iJtlTn firms, drug companies, toy manufacturers, and nthers 
somt'limes have to recall products due to defects, break.age, Sil lety reasons and repairs 
during \\·arranty period. ln these cases, the channel helps in reversing the now of 
cert;iin types of containers for reuse, computer circuit boards for refurbishing and 
resale, rarer, cardboards and metals, clc. for recycling. 

8.J 0. 2 Industrial Product Channels 

Manufaciurers of industrial products work with more than one level of 1.1..-hotcsalcrs. 
Four of the most common channc Is for i ndus1Tial products are shown in Figure 8. 3. 

A I argc number of indusl ria I products, particularly produce rs of technically complex 
equip111en1. ~t·ll directly to mdustrial buyers (Figure 8.J, PJ. JBM sells its nrninframe 
compukrs direct to business buyers. 

Companies producing standard industrial items such as hand tools and small operating 
equipment usually operate through industrial distributors ( Figure 8.3, Q). Industrial 
distributors may carry a wide variety of product lines and items from different 
manufocturers. or some may specialise and carry only limited number of lines. The 
advantages that industrial distributors ofter include providing services at low cost. 
extending credit lo customers, developing close relationship with buyers and 
providing market intelligence 10 manufacturers. They also minimize financial burden 
of manufacturer by holding adequate inventories in the market. TI1e disadv,rntflges 
include lack of control because industrial distributors are independent firms, they also 
carry competing brands and manufacturer cannot depend on them to push a specific 
brand. They generally avoid stocking expensive and slow moving Hems and may seek 



"pedal incen1ives. lo case of industrial channel three (Figure 8.3, R). an indept!nden1 
firm works as producers' representative or agent on a commissil)n, usual!) "ells 
complimentary products of several companies in spci:itic territorie~. The agent does 
no! ai:quire ownership title to the products. 

,- - - - - - - - - - - - - - - - - - - - -- -- - - - -- - - - - - ---- - - - - - - --, 
I -~-

M.tJ11Jfa'1un:r I ~ Manufarwrr.:-r Ma11ufacturer I\ l.imrfa<'tu rer 

!nclus1rial lndu~trial 
Dis1ributor<; I J 1s1 ri buto1, 

l l 
Jo1.hi.;inal ln<Ju~1rial lndu~tn.:il \11cl1J-.1r,..-I 

Bu~ ,;rs Bu1·~rs lh,yi:rs Bu~o:r<. 

Wt 1Q1 rn, 1S1 

Figure 8.J: Marketing Channt>ls for Industrial Products 

8.11 DISTRlBUTlON STRATEGIES 

Distribution !>lta!~gies involve tilt.> following strategies and decision": 

8.11.1 Channel Leve-I Strategy 

Uecaus~ of the wide variety of channel anangt:1ne11ts that c,ist, ii b difficult lt' 
~i.:naalise the srructure of channels across all industncs. Uifforcn! kinus of products 
demand different kinds of distribution channels. By chnnnel levd WI!' mean how man) 
init:rm~diarifs <1re there betv.c.:en the producer and consumer. Dis1riburion channels are 
usually of two types, namely zero level channel or direct mar~c!ing channel and 
inllirt"ct marketing channel. 

Direl'I Marktting CJ1a11nel or Zem le)•E!/ Clumnt!l 

This type of channel has no int~nnediaries. ln this <lislribut10n :.-_vS.lt:'m. the: goods go 
from the proJu..:er direct to !ht· cunsumer. Companie:,, use 1hc1r ov.11 s,-iles force to 
r~ach con~umcrs. They do all !he channel fu11\'.lion<:.. A suc1.:cssfu\ d1rec1 n,arl-..cting 
company is Eureka Forties. which marl..ets vacuum cleaner. in lndi:1.11 mark.;:t . 

[ /) Level Channei 

[ 1'roJuccr .. f Co11~um,:r 

fcigurr 8.4: Zero Level Ch.annel 
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Indirect Marketing Chu11nel 

These are typical channels in which a third party is involved in the distribution of 
products and services of a firm. Depending on the di~tribution inlensily. the indire..:t 
marketing <.:hannels can be classified into following categories: 

• One Lew!l Channel: In this type of channel. there is only one intermediary 
hetween producer and consumer. 1l11s intermediary may be a retailer or a 
distributor. l f the inlemJediary is a distrihutor, !his type of channel is used for 
specialty products Ilk<! washing machine~, refrigerators or industrial products. 

Produ<.:er ► I Re1.3ikr ~ ·I C,msumcr 

l'roducer ► I Distril"luwr ~ ·I Consum~r 

Figure 8.5: One Level Chllnnel 

• Two Le1,el Clwmtebi;: This type of channel has rwo intcrmra!di.'.lries. narndy, 
wholesaler/distributor and retailer between producer and consumer. 

Produu:r Who ksalcriDi~trihutor Retailer 

Figure R.6: Two LCYtd Channel., 

• Three Level Channels: This type of channel has three intermediaries namely 
distributor, wholesaler and retailer. This pattern is us~d for convenience products. 

Prod1.1cer ~ Distributor Wholesaler Retailer ~I Consumer l 
Figurt 8.7: Three Level Channels 

• Four L<!Vel Chamte[s: This 1ype of chann..-1 has four int<!rmcdiaries, namely 
Agent, Distributor. Wholesaler and Retailer. Thi(. channel is somehow similar to 
the previous two. This type of channel is used for consumer durable producls. 

I Producer H A11,ent H D1strllmtor r Wholesaler Retailer 

Figun! 8.8: Four LeYtl Channels 

In addition to the above-mentioned channels, different types of combim1tion of 
channels are also possible. There is no watertight classification of channds. fhe 
use or selection of a channel also d<!pends upon the type of product undl:!r 
consideration. For a consumer non-durable irnd perishable product. Lhe channel 
should be short and for consumer durables it can he longer. 

The industrial products are marketed through zero level or direct markeling 
models. Agricultural producls have longer channeJs due to the distant and 
distributed location of consumers. Companies can also select manufacturer 
representativ~:=; and sales branch offices for marketing industrial products and 
services. So for different products, there can be different kinds of channels. 



A traditional channel symbolises forward moveml!nt wheri:>as n backward channel 

covers cenlrcs like redemption center, com muniry ~roups. trash collection 
specialis1s. recycling centers and cerHral prClcessing warehous.:~. 

8.11.2 Channel Design and Management DcC'isions 

The inost important task in channel managemeot is the design of nn effective and 
elTicie11t L"hanncl for smooth flow of product5. tiiks, paymr111s, anJ information and 
promotion programmes. 

A sys1ema1ic approach should oe followed for designing distribution channel by 
analyzing tile J.:mands Clf cu~tomers. This is hecuuse lhae may he different kinds of 
requireinent!> for different market scgm,mts. The end m~r ,malysis helps in identif:. ing 
an optimum now; removing all bottlenecks and developmg Jesired customer value. 
The company should also evaluate its ~xisting Lhannel alternatives for sales, dt"livery 
and service to customers iu terms of efficiency and effectiveness. This ana]y5is should 
be done in re\ution to wmpany·s objet:lives and positioning decisions ahout its 
produrls nnd services. 

A constraint analysis ~hould b1.' conducteJ 10 iden1ify limits, which have lo bt' built 
into an~ propu~ed i.:hannel stru..:ture. Th~se indude evaluation of cuslomer loyalty 
li:vel, salt's t;irgel uf th~ company. etc. Once !he~e evaluation<; are over. the company 
can identify tht: g~ps, whi,:h e.\ist and !hen plan for the ideal channel <.lcsign by 
t>valuating po~siblc ch:mnel alkmaLi\e?.. 

In the case of a new busines!>. as the organisation incri:ast:'> its scope of dislribulion, 
the distribution channel desi~n evolves in response to marl..cl demnnd!> and coverage 
stratcg) dl!"('ided by the ti1m. In a local market the company prt'frrs self-distribu1ion 
through company O\\ned ~ales force or througll a few inti:nn~diarics; trnt as 1he 
business gm\\ s the company covers new geugraph ical tt:rri10ries anJ dee ides to follow 
differ.:nl types of distribution channels wi1h varying level~ as apl<1ined earlier. So an 
ideal channd system t:volve5 in response to !hi; evolvi11g demands anJ decisiun on 
produc:1 rn:irk.ct covernge. 

Annlyze C11.r1omer' . .; D~sired Seri•;ce OutpUJ level 

It is a difficul1 ta:.k to m1al)S~ 1he custom.,(s service output level because of two 
reasons, vii. the expectations uf each segment will vary from one another and second, 
the product-market situntion will vary for each of the market segments. The marketer 
tl~eds tn un<l('rsta11J the s~rvi,,:c output level:; desired by the target customers . .Each of 
the ch,mnds produces fiv.: different kinds ufser.icc output levels. 

The firs! sen•icc output i:-,ue is the lot si£c 1hat the channel permits a customer ro 
purchase 1m c\ ery oci.:asio11. Many wholeso\ers buy larger lo~ wherea!. iri retail 
buying. 1he customer prefers sing.le unit Joi size. Thi: second S<!rvice output l,;::vc! is the 
average waiting time uf !he custom~r. It is lhe rime that the i.:ostl,mt:r has 10 '""ait to 
recci\'e the Jesired produ<:t from the ch;:u1nel. In the past, customers haJ to wail for 
n10re 1hao ~i.\ months for g.:ning. a Bajaj scooter. 

Toduy·s the customer has no patience and would like IL1 buy products thrnugh faster 
d~liver;, channels. The Jc-grec 10 which the d1annel farilitates cu~tomers to purchase 
1he product is .:alle<.l ·spatial conv~nience·. Today it is easy to buy a Heru Honda 
motorcyck as they ha\'e a v,,iJer distributor channel covering many suburban centers. 
fhe number ufproducts i11 c-ach product line and variety of sub-brands available in the 
marketing ch:mnel helps the customrrs prefer a channel "'iU1 larger assorimenL'>. 
Customers wilt preter chanrids, which provide them multipk '>erviccs like !inancing 
and credit, fos1er delivery, installation, repair and maintenance. The greater the scrvic.:: 
back ur: the higher is the chance of preference of the channel \,y consumers. 

183 
[)1,tr1butm11 Channels and 

Physical Ui:;;mbu!ion 



184 
Prin,;iples of Marketing 

Establishing Ohjectivt!l' anti Co11strai11ts 

After ana!ys.ing the service outrut level expectation of consumers, the next lask is to 
establish the objectives and constraints The channel objectives should be explained in 
terms of desired service output expectations from each of the channel membu~. The 
channel members shou Id be evaluated on the basi-s of the co.st structure of maintaining 
the channel. A channel with low cost is a/way<. pn:ferred. 

The marketing manager can find out each market segment available and service 
expectations in each segment hefore de~iding which segmen1 to serve aud then decide 
which channel will best serve the segmt!nt. The objectives of channel design are 
heavily dependent upon the marketing and corporate objectives. The broad objectives 
include: 

• Availability of pro<luct in the target market. 

• Smooth movement ofthc product from the proJuccr to the customer. 

• Cost effective a.nd economic distribution. 

• lnformatiml communication from the producer to the consumi.;r. 

Channel ob_jectives will vary depending on 1hc nature and characteristics of the 
product. For a .::onsumer perishable, !he channel has to be short and inventorying 
function. They need more dircl'.:l marketing .:ompar~d to bull-,;y and heavy products, 
which need longer distributiolJ channels. J-"Dr non-standardised and cus\omised 
products, the company pr(:fers to IH1ve di reel marketing. nct work th a 1, indirect 
distribution. 

The marke1ing manager should take into consideration strcnglhs and weaknesses of 
different types of in termed iarics in providing de.sired service output levels. The 
channel so designed should adapt lo the larger environment. When the overall 
ecooomy is passing through recession, companies \viii prefer shorter channels. The 
channel design objectives should pass through rhe existing legal and ethical practices 
followed in the country of oreration. 

Identifkation of Major Channel .4/temative.\ 

Once the dt!sired service ou1put lcvd is derided and objectives and constraints of 
designing the channels arc decided, the marketing rnanager should identify alternative 
channels. Channels are of three types namely sales, delivery and service channels. 

While evaluating channel c1lterna1ives, there are lhree iswcs 10 be addressed viz. rhc 
overall business environment. types and number of i11tem1ediaries needed and the 
terms and responsibilities of each channel member. 

• Types of /ntermetUarits: The marketing manager should identify difTerenl types 
of intermediaries to carry out its channel v,ork. We have already di~cus5ed the 
types uf channel members. 

• Number of Intermediaries: The markeling manager s.huuld decide how many 
intermediaries he should use for distributing his products. The decision on 11uml>er 
of intermediaries should largely depend <in the distribution strategy followed by 
the firm. After a. producer has selected the type of channel that makes the most 
sense for his products, tlie next step is to determine the level of di~1ribu1ion 
intensity, which specifies the number of marketing interrncdiarie~ that will carry 
the products. Dependlng on a finn's proJw.:t. objectives and customers, the levels 
of intensit)" may differ from case to case. Distribution intensity i:, frequently 
modified as a product progress through it~ 1 ifc cycle. There are three kinds of 
distribution strategies namely e~clusive distribution, selective distributioo and 
intensive distribution. 



❖ l11remi"vl' Distrihutron. A channel strategy that seds to makt> rmxlucts 
:nailablc in as many appropriate places as possible. Thi" slrntegy is used for 

fa~t in,wing consum~r goods and products, \>.-hich iire of high and frequent 
dem:mJ, like food items and daily use personal care produc1 caleguncs. 

❖ Sd~•C£1\·<J Di.w·lbuti,m. A channd strategy that limits availabilif) of producls 
t0 a few careful!~- selected uutlets in a giwn market area. TI1i,;; k111d of 
dislribution s1r:ikgy is followed by established brands and new to th!! m;irke1 
produds. The company prefers lo make the product availabJ(' at selected 
outli!IS and prornolt' ,,. ith adcquarc rnarkding resources and more control on 
lhe market. 

❖ Erdu:o,J\J<! DnIrrb111im1· An extreme case of sek:clive distributio11 in which 
r,n!y 011r: ourk1 in a rnarl,,.et territO!')' is allowed to carry a prvduct or a product 
li11e. This is a ca$r: v,,l)en tne company wants ro maintain control over the 
market and cha11nd. In rnany instances, such arrnngt>mcnts arc exclusive in 
naturt> and companies do not allow the inlermediar1es to carry i.:mnri~titor's 
p1oducl{s). 

Terms mu/ Rt'sponsihililies of Clumnel Mt!mbers 

Th,: ne.-.i 1a~k is to tkierrnme rights and resronsibilities of riarticipati11g. channel 
mt"rnbcr~ 

lr is rhe du~ of the markelin~ managl!r to see that the ch<tnnel membi!r-5 become 
prol1t<.1bk The nrnrk~1u1~ m,111ager should take care of the pricing policy. 11:rrituriat 
right.!,. cm11.liliLms of '>;1le~ aod ..::red it and specification of se1 \/ices to be undcnaken by 
each mt:mber of the d1annd. 

The pridng issue di:mand, ~etting up of list price-, schedule of discounts and llecbion 
on equirnhk ,1nd ,utTr.:-icn1 .:ornpensation pattern. Conditions uf sale refer to pa)ment 
pane ms and guarantee of the producer. 

Many comp,-rnk,; pruvidr: ca'>h Jiscounts to interm~diaric!'i: proville replacements for 
defc..:tiH product!> and price decline guarantees to motivate lhe chann<:!I member, to 
rirocure nwr<"'. of the g.ood~. The producer also guarame~s territorial rights in tht· form 
of txdu~i\'e distrihut1on to a fL"w ufthe ch,mncl members. 

Mulual ~en·ices aml re:.ponsibi!itics include issues related to brand and srore 
prornotion: 111arl-..~1ing n:~earch and infonnation collection. The producer needs to 
develop a channel promotion and development modd for motivating channel 
m.:rnbe,~ to commi1 high~r ~ales. 

El'a(uating Major Chr11111el A.lter11atfre.,· 

Once tht: 1is1 of ahcrnative channel~ is selected, U\e mark.:ting manager should 
cvalua1~ tach channel alternative lo arrive a1 a final decision. n1e channels should be 
evaluated on !he basis of three criteria. namely ~conomic critei-ia, conlrol i:riteria and 
adaptive crikria. 

Each channel member can op1imize his output lt:H~ls in terms of sales and :.ervice:. and 
h~nce, achieve a di!Tt:rem 1,;ind ofi;,conom~ ofs.::ale. The marke!ing manager needs 10 

dt"cick 1\helh;;-r a cmnrmn) ov,,ned saks force or an intermediary channel will be 
economical!) m<1re sensible for the finn to pursue. 

The firs, le\·d of choice i:<. b;;-rwl!cn lhe 7.ero kvel channel called direc1 mar~e!ing and 
alternative channd kvd~. 

The n.:xt Jt'cision is to e~lirnate the cost involv~d in selling a certain number of units 
in each of tht: d1an11els and finally the marketing manager shoulu compare !ht: sales 
aml cosis involvt:d in each of !ht! altemative channels to arrive at the most cconomica! 
channel. 
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However, lhe economic criteria alone should not be used for evaluation of alternative 
cha1mels. ll1e marketing manager should also see how much control he can exert over 
the channe 1. Large ma 11 s u rt." economic al but the I eve I of control that man ufacl ure r can 
have on the large retailers is minimum. A small time retailer, altemalively, may 
concentrate on maximising his assortment traffic rather than selling a company's 
brand. 

·n1e market structure changes between economies and also affects 1he adaptability of 
firms to the evolving marketing environment. Hence, the marketing managers should 
look at the scope of adaptability of the channels before arriving at a decision. The 
channel members should make a commitment for the product for a certain period of 
time und should support the product when the marketing conditions change for the 
product. Hence. the adaptability criteria should be used for evaluation of alternative 
channels. 

Selectillg Clwnnel Members 

The ability to recruit and use inlermediaries varies from producer to producer. Some 
powerful brand owners can always go for stronger distributors and deeper distribution. 
New producers often find it difficult lo include their product assorm1ents with 
established retailers. -, he marketing managers should identify what characleristics 
distinguish better i ntcrmed i aries. 

Training Channel Members 

The next important task is to train the channel members. This is because once 
appointed; intermediaries become internal customers for the firm. Secondly, in many 
instances intermediaries represent the company and its producL.<. to lhe consumers. The 
training programs can be 011 selling sl..ills, on business processes and other soft skills 
required to serve the end customer_ The training programs should cover customer 
contact and interaction management selling skills, relfttionship building skills and 
business development skill~. The; comp,iny should undertake a continuous training 
calendar for its employees. 

Motivatifl{: Channel Memhers 

Channel motivation involves develoring. compensation management programs and 
also giving non-fringe bencfils for building long-term loyalty. The idea of developing 
a channel motivational program is to build their capability to perform better and take 
additional responsibility. It should also improvise its channel offering to provide 
superior value to consumers. and channel members. 

The marketing manager should understand his need and then design motivational 
pro~rs.ins to stimula1e peak level performance. The rela1ionship should be developed 
based on mutual cooperation. trust and sd~nti[ic Jistriburion programming. The most 
ch a 11 eng i ng aspect is gaining i nte rmcd iar ii! s · cooperation for which one needs to use 
positive motivational tools like higher margins, cash discounts, quantity discounts, 
cooperative advenising, advertising allowances and point of purchase di.splays. 

Many marketing managers also use negative tools, like ~lowing down of distribution, 
reduction in cash allmvancc and credit period to threatrn them to commit for higher 
sales. 

However wi1h the changing co111pc1i11ve larn.lscaix, marketers are more towards 
relationship building 1hrough Partner Relationship Management Programs (PRM), 
pennif1 ing vendor integration with organ isationa I supply chain system and 11101ivatirig 
intermediaries. fur Quali1y Function Deployincnl (QFD) in tJ1eir business procc-sses. 



They develop clear communication Jines regarding their expeCl:ilion~ and what 
rev.ards the inlermediarics are likely to get due ro their commitment. 

Ei•al11ati11g Cluuwd llembers 

The nc-:1 ta~k is 10 evaluate lhe rerfom1ance! of channel members on periodic basis. 
Tho! marketing manager may set up standard evaluation benchm:ul.:s like! sale!> quL'lta. 
marl.:o::t shart', ii\ crn~e 111ventory carrying kYel, customer responst.· :md delivery time, 
usage and rn;in:igenu:nl of unust:d, unusable and damaged goods anJ cooperalion in 
SJ.ks promocion and ~hannel employee !raining progrnms organised by 1hc compan). 

