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Prinziples ol Markenng

1.0 AIMS AND OBJECTIVES

Afler studying this lesson, you should be able to:
e Lxplain the concept of market

¢ Understand the exchange process

» Discuss the concept of marketing

®  State the nature of marketing

o Explain the scope of marketing

¢ Discuss the core concepts of marketing

® Explain the elements ol traditional and modern marketing mix

1.1 INTRODUCTION

Markcting is as old as civilization. Though marketing is talked and discussed in
business terms today, its origin goes back to the ancient civilisation when man used
symbols. signs and material artifacts to transact and communicute with others. Modern
marketing revolves around the concepts, which are age old. The first signs thai man
made to communicate with others gave birth to the idea of marketing. The evolution
of marketing has made it a siruciured discipline to study; otherwise marketing did
exist in the ancient past.

Marketing was also used as a synonym for the art of selling in the past. Even today
much confusion exists between marketing and selling amongst students of
managemenl and practitioners, regarding the lwo dominant modes ot business and
exchange.

1.2 CONCEPT OF MARKET

Earlicr, a market was defined as a place where buyers. seliers, resellers. and
irlermediaries mel for exchange of guoods and services. But with the changing
landscape, modern day marketing has witnessed drastic changes. Globalisation and
iechnological advances like the Iniernct and e-commerce empowers the marketer
vvercome geopraphical boundaries. The markel has become a wirtual worid and
marketing comes off in space than in a peopraphical place. I'hos, markel may be
defined as a sel of consumers. poicntial consumers. past consumers, scllers, reseliers
and intermediaries who are involved in either the process of exchange or the process
of getting involved in an exchange process. Hence. markeiplace is a physical place
where buyers and seliers meet for an exchange, whereas market space is the virtual
world where buyers and sellers meet through the Internet.

Markets can differ in size, range, geographic scale. location, types. variety of human
communities and the types of goods and services traded. Some examples 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:

o  Markets based on focus of the marketer: We can classify markets into the
following types:

< Consumer markets: These are the markets dominated by preducts and services
intended for the general consumer. Consumer markets are categorised into
four primary categories — consumer products, food and beverage products,
retail products, and transportation producis. For example. market for cars.
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% Imperfect market: In a market category, where individual [irms exercise
control over the price, there are fewer buyers and sellers, und the firms do not
sell identical products. These markets are further divided bito three parts:

(1) Monopoly: A kind of market structure where there is a single seller and

there is no close substitute for the product that is offered by the seller. The
price of the product is set by the single seller {price is often rcgulated by
some regulatery authority like the povernment). There are four key
features of monopoly: (i) there is a single firm that sells all the output in a
markel, (ii} the firm or the seller offcrs a unigue product. (iti) there are
restrictions to enter and exit the idusiry, and (iv)} other potential
producers do not have access 1o the specialised information about the
praduction techniques. A few cxamples of monopoly are local water
utility, local electricity vtility, railway s, etc.

(it} Oligopoly: A kind of market structure where there are a few sellers in the

market and they controt the supply of a product in the market. Each seller
has some degree of controf aver the price, There are three key leatures of
oligapoly: (i) the industry is controlled Dy a small nunber of large firms,
(i) the firms sell either homogeneous ar differentiated products, and
(iii) there are significani barriers 1o emter the industey. A few examples of
oligopoly are the petroleumn, steel and aluminium industiry.

(iityMonopelistic competition: A kind of market structure where there are

many sellers (but not as many as in a perfect market) and they produce
somewhat different products that arc close substitutes of each other. There
are four key features of monopalistic competition: (i) there are large
numbers of small firms, (i1) they selt similar but not homopgeneous
products, (iii) there is relative frecdom of entry and exit, and (iv) the
producers have extensive knowledge of technology and prices.

1.3 THE EXCHANGE PROCESS

Marketing occurs when people decide to sans{y their needs and wants through the
exchange of yoods and services. It is the core concepl of markcting. It is the act of
obtaining a desired object from someonc by aoffering something in return. For
example, exchange takes place when you buy a music CD from a store and give
money to the store owner or when You give your services Lo an organisalion in return

for salary.