While 1he .:omran~ !<>houl<l n:ward the e-'i:cep!ion.-.. ii should alsn gui<le, goad. 
re-motivate and tem1inate the underperformers. Jt should jee tha1 tile intermediaries 
ar,;" able to a.-:hieve the f.conomic Order Quamity (EOQ) in tlt~ir trnn-"adions with the 
cornpmiy. 

The company '>hould '°nsure that rhe i11ventory level, the. accounts rei.:eival.Jles and cash 
ma11agen1en1 is prripcr and there is a sustained commitment from the 111tennl!diaries 
ruwards organisation·s products and services. 

Modifying Chu1111d Arra11gemenL,· 

Management of di~tr1burion channel is a continuous and dynami..: process. We have 
mcm1oncd in the t-eginning Utat channe} structure and levels cm~rge a~ the 
urganisation gro,\'i over a period of time. As it changes its strnte-gie-. from cxl.'lusiH· 
disrribution lo -.dei.:ri"c distribulion and final!) to inicn.-.ivl! dl!'i1ribu1ion. the s1ruclure 
and nawre 11fthe distribution channel will change. 

This change is 10 take caic of rnarket expansion. I\Cw product launch, brand extension, 
and addition of11ew prod11cls to th,;" company's existing product line The modificatiori 
rif !he channd -.tiuclurc- is also lin\...ed with the life cyck s1age of1he product. 

ln 1hc -:ase of a n~v.- product which has no close suhsrnute. the marJ..o::ting manager 
1rits 10 estal.,h:i;h an ~'\elusive dtstriburion at the introductory sr:ige-. But as the market 
expands, thi.:.· manager mB~ cover larger territories by foHo~mg un intensive 
disrributio11 at the growth stage of the produc1 life ,ydc. As the: rrodud moves lo the 
maturity ~cag ... -. 111any managers shift the products tci low ..:o~t channds anu follciw 
mass meri.:!land1se. Tn the decline stag~ of a product. lower cost i.:hannt:I~ Hkr mail 
orders, off price discriunts ar~ followed. In market,; where ther<? i~ not much prodLict 
difterentinlion be1wee1) the new product and its close substitute'), the markeling 
1n:m1:1ger "'ill rrefer rapid adoµtion and cover a deeper and larger nrnrkd thruugh IU\\ 
cnsl c-hannds hdore thi:- compditors start doing aggrc5s ive marl-.etrng. 

Jn ma11:,r instanc~~. the overall cluinnel strategy hecornes obsolete due to emergence of 
new paradigms and rath bf't:aking business strategies. In these sirualion~. it i.:; difficult 
to gel top management support to radically change th~ distribution s1ra1egy. Due lo the 
emergence ,-,f e-commerce. many companies had trouble in developing an idC'al 
di51ribut1un strateg~ to satisfy customer's s~nic-e e_-.;pectation~. The marketing 
manager ~hould fnll,)w a six-s1cp approach to ~eep th~ir distribution slrategy ,~rfect at 
any point of time. 

The marketin~ manager should research customer's value pen.:ep1io11, ne.;ds ;ind 
desires r~garclir1g ~ervice espt>cled from the channd members. 

2. Cl1mpare and ,'tlntrast the e,,is1ing distribution system of the cuml,):111). with iis 
L.Ompctitors with respect to customer requiremeJlls. 

3. Find out th~ service output gaps that nec:d immedi.ite attention for curreclion. 
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4. Identify the organisational and market based constraints that will limit possible 
corrective actions. 

5. Develop a new/modified channel solution. 

6 Implement and monitor the modified distribution channel. 

8.12 CHANNEL INTEGRATION DECISIONS 

There are many players involved at different levels. managing a channel is the most 
difficult and dynamic task for a marketing man.iger. New formats of distribution 
emerge and so also do new retailing institutions tnl,;..- biiih as economies progress. The
emerging marketing systems include vertical, horizontal and multi-channel marketing 
system. We prc~ent herewith a short note on each one of them. 

8.12.1 V crtical Marketing System (VMS) 

ll refers to a distribution channd structure in v,hich the producer. wholesaler:-, and 
rc1ailers act as a unified system. One channel member owns the others because he h.i~ 
so much power that all others co-operate in sales, delivery and $ervice. rhe primary 
cha111101 participants ure retailers. wholesalers and the manufactur~r. A trad i1 innal 
channel has an independent producer, wholesalers m1d retailers. Each of them is a 
scpnrate business and each of them pursues a goal of maximising its own profit. No 
channel member has complete control over others. 

The majur or dominant player called chunnel captain owos the others or franchi~es 
them or ha.s enough power to force others to cooperate with him. He tries to control 
the behaviour of other channel members and resolve conflicts arbing due to 
indcp~ndcnt behaviour of <.:hannel members to pursue their own goals of profit 
maximisation. 

Corvorak VM\ 

Co111ractu.1I VMS 

Table 8.3: DitTerent Kinds orVcrticitl Marketing Systems 

It combines diITi:n::nt slage~ of production and Jbtrihulion under ~111gfo 
ownership. 

Companie~ fovour vertical integrati,111 and lht:,· wi~h lo ha,c high kve] oi 
conlrol 1w~r nth<:r channel~. 

It c~1nrdinate~ production am] distributio11 stages through 1hr:: ,;.izc an,:J powrr 
of one channel member. 

Manufacturtr or a strong hrnnJ. large retail formats are example~ of 
admini,tcreJ VMS. 

lt is ao arrdngemcnt of a set of independent protluccr~ .rnJ distritmt.i1s in 
which 1ht'.' int-:grntc their prugr.immes on a co1111-.ict1ial ba~i~ to ha"~ 
synergy and obtain more. sales nr c<:onomy in produtl1011 which 01hcrn JSC 

ead1 one of them wnuld nol: have obtained 

There i~ al50 a possibility of 1:,1ntractual VMS \'D.rianb like wh<Jk~aln 
sponsored VMS. rcrnikr cooperative~ a1JJ franchisee orgam~alions. 

Amul is an example of a farmer', cooperative. whtch hu, hecan1,: to be 
known <1s a big hnmd in Indian market. 

8.12.2 Horizontal Marketing System (HMS) 

lt refers to a channel arrangemenl in which two or more companies at one level join 
tog~1her to follow a new marketing opportunity. l3y working together companies can 
combine their capital, production capabilities or marketing resource$ to accomplish 
more than any one company could. lo working along with others a company might 
join hands with competitors of non-competitors. 



Example of Hnri.z,o,rm/ Mnrkr?ting SJstem 

Coca Cola and Nestle formed o joint venture to market ready-to-drink anll tea 
worldwide. Cok~ provided worldwide experience in marl..ctin!? and dist1ibution of 
beverag..-s and Ne-stk contribut!i!d two established brand mm1es Ne~cafe and Nc~1ea. 
This is also called symbiotic markeling and co-opiion. T\\u players in unre!a1ed 
buo;;iness sorn..:-tirnes <'orne to a new markel ro exploit the emerging opponunity and 
cash-in on ead1 od1er's sustainable competiti-..e advantage. 

8.12 . .1 Multi-thaoneJ Marketing System 

Multi-channel 01arh:eti11g 1s of r<c'cent origin. fn the past, marketers sold to :>ingle 
market through single chan11d Multi-channel marketing has ~mert?.ed out of c~cessjve 
competition and many firms use rwo or more marketing channels 10 serve the same 
segment. 

Thi!" cumpanies can cover a market better. penetrate aggressi-,e-l_v and rea..::11 ~e~ments, 
which arc not possible wi1h current marketing channels us1c:1i by a firm. This also 
lowers thi! channel cost as companies prefer adding low cost channels 10 lhe e:d11ting. 
channels to bring mure enicienc} to the curren1 distribution sysrcm. 

By adding newer channds companies can custom isC' I heir oOt>r for specific high value 
cu:stomers and maximise rrofitabilily Ho,.,,ever. the manager has 10 be c;m:ful about 
channel connicb nnd control problems. 11 i.:- possible th31 twu alkniati\•e chaMcls are 
doing prospei::ting to the sume customer. The new channel ma~ be more i11dep.:!mlen1 
in nature and create problems in channel cooperation. Companie",; shoulll us~ different 
channds for marketing to d iffcrent segments of cuS1omers. 

A cornp:my can use dircc! sates furce to markel to instinnional and large c11s10mers 
and a distributor-wholesaler-retailer channel to market lo inJi-.idual customer,;. In this 
way, the company can optimize its cost structure thruugh ke~ account inanagemcrn 
and ckar-cut account own~rship. 

8.13 CHANNEL CONFLlCTS AND CO-OPERATION 

The: goal of all channd me1nllers is. to tfa:tribut,: producls. profi1ably and cflic\ently. 
Uowever, at times they Jisagrei..: aboul the methods to accomplish 1h1::. gQaL Ir i::, rairly 
c0mmon among chann~I members to make little or no t'ffon 10 coopt'rak with each 
other. In gen.:rul, their relationship is limited for buying anu selling prollucls from 
each o1her. Each member is interested in only doing, wh31 is considered 1o be in its 
own bes1 interest without Y.orrying about others. 

According to Louis W. Stem anJ J. L. Hesken, "Channel conflict l.'i a siluation in 
which 011e channel member perceives another channel member{::-~ lo he engaged in 
behaviour 1hat prevents or im~des it from achieving its g,oal ... 1 hc amou11t of conflict 
is, to a large extent. a function of ioa l incompatibility, domain (ksi:ensus anrJ di ftering 
~rception~ of real it)". 

To manage conflict, it is tirst of all necessary to undchtanu the type . ..:-,m~e and 
intensity of 1h~ connict. 

8.13.1 Types or Coonitt 

In any disuibution channel arrangi:mcnt. there can develop thrt!e kinlls uf conflic1s: 

\. Vertical <;:hannel conflir1 refers to a simation v .. he11 cnnflict oc1;urs between 
member~ at differe111 levels wi1hin the same distribution channel such as connict 
between the producer and distrihutors, or between wholesalers and the r..:-tailt>rs. 
This is between parties' 011e-Jevcl up or one-level below ..:ad1 other. 
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2. Horizontal channel conflict describes a conflicting situation developing between 

channel members at the same level, such as \vhen one stockiest starts price-cutting 
and others at the same level start complaining, or when stockiest' start sending 
goods to othe.- stockists' designa1ed territories in adjoining or other territories. 

3. Multi-channel conflict results when lhe pro<lucer has established two or more 
different channels to sell 1he product to the same tnrget marke1. For example, a 
computer company may have its own retail showroom, authorised deakrs mid also 
sells on line. The conflict may arise if the C(lmpany store or on line prices are lower 
than what dealers charge for the same products. 

8.13.2 Causes of Conflict 

11 may not always be easy to resolve conflicts. The best !hat can be done in certain 
cases is lo minimise the seriousness of rhe ..:onflict. Major causes of conflict include 
goal incompatibility, roles and rights ambiguity and differing perceptions. 

• Goal incompatibility is a major cau:.e of conflict hetwee11 producer and the 
channel members. Channel rnembers almost always want to earn hefty margins on 
prouucts they sell. The producer's goal might be to kc-er the price Jo,... and go for 
rapid market penetration to capture ~ larger market share and earn profils in the 
long-term. The dealers may want 10 have more margin and profltability in th.: 
short-term. Such situations often create strained relations. In some extreme cases, 
demands for more margins have fed to e11tire channd boycot1ing a company's 
products. 

• lfolcs and righL'i ambiguity refers lo situations Y.hen the company sells its 
produclS to same customers directly, and the channel members also sell products 
ro the same group of customers. This may occur when a producer uses 
multichannel arrangement. For examplt;?. if both the 1.:ompany sales force and 
dealer's sales people sell products to institutions. an unnecessary conflict may 
arise because there is no clarity regarding sucll situations. 

• Differing perceptions about the economic outlook m.Jy ,;;om..:t1mes become d cause 
of conflict between the producer and the dealers. The company may be optimistic 
about the economy and income growlh and want dealer.'- to carry higher than usual 
inventories. Companies may also appoint 1110re dealers and rnay come out with 
line extensions. The dealers on the other hand may be pessimistic and refuse to 
comply what company wants and may oppose appomting more d~alers. A 1l this 
may give rise to a conflict. 

8.13.3 Intensity of Conflict 

This refers to how serious is the conflict. In some cases, the inten5ity of conflict might 
he just minor and at other times. the severity might demand immediate ancntion from 
the producer otherwise the consequence~ migllt be serious if it is not resolved. for 
example. managi.ng incidence-. of price-cut1ing or territory jumping can he handled 
relatively easily. Jn ocher instances, if channd member.; threaten to boycott company 
products. the consequence~ of i:.ales loss might be serious. In such situations, 
postponing or delaying negotiations with channel members to resolve conflict can lead 
to considerable Joss of sales, market share and goodwill The company must take the 
initiative to resolve the conflicting issue. 

8.14 MANAGING THE CHANNEL CONFLICT 
Managing conflic1 in certain cases may be quite a demanding task. Conflict magnitude 
can range from minClT to serious leading lo tennination, lnw.suits or company boycotts. 
The fn:quenc-y of conflicts can range from infr.:quent disputes to long drawn bitter 



rdations. The frequency and scriousness of con-fl ict determines how -,peed ily the 
sitm1t1~1n mu!>t be managed. There are several approaches for effective conflict 
management. 

• Regular C()n,m1111fra1ion: Regular communication ~l\\c~n producer and channel 
mem~rs can minirni!>c the chance!. of conflict. Top and middle-level management 
executi,·es of forward-h.x1king i.:ompanics maintain regular personal contacts and 
also arrange fnrma! 1n,.Tti11gs once or twice a year h' listen to and undl?rstand 
channel dynamics, resolv~ channel problems. and acquaint them with furnre plans. 
Some companies ,ilso develop in-house newsleners containing updates on market 
co11ditio11s and company'~ perspective. These newslerten, are regt1larl) mailed to 
their appointed dealers. 

• Forming Dealer Councils: There are some misgrvmgs about fo1ming dealer 
councils tha.1 this ma~' rurn 0\11 to be a plalform for dtal~rs to unite and pressurize 
manufaclurer wi1h ~mm' unreasonahle demands. Jt is difficult to complete!::-,, ruk: 
out the possibilities. However, if these councils arc fonned on regional or state 
basis and con1ra11y remains locusC'd on the laid down agenda, lis1cns and accepts 
con1itruc1ive suggl.'<aions, Lhesc cC1uncils can be an efft:dive means of managing 
conOicts. 

• Co-11p1io11: This ;1pproad1 refer!> to including. channel association leaders in the 
compu.ny's advisor~ council 01 board uf directors, etc. to win the channt'I suppon.. 
This can be quire 311 effective method to minimis.r .::ontlicts if the channel 
concerns and opinions ;ire listened lo. 

• Arbi1ration and MetlitJri<m: When 4..•0111li<:I becomes serious or other efforts have 
not txen successful. then each p,my can ,;;end rheir 1cprescnta1ivc- or a t~am of 
repr~sc111atives to meet and rcso\\,e the i.:onflict, or conflicting sid~s can approach 
a neutral lhird p<1r~ to listen 10 hoth sides and resolve the conflict Sometimes 
conmcting siJe., appmach government agencies to resolve dispute, or finally 
conOicting sides m3) approach the coun of1a,,.. for deciding the marter. 

8.15 PHYSICAL DISTRIBUTION 

The term physical distribution refers to outgoing (outbound logistics) m forward 
movemcm of rroducts. services and infr1rmatio11 from a lirin's manufacturing facility 
to customers. lt involves a defined network of trn11sportation, warehousing and 
storage, and finally delivery at !he de,;tination in a cost dlective manner within the 
desired time. The supply chain managernc-111 starts from the ,;upplier of raw ma1erials. 
to its convcr~ion al a manufacturing unit inlo finished products, storage at warehouses, 
and finally, supply Lo dis1ribu1io11 channels to meet the demand of end-user al an 
acceptable cost and service !evel. Physical distribution stans in a fomard nwvcment 
of goods from the- company's production facility to end-user, wherea!;. supply chain 
manag.;ment srnns before physical <listribuliori. 

According 10 S1ern. El-,\ nsary and Cc,ugh Ian. "The tt:1m logistics managtmerll and 
supply chain manag<!men1 arc wi<lei) used tu describe the tlo,, of goods and services 
and rc-lAte<l inl11rrna1inn from the poi111 of ongin to lhe poini of consumption." Some 
authors vil;'w logistics as the transpo11ing, sorting. and handling of goods to match 
target cu,;,omers' needs. Thus, logistics reprcsenl'> the value drnin of a company. the 
starting point is thl:' procurement and at 1hc end of the charH is the customer. Logistics 
managemenl includes both materials management and physt.::al distribution. More and 
more companies are realising the importance of managing tht! entire suppl_.,. chain 
rather than just transportation and warehousing decisions alone. Tilt' focus of 
managing surply chain is 011 removing inefficiencies and hurdles in mceling customer 
dema11d at the time when it occurs. 

19! 
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The concl!pt of physical distribution is based on the highly acclaimed study of Howard 
T. Lewis, James W. CuUiton and Jack D. S1ede of Harvard University in 1956. ft says 
tha! entire transportation, storage, and product handling activities of a business and the 
tolal channd set up should be coordinated as one system Lhat aims to minimise 
distribution costs for a particular customer service level t>ecausc lower costs and better 
service rnntributc for increasing cus\omer val11e. 

8.15.I Meeting Customer Service Requirements 

Marketing strategy aims at satisfying customers' needs and wants. Physica 1 
distribution is invisible to most consumer~. They pay attention to it only when 
something goes wrong and it may be too late for !he company to rectify the error. 
Physical distribution systems thus, must find out what are customers requirements and 
v.·hat competitors are providing. Customers want timely delivery, efficienI order 
processing, willing suppliers to meet emergency needs, progress report, proper 
handling of products, posl purchase services. prompt replacement of defective goods, 
and w arrauties. C uslomers' i nvenl o ry req o ire men ts affecl the expec tcd leve I of 
physical distribution service. The company must determine the relative importance of 
these aspects. Paying attention to i.:us1ome-r needs and prderences is necessary for 
incre;1sing sales and getting repeat orders. For example, an auto m.anufacturer with a 
lC1w invcn\ory of replacement parts requires fas1. dependable supply from its suppliers 
of component parts. Repair service facilit;,' and time for car buyers is very important. 
Anne G. Perkins found that even ,,-hen the demand for products is unpredictable, 
suppliers rnust be prepared to respond fast to inventory needs Under these situations, 
d iW i bu t1oo costs may be a min or consideration com pared to the importance of service. 
dependability and timeliness. 

Most customers are concerned with speedy and dependable delivery of what they want 
and 11.re 1101 concerned how that product moves from a manufacturer to the point of 
delivery from where they acquire it. 

8. I 5.2 Minimising Total Distr ih u tion Cos ts 

Companies strive to minimi!>e their distribution costs associa1ed with order processirig, 
invenlory management, materials handling, w:irehousing and trans portal ion, The 
company has to develop an economii.:al sy<;tem without compromising the minimum 
guaranteed service delivery level. "Jo achieve !his. a trade-offs between service level 
and costs become unavoidable. Taking a :systems approach to distribution, the focus 
shifts rrom lowering costs of individual uctivities to minimising overall distribution 
costs. Adoption of a toial cost appruai.:h requires analysing costs associated with 
distribution alternatives, such as comparing inventory levels against warehousing 
cost!>, materials cost against expense:. involved with various modes of transport:ition, 
and al I distribution costs against customer service requirements. Lowest overa 11 

distribution system cost should be compatible with company's staled minimum 
e .xpected lev e I of c ustomcr service objcc Ii v es. 

8.15.3 Curtailing Time-Cycle 

Time-cycle refers 10 the time it Lakes to complete a process. 1t is an important 
u bjecl iv e or phys i ca I dis I ri bu tion to reduce ti m e-i.: y i.:le and increase custom er service. 
Many businesses such as overnight delivery companies and major news media strive 
to slash time-cycle to gain competitive advantage. For example, FedEx overnight 
delivery service conducts research and employs new techniques and procedures to be 
the fastest overnight delivery service. FedEx offers its customers package-tracking 
software so that they can track the rrogress of their package. In such situations, speed 
is important than costs. 



Fil! in the hlanks: 

l. A marl-.t:1i11g ______ is a system of relationships 01?.x1sllng 

J. 

among busin<!SS<!5 rhat rarticipate in th<! process of ho) ing and selling 
prodm.:rs <111d S!;'rvices. 

Cha1111el ______ offer exchange efficiencies and help reduce 
the- exchange cosb by providing certain functions or sen ict:s. 

The ablliry to recruit ;rnd use _______ varies from producer to 
produc...-r. 

4. _ __ __ differs from marketing in the se11se !hat it refers to 

5. 

onl) tho~e activities, which are related to marketing good~ and/or service~ 
to final con~u111ers for J)t'rsonaL family, or household use. 

_______ of industrial products work with more than one lewl 
of wbolesakrs. 

8.16 LET US SUM UP 

• Co111pa111e, du not sell 1:llJ thi.:ir products direclly To consumt:r'i. There art> 1wo 
Wa)S of 1n.:irl-.e-1ing proJucf<; viz. direct mruketing without using 1he channel and 
ind i rec I ma rl..ct 111 g though a set of i nte rm c-di aries. 

• The intecmedian.~s who provide a link between th<!' manufadurers and lhc- ulli1nate 
1.:on~umc-1~ l'r 11<::i:rs are k.noun as middlemen. 

• lntermcdi3ric~ ltdp in differwt kinds offlows in the markel betv..c~n th~ µr0ducer 
and the end consumer. The:-· hdp in physical flow. title flow, information 11ow and 
ca,h tlo"'-

• The d~s1gn of a d1anne! ~tarts with understanding The nistomer's servict' 
expedation~ It .<,hould hdp in setting objectivlc"s and constraints for the channel. 

• A compan) 1nay µmsu1c exdusi-.e, selel:tiv~ and intensive distribution strategy for 
reaching, 111ark1:ts. Onci:: Tht' d1annel de,;;ig,n decisi()]1S are taken anJ intcmtedi.:irit:s. 
arc decideJ upon, lhe hig task b to lrnltiag,e the selected charu1el 

• The markding m,mager shoukl s.elect appropriate channel by evaluating produc1. 
markd and producer re liJted factors. 

• l'hanni:1 management is a dynamic process as it involve:; participants nm tlirt>clly 
under !he .;0111rnl of thr: organisation. 

8.17 LESSON END ACTIVITY 

Y\1u have star1ed a business of sdling clothes, after collc:cling informalion from 
\ arious source:; you m::ide a planned distribution system for your bu~iness. Share 1hc 
plan \vith your colleagul's through a presenta1ion clarifying what ll!vel of d1arme! 
rn~mbcr will be- indudcd and why'? 

8.18 KEYWORDS 

Dislrihmio11 Clu11111el: A Jislribution channel for a product is th~ route taken by the 
title to the gnods as they mow from the producer to the- ultimatt: customer. 

,Hitl,flemc11: M idd lcmcn refer ro just aboul anybody acting a~ nn intermediary 
bdwe<!n the produci:r and The consumer. 

l<i.1 
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Agent: Intermediaries with legal authority to market gooJs and services and to 
perfonn other functions on behalf of the producer are called agents or brokers. 

Vertical Marketing System: It comprises manufacturer, wholesalers m1d re1ailers 
working as a unified system. 

Hnrizo11tal Marke1i11g Sy!,•fem: In this system. t°"'O or more unrelated ~ompanies put 
1h.-ir resources together to exploit an emerging market situation. 

Retailer: As the last link in many marketing channels, retailers are the last link 
marketing chilnnels and sell directly to final customers. 

Wholesaler: Wholesalers nre organisations that buy from producers and sell w 
rel ai I e rs and organ isa Lion a I customers. 

8.19 QUESTIONS FOR DISCUSSION 

l. Whal i~ meant by a marketing channel? Whal are the objectives of channel or 
di scri hut ion man age men t? 

2. List the various types of channel memhers. What are the various factors, which 
must be considered while making channel selection? 

3. Whal d..:!ermines the channi:I co:,;t? 

4. What methods are used to motivate channel members? 1-low is the concept of 
co-operation and competition applicable here? 

5. Explain 1he various types of channels with suitable T ndian exmnples. 

6, What arc lhe criteria that can be used for the evaluation of channel members? 
fllustratc 1our answer with appropriate examples. 

7. Com pare vcrlica L hori.wn ta l and mu It i-channe I marketing systems. 

8. What is retailing? Urie(ly dt::;cribe the most important types of retailing. 

9. Explain the concept of wholesaling and briefly discuss the different types of 
whole!>alers. 

Check Your Progress: Model Answer 

1. Channel 
, Member. .... 
3. r nte rn1cd iar ics 

4. Rehiiling 

5. Man u fa..: tu rers 
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Pnncipks of Marketing 9.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Explain the concepl of adv~rtising 

• State the elements of media mix 

• Descr1be the techniqu~s of sales promotion 

9.1 INTRODUCTION 

The marketing manager needs to communicate and promote the final product to 
consumers through various channels of communication. He has to make sure that all 
the channels and methods of commuuication present a unified message about lhe 
product or service of the firm. Some twenty years ago, the idea of 'integrated 
markeling communication· emerged in management literature. ft is necessary to 
develop marketing communication strategy to obtain a competitive strategic position 
for the company. 

There are various alternatives availahle with the marketing manager to choose from to 
decide the overall promotion mix. Depending on !he media mix and marketing goals, 
one can arrive at the marketing buc.lget. Thc.- marketing manager has to take a decision 
among various alternatives of marketing comnnmicatiun tools lik.e advenising, sales 
promotion, personal selling, public rd.it1uns and direct marketing. Companies can 
substitute one media alternative v,·ith flnolher at different stages of prodm:1 life cycle to 
sui! the marketing objective. They can also incrtase spending from one method to the 
other, either with.in the specified budget or by bringing contingency budgets. 111e 
objective of selecting an optimal media mix is Ju optimise lhe spending pattern among 
various channels in achieving t.he set corporate objec!lves. 

9.2 PROMOTION AND PROMOTIONAL MIX 

Promotion refers to the mix of promoti,,nal elements a firm uses to communicate with 
its current or potential customers ubout its products or services. Promotion cffot1s can 
be din:ded to lhe ultimate consumer, to an intermediary such as a retailer, a 
wholesaler or a distributor. or to both. Proinotion i~ fundamental to the success of your 
finn because, without prornotion, poten1ial customers won·t know about the e.xistence 
and benefits of your prudu.:t or ~ervice. Not even the bes! product or service sells 
without some promotional effort A key decisjon firms face in relation to their 
promotional efforts is whether to focus on a •·push'"• or a '·pull" strategy. In a "push'" 
strategy, a firrn promotes the product to wholesalers, !he wholesalers promote it to 
retailers and retailers promote it to the end consumer. Persoi1al selling. and trade 
promotions arc examples of promotional toob used in this i.:use. ln " ''pull" strategy, 
the promotional efforts art! directed to the end i.:onsumcrs in such a v.ay that they 
demand the product/service from the intermediaries ther~by "pulling,·· it lhrough the 
distribution system. Con~umer promotions and advertising are the promotional tools 
commonly used in this case. Whether you are going to use a ·•push" or a "pull"' 
promotional approach you need to take into account several additional factors when 
defining what promotional elements tu emphasize and how much of e,1ch to use in 
your promotional mix. The!.e factors include: the siLe ant.I concentration of your target 
market, customer information needs. the promotion budget and the cost of each 
promotional element. 

The 'promotional mix' is a term used to tJe.~cribe the set of tools that a business i:at1 use 
to communicate effectively the benefits of its products or services to its customers. 



l"hc rromotional mix include-s the following took 

• Advenis.in~ 

• Public r~lalion!> 

• Sal~s pronwtion 

• Direct marketing 

• Persona I sdl1 ng 

l he promoticma\ mix is part of th.:\, ider marke1ing in1.-.:. 

Why ii is import,1111? 

1f customers dun't km)\\' wh.it products and services you provide, then your bu~iness 
will not survive in today·~ competitive markerp!ai:;e. Effective crnninunic:ition with 
your customl"rs is vital 10 cnsuu.• thid your busines~ gt!nerates sales and profits. By 
taking the t11ne to Jevclop and implement an appropriate promotiunal mix, y<1L1 will 
stimulate your 1arget audicrn.:c to huy your products or services - and manag~ this 
within a lrndgc1 you ,,:an t1ff 0fJ 

9.3 OPTIMUM PROMOTION MIX 

Promotion mi, is tht: comhi11 ... 1ion of variom tools employed by the 1.:ompany in the 
advancement l•f thl' produc1 in the market, raising its mark~t .slrnre and al:;o with other 
ubjt:cti,,.es m..~ ellui.:ating rn~tomer ahout the availability of sup~rior producr in the 
marl-..et compared 10 c"Xisling k.mw,n hrands. 

Company needs to ust:- \ariou'> rolJ!s of promotion like advertising, ~:i.\es proinoriun, 
per..onal selling, Cu'\torner rdat:on<_;hip, etc. Rut the re-al question ,,..hat should be its 
proportion 111 the 1otal promotional pwgram. Depeuding uron the in:irkel conditions, 
lhe foedhack re--:cived by markel analysis, the importance, utility and applicability uf 
each tool would be dt·cidcd h\ rhe management of 1h1: compan). 

The term eptimum promo1ion nu.\ is indicating the level of resulb compared ro the 
e.\pectation::, i'Hlm tlie aJoption of particular promotion mix. It implies maximum 
return for mininrnm inputs in 1hc form of txpenditure- on various prumotional tools 
e-mploy,;1d by 1l1e company. Naturally while thinking of optimum prnmution mix the
allocation or tinancial budget .ind it:,; bifurcation or division over the use of various 
tools of promurion assumt>s impLlrt,rnc~. Based 011 practical requircmcn! of the marl.ct 
the re~ourc.::s would tx' allu,:attd for \'arious promotion t0(1ls. 

-n1e optimum r,,:sufts e-xpe~-ted may be in the form of attainment of particular sales 
figure Y..ithin ;1 stipulated 111ne period. IL can also be widt:ni11g lhe markel rang~ and 
share of the p.irticulur produn in ccrta;n market. It also implies conveyini; !ht! 
message L)r ri:;adung lo the maximum nombcr of customers - so as w pursue them in 
their bu}ing dc.:i!>iL)ll. The oplimum promotion mix specificall~ depends upon 
following factNS. 

• Pmd11ct Narure: DcpenJ1ng upon the type- of pfClducl the use urtoo\ change-!>. For 
highly l~chnical rrot.Juct!> or i11dustrial product!> - more rmponance for personal 
selling would be appropriate. While rn respect goods meant for daily consump1ion 
wide pub!ictly would bt> more unportani. 

• Nutur~ uf Mnrli.(!t: It is another important aspec1 deciding the tool and its use". for 
purely local or rural markc-t, the advertisement and display within lo,al markd or 
even during vveekly markcl fairs in villages would be ,;utfo.:iem. While for 
national inarkd spreading uf message addressed to all segm~11ts of the market 
spread owr the country through national medium wou!d become necessity. 

flf,I 
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• Nature of Customf!rs: Depending upon the nature of customers based on their 
educaliorrnl and financial hackground, their buying habits, their preferenc~s for 
branded and quality products, etc. ens.uring the presence of tl1e products in such 
place:c. which are visited by them quite frequently needs becomes vital. For such 
customers opening a posh sales center in the largest ma,ket would be appropriate. 
Or using !he major departm,2ntal stores within the chain of distribution would be 
more useful. 

• Budget Allocation: Provision of Total Sales 13udget and lhe period involved also 
attains more importfmce Oased un the previous experiences about the suitabilitJ. 
utility anti guarantee of results actual allocation of funds for variou" tools may be 
done. It is not enough just to allocate th~ funds but its uti[ ity needs to be judged al 

variom, interva Is. r f payment for particular promotion tool is not generating 
expected result it would be in the interest of the business to stop furtheT use of that 
method. Reallocation of fonds based on real r~su!ts becomes prime requirement in 
such situation. So budget allo<.:ation must b~ flexible to accommodR!e. alter the 
division O\'~ r various too ls or promotion. 

9.4 ADVERTISING 

The Aineric-.111 Marketing As~ocia1ion defined advertising as "any paid form of 
non-personal per-suasion and promotion of idea-,,, goods or services, by an identifi~d 
sponsor". Advertising is a paid, non-persona) (mas~) communication with an identified 
sponsor, with 1wo distinc! goals of infom1ing (for persuas.ion and to influence) people 
lcomrnunication goal) and iucreasing sales (sales goal). Advertising is a paid form of 
communication in which the sponsor or the brand owner has made payments to the 
rncdia to carry the message through their set of media vehicles. When there is no 
direct payment or no payment, we can term that brand promotion as publicity or 
puhl ic relations. 

The communication process is no11-per..011a[, a~ nobody hlls personally convey~d the 
me5-sage i.e .• there i!> no personal contact bt-lwecn {he sender and the receiver of the 
message. When a retail salesman speaks to us 3! the sales counter, we can caU it 
personal selling. as there is direct interaction between the receiver (buyer) and the 
sender (the saksman). Markcteis use mass media also called non-personal media like 
newspapers. magazines, television channels and radio stations for promoting products 
and services. 

The presentation of the rne5sage is for promoting ideas, places, concepts, persons. 
parties, goods. services and organisations. to creak: awareness and assist in the process 
of consun1cr decision-making. The awareness may lead to persuasion and hence the 
consumer may be triggered to {ake a decision ahout buying d,e product or service 
being advertised. We have se~n adv~rtiscments of brilliant ideas like idea of a healthy 
baby, or a healthy nation through various health related campaigns. The family 
planning advertisements explain the concept of a happy family. Tourism advertising is 
an example of place advertising. Political advertising propagates concepts of a good 
leader (personal advertising) and a good political party (India Shining carnpaign). 
Advertisemen1s of Clinic Plus shampoo, Jet Airways and income tax depar1meot are 
respective examples of product. se>rvice and organisational adver1ising. All these 
advertisements are meant for generating awarcnes!>, developing interest and finally 
buying the proposition for con5umption. 

The sponsor is identified in the ac.lvertisernen1 either in the form of the brand name or 
name of the product:r and marketer. The customer knows who the advertiser is, either 
by identifying the brand or by tile company name, wbich makes it. TI1is is relevant as 
the ownership of message communicated rests wj1h the sender. If ihe sponsor is not 



idemilit:d rhl.'ll the objcc1ivl' of the message \\ii! hoe los1, as the potential huyer will not 201 

find out whom the communication talked about and ma) not search for further AdH:m~in~ aPd Saks Pruu1oiion 

infoml3t1on in the form of..:nquiry or a final lead to consumption choice. 

While all tirher markl!ting <.:ommunic.ation loots have predominantly 3 single set of 
objt:.:rives i.e., to maximise sales, advenisins;1 has dual goals i e .. 10 communkat~· and 
propagat~· about the product and also 10 achieve sales. AJwn ising is a method of 
m:irk~ting C1lmntunication with pre.defined objectives. 

The ohjccli'-~S of ad\cl11~mg arc grouped as sales objeCll\·<!S (mea!-iur~<l i11 1erms of 
incrl:!asc- in saks. ini.:reas<! in market share and return on jnvestm~ntJ :ind 
comn1tm1catin11 objcclivt'<; (increase in top of the mimJ awareness. inaease in 
rnmpreh1?1t$ion, inc.:rea~t: in brand attitudl!, etc.). We explain herewith a -.et of 
adwrtising's communication obj~ctives for better understanding of the student. 

• Ga1rrati11t: Aw11rc.-11es.\· (111/orming): The first task of any advertising ts to make 
tht" audil;"nce aware nf the availal:li!ity of the product or servict: and lo exph,in 
exact\~ what it is. 

• CreMillJ: Favnurnble Attitude (Persuasion for A11i11u/e Formatioo): The 
;idv,mbiug m~ssag..- )lwuld create a favourable attiludt' to";trds the hra11d. 
ev.:Jltu.illy leadin~ the consumers to buy th~ brand or bring a clrnng~ !() lht"lr pas\ 
pur.;h,1..,ing. pallern. 

• Mat1agi111: Cu.-.1omrr Loyall}' (Rdnforceme11t of the Desired Belra\•itlttr): One of 
1he ki:y \asks of mo.Jeni day marke1iog is to mak~ the rnstonie~ luyal and 
re-inrorc~ th~ir run.:ha:c.e ochaviour. This is because the -:ompditol' .... ;11 .'.ll\\ays 
aaernpl to hrt:ak the lo!all). In the game of taking away each other'" rnaikel share. 
the in:irlctcr should repeal his marketirig communicat1011 ro iitrcngthen Lh~ loyalty 
of.::-.\i~1ing t:ustom<'ts and motivate them to build referrals. for future sale-; 

9.5 CHARACTERISTICS OF AN EFFECTIVE 
ADVERTISEMENT 

Effrct1ve advertisittg. meets the right marketing objec1iws. Thee;~ can b~ short or 
long•tenn uhj.:-~tin!,. :-.o it is important to measure the relevant factors. Jmpo1ta11t 
characit:ri~, i..:s of cff ective aJven is irig are described below: 

• Ir i.1· Pavm,ivc: Gl)als f)f adverlising apply to all types of organisation!>, fo1-protir 
as well .is not-for-profit advenisers. Anny advertises ro increase- recruits, Hindu 
Rt:ligious Cl\ari!3ble Trusts advertise to increase attrndance af Ul)agavad Ciita 
lecturing. and politicians ad-...erti~e for votes and businessmen advcrti~c 10 i11nl!ast~ 
sak m1J pruti1ability. 

• 1t is Mitltitlime1Hio11nl ,md Complex: St is perplexing. It set"ms lo be ~imp!!.!. yt>t 
full o{ parado.\es. K~seerch has shown that some simple conclusions :ire quilt: 
~rong, Advertising i, inOuenced by anthropology, sociolog:,. cconomh.-1- :111d v..hat 
not. 

• It is II Craft, an Art, am/ a Sciem:e: Advertising is a mi:x uf threi:: elt:tncots. 
AJ\'1.·ni,;,rng mus1 ht: crafted to be effective in stimulating consumer response and 
tu dn rhal art is necessar) to captivate the audit:11ce of !ht' advt"rtisem~nr. And it i~ 
a ss:ience because it is nde-base<l. There appear.; to be a lot of controvl!t~ics on 
sch.:tKe v.:-rsus arl d~bate. People v.ho think advertising is an art sa) tllat the basic 
purpose of ad-..crti,ing is persuasion and '"persuasion is not :i scit:th.:e, bul an art"" 
But the othtH si;houl led by Hopkins has ,nore apixal to n1auagers, seb up 
advertising as something that can be co1mollab!e, capahle of rationalisation and 
objt:ctivt: mnnagt:ment, and ultimately rreed from risk. Hopkins umkrstood that 
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the promise of ru lcs, control and elimination of risk appeal more to most managers 
than nny other creative platform. 

Philip Kotler and a large band of academia also think lhat it is rntional in its 
assumptions ahout human behaviour and strongly positivist in its epistemology. It 
involves both effickncy and effectiveness. Efficieni;y refers to the ratio of benefits 
from advertising to ib. co.st. Effectiveness refers to the achieve111ent of goals 

• Advertising is Non-per~·onal: The various media are the non-personal channels of 
communication tha1 people have invented and used and continue to use. These 
include newspapers, magazines, radio, television, billboards, 1ransil cards, 
sandwich boards, skywriring, posters. anything that aids communicaling in a 
non-personal way, ideas from one person or group to another person or group. 

They do not include people talkicig to each otber: first. raJking is personal and 
advertising is non-personal; and second, there is no way to use people talking to 
each other for advertising-word-of-mouth is 11ot an advertising medium. since you 
can't control what is said (The best you could do is start a rumour. which will 
umloubledly distort lhe message- in the telling, and it is more- the province of 1he 
PR department). 

How~ver. the increased use of Facebook, blog:-. and Tw[rter ha~ converted 
advertising from monologue to dialogue. Most of the big foms have made use of 
them to talk with the consumers. Consumers giv<! their feedback. 

• Identijietl Spo11snr: The source of advenising is known. ldentified sponsors mean 
who-so-ever is putting out the- ad tells the audience who they are. There are f\lvO 

reasons for th is: first. it's a legal requirement and second, it makes a good s.:nsc. 

Le ga 111 . a sponsor must identify herse If as the sponsor of an ad. This prewnts the 
c1udknce from getting a misleading idea about the ad or its contents. For c:xample, 
many ads that appear in newspapers look like n<!WS articles: same typdace, 
appearance, us~ of columns, etc. lf the ad is not identified as such, the audience 
could perceive it m, news about a product, rather Than an attempt to pcrsuad~ the 
audience Lu buy it. 

For e.xarnp!e, an a1ticle that tooks like a news article discusses a weight-loss plan. 
l n a jou rna I isti c sty le, i ( ta !ks about the sa foty. efficacy and reaso 11 ab le price of Hie 
produ<:t. A reasonable person might perceive the "article'. as having been ...,ritten 
by a rcponer who had investignted weight-loss programmes and decided to 
obj~ctively discuss this particular one. Such a perception is misleading and illegal. 
Since it is an ad. somewhere on it there must apl)ear the word ''advertis.ement'· to 
ensure the audience does not think it is an objective reporting of news. 