For exchange potential 1o exist, the foJlowing live conditions must be (ullilled.

. Al least two parties must exist.

2. Al least two things of value must form consideration for each other {for example,
car and cash).

3. Each party must be able to communicate and detiver.

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

5. Each party must believe it is appropriate la deal with other party.

An exchange will actually occur only when the two parties involved can agree on
terms that will leave them both better off (or ar lcast not worse off) than befare.
Exchange can be looked at as a value-creating progess as it usually leaves both partics

better off.

Figure 1.1 shows an exchange process where customer and marketer exchange things
that have value and both the parties agree to the ferms and conditions of the exchange.



consumer durables. FMCGs, solt drinks, etc. {provided thesc goods are
bought for individual use).

< Industrial markets. The goods and services sold in these markets ate not
directly aimed at final consumers. They are aimed at buyers who purchase
them for use in the production of other poods and services. For example.
markets for machines. photocopier, trucks. auditing services. ctc.

+ Non-profit und governmental markets. \n these markets, the buvers are
government agencies and non-profit insttlutions who buy  products and
services for running their organisations, For example, the militany needs an
incredible amount of supplies to {eed and equip troops.

Markets based on area;: When area is used as a basis of market classification, the
markels can be categorised ino the following types:

@ Local markets: This market includes the client or customers who purchase the
product in the region or area where it is brought fornth. Marketjing managers
must know the target cusiomers, their location, wad Lhe distance they are
willing to travel to purchase the product. The local market inctudes customers
located within the region where the products or services are available. For
example. vegetable market, hairdressers, (aitors, ete,

< National markets: This masket encompasses domestic marketplace for goods
and services functioning within the borders and 15 ¢overned by the reguiations
of a particular couniry. The health of national markets can be a deciding tactor
for business success For example. spice market locared m Korala, rice markel
lowated in Kolkata, etc.

< faternational markets  This market is {or products and services ihat are
bought by canswumers residing outside the national boundaries of the country
o which the manufacturing company belonas. For example. for companies
like Tata Motors, Reliance, Wipro. etc., all countries except India constitute
international market.

Markers based on the nature of competition: The most impanant fonn of market
classilicatiwon is based on the natre of competifion. 1o, (he buyer-scller
interaction. On this basts, the markets can be classified as:

< Perfect competition. This is a kind of marker structure which rellects a perfect
degree of competition and where a single price prevails The concept of
perfect competition was propounded by Dr. Alfred Marshail. 1 is a free
market situation in which the tollowing conditions are fulfilled:

(i) buyers and sellers are numerous in numbers but a {ew have a degree of
individual controt over the prices:

(i) buyers and sellers atteinpt to maximise their prefit (income);
(ili}buyers and sellers are free (o get in or lcave the market,

tvibuvers and  sellers are endowed with the information yeparding
availability, price, and quality of goods being fraded: and

{v) goods of a spectfic calegory are homogencous. hence they are
interchangeable fur one another. This market strucwwre is also cailed
perfect market or pure competition.

The industry thar closely resembles perfect eompetition in real lifc is the
agriculturat industry.

h)

An Enfroduction
to Marketing



Something of Value

{Goods, Service, Ideas, elc.)
b

Both Parties freely agree 1o
Marketer the terms and condilions of exchange ’ Cuslomer

(Money, Credit, Goods. Labour)

Something of Value

Figure 1.1: The Concept of Exchange

You must note that an exchange is not an event. It is a process of ncgotiation in which
both the parties try to amive @ mutually agrceable terms. When they reach an
agreement, we say that a transaction takes place, A transaction involves at leasl two
things of value. agreed-upon conditions. a time of apreement and a place of
agreement.

Generally, 2 legal svstem exists 10 support and enforce compliance among the partics
involved in a transaclion.

You musl also note that fransactions do nol requirc mongy as one of the traded values.
For example. in a barter transaction, goods or services are traded for vther gooads or
services.

1.4 WHAT IS MARKETING?

Man is a social ammal. Human needs and wants are shaped by interplay of various
social forces. Marketing evolves through this peculiar social svstem. [t involves
relationships among inembers of the sociery. It helps business enierprises to ¢stimate
consumer domand and produce for their satisfactory consumption. Tt helps in
anticipating custuiner demand and creating satisfied customers through conception,
production, promotion and physical distribution of goods and services i a socially
relevant exchange process.

Awnerican Markgting Association defines marketing as “the performance of business
activities thal direct the flow of goods and services from producer & consumer or
user”. Chis detinition scems somewhat parrow because of its emphasis on flow of
products thal have already becn produced. This delinition is more of a physical
distribution orented idea, which presupposes that there is nothing beyond smooth
(low of quality guods and services 1o customers.

Philip Kotler defines marketing as a societal process by which individuals and groups
obtain what they need and want through creating. offering and freely exchanging
products and <ervices of value to cach other. Marketing is an ongoing process of
discovering and translating consumer needs and dcsires nto products and services,
creating demand for these products and services, serving the consumer and his
dentand theough a nelwork of marketing channels and expanding the market base in
the face of competiton. From a broader social point of view. definition of Pavl Maezur
is more relevanl. Mazur defines marketing as the creation and delivery of a standard of
living to society This 15 a much broader approach, which views the firm as an
organised behaviour svstem designed 10 generate outputs of value o consumers.

Marketing is defined as development and distribution of goods and services for chosen
consumer seuments by which profilabiltty is achieved with a goai of customer
satisfaction. Marketing activities begin with new product concepts and designs are
analyzed and developed to mect specific consumer needs. This elaborate definition of

1
An datrodutiion
10 Marketing
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marketing includes many other organisational activities other than mere distribution
function.

An effective marketing effort is in accordance with ethical business practices and
should be effective from both the social and business point of view. This approach
emphasizes the need [or elliciency in distribulion. The nature, type and degree of
clficiency are largely dependent upon the kind of marketing enviropment within
which the enterprise operates. Final assumption is that the customer determines the
marketing program. The marketer identifies those consumer segments that will be
satisficd through production and marketing activities of the enterprise before actually
producing the products and services,

Modern marketing involves transactions of ren entities ~ namely physical goods,
intangible services, places, persons, cvents, possessions, corporate organisations,
nformation or knowledge and ideas. Most of the marketing efforts revolve around
physical goads coming out of the manufacturing systems, [ndian companies make
products from safety pins to rockets and satellites, Physical products manufaciured for
hoth consumer and business markets constitule a large percentage of gross domestic
product. As the economy progresscs and avenues for consumption ingrease due 1o
increase in standard of living and disposable income, marketing of services gains
importance. Services like airlines, tourism, bauking, hospitality demand more
marketing attention compared to erstwhile physical products,

.5 NATURE OF MARKETING

The points given below elaborate nature of marketing:

o  Creation of utilities: Marketing creates four components of utilities viz. time.,
place, possession and f(orm. The form utility refers to the product or service a
company offers to their customers. The place utility refers to the availability of 2
product or service in a location te., easier for customers. By time utility, a
company can ensure that products and services ar¢ available when customers need
them. The possession utility gives customers ownership ol a product or service
and cnables them to derive benefits in their own business.

e  Goal oriented: Markeling sccks 1o achieve benelits for both buyers and sellers by
satisfying human needs. The ultimate goal of marketing is to penerate profits
through the satisfaction of the customer.

e  Guiding element of business: Modern marketing is the heart of industrial activity
that tells what, when. how to produce. [t is capable of guiding and controlling
business.

e System of interacting business activities: Markeung is the system through which
a business enterprise. instifution or organisation intcracts with the customers with
the objective to earn profit, satisfy customers and manage rclationship. It is the
performance of business aetivities that direct the flow of goods and scrvices from
producer to consumer ol user.

o  Maurketing is a dynamic process of series of interreluted functions: Marketing is
a complex. continuous and interrelated process. [t involves continuous planning.
implementation and control.