Second, it innkes good sense for a sponsor to id~ntify herself in the ad. If the 
sponsor doesn't. it is possible for the audience to believe the ad i~ for a 
compctilor·s produc1, thus wasting all the time, crealivity and money that went 
into making and placing the ad. 

lhe advertising information which comes from a company, organisation or 
association, also contains the company's logo. address, telephone, e-m a i I. etc., 
which are identified as part of the message. Anybody or ev~rybody canno1 corne 
out with an advertised message. It should come from a publicly functioning and 
regi~tered body. Hence the public must be able to id.:ntify and abk to conracl the 
company. 1 n fact the who I c idea of advert is i11 g is to est ab! i sh contact bc:tl\ t:cn the 
odvertiser and the prospective consumer. This contact is the desired ~nJ of an 
advertiser. 



• Perrna.\·ive: "Pi!rsuasive" stands to reason as. part of the definition of advenising. 
The ba~ic purpose of advertising is to identify and differentiate nne prouu(;t from 
another in order to persuade the cnnsumer to bu) 1hal product in preference to 
another. TI1e purpuse of this book is to discuss some ba...,;;ie elements of~rsuasiorL 

• Paid for: "Paid for" is prett)' straightforward. If an ad 1s ..:reatc.d and plai:cd in the 
media, 1be costs of creation and time or spac~ in 1hc meum mus1 bt> paid for. This 
i~ a major area in which odvertising. departs from pubirc 1datwn~. 

PR seeks to r,lace information about companies a11d/or product-, in the media 
without having to pay for the rime or space. PR creates news relca~es and sends 
them 10 news media in hopes they will be run. Oflc:n PR deparlm.::nts produce 
l.'\ents that will bi: covered by the news media and thus receive space or time. 
There is 110 guarnntee that lhe media will run any oflhe PR material. 

Advertising doesn·t have that problem. If time or spa..:c is boug.lit in the media, the 
ad~ (as tong as they follow the guicklines set down for good (D!;IC, legal products 
and services. etc.) will ar,pcar. The drawback is that ads ore cleMI~' desig.ned to 
extol the virtue~ of products and i.:ompanics. and any n<l is pcrceiv(:d by consumer.,; 
as atkast pi:ir11y puffery. PR pieces are usually not so pen::e1wd. 

• Cumrollert: Th~ word conlrol!ed differentiates it from personal sdlin[,! and 
puhlicity. A door-to-door salesperson or a reporter who takes persm\J I intt:rest i11 

giving publicity lo a product of ser-ice ma~ a1 ti111es mdulgi! in an unn111trnlled 
exercise of his imaginalion. But advcrlisers c;mnot sa_1r anything in an unconlrnlted 
man11er. Ad\ertisers have to decide about all a~pecb l'f !heir .-idver11~e111e11t 111 
terms of what and how much the public should lrnO\\ about a product or ,ervi..:e. 

Another form of controlling asix;ct is that th!! mass mediic!led adverlising. rne,;sagc 
ha, a certain length and format. h cannot take unlimited spaa or 1im.:-. !\nd since 
bo1h advenisers and c1d\.·ertising agencies are formal org,misntion-., rhi:-ir p-.::rsonnel 
follow accepted rules and regulations in their operations anJ mutwt.l cJea!ings. 
Repr~sentarives frorn both the or_ganis.-itions 111et't several cirn~s and arri\·t: at 

dtcisions regarding the duration. length and frequency. fhis i.;; .-inotht'r aspect of 
c,1ntrol!ing. 

• Mllss Media: There is involvement of mass mt'dia in adh'l1i:-.i11g Mass 
communicatiun is different from communicaiion as ir oi.:curs bctwet:n large, 
hi!lerogcneous and auonymous group of people {altlmugh we !,,.now of the qualities 
of rnrget audience). Mass mediated messages are not only rapid hut tran-sienl anJ 
·non-personar. Several messages from different soun;e-, bomh.-ird Lh<! senses of 
the receivers ewry hour. TI1al is ...,hy, adv<!rlisers wanl co create unforgelfabte and 
ea~il~ m~morabk messages su that atkas1 a part llf the mt'ssagc is absrn bed by the 
polentials, lht' message must catch the artention, cre,11e interest and desire and 
motivate to a1.:t. 

9.6 MAJOR PLAYERS IN ADVERTJSJNG 

Ad.,..ertising is an i111cgra1ed proi:ess requiring particir,a1ion of various player~ \~orking 
within and outside lhe orgUJ1isation. It demands syni::rg) b<!twecn variou~ 1,..e) players 
in business, which include the advertiser or spunsor, advertising ag<!ncy, suppon 
organ1!.al ions. media and target audicnC<! or consumi:r. l'he business of advertising is 
spread a\'.ros~ all these k.::y playc~ and b} the int<;'.'rplay nf Th<se flve kl.!~· players, 
objectives of advertising can be ai.:hk1,ed. Let u~ discuss the ro\~.~ t1fcach oue ofthem 
in the conr..:.-.:t of advertising management. 

• A,lverliser or Sponsor: Tnesc iJre the persons or organisations !hat sponsor the 
campaign. They may be producers. marketing org:misations, retailers. 
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wholesaler.s, service organisations. labour unions, schools, government, 
politicians, individuals and countries who are into advertising. The 11dvertising 
content or message is about them or their produc1s or services. They pay lhe bills 
or bear the cost of the campaign. 

• Advertising Agencies: Advenising agende~ are independent business 
organisations that develop, create, prepare and place advertisements in media for 
sponsors or advertisers. who want to communicate to customers about their goods 
or services. Advenising agencies offer potential advertisers (clients) 11 variety or 
specialised services leading to a final advertisement. Such services include the 
following: 

❖ Copy Writing: II refers to the written part of a print advertisement, including 
the headline, slogan and detailed descrip1ion of product attributes. In 
broadcast media, the equivalent of this is called script writing. Whatever a 
customer comes in com.act wilh in an advertisement is cal led a copy. 

❖ Adverrising Arr: It r~fers to illustrations, drawings, photographs or other forms 
of ar1 put in th.e finished advertiseincnt. 

❖ Mi!dia Buying: It involves specialists who negotiate rates with different media 
and gather other relevant information for buying spai.:e and/or time in 5,uitable 
media. 

❖ Clif!nf Servidng: An executive of the agency flssigncu c:xclusively for 
handling a particular client. He is the connecting link between the client and 
the c:reatiYe deportment in the agency. He serves tht client by taking 1he brief 
from them and supplying lhem with the final copy. 

❖ Orh.:r Sen•ict?s: These services include market ,mcl consumer research, public 
relations and merchandising on behalf of the client. Many of the integrated 
agencies haYe facilities to provide other integrated marketing communicnrion 
services. 

• Support Organisations: Modem advertising calls ror specialists not employed by 
ei1her the advertiser (client) or the advertising ;igeney. These consist of casting 
specialists, cinematographers, film/tape editors. photographers. and music and 
sound eITect experts. So one needs a lot of ootside help to produce a good 
advertisement. ln addilion, research has become a very imporlant input for most 
advertising decisions, particularly to find out i.:.onsumer attitudes. behaviours and 
profiles. 11 may nol be po~ible for the agency or the client to carry out this 
function by themselves. Therefore, they hire the servil:es of outside experts. A II 
such organisations are known a~ support organisations. Film production houses. 
research agencies and model coordinating agencies are t~rmcd as support 
organisations. 

• Media: Medii'I is what an advi:rtisement consumes . .1\dvertising is a non-persona.I 
form of communication through a paid media. So media plays a crucial role in 
wking the advertiser's message hack to the audience. Advertisement needs a 
chann(:11hrough which the message can be convt'ycd to intended larger audience. 
·1 hi~ channel is called a medium. Various types of media commonly used are print 
media in the fonn of newspapers, magazines, elccnonic media in the form of 
radio .. television and ci11ema slides. and out of the home media like billboards, 
hoardings, moving vehicles and wall paintings. 

• ConsumerJ·: Though the advertisements have wider audience. we wil! consider 
potential buyers and consumers as the most importanl player for advenising as 
these are the people for whom advertising is carried out The advertiser tries to 
reach 1hese people with his message. However, a broader term of usage is target 
audience. 
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9.7 TYPES OF ADVERTISING 

Advertising i~ nth.' of lh~ popular mediums of brand communicati_.-m, it is used in many 
fomJs and for 1nan~ purpos.:-s. 11 is possibl<'" lo clas~ify ad\·ertising. into various forms 
a,;- m~ntioneJ lxlow: 

• Bra,id A1fioutisi11~: Tiiis 1, rhe most popular form Clf advertising a~ all possible 
media incluJi(lg television is tloockd with brand adverTi~ing. Brand~ like Surf 
Excel, Pt>psi and Coke in India are shown more frequent\) (Ill Indian televisions. 
These kind~ nf advertisernent~ are d,me to build brands and Je,,elop unique brand 
identity for th..: tirm. 

• Nutio11ul Ad1·ertising: These advertisements are uniform acruss the nation and ar~ 
released through national ntl!dia covering 1he nation. 

• Local A1NertiJi11g: Thi.'S<'" advertisements are carried out in local and vemacular 
media to prurnote the praducr in a local region. 

• Retail Arboerti.,111g: These advertisements. are brought tu rrninote retail outlets ai1d 
dealer points. 

• Na1ion 11,ul JJestimllirm _.,di,ertising: These advertist::rnents arl! hrought out to 
promote a 11:-itiun as a touri,;;1n destination. Thc-se are also used for promotrng 
states. citie~ and tourist auradions. 

• Political Advertisbt~: Thi:~e are done for political panics. politician~ and 
individual candidates duri11~ el~..:tions and referendum~. 

• Social Adi·erlising: These aJ\•crtis~ments are tirought out fClr a social cau~e like 
ogains1 AlUS. ~cxual exploitation, women trafficking, child laoour and 01her 
critil.:al is.s11t:$ in a soi;ict-y. 

• Direcuuy Advertfriltg: Thc~e arc the- ad,-crtisernenis Jone in directories and 
ycl!ow page, anJ followed by people whik collecting a tekphonc number or a 
borne uddress. People normally n:fcr to these dir.:croril"'s to buy products and 
service~. 

• Direct ReJJWIISC Adw!rti.(i11g: Thi:s..:- mherti54..~ine11ts are used in any mcditun, 
which tries to stimulate ~ales directly. The consuine1 can respond by m.iil. 
telephone or internet. 

• Bu.si11en--10~B11si11t'ss Atfrerth:i11g: Th~se kinds of ad-.·erti~cmc111s are cun-ieJ out 
targeting business and organisational markerers. These messages me directed 
towards re1aikrs. wholesalers and distribt1tors. The.~.: adh•rti51!n1ents are placed in 
professional_iourna1s anJ trade association publi.::ations. 

• ln.f.tituti011a/ Advertising: lnstituliom, like colleges, uni\lersities. missiouary of 
charities and large corporates bring out 1hese udve.:rtisernents. Whl!n l11es~ are 
brought out h) large corporates we call !hem corporate a1..h·erli!!iing. The purpose 
of such advertising is lo create a positive goodwill. \\hid1 \1,,ill ultimately 
i.;ontrihute towards achieving !he overall markt'"ting ancl brunJ-huilding goal of 1he 
org_anisalion. Many coinpanii:s use sucli adver1ist:mentc; to build po~itivc image in 
the e)t'') of the consumi:rs and ~eneral audience al large. 

• P11blic Sen•ices Arfvatisi11g: Government and go\ ernment-~pllnsori!d institution'> 
bring such advertisi:n1e111s for the beni:fit uf gC"neral public. They 1:ummunicate a 
message on bclrnlf of some good cause. Ad\ crl.1sing pro fes~iona Is create Lhe1.c 
advertisements for public relations dcpanme-nt of \argt' corporate::,, llighlighti11g a 
social cause. 

• lnteructfre Advertisi11g: Thesl" are typical internet based advertisement, \l\-hicl1 are 
delivered 10 individual consumers who have ac:i;ess 10 the Worl<l Wide Web. 
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• 

• 

• 

• 

Advertisers use web p11ges, banner ads, spo1~, pop ups and e-mail programmes to 
reach the target audience. 

Outdoor Advertising: These are fonns of :,idvertising in which the marketer uses 
out of the home media like v.-aJI paintings, hoardings, bulletins, kiosks and mohile 
vans for communicating wirh audience. 

Efuuonic Advertising: These forms or advertising use electronic media like 
television, radio, video and audio casscues, electronic display boards, CD-ROMs 
for promotion of products and services. 

In Film Advertising: These are new forms of advertising in whkh brands are 
placed inside the film and actors are shmvn using these products during the movie 
for increasing its usage among lhe audit::nN. 

U11conve11tionnl Media: These forms of adve11ising arc of recent origin and use 
traditional art fonns like _jatraa, puppet dance and 01her local dance forms to 
communicate about products and services to the audience. 

9.8 ADVERTISING 1\IIANAGEMENT PROCESS 

As an advertising ma113ger one needs to 1,,.now how to decide on and design an 
effective advertising campaign. The advertising manager has lo take a set of 
interconnected decisions which indude setti,,g up o( advertising objectives, dee iding 
on advertising budget, deciding on advertising message, deciding and planning on 
media and finally deciding on the method-; to measure the effectiveness of advertising 
message. The messog<! strategy also covers cr~ative strategy. The above adwrtising 
decisions will guide the advertising rnan;1ger in desig11ing an advertising campaign 
covering H considerable period of ti me. 
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Figure 9.1 : The Advertising M II nag cm en t Process 



9.9 MEDIA MIX 

A tler lhe message is dt!veloped, the next important task is to select the channel 
through whid1 the mcssag..-: should reach the target audience. Medja decision involves 
selection of the comrnunic.:1tiun channel for the message. The media selection stnitegy 
must trike i[\to account !he message the advertiser wishes to transmit. the target 
audience profile, I.he dc~ired effect and available advertising budget to support media 
d~cision. Media mix decision involve!-, two critical issues viL. which media or sel of 
media will effectively take the message to the audienc~ and what scheduling of media 
will neither create a disllke for the advertisement nor make the audience forget the 
message. 

Lei us examine variou~ rype~ of media in detail. 

9.9.J Print Media 

Print medium comprises m·,vspapers and magazines. The main difference between 
newspapers and magazines 1;. the periodicity of their publication. Newspapers are 
published daily, whereas magnzines are published periodically i.e.. weekly, 
fortnightly. monthly, q1iartt:rly or bjannually. In both cases, howc:ver, the messag~ is 
convey~d through words in print, sometimes along with pictures or photographs. 
Word!. in print can be made 8-'S attnictive, appealing and infonnative as possible, so 
also the fKcompa11ying picture. Let us discuss !he distincl features of n<'v,spapers and 
magazines in following paragraphs: 

Ni!wspflpers 

These are published in different languages and arc widely and regularly read by the 
educated public. R~ading nc\.\'spapers is a daily h,ibit of people in cities, towns and 
literate people in rural areas. The readers have becon1c more accustomed to 
advertisements in newspapers and look for them as a $Duree of infomrntion. The 
cin:ulation of some of the national dailies in India runs into several million. 

Newspap.::rs published in regional languages also haw wide circulation, sometimes 
covuing inure than one state. Thus, as a medium of advertising, newspapers reach a 
very large number of peopk Secondly, newspaper advertising is relatively cheape-r 
than other media like raJio and television. The advertising space can be dee-ided in 
accordance: with need Jnd cost. Newspapers provide the facility of rep~ating. the 
message every day. if necessary. Besides, in case of urgency, there is a scope for 
inserting Jfl advertisem~nt without much loss of time. Finally, it 1s possible to select a 
particular newspaper suitable for the audience in view. For national coverage, a 
new;;paper with nation wide circulation can be selected. For reglonal coverag~, a 
newspaper published in a rarticular regional langua!,!;C can be selected for focusing in 
the targt>\ segment. Since rhe general public reads newspapers, this is fouud 10 be a. 
suitable media for mass consumption goods. The life of a ne\\·spapcr and 
advertisement is vi::ry shor\ as people read 1he newspapers in the momiug: and pu1 

them aside a(ler,>.1ards.. 

Magazint!'i are also called periodicals as rbey are publi5hed at ce,tc1in periodical 
intervals like weekly, fortnightly, monthly and so on. Different types of magazines are 
published for different c;itegories of reuders. For exatnple, there are popular general 
magazines containing features articles, ne\.\'s and stories (India Today, frontline). 
There :ire magar.ines for children (Twinkle, Chandarnama. Cartoon Today l that 
include stories of their interest. There arc n1agazines like Business India. Business 
Todf!y, and Personal finance for businessmen and executives. Siin ilarly, there arc 

207 
A~Yert1sing QOO Saks Promotion 



20S 
l'rincipl~s ofMarke1111g 

sports magazines (Sports Week, Spons Star'), women's magazines (Femina, Women's 
Era), professional magazines {Tndian Journal of Marketi11g, [ndian Medical Journal), 
film magazines (Smr & Style, Filmfare) and so on. 

From lhe circulation poinl of view, magazines are not as widely read as newspapers. 
On the other hand, each magazine has a distinct category of readers. Since magazines 
are genenilly read over a period of time. they have a longer life than newspapers. 
Thul'>, adv<:rtisers use magazines as a medium selectively depending on the audience to 
b~ reached. For ~xample, medical books, drugs, surgical equipment and medical 
instrnmcn1s are generally advertised in medical journals. Manufacturers of office 
equip111ent, computers and similar products advertise their products in business 
magazines and trade journals. On the whole, the cos! of advertising in magazii1es is 
re)alivdy cheaper compared 10 other media like radio and tt"levision. 

However, magazines have certain limitations. One of them is related to the timing of 
publication i.e .. periodiciry of publication. Although magazines have a long.er life. 
they are published periodically and 1101 daily like newspapers. TI1e other limitation is 
the lad, of flexibility in the choice of size and design of the advertisement The design 
cannot be changed ,% 4uickly as in the case of a newl'>paper. The circulation of a 
magazine docj not always indicate the number of readers or the time dt"voted by the 
readers in reading it. A magaLine wilh a limited circulation rnay be re,\d more 
thoroughly and by more people than ;inother magazint' or newspaper with a higher 
circulation. 

9. 9,2 Direct Media 

Direct response advertising is a type of interactive promotion that soVicits a direct 
respon~<:! from the prospect {target audience) without intervention of a third parly. It is 
a two-way communication b<:meen lhe advertiser and the target audienct". Direct 
advcnising media arc lhe channels through which advertisers communicak· directly 
with the target audience. Major direct media are dirt:'ct mail and advertising 
specialities. 

Direct Mail 

Sending personalised le1ters by post tu the prnspective customers is a method of 
advenising. which uften pay.-.. Tht"se communications are mostly in tht:' form of 
circulars and somt"timcs 2ccompunicd by catalogiies or price lists. The idea behind 
mailing circulars i~ to approach the customers directly with the advertising mt"ssage 
and to arouse his intere!.l in the product or st:'rvice with det.iiled explanation in a 
convincing manner. /\ mailing list is lhus prepared and the letter is carefully drafted 
with pt:'rsonal iscd wordings. The message having a personal touch is expected to be 
more effective. The information may be elaborakd and hence likely to be more 
con..,incing. Addressed to individuals by nuine, the message can (.)raw the anention of 
the customer without distrw.:tion from competing advertising. 

Direct mail is nor a suitahk medium for advertising products meant for public use on a 
mass-scnlc. It is best suited for products where the people 10 be contacted can be 
easily iden1ified. 1:or example, a company manufacturing or distributing 
pharmaceutical produds {medicines) may easily identify lhc doctors or chemists for 
direct cummuuication of information relating to the products. Bul, for promoting the 
sak of (say) toilet soap or wrislwatches, direct mail is not a suitable means of 
adverli!)ing. It would he expensive and time consuming to undertake direct mailing of 
circular lct1ers to innumerable consumers of such products because customers are 
widely scattered. A booklet. pamph/els, catalogues, etc. sent by post to prospective 
cus101ners also come under direct mni!. 
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Advertising Specialities 

These arc free gifts like diaries, key rings, purses, paperweighls, pens, calendars and 
T-shins imprinted with a message along with the adve1tiser's name and address. Since 
th~y bear the name of tbe advertiser, they serve as reminders. This medium give~ a 
personal touch. However, specialty advertjsing is an expensive affair and difficult to 
imp!crncnr on large ">Cale. 

There arc so mi: other direct media like directory advertising and sponsored magazines. 
Directory advertising includes adverris1ng in Yellow Pages, in telephone directory and 
spl.'C i fj.:: trade or association directories. In tJ1e case of corporate sponsored magazines. 
the adve11iser owm the magazine. for exampJe. Jet Airways has its own in~flight 
magazines for passengers and many brands ad\lenise in these magazines. Similarly, 
many hotds publish their own magazines for circulation to a specialised group of 
readers and hole\ guc~ls. 

9.9.3 Out of Horne Media 

Outdoor media of advertising refers f.o the media used to reach people when they are 
out of doors or traveling rather than at home or in the office. Pamphlets, poslcrs. 
hoardings (billboards). neon signs and electronic displays come under lhe category of 
m~dh.i. 

Pamphlets (printed handbills) are quite often used as a medium of advcr\ising for sal~s 
promotion in a lot:al area. Pamphlets arc disrribu1cd among p:i.ssers~y at str~el 
crossings. railway stations or bus terminals. roai.lside market places. eic. Posters 
(message pri nred on paper) are generally fix.ed on walls, roadside pillars, lampposls. 
Posters arc also fixed inside public transport vehicles like trams, buses and railway 
coaches. Space is provided on payment on these places. Neon sign~ and elccrrnnil: 
di:-.plays are usually installed on rooftops or busy streets crossings lo draw th1: 
anention of people_ These are visible only in the night. Hoarding~ or billboards refrr 
to large boards carrying the message, sometimes with life 5ize piclrn-es, and installed 
ar public place:.. Hoardings are specially designed to draw the ancn!ion of the IJUblic. 
As. the size of the hoardings is normally large, advcrtisernenrs arc vi~ihle from a 
disttJncc. 

Apart from the media discussed above, there are several other ty r,es of media used for 
out ofthe home advertis1ng. Some such media arc slide projection in cinema houses, 
films. exhibitions. display in showcases, ere. Exh1bitions also provide opportunities 
for advertising goods. Con~umer goods can be displayed and the use of industrial 
goods like machinery can be d~monstrated in the exhibition. The !imitation of 
exhibition is that their duration is restricted to sperified period. Showcases displaying 
goods ar~ localed in public p1aces like railway stations. airports, bus t~rminals, etc .. to 
artract the attention of the public. Rent is payable for the space. A.ttrac1iveness of the 
producL~ and the 111a11ner !hey are displayed are the main katures of this advertising 
medium. 

9.9.4 Electronic Media 

The most important media is contemporary advertising in clectronk meJia covering 
television, radio and other forms of electronic media. The biggest growth in media 
spending, in las1 two decades !las happened in ekclronic media. A certain level of 
credit should a\so be gi\len to the growth of consumerism in India whid1 is due to 
deeper penetration of television in Indian cities and vi\lagt>.,. 

The radio was a medium of infom1ation, but increased ust: of FM radio for 
en1crtainrnent has provided another platform for advertising.. Other forms of electronic 
media usage include electronic display board~, video and audiocasseltes and 

W'-J 
AJverusing. and Salci; Promot1<"ln 



210 
Principles l)f Markeung 

CD·ROMs. Projection of slides in the cinema theatre before and during the film show 
i~ one of the cheaper mea1ts of advertising. Projection of shor1-films before the 
commencement of feature film is a relatively more expensive medium of advertising. 
But il has the advantages similar to that of television advertising Moreover, these 
short films are usually of longer duration (about 5 minutes) tlurn television ads. 
However, only local people present in the theatre view slides or films during the show 
lime. 

9.9.S Interactive Media 

lmlia is experiencing a higher penetration in personal computer and imemet usage rate 
i11 last few years. Many people are using networked computers and interactive media 
to gillher information a.11d entertain. 1memet is now used as an alternative rnedia for 
communication and dissemination of product i nfonnation. Interact iv.:- meJ ia al lows an 
individual to seek information_ ask questions and gel answers without any human 
as~btance. 

/1, company website or a ~tore1Tont is one of the most common fonm of Internet 
advertising. Consumers can find answers to frequently ask.ed questions from the 
website through fAQ pages. A company website is an ideal way to reach consumers 
who want details about specific producLs, as interactive media crm pr()vide a large 
amount of information. fhe rco.l problem with interactive medio is driving traffic to 
the website and keeping the traffic for longer lo navigate and shop on the site. Tbe 
task. is also 10 bring the traffic hack to the site again and again. 

Banner ads arl! the advertiser's advcnising tools on other popular websites like 
Google, Rediff and MSN and then bring the customers rJ1rough a link to their own 
website or virtual store front. B~mners can go beyond achieving brand awaren~ss 
because they are hypertext links to the advertiser's w~bsite. The advantage of such an 
advertisement is 1hat the surfer has self selected the sit~, products and the process of 
navi£ation, so the m!'lrketer's message reaches only tu the involved. highly focused 
market. 

Pop-up box.es are web-windows and are refined versions of bmmer advertising. ;\ 
vi~iror to a particular website mighi find the pop up window providing information 
ahout the sit~. The viewer typically has to close lhe pop-up window or enter inlo the 
advertised site. 

Streaming media is multimedia content such as audio, video that can be accessed on 
lntcmct without being downloaded first. Software like Real Player and Apple's Quick 
Time allows th~ lntcmet users to access multimedia content through audio and video 
stri::ams. When visitors use such software to view a program or an advertisement, they 
are said to be viewing streaming media. Streaming ads are more effectiv~ than banners 
and pop-ups. Today three dimensional compukr generated video can create photo 
realistic: results, which, users can either Ydttch linearly or interact ,-..ith it. Interactive 
animated environment will rake internet advenising to a different sphere in the future. 
Streaming media advertisements will become more prevalent with the availabilit:-, of 
highe1 bandwidth in broadba11d technology. Broadband technology allows transfer of 
data over Internet at high speed. 

9.9.6 E-mail 

Use of e-mail c1dvertising as a promotional medium is gaining prominence day by day. 
E-mail as an advertising meJ iu m offers advantage of personificalion. speed and 
interactivity. Advertising via e-mail is very similar to traditional direct mail 
adve1tisjng. E-mail use makes it easier for the marketer to measure the effectiveness 
of the m.:-dium. A major disadvanlage of e-mail advertising is that the receiver may 



not read ii ~caus~ he or she rnnsiders it spam. A spam is a term, U'>ed for un5olici1~d 
and unwanted e-mail. Effective marleters have started sending e-mails lo people who 
allow them to do so voluntarily through a process called Permissive Marketing. 

9.10 SALES PROMOTION 

Today's market is full llf offers and discount~- Marketer .. us.! multipk pro111011on 
programmes ro entice customer::. lo buy products and service~ While! oojc(tives of 
advertisi11g are long fcm1 anJ generall} of brand huildi11g. ~ak~ promolion 
programmes ofkn pursue a single goal i.e . to maximize sa\es in short run . Tht: 
con~umer promotion programmes are , isibte 10 Lhi: audience ~cause they are uft~n 
advertisl!d in th.! ma~s media . 

Companies also undertak.c lra.de or intermediary promotion ..ind ~ak~ force pronmtion 
rrograin tv increase sal~s- This is iinportant hecause in both dire;;c\ and indirect 
marketing progmmmes., sales and trade play an impona111 mle in th~ product and 
information t1ow process. llt!n.:e. without adequately promoling !he product a1 \rade
and sale force end, many consumer promuliun programmes iA-i!\ no1 m:hich' ii,; desired 
objective. 

Sales promotion programmes :ue short tem1 programmes aim~d 11\ maximising .sak~ in 
a period 11f tune but what is mo'-\ important to remember i..., thm th<! <iaks promotiun 
prog_rammt" ,;hould be designed in such a way that it dnes nN :iffn:t tht: O\CHl.11 hranJ 
image of the firm and its producl Many companies offer ,;..i\e-~ promotion programmes 
mor~ frt"<Jucnll). Though lhey ar~ able ro optimise their sales in a ~1ior1 run period bul 
frequent me of sales prom,11ion leads to br.llld , alue ero,;i,,n. S.i\e, prornotil>ll:5 are 
increasing.I~ being w,ed tu accomplish an evcr-exranding list ofmarkt'ling. objel'li\•es. 

9.10.l Objectives of Sales Promotion 

The objective~ uf .sales prommiun campaigns are : 

• lncr~o<;e sales volume 

• Speed up rhe ~ales for ,;low moving producrs 

• Check the nuctuations in sales 

• Artract ne,w customers 

• Launch new product(s) and increast" trial 

• Encouragt! repeat purchase 

• Clcaram;t! of e.,cessivt" inventories 

• Mofivatt! dealers 

• Encourage dt:a ft!rs 10 panic ipatt" in display and sa ks cont.::,1, 

• Ga in ad\ antageous sfle\f~space 

• fnc-rca>(." store traffic 

• lmpro\'~ rda1ionship with d~aler:. 

• Blo.:k c11mperitors· muvcs 

• Motivate soles force 

• Suppkmenl adwrtising and personal selling dfort5 

• Ddkcl custom1:rs' arte11tion from prici: 
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Prn1~1plcs ,,1 hlnrkcl ing. 
9.10.2 Designing 9. Sales Promotion Programme 

Designing a sales promotions programme includes the following steps: 

• Deciding Sales Prnmotion Ob.iectives 

• Selecting Consumer Promotion Tools 

• Selecting Trade Promo1ion Tools 

• Selecting Sa!es Force Promotion Tools 

• Developing a Sales Promotion Programme 

• Pre-testing the Programme 

• Implementing and Controlling the Sales Prnmotion Programm~ 

• Evaluation of Sales Promotion Program me 

9.11 SALES PROMOTTON TECHNTQUES 

Companies use various sales promotion lechniques lo promote their products. The 
intention is to increase sales. make a large customer base. encourage trial and 
encourage repe.at purchases to stimulate cC'lnsumcrs' purchase. The types of 5.'lle.s 
promotion techniques used by rhe company dt>pend upon the sales promotion 
objectives set by the company. 

9.11.1 Sales Promotions Directed at Consumers 

We present herewith a selet.:led list of consumel' rromolion toob. 

• Prize Schemes: Prize schemes are one of the most important methods of sales 
promotion. A prize scheme is designed for bo1h the public and the dealers. To 
make the schem,;: effective. it should be advertised !hrough lht' product packages, 
retailer store point of purchase promfltion, advertising in press, posters and 
te !ev is ions. 

• F11irs and Exhibitions: Fair,, or me/as arc very common in India. The) play a 
substantial role in selling goods of diffcrenl varieties tu dilTcrent people. District 
.::xl1ibitions have been arranged on an annual basis since 1930s 10 promote sales or 
Indian products. These e.\.hibitions attract a lot of people especially from rural 
areas who firtd the exhibitions and fairs a.~ a convenient plc1ce to make their 
purchases of consumer goods. Many slate govcmments announce relief or 
concession in sales tax if products are sold through fairs, mclas ond exhihition:-. 
Though the objective of visiting a fair is social in India. marketers use these Cai rs 
and melas as an opportunity to promote their products and ~erviccs. 

• Free Sample!,: These arc used for sales promotion of consumer goC'ldS and fast 
moving consumer goods in particular. Free sample5 a1e generally used lO 

introduce a new product and as a sales 1001 to attracl the attemion of prospective 
buyers. Such sample distribu1ion nol only saves time but also eliminates the need 
for inspeclion or testing of goods by 1hc buy,::r. As a promotional device, it has 
limitations for e.g. it is v~· expensive to ~ample products. When buyers receive 
samples, generally they pay no at1entio11 to theni. Many of the customers who 
receive free so.mple may not be the aeh1al target buyers. 

• Correspomle11ce: This is an dl<!ctive device for sales pro11101ion. Companies send 
letters, brochures and other kinds of correspondence to prospective cu::.tomers 
through correspondence. A specialised mail order and correspondence seclion can 
communicate very effectively with potential customers and e,,1ahlished customers 
through its professionaily written letters and documents. 
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• Ct1talog1us: Ca1~logues pla) a Jominant role. both m advenisin~ and sales 
prumotion campuigns. Catalogues are largely 11s~d wh~n a firm manufactures 
diffr-n:n1 types of products wilh distinguished size. shape and other foatures. It is 
from the catak,gue fiks that one can get the information r..::quired abL,ut differenl 
products of a pamcular manufac!urer. A catalogui: helps in gerting orders. makes 
~ustnm~rs a\1/are of the sprcifkations. provides detailed proJui.:1 information and 
snhcits produc1 sales 

• Adw!rtisi11g Nrwe/ries: Small. inlL'rt',tit1g and p.:-rsonally useful items can he used 
for sales ptomotin11. 1 o he etfrciive, ,m advertising no..,elty should 11(.1! he a high 
cust item; the t1l1velty item should b,;;" usually eye-catd1ing and should tie useful tL1 

customers. 

• £11lf:rtai11ment of Cu.1·tomer.\·: Emcn11inment i5 ess~ntial when a slandan.li<;.ed 
product is soltl in bulk costs. 1n such a case. entertainment of customers acts as a 
prima1y promotio113I device. However. wbcn the produ1,;t is solcJ on a routiOt' 
basis. customer enlc·rtainment is 11e11her n<!cessary nutju'>lified. 

• Salu Conte.\·t: The m::iin aim of sales contes1~ i~ lo motivate tht.' saks personnel 
and increase sales. and bring rnore pro fit to the company. lJnder this scheme, 
Sp,!Cial incc-nrivc:- in the forin of prilcs or awards .ire offored. Some of 1hc. conies! 
pri·t1:s are cc1sh nward:,. merchai1Jj,.,;;" prizes, and spec i.:il honor, e.g., winners cou1J 
Ix requested lo ap{)t'ar in a TV show 

• Price•tiff: A pricC"-off is ,imply a reduc1iou in the price of the product In increa<.e 
5.ales and i~ ver~ l11)e11 used in introducing a new product. A rcduc1io11 in price 
always incr~'a~es ~aks bu( th~ use- of 1his 1et:hnique ,;hould Ix' carefol\y considf.'red 
in the currenl markc-! situaticin. According to variot1s researcher. 011 sales 
promulion, price-offs shoul<l generally be consid<'red for introducing. ne\\ brands 
or c:\1scing brands with new uses: for products/brands. which arc already doing 
be1ter than thl' compeling bmnd.~ and in conjum::tion witl1 sales aC"tl',ities aimed a1 
innca:iing retail distribution. ln 1997_ price cuts of as 111uch as f 4.000 tot 5.000 
on almosl all proJuct lines led t,} a whopping growth or 25 paccrlt in tdevision 
and r~frigcrntor sal~s- Again, in ! 498. Vidcucon aunounced 3 price r..:duction in 
color TV and rcfrig.uator prices. fhe same price "ar continues in the Indian white 
goods indusrr:-, ~nd th(' customers art' deriving value by contitiuous reduction in 
prices. 

• Refund: A refund rnay .:onsist vi srralght cash, coupon values or a proi.luct offered 
to the consumer in re1um for a rroof of purchase or a specified pruduc\ or s~rvic-e. 
Refund is also an dfcctiw tool nf sales promotion. It is an offer made by a 
manu [acturer to gi ... e b.:Jd, a certain amount of money to a consumer. 

• Poi111-of-Purd11m! Materiul: Point-or-Purchase (POP) materials are sales 
promo1ion mat('riat displayed at the point of sale!.. Th~ POP displa) persuades, 
reminds and givi.:s dc1,1i!s to th(' consuiner-s ab-..,ul a s~cific brnnd. Many fas\ 
rnoving consumer goods and per~Lmal care product category companies u~~ this 
1nct)wd. 

• Coupous: Th,s~ are cerlificate~ c-n1itliug the U\'vrter of th~ cc-rtificat( tu a staled 
saving on 1he purchase- of a pan1cular item. The cour:ron can be with fh,;:. pruduct. 
anadt!!d to the product, with the- aJvertisemcnt and can he sent hy mail. The 
coupon rcdenip1io11 ra,c in India i~ low. Cm1pon'i arc an cIT~ct ive tool for 
prnmoting mature prnd1tcls and int!ucing trials for new products. 

• Prite Pr1<·k,·; These art! ~pt:cial pucks given b) the c.omp3ny in wlm:h 1.:onsumers 
arc" otfrred a saving on 1he regular purchase. The amounr o( saving is nagged off 
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in the packag~ of !he producL They can be r~duced price packs (a pack sold at a 
reduced price, branded packs two related products banded together). 

• Premiums: Thesi: art· merchandise offered at a lower co~t or fret> as an incentive
to purchase a particular product. A premium is a product accompanied inside or 
on the package. A frr:e in the mail pri:mium is mailed to consumers when they 
send a proof of package. A self~liquidating premium is sold below normal retail 
pri..:e to consumers who requesl it. 

• Free Trials: Thi:s<! trials invite prospecrs to try the product without cost with a 
hope of closing the sale in future. 

• Patr1mage Awardl': These arc the value in cash or in other forms that are 
proporlional to patronage of a certain 11enrJor or group of vendors. 

9.11.2 Sales Promotions Directed at Trade Partners 

Following are some of the popular tra<l~ promotion schenics used m the lndian 
context: 

• Safes Competitio'1: ln rh is case. 1he clea lers arc motivated to pa111i;1pate in the 
trade promotion progrnrn with a reward programme linked to their pe-rfonnance. 
For dealers, sales i.;01n petition i!-- am111gcd, prii.es ;:ir<! annou nce<l or special offers 
arc made if 1hey sliov. a substantial progress in sale5. 

• BoosU!.r_.,, for .De11/ers: In a bid 10 reduce its mounting inventor ks and boost Lhe 
sagging morale of its deakrs, companies offer two percent discount to dealers on 
purchase of a truck if payment is made up-front. /\ lso concessions on interest rates 
are offe-red to expedite payments These ineenfr.,es are drnwn up after getting a 
feedback from the intermediaries. These kinds of programs are c3l1ed boosters for 
dealers. 

• Price Offt: If the tradesman purcha~cs a ce11ain number of units within an 
announced period. he obtains a straight price orf or discount on the quantit) 
purchased. This motivates the deakr to buy larger quantities and also support a 
nevv product. [he Ira<ler is free to use this money for greatt>r profit booking, 
advertising or consumer price reduction. 

• Free Merchandise: These are the free good:. given to intermediaries who buy a 
desired quantity of th<! product The inh:mncd iaries arc free to sell 1hese goods or 
use for personal consumplion. 

• Allmvances: Many companies proviuc different kinds of trade allowances in the 
form of advertising allowances and display allowances. The manufacturer bears 
che cost of store advertising ;:ind sometimes rewards for displaying his product or 
brand in the store. 

• Trudeshow.\· awl Com•entious: These are thr: rrade:shows and conventions 
organised hy industry associations and govr:rnmcm within and outside the 
cou11try. Companies sponsor thc-ir dealers and other intermediaries for 
participatin~ in trade shows and conventions. Thb serves both as ;i motivator and 
display forcompany·s products and ~ervices. 

• Specialty Advertising: These arc advertisements cor1sisting of useful, low cost 
items bearing the company·~ name and address that people in the: trade gi..,e to the 
prospects and customers. 

9.11.3 Sales Promotions Directed at Sales Force 

The other key player in produc1 and braDd promotion is the sales fo~e. which also 
carries !he message and the prod ucl to lhe end consumer. Companies organise sales 



force promotion programmes to motivate them to support the company's offerings. 
The tools used for c;,a!es force promotion include sales and contest~. corlferencfs and 
seminar!.. hight'r C()mmissions and bonus and intemationaJ tours . Man) of the Hade 
promotion tools are ab.1, used for sales force promotion. 

9.12 PUBLI.C RELATIONS (CORPORA TE 
COMMUNICATIONS) ----~-~---~----~-------

Man ~ peo~\~ cc111fost' µublic relations with publicity, which rders to ~etting nc-w 
media coverag'i'. Uul public relation is broader in scope. As per the \Jcfini(iun of Publi.: 
Relations Society of America (PRSA ), public relations help an organisation an<l Its 
ruhlic to adapl mutually to each cithcr. Public relations focu~ on an orga11i:-;atio1t"s 
rtlationships ~-ith its publie . B} public we mean a group of peopk with whom the 
compan)' or org<1ni~:n1,m has to interact in creating and delivering value. 

9.12.1 Objectives of Public Relations Programme 

Prof~ssiunal public rdalil\lls programmes help busincs:. organisatious accomplish their 
obj~ctives. The~ c,11, fulfill sonH.' oftbe objectives listed bl:'low: 

• Presenting a fav1)urahle image :ind its benefits_ 

• Prcim01 ion of products cir servicoe:<;.. 

• lktecting and lfraling with its publics. 

• DN'i'nnining 1he c.1rgu11isatinn's posture in dealing \\.ith i1s public'>. 

• Goodwill oftht' t'mployees or members . 