1.6 SCOPE OF MARKETING

Marketing is a mixture of various activities thal will get the consumer to buy a
product. These activities are referred 10 as marketing functions. Figure 1.2 depicts the
major functions of marketing.
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Marketing is important for the following:

® [mportance of marketing for the consumer

.,
o

-
"

It provides more alternatives to choose from, controls the price mechanism
and allows the consumer to bring a balance between his/her income and leve|

of consumption.

[t ensures that high quality goods and serviees are available to the customers
at the right time and at the right place.

¢  Importance of marketing for the econony

it opens new vistas of research by supporting product inmovation and
enhancing the quality of lite of the people of the ¢conomy.

[t generates resources that are ploughed back to the economic system which
accelerates the growth cyele of the country.

It generates additional employment, mcreases per capita income and helps in
the overall progress of an economy.

«  [mportuice of marketing to society

<

.
*

tmproving the stundurd of living: The main object of marketing is to provide
goods and services to the people i the society according to their needs and
tastes af a reasonable price. 1t is 10 satisfy the wants and demands ol people.
According 10 a management thinker, marketing is the delivery of standard of
living to society. So marketing creates, maintains and increases the demand of
new and existing products and thus raises the standard of living of the people.

Provides emplovment According o an estimate, 40 percent of the labout
force in developed economies is engaged in different marketing activities.

Reducrion in cost: By reducing the cost of distribution to a minimum
marketing aims al delivering goods and scrvices that might be within the
reach of a maximum number of consumers. It increases the level of
consumption in the socictv. Reduction in the cost of distribution directly
reduces the prices of the goods and serviees to the customers. As a result, 2
grealer number of consumers are able to purchase them.

Increuse in national income. Sound marketing system is assoctated with the
creation of an increased demand for goods and services. An increased demand
stimulates production activity in the country which in turn increases the
national income.

o [Importunce of marketing to the firm

Markeling plays an important role for the well-being of a firm. As Peter F.
Drucker says. marketing is the distinguishing and the unique function of the
business.

’,

e

Beiter business devision muking: Marketing ts helpful not only (o plan the
production but it is helplul also in business planning and wking various
decisions regarding the business. A firm will produce what it can sell or as
much quantity as 1t can sell and not what and how much it can produce. Thus,
marketing decisions affect the business decisions.

Tncreasing  profitability. Every business has it inherent profit motive,
Marketing helps in increasing the business profits by reducing the selling cost,
on the one hand and by increasing the dcmand of the praduct through
advertising and sales promotion activities, on the other hand.
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¢ Iicreasing  communication  with  societvs A business  collects  various
infornation regarding consumers behaviour and their changes from time fo
time through marketing. Marketing also provides infarmation to the firm of
the competitor’s pricc policies, production policies. advertising and sales
promofion pohicies and distribution policies. It helps the firm in framing is
own policies. Moreover, marketing provides extensive information of the
product cegarding its quality, price, uiility and place of availability to the
SOCICty.

o Jmportance of marketing to the other husiness functions of the organisation

< Cuownpanies have learned that theic marketing departinents cannot ¢xist in
isolation from the other functional departments of thew orpanisation. The
inpurtance attached to an organisation’s imarkesing activities is influenced by
the mature of the environment in which the organisation operates, In a
production-oriented firm, a marketing departinent has little rolc (o play other
than wmerely processing orders, In a truly marketing-oriented company.
markeling responsibilities cannot be confined to something called a marketing
department. [n the words of Drucker, marketing 15 so basic that it cannot be
considered to be a separate function. 11 is the whole business seen from the
poitt of view of its final result, that is, from the cusiomer’s point of view. In
marketing-oriented organisations. the customer should be the concern not just
ol the marketing department, but akso all of the production and adminisirative
personnel whose actions may directly or mdurectly create value in the mind of
cuslomers. Forexample:

¢ The selection, training, mofivation and control of staff by persomnel
managers cannot he considered m isolatton from marketing objectives and
stralegics as marketing demands highly trained and motivated troni Line
stalf.

¢ Production managers tend to prefer fong production runs of standardised
products but wmarketers increasingly (rv to satisfy markct niches with
specially adapted products.