• Prt::'-t::nlion am.I ~olutiun or labour problems_ 

• F os 1c:r in~ t 11.._, g.ouJ w ii I of co mrmrn i tics in which th~ organ isar ion ha~ uni t5. 

• Guod\1 ill ... if the ~toe-Ir.holder~ or cunslituents. 

• (Jv~rcoming mi:;coni:~·ptions anJ prejudices . 

• F or~sla llin,Q arrads. 

• GooLlwi ti of o;.uppliers. 

• Goodwi II of the f!tl\'ernment. 

• Coodwill uf th~ res1 of the inuuslry. 

• Goudwill of ueak·rs !lnd atuacting other dealer.;_ 

• Ability to artrad the best per~onncl. 

• [dw:nti(ln 11rth1.: publi1.:- in the u.sc of a product or ser,,ice . 

• f-.lJ11canon c.Jflhe public regard mg a point of vicl.1/. 

• Goud will uf 1.:u:-.111n1~r~ or !-Upporters. 

• hivi:stigation of thi;- artituuc of various groups towards th.: C(lmpariy form11la11on 
and guidan\·oe: o( policies. 

• Fostt'ring. 1ht', iabihry of the- ~m:iety in whicb the or~anisatiori funclions. 

• Din::"·ting the i;L)Uf'>C 0f chattge. 

9.12.2 Tools of r ublic Relations 

f'ublic relations have its origin in publicity with a broader focus as it adc.lr!!sses a ',\-ider 
set ofaudieuct' . Da\·id Yalt:: defines publicity as supplying infonnation that is factual. 
intert'sti11g. and media newsworthy and not controlled by the company. Publicity, i:i 
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criLical aspect of public relmions, is described as the process of pJanning, executing 
and evaluating programs that encourage purchase and consumer satisfaction through 
credible communication of in rormation and impressions that identify companies and 
their product~ wilh the needs, \'.'ants, concerns and interests of consumers. Public relations 
involve ae1ivities related to persuading of customer rmd prospects to buy (or continue to 
buy) the firm's products and services. We I isc here a set of publicity too Is. 

• Press Releasr!s: The press release is the basic building block of a publicity 
program concerned with story placement. 

• Fact Sheers: Fact sheets include more detailed infom1ation on the producL its 
origins, and its particular features. 

• Prel·!, Kit!i: The pre:-s kit pulls together all the press releases, fact sheets, and 
c1ccompanying plmtographs about the product into one neat package. 

• Video News Re/eases: The Video News Release (VNR) is the video equivalent of 
a press release. 

• Employee/Member Relatio11 Programme: Corporale public relations people often 
spend a greal deal of time developing employee communicntion program!>, 
including regular ne·wsletters, informational bulletin boards and internet postings. 

• Community Relations Progmmme: Many companies actively encourage their 
employees to take paii in community organisations and local corporations are 
ohen major sponsors of community evems and activities such as art presentations. 
bloud donation drives and educational activitie:.. 

• Financial RelatiQla Programmes: Financial relations people are responsible for 
establishing and ma imai ning relationships ""ith the investment community, 
including industry analysers, stockbroker,. and joumalists specialising in financial 
reporting. 

• Industry Relutions Programmes: The primary public that industry relations 
speciaEs1s deal with is other businesses operating within the same industry, as 
well as trade associalions. 

• Df!~•elopment/Fuml-misi11g Programme: This is a particularly important area for 
not-for.profit organisations 5uch as art organisations, educational instituthrns and 
community service- programmes. 

• Special Evems: Event marketing is rapidly gaining popularity. Besides linking 
their brands to existing ewnts. marketers an: also creating events of their (1\\'[l, 

designed lo reach special rarget5_ 

• House Ads: A company ust:s various media like newspap~rs. magazines and 
broadcasl stations to prepan: advertisements for the internal public. Public 
rebition!> program manages these houst advel1isements. 

• Public Seri•ice Annuunc:ements: These are nds for charitable and civic 
organisations that run free of cost on television or radio or in the prim media. 
These are called public service announcements. 

• Corporate Ad1,ertisfog: This kind or advertising promotes corporate image or 
corporate viewpoints. These advertisements do not talk about products and 
service::;. 

• Puhlication.r: Companies publish various publications in the rorm of pamphlets. 
booklets, annual reports, books, bulletins, newsletters, inserts and enclosures and 
position papers. 



• Speaker."i, Photos ond Films: Many companies use ::,peal-.~r bureau~ tu 
communicate wirh people about topics of public's inter~st. Svme publi~ lil-.c n\'!ws 
media also want p1ctures and video films for use in their tnt"dia. 

• Displuys, £xltibits, Events a11d To11rs: Exhibits, displa~s. tours and cwnts arc 
important toolc; for public relations. C,m1panies use display~ and point of rurrhc!sc 
rnatc:rials for image buildm~. 

9.13 INTERNET 

Internet rc\'olu1io11 has devclol)t'd an alternate way of living for us. Online bl1) ing has 
become on~ of the alt~mative living panems in the twenty first ct"nlul) . Pearle are 
showing highc:r interest in online marketing as it provides a r\'!al 1im~. interactive and 
personalisc:d l!nvironmcnt for the marketers to transact on online srur~fronl~ . 

So1ni.' nf lhl• iniporrant features of the internet adve11ising a,c disi.::w,sed beluw 

• Reaching the Tflrget Audie11ce: The iidver(iser ean sdect lht.' right 1..kmographic 
profi!1; ,rnd geographic !ocatio11. Reaching the tmgel audience evc::n with an 
average ad incssa~"' ofleLJ proves to be far more ttTccti,,c than ineffcctin;\y 
ri.'aching. tht:: potential customers with the most brilliant ad ll~ing. sorhb11cated 
~of1""ar-.' . the- adv~r1iser can target the individuals v.ith considerahlc rn:ci~iLln 
using customised ru1d interactivl! m"'ssage:. an<l there is .-1lmo'.-.I no waste . Targ.c:t 
marke1iiig h:)<. never achieved this leH:I of precision and i:0s1 i:f1ectiv~nt>:., . 
lntc111e1 ddi\.ers ad banner!'. 10 I.he most lil...cly prosrc:cls and bccaus.c: of its 
inl.-:racln~ 11ah1rt', a!lo\.\i~ rhe potential customer to kno,\ more abou1 the rrt•duct 
or '>er.,,·1,e anJ mal,.e pun.:has~ online. Ri:al-time reporting otters 1he 1lt.':-;1bili~ tu 
ri.'ad more quickly. 

• E~al11atio11 of Ille Ad: Online adverti.sing is a complf'x e)ebaU game. 11 ts quill.' ;i 

challcngin~ task <..':\l?n for highly t<!knted creative- prorcssionals to develop 
effecti\C ad banners ou W('b. There ar~ expert services a,ailabl~ that evaluat~ 
banner crl':.itivit~· hefore l!Xl!Cuting a comp!ere adverti!>ing si:hcdul~. Thi~ is a great 
advantage with the Web th~t within 4& huurs. the athe11i-;er call learn which ads 
,ne mor~ ~uccec;sful in achieving. the highest audience re~poust . 

• Freqwmcy t11td Banner Bllmour: The advertiser can .ind slmuld co111rnl and 
rutate bam1crs in a series. ln most cases. if an ad is sec:n lOO many t imc~ the 
adwniscr b probably ..... as1ing lhe money. On the other hand. if the ad exrosures 
,lrt.' too !iw. the ad message is quite unlikely co h<1ve the dc~ired impact on lhe 
tmg,et au<lien..:e. It has been observed that after the fou1th imr1e1,sion , ad ban11c:rs 
haw liuk ·1mpact and the rcsp~rnse rates drop tinder 1%. 

• Plac-emf!nt of rite Ad: Placing of an ad on websites and wtb pages that hav~.
rekvant COJ)tcnt will almost always be visited more often hy th<! target audicncl! 
and effectively help bram.ling efforts of the marketer. Media rlanricr, have the 
ad..,,antage of .s~nning numerous web page& carefuHy before plac.:ing the aJ 
banners rhaf 1natch the laid down criteria 

9.13.1 TJpe..~ of Internet Adl-·erti~ing 

1 h~ \.ariou:, tyµ~s of internet advenising methods an: e~plained bdow: 

• Ad Ballllt!r: Ad banner i:. tl1~ mos.t ba~ic type of Internet ad,e11ising . 1t is like a 
billboard that appears aero'>!. the top or bonom of a wd1 page an<l when didc<l 
upon h,\· the: user, it ::.end~ hirn/h~r to the ad11crtiser's ~ite. The ~i,e of the banner is 
about four and a half inches wide by one and a half inch. Otht:r names given tu 
banners include side panels, skyscrapers <1nd vi:n icals. 

2li 
.A,h.,-,,si"!\ fil><f .)JIies Promotion 



2:18 
Prine ,r,les Qt M~•kc1m11 

• Website: I\ website is in fact a location on the Internet rather lhan an ad where 
anyone can come to find out about the company, its products and/01~ service:.. lt is 
used as a brochure to promote the company's products or services. There are some 
companies who use their ,...-ebsites as a source of infonnation and entt;>rtainmcnt 
and encourage Internet users to visit often. Some other compani~s us~ the \\-Cb as 
an online catalogue store, conducting business right on the Internet. 

• Ad Button: An ad button is a smaller version of banner that oRen looks like an 
icon a11d usualty serYeS to provide a link to adve1tisds home page. Software 
technologies such as Java, Acrobat. Enliven and Shockwave have greatly 
enhanced the effectiven.:ss of banners and ad buttons with full motion and 
animation. Some search engines, like WebCraw!er and Excite offer audio f,:atures 
to advertisers lhat accompany a click on the banner. 

• SponJorship: lnternel advertising of this form is becoming popular. Companies 
sporn,or the total sections of a publisher's web page, or sponsor single evcms for a 
contracted period of time. Companies get considerable recognition on rhe website 
in the form of integrating sponsor's brand with the publisher's content as an 
advertorial, or with ad banners and buttons on the webpagc. in exdl3nge for their 
sponsorship. 

• b,terstiti(IJ: This is a relaiively more rece111 form of internet advertising and is also 
referred as the intermcrcial. This is an anim,ned ad that por,s up on the comp111er 
screen while downloading a website by the user. Advertising age has reponed that 
this type of ad is twice as effective as ad banners at generating higher levels of 
brand awareness. 

• C/a.,·!,ified Atl: This type of internet advertising. offers an excellent opportunity for 
local advertisers aml is becoming popular among advertisers. Many of the 
classified websites offer free classified advertising opportunities as ad banner:-; of 
other advertisers already support these 'iiles. A classified ad is. quite similar to lht: 
onl!s that are seen in the newspapers. 

• E-mail: Many interne1 advertisers senu e-mails that con1ai11 text al}(! video, 
sln:aming \lideo, new!>letters and news release~. 

Check Your Progres. · 

Fi 11 in the blanks: 

I. The is. a tern, used to describe 1he set of tools ----------
that a. business can ust: to communicate effectively the benefits tif its 
products or services to its customer'>. 

The 1erm ___________ promotion mix is i11dicating the level 
of r~sults compared to the expectations from the adoption or particular 
promotion mix. 

3. __________ is an integrated proces.s requiring parlicipa1ion 
of various players working within and outside the organisation.. 

4. __________ as an advertising medium offrr-. advantage of 
person i fie at ion. speed and i nreract iv i ty, 

5. __________ are generally used to introduce a new product 
and as a sales tool to attract the attention of prospective buyers, 



9.14 LET US SUM UP 

• Promotion refers 10 the mix of promotional elc:ments that a firm uses to 
communicate with its current or pote11rial custom<!r5 atiou1 its products 0r services. 

• Th._. t<!nn optimum pro111otion mix is indicating 1he i~,ci of r~sults compare(I IO 
!he ex~ctariuns from the adoption of particular promoti0n mix. It imp!ie~ 
maximum rdum 101 minimum inputs io the fonn of c.Xf-kn<liture on various 
rrornotional tools employed by the wmpany. 

• Advertising i~ a paid form of 110n-personal communkacion h) an identified 
S.J}{ln'>ur throuih 1wn-pcrso11al and mass media tu infom,, pt>rsuade- <1nd intlut>11~c 
an identified 1wdit"nce. 

• Sales promotion aims direl:Tly at inducing purchasl:!r~ t<• buy ::i product . It involves 
demonstrations, c0ntests; prices-off, coupons. frci:: Silmples, special rackaging and 
mnni::y re fund offers. Personal selling involve!> a foce to illli.:ract ion with the 
customers whcrei11 there is qmck n:sponse and personal confronlati(in. 

• Structuring uf Ille saks force is important for any urganisat1on. Sales force 
structures in mos1 of 1he companit>s is based on gt:og:raphy. custum~rs or prnducts, 
or some comhination of th~se fac1ors. 

• for a compan) mm-i...cting _jusr a single product i;-a1cgor) an<l selling !Cl <lifferf."nt 
scatkrcd customi::r~ in one indt1stry. a territory-hast:J structur--: v.uu!<l be suitabk 

• Oc"signing or sales force is a very crnical task. I! in\'1Jhcs c1 seri~s of skps ~ucl1 as 
determinini the si7e of sales force. recruitmt>m and sekc11on of sak-s force. 
training and cornpl'nsating the sales fore.!. IJl\)livaring lhc saks for~~ and 
evaluating s..i/l"s force performance. 

• Public relatio11s are a diverse field incorporating a 1\-ide \.Uri~r:· of :icrivittcs: rn 
support of buth corpnrale and brand goal~. 

• ln publicity lhe mc<li.'.1 rnther than the company become tht> informa1ion source. 
11h: cr<;!dibility tha1 ~omes from a positive new<; story ..:au never come frum an 
advertising \:ampaign 

• Jntcmd revolution has developed an alternate W3) of living for us. 

• Online buying has become onr of the alternative lh,ing patterns in tl1e twenty first 
century. Peopl~ are showillg higher intern~L in online marketing as it provid<!s a 
real time. in1crnc1iv~ and persona!i~cd environrni::m for 1he rnarke>lt\T> to transact 
on onlin~ storefrnnls. 

9.15 LESSON END ACTIVITY 

Culll!,t advcrtbemems nnd prurnotiona! m<1terial of dilfrri::nt ,ompanie~ ,md analyse 
what concept have t-ieen usc:<l by 1hcm lo promote their produe1s or si.:n ke:). 

9.16 KEYWORDS 

Prmtwtion: It is the publicbing ofa rrodul:L organis.ition or venrme ~o as 10 increas~ 
salt's or public a\\ arc! nt>ss. 

Afiverrising: It is a means of communicarion with the u~ers l,f a rroducl or St'r'vicc. 

A<lvertisemcnB are mes-.ages paid for by those who send tht'm :mu ar~ intended to 
infonn or influence- pt'Ol-)le v.ho rl!c~ive them . 

Persmrnl selling: it i1wolv~s persona! confrunt.ttion, response and cult1varion. 

21'> 
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Public Relations: h is a communicati011 process tha! builds mutually beneficial 
relationships between organisations and their publks. 

Communication: It is coordinated promotiomll messages delivered through one or 
more channels such as print, radio, television or direcl 111aiJ. 

Publicity: It involves giving public speeches, giving interviews, conducting seminars, 
offering charitable donations, inaugurating mega events by film aclurs, cricketers, 
politicians, or popular pc-rsunalities. arranging stage show. elc., tha1 attract mass media 
to publish the news about them. 

9.l7 QUESTIONS FOR DISCUSSlON 

l. Explain prnmo1ion and its importance in in..:reasing profitability of an 
organisation. 

2. Dis.cuss the importance of oplima! promotion mix. 

3. What is advertising? WhHt role doe~ it play? 

<I. Who are the ninjor players in advertising? Discuss the various types of 
advertising. Give some examples from lhe lndian 5cenario. 

5. Discuss the various types of media options available 10 the m.irkcters for 
promotion of their products and service~. 

6. State the sales promotion directed at the consumers and lrade partners. 

7. How does a company decide lhe structure of sales force? 

8. Discuss the steps in sales force design. 

9. List the tools available for ..:orporate communications, 

I 0. Explain the features of interniet as a promotion mix clement 

Check Your Progress: Modd Answer 

I. 'Promotional mix' 

2. Optimum 

3. lntermed iaries 

4. E-mail 

5. Free samples 
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10.0 AIMS AND OBJECTIVES 

After studyirig this IC'Sson, you should be able to: 

• State the concept of personal selling 

• ldemify the selling technique elcrnents 

• Discuss the wa:,,s of managing sales, force 

10.1 INTRODUCTION 

Promotion is communication v.ith potential customers. Almost every company can 
benefit from persona! selling. While facc-to,.face with prospect.,,, sales people can get 
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more attention than an advertisement or a display. They can adjust what they say or do 
to take into consideration culture and other behavioural infll1ences on the customer. 
They can ask qut"stions to find out about a customer's specific interests. They can also 
stay in tune with tht:! prospect's feedback and adjust the presentation as they move 
along. If and when the prospect is ready to buy, the salesperson is there to ask for the 
order. 

The terms 'personal selling' and 'salesmanship· ar,i;- often used without distinction. 
However there are .some vital differences bct\Veen the two terms. Salesmanship is 
seller ini1iated effort that provides prospective buyers with information and motivates 
them to make favourable decision~ concerning the seller's products or services, 
·Personal Selling' is a highly di-ainctivc form of promotion. lt is basically a two way 
communicotion involving not only individual but social behaviour also. 1t aims at 
bringing the right produeis to the right customers It takes. several forms inc]udin~ 
calls by company's sales representative, assistance by a sales clerk. an infonnal 
invitation from one company c.,.-cutive to another. It is employed for the purpose of 
<.:rt"ating produce awareness. stimulating imcrest, developing brand preference. 
negotiating price, etc. 

10.2 PERSONAL SELLING 

Personal selling involves a face ro face interact inn with the customers wherein 1here is 
quick response' and personal !.!onfrontation. This. allows for more specific adjustment 
of the message. The cornmunication message can be adjusted as per the customer's 
specific needs or wants. It offer.:; the opportunity to d~vdop long-term farn i !iarity and 
relationship. The salesman becomes 1he representative of the company. Tbe emphasis 
accorded to per<.onal selling varie~ across companies depending on a variety of facl<lrs 
such as the nature of product or service and the type of industry. Marketers of 
industrial products generally place more emphasis on personal selling and it plays a 
nominal rok in companies selling low-priced consumer non-durables. 

Sakspersons. today, need to be smart, ill!elligc:nt and well groomed. People see as !he 
face (lf the company and make their views about the company by evaluating the 
salespersons. Today, the work of rile salesman is not just limited to sales but 
cultivation of relationships. llle selling and rela1ionship building techniques include: 

10.2.1 Prospecting 

The first requirement in personal selling is narrowing down the selling effort to the 
rargeted customers. Prospecting involves. developing a11d following all the leads to 
identify poteniial t~rget customers :md this requirlt':i. hard work and proper timt: 
management. 

Some companies provide prospect li5ts or customer rdationship database to make it 
easier for sales people. Customer enquiries from difterent territories through various 
sources, including company \\'ebsite can be pas~d along to salespersons. Companies 
can also acquire lists from cornm~rcial sources providing this service. Other sources to 
generate leads can be current customers. suppliers. resellers. trade association 
members, ...arious directories, or cold calling (calling unannounced on offices end 
individual households), etc. 

10.2.2 Pre~Approach 

Once the sak.:;person ideniifies a sci of prospects and customers, the salesperson 
,hould try 10 learn as much a:. possible about the individual or compa11y needs. ln case 
of a compnny, the salesperson should collect as much information as possible about 
the company's products, competition. market. potential sales volmne, the purchase 



procedure, whu is im o lved i11 influencing purchase decision. v. hn is th1: fin1tl au1hority 
for making purchase decision, and their personal IJaics. S11lespl'r~ons scan company 
\~ebsite~. c1111suh industrial rep0rts and explore acquaintan.:e5. Kirk Sn1i1h, Eli Jones 
and Edward Blair report That properly organised snlespersom usually de\dop !iorne 
system Ix-cause: they hav~ too inany demands on th~ir time. 

The s:1lesr11:r.;;on ::.hould consider t.he available facts and so:t specific call objei.:ti\.e~ 1hat 
havl! measurabl1: \_,urcomc:.. The Lall objectives may not alwa}s be to rnai,,.e ~1 sak The 
aim migh1 nol always be I() get an order but it could he ti) qualify tht: µrm,pcct, 
infor111a1in11 collecti\_1n. or to g.:t a sale:; order. In selling situations, when: multiple 
calls are necdcd, specifii.: objectives should be set for every ~tage. The sakspcrs1,)n 
should alsn deierminC'" !he suitable approach method and time In certain cases, this 
inay require a phoni,: rnll or a letter firs1. In some companies, tekmarketing i~rsonncl 
gl!l an appointmt!'.nt for the s11lesperson's call. 

10.2.3 Approach 

It is extremely important for tl1t.: salesperS-On to detennine: hov. !he customt>r should be 
greeted. Tht' first impms,;ion is not just important but crucial to the succc<;:, of a !,aks 
c .ii I. Th1: sale~ rersu n mu~ r look and act I ikc n pro res s ion a I. 

A sc1k~person should select .in approach that su1ts her/his person;1lity and judg111ent 
about the :,pcr.:1fic sales situation. f-lom.:r D. Smith has- recummend~-d different 
approaches S(,111..- prown tedmiques inclmk: 

• Ask Que.'itioft.f: Que51ions should preferably be relevan\ to saks presentatio11. 

• Cw u Refrrrul: Prt:ferahl~ someone fa\·ourably kno,~n lo the polential 1.:ttstomer 

• Offer II Benefit ur Servic~: This can be quite: effecti'lie if r~le\'8l1t tn customcr·s 
need. 

• Complement the Prospect: [! is a good way to establish rappon if 1herc- 1s 
a11ytt1ing the prosp,:ct ha~ nd1ieved. 

l 0.2.4 S:a lcs P resen tat ion 

Sa\espcr'.'.ons can use dilTerc-nf approaches lo mak111g sales presentation. Till' olde-s{ 
method is the ... 1imulus-re,ponsc: theory of learning (~omeLimt:!s cal\t:d i.•,1n11ed 

presenlutinn). Thi:;; appruad1 rcllccts the bdief that a cusfomer will buy a product llr 
service if expo~cd to the right stimuli .'iuch as words, terms, pictures, actions, l.'tc. 
The sakspcr~oll memorist:i:, 1he sales presentation, including when to do what. 11nJ 
wi1J1 customer after custom<'"r repC"ats iL 

A variation of s.1imu!11s-response tias.:<l approach is jormulali!d prc.<.C'11hui, .. m. The 
sale!.person identifil!S lhe pros(X'ct's needs and then makes a formulated prt!s.-:nration 
Not much ,mention is g.i,cn to encournging the prosfX'cl involvement in the ~ales 
presen1ation properly. ThC' wcd•soris(actiun .approa1.:h starts wilh first dctcrmi11i11g th~ 
prospecl's -.p,.:c1fic produd or service related needs and tailor~ the pr,:,<;.:l1lation 

addressing 1hose need::., althnugh encouraging lhe prospect 10 participate in the 
prt!scnta!ion and do mu~t of1he talking. 

Sales pr~"entations can be made more meaningful with use of visuals, sJmpl~), video 
ca.:;:.ettes, compult:r-bas.::d siinulations. testimonials, ~.,ampks, guarantees and 
demon.s1ratio11!,. It is usdul Ill leave brochures and bookl~ts. for g:wup pres,·111atio11. 
t10\\ with t~chnl)logical :idv3nccmcnts it is usefu I to make PowerPoin! preseutatiPns 
prepared by protession;,ls and offer the advantage of dowoloauing them on the laptops 
of audienc,·. Such professil)nally prepared pr~sentations can use anirnarion !o dari~y 
what cannol be explained by \.vords. 

J.?3 
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10.2.5 Handling of Customer's Ob.iections 

All salespersons, encounter sales resistance a11d this resistance uftcn takes the font1 of 
objections. Some of these objecrions may be rational or may be purely psychological. 
These may include produC'I price and quality, company reputation, preference 
for competing brand, postponing purchase. irritatio-n towards salespcrso11, etc. A 
salesperson should be prepared to face such objt:ctions. However, no matter how well• 
prepareu a salesperson is, there is always a chance thal a customer rnay raise some 
objection for which the salesperson has to come up with a solution immediately on his 
own. Th~ salesperson must possess a good degree of presence of mind. In most 
situations, a good product and competition knowledge, and an understanding of 
human bc:haviou r is of considerable h~ Ip to salespersons. 

The salesperson should maintain a calm approach, be posi1ive and make sure the true 
nature of prospecl's concern is understood. This requires first listening carefully, 
asking quc::.lions Lo clarify lhe issue. and then understand the true nature of objection. 
However, if the prospect doesn't really needs the product, nor has any resour..:es to 
buy it. thoe" salesperson mus1 thank her/him for the time 1aken and leave business card 
with lhe assnrance of great service any time in future. 

10.2.6 Closing the Deal 

Closing rclers to asking for the order. After making an effective sales presentation. the 
salesperson is r~ady to ask for the order. Closing is the sum total of all the sales 
pres~ntmion s1.:ps. lt is the very reason for which the prospect was contacted. Many 
salespeople, perhaps because they lack confidence, feel uneasy, fai I to percci ve the 
positive cues indicating the prospect's readiness, and fail to take the step of asking for 
order. 

Sales~rsons should learn to interpret meaning~ of queries, comments, statements or 
prospect's hody language signals. As soon as possible, the salesperson must try to 
close ihe sales. During the presentation, at some point the salesperson may use a fried 
duse. This involves assuming that I.be prospec1 is ready to buy and mighl ask whi<:h 
model. ~io!. colour, financial terms, quantity, delivery, etc. the prospec.t prefers. The 
prospect·.-, rc~ponse to such questions i nd"icates how close the prospect really is fOJ' 
making the purchase. The salesperson might also i11dicate the advantage of huying 
now, or oJfrr some incentive to acl just then. The salesperson inay also repeat strong 
points of agreement and t<1ke a decisive and confident approach and ask for an order. 

! n most husiness-to-bus iness ( B213) buying situations, salespersons need to be ski I led 
negotiacors during the sales presentation. TI1e negotiations may involve factors 
concern i 11 g piice, qua Ii ty, scrv ice, de I ivcry, payment terms, etc. The sa lespcrso n 
should ht: able to negotiate and work out a final sdtlernent to which hoth buyer and 
seller are willing to agree to its terms and conditions. lt is a win-win situation for bolh 
the partie,; when negotiations are concluded successfully. 

l0.2.7 Follow Up 

Post-purchase fol low up is very important in bu ii ding customer contidencc and 
long-term relationship with the company. The salesperson contacts customer to learn 
if there arc any problems and :mswers any questions that the customer does. He also 
contacts customers regularly to ascertain thal they are happy with their purchase and 
offered service's. Relationship selling nol just focuses on selling the product bul to 
understand cllanging customer needs, and solving their probkms. All the company 
depar1m~nts must understand the value of customer and provide appropriate backup to 
sales peopl.: to strengthen tl1is relationship. As long as both the customer and the seller 
are successful in achieving their goals, the relationship con1inue~ to prosper. 



10.3 SALES FORCE MANAGEMENT 

\\.'t> v. ill disrnss 1he topic of sales force management in two pilrls -- ~«it":s fnri.:e 
structurin~ anrl d.:-signing !he sales force. 

10.3.J Sales Force Structure 

Structuring of th<" sales force is imponant for any organ1sa.tioo. Sat~s lore!:' !>tructur<"~ 
in most of the companies is based on geography, customers or producls, or M)llle 

cumbinafion of these fach.irs. For a company marketing, just a singk prndu-.:.1 category 
and selling to different sca{1er~d customers in one- 111dusrr~. a territory-ba~nJ struclure 
,1,c111ld be suitabk. If a company manufoctures s~vcral different product categorie~ and 
~dis to di fforl:'m tyres of customers. it might find a customer type hased ::;,tlt·s force. 

• TerrUory bared: It is a fairly common appro.:ich for structuri11g rh~ sali;:s forct·. 
Field saks people are assigned with the responsihilit_y for direct ur missionary 
sclli11g in .'.I g.ive11 geographical area. This sale~ stru<:lur~ is fairly cc11nmo11 nmong 
FMCG companies. ·n1e sales person ~ould sci! the i::omp:in) ·~ i'u!I range of 
products and each territory is treated as a separale rrotit centre for !hC" purpose of 
analysis and evaluation of sales personnel. The sell inf?. e.xpen~{!S are g:1:ni::rall)' klw 
bccau..,e th~ sales per:son operates in a limited area. 

• P,-o,luc.·t based: The sales people concentrate all thc:ir efforts on pilrln:uJar prod11c1 
lines, br.rnds or individual it~rns Tills is oflen Iii~ ca~~ with ..;c,mpan11:"S who have 
adopted rroduc1 management (Jr brnnd management sys!~m. Producl based 
\lructur~ -.ui1s cornpanies \"\ith highly unrelated and l~chnicall~ c,)mplex pmdu1.:1s 
and in Jars~ numbers. For example. marketers selling mainframe curnp11t~r3 have 
product ba.~1.'d !ia.les force struerure, or companii::s d~aling in compk-.; !abonoory 
e4uipmenl, often have proouct s.pecia!isls. 

• Customer bused: Those favouring customer hased saks for(:t: -;1rm:1ure believe 
tha1 it is b1.'lter to f0cus on rnstumc:r needs .1nd build do~c reb.ti1.in~hip "'ith 
cl i~nts. l he: customers may retJUiTe special i~J ._nowkdgt t'f their indu:.tr)'. 
Companies selling to diversi;> indu).trics mig:hl ~trucfUrt> their .. a!c~ rori:.:e bas~d on 
customer typt's. Xcro.l(. IBM and Compaq are customer-based orga111saLion:-. Some 
large pub!ishws of textbooks have separate -,aJi::s peopk \\ho art: sp{!ciali:it in 
different Jisciplines, find some large office equipment man11tactmC'rs use -:,ales 
reoplc serving only educatfonal insiitulions, 

10.3.2 Designing a Sales Force 

Oe~ig:11i11g, an ('ffr,;tiv~ sale.\. force involves the following steps: 

Dnermiuing the Size of tire S"les FtJrce 

Companies hav{! lo dct.;rf11in,; the ~izc of the sale~ force th~) n~ed \\i:tlt,:r J. Sem)o\'\; 
i~ 1ht: oldc!:-1 and nl.'sl-known mi;:thod l(J det~rmine the s.ile of sales t~\rte A...-cnrding 10 
1his formula. a .:ornpany may add more salespeoplt: until th~ las1 addi1ional mt:rnber 
.:q11als the profit of the sale:. volume-, 1he sales person 1s expecti:d f(' product:, He 
express~d this approach to calculating rhe size of the '>alc!i fore~ in a simple formula'. 

Whac, 

S = Expecff.!d ~aks volume each additional sakspt>r!>nn \.viii produciJ. 

p ~ fxpt>.:teJ profit 111.argin (ln ~aks. 

C "'- Tota.I cos! of 11111inraining: the additional satcspt>rson in the fit'ld 
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The main weakness in this fonnula is ascertaining the accuracy of sales volume the 
additional sales person will produce. There are a/so certain complex quantitative 
models available to determine tile sak~ force size. 

Sometimes companies determine the sales force size by making calculations as under: 

• Total number of customers in classes (A +B) ba!-;ed on their estimated sales 
volume. 

• Multiply each customer class with its cal! frt:qucncy to determine the: workload. 

• Average number of customer calls per salesperson per day. 

• Total number of working days in a year. 

• Divide the total number of calls in a year by the avc1·age number of c::ills per 
.$alesperson per year. 

Recruiting and SelecliHg the S11/espl!rsom, 

It is importam for companies to employ and maintain an effective sales force. Th~ 
management firs! develops a set of qua I ifications that each appl icanl must satisfy to be 
considered. Recruitment and selection process involves developing a list or sales 
positions and selecting candidatts to fill the vacancies. Companies can recruil from 
several sources, such as personal recomrnen<lations, edui,;ational institutions. 
employment agencies, advertising the vacancies and oth<!r Sl)lln.:es. 

The process of selection varies widely from one company to another. It could he just 
oue personal interview, or a more demi led process invl))ving a preliminary interview, 
group discussion, written test and detailed personal interview, and physical che~kup. 
Whatever be the recruitment and selection process, ii should sari,;fy the company 
needs to ascertain specific infonnation about potential candidates. 

Through experience companies develop mort: confi<lence in a recruitment and 
selection procedure that has been found to be more appropriate for a particular 
company. Recruitment .ind :i:election of salespeople i::- an ongoing activity and not ,1ust 
rn1e-1ime decisions. As things keep on changing in marl...eting environment_ companies 
develop different marketing strategies accordingly, and salespersons should be 
available with required new skills. 

Training of Sales Persons 

It is not uncommon in some companies to send the selected candidates into the field 
without any formal trainin~ This often leads to salt:s people having bad experiences 
and some decide to leave: the job. This also causes companies to waste money. 

To design a training programme, !he managemem focuses on dclermining the 
following training-related issui:s: 

• The aim of the training programme. 

• The course content. 

• Methods to be used. 

• Who should conduct the training? 

• The rlace where training will be conducted. 

• Duration and time of training. 

• Training evaluation. 

Well-managed companies Drrangc tramrng programme for newly selected 
salespersons. The training period may range between a few weeks to few months. 



The training programme for fresh salespeople is generally comprehensive. The course 
contents might cover company policies and procedures, job responsibilities, company 
products, their benefits. and applications, problems, services, warTanties. terms and 
con di ti ans, d istri bu 1 ion, se 11 ing sk.i lls and methods_ For ex per ie need sales persons, 
there might be rerresher courses for existing producrsl.~ervices. for nev. products mid 
certain selling skills. 

Companies use a v. id e range of t rn in ing methods depending on the Ira in i ng objectives 
and ma) include lectures, role-plays, demonstrations. case nwthad, \iideo tapes and 
films. on-the-job training, etc. The training programme may tx conducted by the 
managers in sales, senior sales people.. technical e-xperts v. ithi n rhe company or 
outside expens 

S11les Force Compen.mtion 

Sales force compensation programmes vary consicierably across industries and also 
within the same ind us try. Before determining the compt:w,ation programme, the 
company mu~t examine the imporlancc and value of salespersons to the company's 
sel Jing effurts based on objectives, tasks, responsibi litic:-., and required qualifications 
and experience. 

TI1,:, company should develop a compensation plan that \1.-ould allract, motivale and 
retain top-quality sales persons It ~h11u Id give adcq ua1e income .~ecurit:,. i ncenl ive for 
ach i~\ i ng more. freedom and allo~~ management of the nccc~sary le, el of control. ll1e 
i.;ompc-nsation should ~ fair, tle:-.:ihle. <!conomical to the c0rnpan~. easy to administer 
and understand by salesp,.·rso115. The company s.hould also consider what is generally 
1he going ra1e in the industl)·. 

Companies take care to reimburse ~ales persons for selling expens~s. offer certain 
employee bt!ne lits and prO\ itle an adequate income. General I:,, compensation 
pro grammes u 51! 1)111: or mare 0 f th,: three basic a pproa.c hes. 

Under $lraigh1 ~u!ary system. salespersons receive a sp<!i.;ifi<!d monetary payment pe-r 
month or per \\·eek. The salary ma) he raised at specified mlerv.ils 1.:very year or 
every two year!'i. etc.). 

ln case of slrtiight commission plan, a set percentage of sale:; or different levels of 
percentage on di ffercnt leve Is of .. ales are used. 

Under f•ombinatiun approach, s<1l<!spcrsons are paid both a fixed salary and 
commission on sales volume. Mos( companies use a combination compcnsntion plan. 
The reason for this plan·s popularity is that it provides all that is required for a good 
system of compensating sak:;people. h,1lh, financial security and i11centive for higher 
than avcra£<! perfonnanc\°'. In addilions to, salary and incentive, some companies 
provide additional perk.s such a~ .::ompany car, telephLme and laptop computers to their 
sales pco p le. 

Mo1in1ti11g till! Sales Per!!mllS 

Mo1ivating sales force refer".. 10 making. or deliberare eITorts so tha, salespeople do 
their jobs well. The firsl-line manager plays an important role in accomplishing !his 
objective. Tht' majority of ~alcspersons require encouragement and special incl.'"ntives 
because 0f the ,..ery nature of field wurkin£. Their working hours arc irregular and 
they usually work alone. face tough competition from sale~ personnel of other 
companies. and moreovt'r hardly '>ucceed on every call. 

The manager musl understand 1he behaviour of salesp.:ople to lead anJ mo1ha1e them 
to obtain high levels or productivrty. According 10 Kenneth Blanchard, to moti'-lale 
salesperst111s, managers need lo al"knowledge ancl reward a~hievements ancl progress 
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more often than just once a year. The sales management must appreciate the fact that 
salespeople are human being.'- and they have needs and wants. and accordingly create 
a climate that allows them to safr,fy these needs and wants in an agreeable manner. 

Company should provide congenial working conditions, reasonable job security, 
opportunity to achieve more ,md excel. SDkspersons are more likely lo be motivated 
Ill do well if they really believe that their effort:-. will result in appropriate rewards. 
Research fo1dings i,•dicate that money, recognition. respect. promolio11, personal 
growth aod a sense of accomplishment are impor1ant motivators for salespersons. The 
importance of these factors varks across countries and cultures. 

The rewards should be both finam:ial as well as non-financial (psychological) for 
outstanding perfomrnnce and achievements. Occasion a 1 sales contests, appreciation 
letters and sales meetings are- also helpful in molivating salespersons. 

Defining tile Sales Quota 

Con1panies develop annual sales forecasts. Sales management assigns quotas to 
different sales regions based on potential. Tyrically, the total of these sales quotas is a 
little more than the forecasted figurc:s. The whole idc:a is. if some '.)ales personn~l fail 
to achieve their sales quota. !he company might still be achieving its sales targets. This 
is believed to he an approach to ~timulate better performance from sales personnd. 

Regional managers fwther dividr: the quota among ar.:a manag~rs according lo the 
potential of different areas. Finally. area managers a I locate q umas to salespersons 
operating in. their sales territories. Arca manag.::rs remain in closer contact with their 
salespersons and have deeper understanding aboul their carabilities and their 
territories. Ba~ed on these factors and company policy they may sel higher but 
anainable quotas, modest -quotas that majority of the salespersons can achieve, or 
variable quotas lx1sed on individual sales. persons· capabilities. 

In some companies. there is a general approach to quota setting and area managers 
determine the pcrcentagl! it1crease in area quola as compared to last year's 
achievement. The area managers add one or lwo percent from their side in the 
assigned quota, robe on the safc:r sid.: and divicles this among salespersons based on 
their las.t year achievement. Salespersons generally consider this approach as fair 
because everyone gets the same p~rcentage incrt.'.ase in last year's achievement. 

There is always a possibility that th~ quota sci. mighl be less than what an individual 
is: capable of achieving a11d also the quota might b.: high lo achieve. Accuracy of sales 
fori'"casts under the a~sumed set of controllable and uncontrollable market conditions 
may also in17 uence the sales performance of salespeople. 

El•aluating the Pcrfi1rmu11ce oftlte Salespersons 

Evaluation of uny business acllvity is ideally related to set objectives and standards. 
111e areas of performance evaluation with respect to salespersons, generally focus on 
some combination of knowledge, skills, performance and personal characteristics. 
The evaluation criteria vary across industries and from one company to another. 
Well-managed co111panies establish standards for ~valuating sales performance and 
also the intervals at which this would be formally done. 

Johnson, Kurtz and Scheuing mention some generally accepted principles of 
evaluation salespeople: 

• Must be realistic and reflect territories, LOmpetition, experience. and sales 
potential, etc. as they are. 

• Salesperson must know when and how performance is evaluated. 



• The ~\.aluation inm,1 sho\>. a salesperson, what needs imrm:ivement and htw, 10 do 
ii. 

• It must be motivating and sli1nulate the 5alesperson to improve. 

• It mus, funrn>h u5cful information abou! a .saksperson and 1ht: work territol'). 

• T!w -:.akspc:rson mu:,1 he involved in her,,bis c:valuation. 

• lt must be based on oh,1t'cli\e t:valua.tion staudards and not opinions. 

• l t m11.;;1 rak.i.;- i nro con~1de1 ation LJ1c changing market conditions. 

• It must ~ spcci fie ro fir the company and the salespeopk 

• It must bi:'" economical. 

Most ~omp,mies use onl} quanlilative criteria to eva1uate the: perfonnance, aud some 
other beli('vc in making 4ua111italive as wcH as qualitative i:valuation of sak.speoplc. 
Quantita111 c crikria fo,,:us vn 1nca~uring the nature and dclsired levels of 1)1:rfonnani::e, 
and quali1a11w aspects .ippraisc lhosc: µerformance characteristics !hat affect sales 
results. Various factors .-1n which sale<;pt!O[l!~ have very little or no control ,Ilsa affect 
sales pcrfumiance. such :1'5 level of promotional '>Upport giwn tu salespeople from the 
company . .::tirnp~tition anll changing cconc>mic conditions. 