¢ Finance managers actions in respect of the level of credit offered o
costomers can signilicant]y affect the quality of service and the volume ot
custumers with which the marketing department is ahle 1o do business,

Marketing orientation requires all of these depanments to think about
custamer and work together to satisfv the customer needs and expectations. A
number of initiatives have sought to organise the activiies of a company
around processes thal create valug as perceived by customers,

1.8 EVOLVING MARKETING CONCEPTS

Marketing concepts er philosophies refer to a general thought or idea which is used by
tirms o effectively and cfliciently achieve their goals through ideatification and
satistaction of cansumer needs and wants.

1.8.1 Traditional Concept of Marketing

According to this concept. marketing consists of those activitivs which are coneerned
with the teanster of ownership of goods froin producers to consumers. Thus,
marheting refers to selling of goods and services. ln other words. it i3 the process by
which goods ace made available to ultimate consumers from their place of onigin. The
traditional concepl of marketing corresponds to the general notion of marketing which
means selhng goods and services after they have been produced. The emphasis of

il
an Introdection
16 Marketmg
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marketing is on sale of goods and services. Consumer satislaction is not given
adequate emphasis. Viewed in this way, marketing is regarded as production/sales
oriented.

1.8.2 Modern Concept of Marketing

According to the modem concept, marketing is concerned with creation of customers.
Creation of customers means identification of consumer needs and organising
business to satisfy these needs. Marketing in the modem sense involves decisions
reparding the [oliowing matters:

1. Products to be produced.

Prices to be charged from customers.

LI N |

Promotional techniques to be adopted to contact and influence existing and
potential customers.

4. Selection of middlemen to be used to distribute goods and services,

Modem concept of marketing requires all the above decisions 10 be taken afler due
consideration of consumer needs and inner satisfaction. n business, the objective of
carning prefit is sought to be achieved through provision of consumer satisfaction.
This concept of marketing is regarded as consumer oricited as (he emphasis of
business is laid on consumer needs and their satisfaction.

Business enterprises conduct their marketing activity around these concepts.

Production Concept

The production concept emerges oul of the production orientation of the firm. It is
based on the idea that the more we make. the more profitable we become, So let us go
out there and make customers buy our products. The basic proposition s that
customers will choose products and services that are widely available angd arc of low
cost. So managers (ry to achieve higher volume by lowering production costs and
following intensive distribution strategy. Managers believe that consumers prefer
products that are priced low and are widely available. This seems a viable strategy in a
developing market where market expansion is the survival stralegy (or the business.
Companies intercsted to take the benefit of scale economies pursue this kind of
orientation. it is natural that the companies cannot deliver quality products and suller
from problems arising out of impersonal behaviour with the customers. Application of
this concept leads to poor quality of service and higher level of impersenalisation in
business.

Basic proposution- Consumers/customers will choose products und
services that are widely available and arc of low cost,

Praduction Companies interested to take the benefin of seale ceunomics
Concept pursue 1his kind of grientation.

Poor qualiny of scrvice and higher level of sinpersonalisattan in busiess.

Figure 1.3: Production Concept



Product Concvem

The product concept has the proposition that consumers will favour those products
that offer attributes like quality. performance and olher innovative [eatures. Managers
focus on developing superior products and improving the existing product lines over a
period of time lanovations in the scientific laboraton are commercialised and
constimers pel an opponunity to know and use these preducts. This is called
“Technology Push Model”. The problem with this orientation is that managers forget
lo read the customer’™s imind and launch producis based on their own technologicat
research and scientific innovations. Many-a-times it is observed thal innovations entcr
in the market hefore the market is ready for the product. Inntovative products are
launched without educating Lhe customers about them and the probable benefit or
value that the customer is likely (0 get by using the new products, The Golden Eye
Technology was brought to the Tndian market by the television major Onida but the
market could not perceive the benefil of this advantage. Subsequently, as the
cusfomers became aware ot the various brands and technalogy related to televisions,
LG brought the ncw technology 1o the market and achieved marketing success.