10.4 FIVE MYTHS OF SALES PROSPECTING 

TI1e m~ ths a~,:,ocia!ed with ,alee, prc>'>pt~c11ng are discussed bdow: 

,M,•t/1 1; Prw,pec..'ting i.1 Su/e1· 

This i's rh~' n um be1 ont> 1Tits t al,;~ mat.le by sm a I I bus i ne::.s own<!~ and sales 
rcpres.:nt:ili\t!S. Prm;JX'"c!ing is a separaie funclion from sales. just as marketing. is 
disrinc1 from sab but clo,;;ely linked. 

Prospecting is ~imp!y tfo,carding all the: unqualified leads and r~taining rhe ~ood kad!i. 
The job of prospecting i~ lo fotd qualified leads that may l:iuy your product Only .1trer 
this pwce~~ b complete . .should rile selling begin. 

Mytl, 2: Prrnpecting h· u Numbers Game 

The old school of prnspcc1111g for busin.:ss relies on contacting large numbers o( cold 
con1acts. l!owi:ve1. qualily ..,upers:edes qua11tiry. You must find prospects tha1 [1;ive a 
prupcnsily and pn-s'Sible rnotivc tu huy yom product or ser\lice<;. 

There ar,:> a lrirge nurnbtr of f'mancial houses, whu prnvidcd sal<-"s reprcse111ativ~s with 
conlact lists for nwrtga~e and investments. The only problem wa'i most prospects 
lived in a Im\ income area and wen~ highly unlikely to buy any finauci.il produtt. 

Mytlr 3: .'Scripts nrefor A"id., 

Many 5ah::- pc:ople 1nsi~r on prospecting wi1hout any script l.icript?ng pro\"idc~ the 
frame\,ork ,1f a succ~ssfuJ prospecting campaign. fl allo\.,.,. you to 1es1 v. ha1 "-e) 
benefit:- ;md qu.ilit) ing qLJ..:stions "'-"Ork. The script must br: personalised by the 
individual ,;u 1hc presc::n1a1ion does not sound "canned". 

Myt/r 4: Pm-.pectittR tuke5 Time 

Prospecting r.i~e'S only a r1..·v.- minul~s to dderruine- whether 1he lead wants )our 
bl!ncfils and ,:3n ttfford your ~-nrnpnn_v's product or service. D01111 waste time on people 
unmotivated or unable !u buy. Remember to focus on the good leads, 
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Myth 5: Cfose them on the Appointnw.111 

far too many sales representatives focus on set1ing the appointment. "Would Friday 
morning or afternoon. be better for you?" Next week only 20% of appointments show. 
What went wrong'J 

Prospects will sometimes rind it easier to agree to an appointment rather than saying 
that they are not interested_ If a prospect is remotely interested, then offer a much 
subtler approach, send them an information package. This allows you to build interest 
anc.l tum the lead from warin to hot. 

Sales prospecting done right can have a huge impact on your sales revenue. It duesn't 
tale an annor suit t1nd grea1 courage to deal with rl1e fear of rejection during 
prospecting. Just keep an open mind to cha I lcnge the old school of sales and the myths 
of prospecting. 

10.5 QUALITIES OF A GOOD SALES PERSONNEL 

Some people say salesmen .ire born salesmen. while others believe that training c11n 
help in making, gC1od salesmen. Irrespective of tbes1: opinions, good salesman has 
certain qualities and abilities as a result he is ;1ble to perform better than oth\:rs. In this 
section, we would discuss qualities of a ~(Jod sales person. Philip Kolter has identified 
two basic qualities of a good sales person namely, empathy and persuasion. llul oth~rs 
have listed more. Some ofthi.: qualities ofa goud sales person are as follows; 

• Ability to estimate customer's needs rmd desires: He is alen. and quickly 
deti:nnines what the cus10111er wants and the best way to ::;elL 

• Ambition: He likes to do a good joh and is interested in gening ahead with your 
company. 

• Appearance: Appearances mean a lot today and the successful salesman is nea1 
and organised. He prcsent5 llimselhH~!l in person. Also, he keeps his desk, books 
and manuals neat and ready for use. 

• Business sense: l!e understands that you me- in business to make a profit and 
q u ich.1y I e ams the ins and outs of your o rgartisation. 

• CCJurtesy: He reveals a sincere desi1·e to help customers and treats tJ1em as guests 
even '-''hen he visits their places of business. 

• Crelllii,e11ess: lmaginalion. vision and the ability to <:reate ideas tnake your man 
dynamic. 

• Curim,ity: He wants to learn al! he ~an about his job, his products and his 
customers. 

• £11tfl11sia.011: Then: is nothing that can drain away a prospect's buying interest 
more 1lrnn a half~dead salesman. Dull11css should be left at home. A salesman 
must radiat~ enthusiasm during a11d after the sales call. 

• Figure .,·euse: He should have the matl1cmatical ahiliTy to figure and fill up order 
form cmrcctJy and to make 1he necessary reports. 

• Flexibility: A good sale~man is ahk to adapt himself to a variety of customers . 
.Each contact may require a adapting the sales talh., speech habits and even 
appearance. 

• Friendlinl!.Ss: A salesman should be able to make people like him and he must 
like to meet people. 



• Handwriting: Ht: must write legib)y so that his paper work can be readily 
understood by his office people wd by his customers. 

• Health: Good health generates energy and energy is needed to selt Poor health 
prevents many salesmen from fulfilling th~ir potemials. 

• Jmegrlly: A salesman must be trusted to do his job welt. He cannot help but he is 
successful when his customer~ trusl him. 

• fntereJt in his job: He !1ke!> selling and working for your compan_y. 

• Knowledge: In some business. an applicant must also have a through knowledge 
of the highly specialised products or services his emp layer offers. In some cases, 
this knowledge can be gained only by years or experience. 

• Loyalty: He mu~, be abk to impress upon his cusromers the ide;i that his comp,rny 
is the best in li1e business. 

• Mental abilities: He has the intelligence to understand your products and those of 
your competitors. J--le must know how to use words, to under.-tand and direct 
people· and to remember names and faces . He should also be able to understand 
pro~pective customers and know how to act under vaT) ing conditions . 

• M()ti1 .. wtimr: I le must have more than just a/I int~rest is selling. PsychologiMs have 
found certain predominant patterns in men who have become really successfully 
sales .men. They live in the present and not in the future . They do \\ant power over 
others and prefer not to work under close supervision. 

• Origi11ality: I.le is constantly searching for new id~as to be ust:d in selling your 
products and \\ill suggest better ways or doing things. 

• Persuu:rive11es.\·: Very few products of any type actually seH themselves. Th~y 
must be sold . Your personnel must have the abilily to make people agree, there arc 
situations when persuasiveness may vary keeping in view the consumer's 
response. 

• Poise: His maruriry is retkcted in his behaviour. He should he positive and 
confident. energetic and husinesslike. He should be able to dcinons1rate to your 
customers that h~ knows what he is 1alking aboul. 

• SeJJ:starter: Your man works well wW1out constant supervision and is able to 
make decisions on his own. 

• Speech: He can speak c!enr!y and maturely in a natural tone. Ir~ can emphasize 
<;ales. pain.ts wi1h ~incerity and friendliness. 

10.6 SELLING AS A CAREER 

Sales offer a good stm1 for those who desire for a manageria\ career. Generally, 
,oung~ters prefer doi11g sates than any other job as it gives them the opportunity ro 
work with lhe customers direi.:tly. As a salesman, youugsters can understand how rhe 
business works from the bottom line. Following arc the specific benefits that a 
salesperson may enjoy if he is focused on his work: 

• Financi(I/ Rewrmf.t: Salespeople are considered a~ the best salaried employei::s in 
the business . They earn more than the non-sales employees of the company. Other 
than the increment in the salary on an annual basis the salespeople cam money rn 
th~ form of the commission. bonus, cash prize:., etc . Commission is given to th~ 
salespeople on the basis of order si:£e or profitability registered by the company. 
l.fonus is given to the salespeople wben they exceed their predetermined larger. 
Sa!espeopk can make as much money as they want by getting the bus ioess to the 
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company, which depends on their ability ro sell. This rewards sy~tem attracts lots 
of youngsters towards seHing career. 

• Perks: Apart from earning good money, salespeople do enjoy tl1e facility provided 
to them by the company in the form of "Perquisites or Perks". lt includes car, 
apartment, mobile phone, laptops, etc. which act:,; as a motivational factor for the 
salesman. Also it may be in the form of discmml coupons of restaurants, vouchers 
of branded apparels, ticket for cricket matches. etc. These perks are given to !hose 
salespeople who perform well and give profits to the company. TI1ey are known as 
the non•cash rewards. For example, Bank of America gives its employees tht' 
shopping vouchers when they achieve their target. 

• Recog,dtion; S~les career offers the snlesman a high degree of recognilion. Other 
than the rewards in tht: form of cash and kind, the successful salesman get 
recognilion from the top management. The 5alcsman is tht:n asked for their advict: 
in imponant <leci.sion regarding sales management Also. he gc\5 the opponuni1y 
to tmin his -,ubordinates. 

• Jndepemlence: In the sales job, the salesman is empowered by their st:nior.;, to 
perform the given responsibilities with Full autonomy. Successful salespeople are 
frc~ to set 1heir o"Wn wrJrking hours, their seniors hardly supervise them and th~)' 
develop their unique style of selling. Eve11 after enjoying that much libert). 
sakspeople still en_joy the same benefits that are given to the other en1plo:,-ee-:i or 
the company. If the salesman achieves the target of the day by afiernoon, he rnay 
be allowed to leave and rest at home also. 

• Adventllre aud Satisfaction: Sales job is very challenging and adven(urous at the 
same time. as the salesman deals with a plethora of varied custo1ners daily. Each 
c11stomer has Jiffercnt nee<ls and problems which bring freshness in the \\•ork. A 
successful salesman does not get bored of his work because he can sense !he 
nowlt)' of his work each time he -ventures out Also, his job gives him the 
satisfaction in terms of money and providing the customers what they need. The 
feeling rJfsolving the problems of the customer by offering him a suitable produc! 
giv1:s satisfaction to the salesman. Today, the youngsters prefi:r working in an 
environment of a challenging job. Selling is a best suited career optivn for those 
who love adventure and challenges. 

• Job Security: The salespeople are considered as the lifeblood of the organisatiMs. 
When it comes to hiri1\g a1,d firing the staft~ sales slaf1" is hired flr5,t and fired in 
the end in any organisation. When it come;; ro lay-off, the organisations do 1101 

conten\plate in removing the sales personnel as they arc the only source of getting 
the business or orders. This signifies the importance of sales personnel in rm 
organ isa tio n. 

10.7 FUNCTIONS AND DUTIES OF A SALESMAN 

Personal selling involves much more than just sdling products and st:rvices. !ls aim is 
to provide satisfaction rn the targeted customer.. by offering them valu~ addition and 
want satisfying products and thus generate revenue and profits for the business. Thu-:;, 
salesman is goal oriented. 

The sales representative is usually the firm's miljor source of public relations. In their 
day-to-day dutic~ salespeople represent the firm and its products as in the above figure 
a sale r~prescntative is showing a saree to tht: target to show its peculiar attrihutes. 
TI1.:ir personalities, attitudes, dealing with cw,tomers, cooperation and empathy not 
only influence their sales potential but also reflect on the organization they represent. 
Communicating with buyers more often creat\!s goodwill, improving customer 



sat is fact ion and loyalty. A salesman is responsible to perform vari0us runcticms .;;uch 
a:,, : 

• To utrrm:t Ct1l·toml!rs for the business: A salesperson h; supposi!d to anract 
customers 10 buy the fim1's merchandises. TI1is will lead 10 incre;;ac_~ in sale. New 
,;ustomcr-. rna) be anmcteu through pro~r interactilm or b) provi<liog full 
informal ion ahout the product by distribu1ion of samples, display:, of producls. l?fc. 

• To .'iati\·Jy tl1e nte,ls of//11f c,msumers: Modern marketing aint:i 10 recognis~ and 
meet the 11eed5, of the customers. He has to s1udy and identif)- tbt:! demand of 
targets before off~ring them aoy goods or services by as~ing them directly about 
their e:'>.:pectations. Like a Eurel,.a Forbes sales representative gcn~·ra!l: starts thl'ir 
conversation with the client by asking for a glass of pure .... acer and then ltsting 
the purity of available W:Jter with their instrument. On the basis of their r~sull of 
purity of waler they start introducing 1heir product like for harJ water th\!y can 
offer RO and for soft water, they can offer and demon~lrat~ the ulility of difkn:nt 
models of nqua guards 10 the clients to salisfy their dcman<l for pure water. Thus, 
tile identificc11ion and satisfacli(ln of the customers' needs is more ioipon.1111 11s 
compared to sdling the goods or services . 

A. salesman is ah~ays reaJy lo handle the objection~ of thl' customer~ . Duties of a 
~al,=sman are discussed below: 

• Selling: The fundament;il duf) of a salesman is ~elling. Tl11::. duty inclw .. ks 
meeting the prosp~ts, pre~en1ing and demons1rating the produt:h, inJucing 1he 
prospects to huy. takin~ orders and effecting sales. 

• G11iding rhe buyers: A salesman should guide the huyers in buying th~ goods the~ 
want. 

• Atte11ding 1,, c:nmplailll.,;: A salesman should auend to the complaints of tht' 
customers immediatdy and fry t11 settle their grievances quickly anti ~i11cerd). 

• Collecrio11 of bills: Somceirncs, a salt:~man mt1y be rcqu ireJ to c<1 I lcct the 
uutstnnding rii!ls relating to the goods sold by him . In such 3 ca.;;e_ he h,1s lo collect 
tht! bills and remit th¢ amount t<> his finn. 

• Collectio1t of credit i11/ormatio11: A salesinan mny, som~1i111t.'s. b¢ r~quirn1 10 

0ollect inrormation abou1 the credit-worthiness of the c:uslomcrs. In such ~ cast!, 
he has lo co!lec-1 detailed information and submit it to his firm in time. 

• Reportiug: A sa!-esnrnn. especiaJly a traveling salesnuu1, is rcquir~d 10 send daily. 
week!)' or monthly reports to his firm, providing infonnation about the calls made. 
sales effected. services rendered. rou1e sch~duk, expenses inl.'.:urred. husini.:5s 
couditions. corn petition, if an), etc. 

• Org,mi~l11g: A saksman. i . .: •• ~1 trnveling salesman. is required lo organise l)i:o; 1our 
programme. Hi:- has to prepare the route and rime schedules for his lour ~o as to 
systematize his sales effort!.. 

• Atte11ding soles meetings: A s.alesman is rc-9uired to anend th~ sales meelings 
convened b~' his employlc!T m periodical intervals to di~cus~ the markeiing 
problem~. sales promotion activities, sales policies. etc. 

• To11ri,,g: A traveling salesman has to undcrtai...e touring regularly to c-ovcr !he 
sales territories assigned to hiin. 

• A"a11gi11R.for packinl( and tle/ivery: A salesman. i.e .. a counter solesman. has to 
arrange for the packing. of the goods sold and !he deljyery of' the packag~s 10 the 
buyers. 
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• Window and counter tlispfoys: A salesman. i.e., a1, indoor or counter salesman, 
has to arrange for the window and counter displays of the products in an attractivt' 
manner so as l.o attract or induce the prospects to buy. 

• Promotio11 of goodwill: Every salesman has to build up satisfied clientele (i.e, 
customers) for his employer and thereby promote the goodwill of his firm. 

• Recmi#ng ond Trai11il1g: Recrui1ing 11eY.. salesmen. l[llparting training, by 
accompanying them whik making sales call~. 

• Worki11g with Middlemen: Salesmen establish direct relations with middlemen -
distributors, wholesalers, etc., and collect market infonnation and pass it on to 
their firm. 

Check Your Pro res!-

Fill in the blanks: 

1. The first requirement in personal selling is ---- down the 
selling effort to the targeted customers. 

2. A variation of stimulus-response based approach is formulated 

3. Salespersons should learn to _____ meanings of queries, 
comments, statements, or prospec1 's body language signab. 

4. _______ selling nor just focu-;es on selling rhe produc1 hut to 
understand changing cu!>tomer nee<ls. and solving their problems. 

5. Companies can _______ from scv~ral soun.:es. such as persona! 
recommendations, educational i11stih1tions, employment agencies, 
advertising, the vacancie!>, and oth~r sources. 

10.8 LET US SUM UP 

• Personal selling involves a face to interaction with the customers wherein then;: is 
,iuick response and personal confrontation. This allows for tnore specific 
adjustment of the message. 

• Prospecting involves developing and follcming all the leads to identif)· potential 
target customers and this requires hard work. and proper time management. 

• A salesperson should select an approach that suil5 her/his personality and 
judgment about the specific sales siruation. 

• Sales presentations can be made more 1111:aningfol \.Vilh use of visuals, samples. 
video cassettes, computer-based simulalions. 1~stimonials, c.x.unples, guara[ltecs 
and demooslrations. 

• A salesperson should be prepared to fac~ sud1 objections. However, no matkr 
how well-prepared a salesperson is, there is always a chance that a customer may 
rais~ some objection for which the salesperson has to c:ome up with a solution 
imrnediatrh on his own. 

• After making an effective sales presentation, 1he sakspc-rson is rcody to ask for the 
order. Closing is the surn lotal of all the sale~ presentation 5leps. 

• Post-purchase follow up is very imponan! in building customer confidence and 
long-tenn relationship with 1he company. 



• Wcll-manag!!d companies arrange: nacn ing programme for newly :.ekctcd 
sakspersons. The training period may range bet\veen a ft'w weel..s to few months. 
The 1ruining proi.,:.rarnm~ for fresh salespeople is generally comprchcnsiv~. 

• E,·aluation of any bu,inesaa; acrivi~ is iucally refo1ed ro set ,)bjcclives and 
.-.t,HH.lards fhe areas of performance e, aluation \\ ith rcsre-ct to sa.l~spersons 
g<.-n~rall~ focus on <,oine combinatifln of knowlt>tlg~, sl.:.ills. perfornHmce and 
pcr~1111al d1arai.:1e6s1ics. 

• S,ites ot1t'r a goud start for those who desin: for a managerial ca.n:~r. Generally. 
)Oung:;ter:, prcfor doing sales than any other j1Jb as ir givt's them the opporrun1ty to 
work ''" irh 1he cu:,tomers directly. 

• Cummuuic.iting with buyers more ot'ti:-n creates goodwill, improving customer 
satisfaction and loyalty . 

10.9 LESSON END ACTIVITY 

A good -,ale$ fore-: management has a Jircc\ relc1tion "'-'Jlh proflr of i;ompnny. Focusing 
on the saiJ statement, share your e .... periences of communicating with saks persons 
durin!,! the pur1;hases you done in lasl visi! to a retail ~tore of clothe:; apparel. 

10.IO KEYWORDS 

Personal Selling: lt is a face-to-face selling in whii.:h il seller attcmr>ts to persuade a 
bu~t'r lo m.ik.t' a purcht1,I!. 

Prnipecrin,:: It is lhc: firH slep in th~ sales process. which rnnsisls of identifying 
pol<!nrial cu~lom~r~. aka prospc-i::ts. 

Trai11ing: II is rhe ai;1 or incre~sing the lrnowledge and skill of an emptoyt>e for <loing 
a par!icu!ar iob. 

Reuniting: ll is !he pri)ce~s; of employing new pcupk 1n \.\ork for a c.:nmpany or 
organbation 

Compensation: It can also be money . a payment m~anr ro give sninrone ., fair 
exc.:hangl! fN I/le ir effon and l"'Ulput. 

Sales Quota: It is lhc sales goal set for a produd line. -:ornpany cJi\rision or sales 
represt>ntative. 11 helps the nrnnagers lo cldine and stimulHte sales effort. Sales quota is 
th~ minimum sales gl1al fo1· a 5et ti111e '>pan. 

10.11 QUESTIONS FOR DISCUSSION 

I. 

3. 

'-l. 

5. 

6. 

7. 

8. 

What is personal :.e!!ing? 

fa:pla in th~ tcchniqu~ 11f personal selling. 

Discus'> th!! functions and duties of a sal~sman . 

State rhe Lfualities of ~ood safes personnel . 

Explain all th~ !>teµs to de,ign a salei,. force. 

Staie the myths of ,ales pro::.pecting. 

E:-..plain how the rcrforrnancc of a !>al(s person can boc' c:\'aluatec.l? 

Di.,cuss the basis of forming sal<!s forci;- structure. 
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Check Your Progress: Model Answer 

l. Nanowing 

2. PJesentation 

3. Interpret 

4. Relationship 

5. Ri::cru it 
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