Busse prapesiton Consumers will favow those products thal ofler
atenbutes hike qualin. performance and other innovative fealures,

Focus 15 on Jevelnping superior products and impraving the existing
Product product lines over 2 period of nme.

Crmemiarion

Managers foruet o read 1he cusiomer’s mand and launch producys
bused on thewr own fechnolonical research and scicniific inpos atinhs
Thes forget to cducale the customicrs about the produ

Figure 1.4: Product Concept

Selling Concept

The sefling concepl proposes that customers, be they individuals or organisations will
not buy envugh of the lirm’s products unless they are persuaded 10 do so through the
sclling effort. So companies should undcrtake setting and promouon of their products
fur marketing succesa. [he consumers typically are inert and they nced to be goaded
wito buving by vonverting their inert need into a buving motive through persuasion
and selting action.

This approuch is opplicabie in the cases of unscught poods tike life tnsurance, vacuum
cleaner, and firefighting equipment’s including fire extinguishers These 1industries are
seen having a strong network of sales force. Firms with high capacity apply this
orientation in which their goal is to sell whai they produce than what the cusiomer
really wanis. fv a modern marketing situation. the buyer has a basket t choose from
and is also exposed 10 a high decibel of advernising. Efecriveness of such an
otientation comes down as wore and more mass media is used for the purpose of
brand comnunication. Use of this cancept breeds the misconceplion (hat inarketing is
all about selling. The problem with this approach is the assumption that the customer
will certainly buy the product afier persuasion and if dissatisfied will not compiain. In
reality. this does not happen and companies pursuing this concept oflen fail in
business.

il
An Introduciwn
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Busic proposition: Customers. be they individuals of organisations
will not buy enough of the timm's products umless they are
persuaded to do so through the selling efforts.

Firms with high capacity apply this orientation. in which their goal
1% 10 scll what they produce than what the customer really wants.

EfMectiveness of such an ortentation comes down as more and more
masy media is used for the purpose of brand communication, Use of
this coneeplt breeds the misconception 1hst marketng is all about.

Fimmy assume that cansumers will buy for sure if they are persuaded
hut thiz 15 not true. So. many linms with this orientation fail.

Figure 1.5: Selling Concept
Marketing Concept

The marketing concept proposes that the rcason for success lies in the company’s
ability 1o create. deliver and communicate a hetler value proposition through its
marketing offer, in comparison to the compettors for its chosen arget segment.
According to Theodore Levitt. “Selling focuses on the needs of the seller and
marketing focuses on the buyer. Selfing is preaccupied with the selier’s need to
canvert his product into cash. marketing deals with the idea ol satisfying customner
needs by offering a qualily product and the whale ciuster of things associated with
creating, delivering and finally consuming, it”. The marketing concept is an elaborative
attempt to explain the phenomenon that rests on four key issucs like target market,
customer need, integrated marketing communication and profitability.

Companies are interested i increasing their markel share, profitability and expect a
higher return on investiment. Jnstead of spending on a mass, undifferentiated markel,
they preler looking for specific product markets (o which their product will best match
and accordingly design a marketing program that suits the taste of this target segment.
The next important act is the unclerstanding af the need of the customer so that we can
design and offer a suitable product or service for higher eustomer satisfaction, Needs
are the inner state of felt deprivation. They can be spelt and un-spelt also. Tt is difficult
to understand the un-spelt need of the customer.

Marketers use various sophisticated teehniques of consumer research to understand
customer need. It is imporiant to understand and act upen the need of the customer
because the effort 1o kcep a satisfied eusiomer is almost one-fifih of the effort
expended 10 pet a new customer. The whole organisation has to be integrated to this
mantra of customer satisfaction. So business needs an integrated approach. The
integration has Lo start at the inarketing department [evel 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
undersianding of common marketing goals.

Success of the marketing concept depends on enterprise-wide adaptation of markeling
culture. If every department thinks about the customers and keeps them in the
forefront of their decisiop-making. then the organisalion can achieve a complete
market oriented culture, Marketing has both internal and exiernal orientations, While
external marketing targeis customers outside ihe organisation, internal marketing
targets customers inside the organisation who can be trained to serve the end customer
better. The ultimate goal of any business house is to earn profit. Today’s world not
only looks at profit but also trics to benchmark the effort and cost required to achieve
this level of profit. In the current situation, profitability of the enterprise is derived



through beiter customer orientation. So, profitability js now a by-product that comes I3
out of efforis and strategies followed by firms in creating superior product value and ““‘{,“:fa‘:::::::
higher costomer satisfaction. )
— -

Basie propnsition. Orpanisation should focus on wstomer needs amd wanis,
woorduaiy ity cfforts, and endeavour o accomplish ergamisational goals,

s necowary hat emplovess m alt fevels in the grganisation should wrderstand
the «adue ot the cusiomer anwd the imporance of e custonrer satislaction

—_—

Three mase prineples:
Cusdamer ortented planning and implementations
Coardination of all organisational activitics,

LL'-.)m-dm:m:d marketing is catically impanant o achicve ornganisational poals.

i believes in creating, delivering and communicaling a heler vghie proposition
through its maketing olfer, in comparisan to the competitors for s chosen
1HES] SoEinenl,

Maketing has both internal and external orienuations.
& Larernal s xeting targets customers nulkide the arganisation

»  fadernal murkcting argels customers nssde (he orgmnsaton who can be
trained t son e e end customer beter.

i L — 1

Figure 1.6: Marketing Coneept
Relationship Murketing

Companies in developed countries and many businesses in developing countries aum
to salisfy customer needs and build fasung relationships. The issue focuses on
reliability and trust between cusiomer and organjsation. As a result of this cusiomer
focus, a whole new subject. customer relationship manasement is now studied in
marketing couses.

The tern relattonship marketing refers to Jong-term  and murually  beneficial
arrangements wherein both buver and seller focus on value enhancement through the
creation of more sutisfying exchanpes.

The new approaches 1o marketing such as experiential, permission and one-to-one
marketing can all be seen as means ol creating stronper relationships with customers.
The emphasis is on developing long-term bonds with customers by making them feel
good aboui how the firm interacls or does business with them by giving them soinc
kind of personal conneciion o the company.

Societal Murketing

Societal marketing behieves that the enterprise’s task is to detcrmine the needs and
wants of 1he consumers and to deliver the expected satisfaction more effectively and
efficiently than the competitors in a way 10 preserve or enhance the consumer’s and
society’s well-being. It combines the best clements of marketing to bnng social
chanpe in an integrated planning and achon framework wih the utilisation of
communication technology and marketing techniques. 11 also expects marketers to
instill sociat and ethical considerations inte their marketing decisions, The goals of
profit maximisation should march with the goals of cusiomer satisfaction and
respansible corporate citizenship. Social marketing often termed as cause related
tnarketing, utilizes concepts of market segmentalion, consumer research, product
concept development, product testing and brand communication to maximise the
targel segment response,
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Experience Marketing

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

It invelves the events, contests, interactive canipaigns ¢ premote use of the praduct or
service. Customer service. special events. product give-away (free-sampling)
and PR stunts have engaged consumers and the publie emotionally.

[n roday’s changing scenario. there has been a rise in the experience concept which is
attributed. mainly to the three major factors:

1. Perception (considered as a new approach)

2. It results in the word of mouth publicity rather than connecting with public via
traditional media.

3. Creating an emotional conpection through an experience has worked for brands in
the past.

Green Markering

It is the marketing of producis that are presumed to be environmentally safe. It
incorporates the range of activitics, incleding product modification, changes to the
production process, packaging changes. as well as modifying advertising.

it is basically the markcting of the eco-friendly products. [t refers to the ecologica)
marketing as well. Due 10 excessive change of the natural environment, the companies
now-a-days are focusing on the green markcting concept. They are producing the
products which are more eco-friendly and less harmful to the consumers.

Example: HP has promised tu cut its global energy use 20 percent by the vear 2010,
The Hewletr-Packard Company anncunced plans 1o deliver energy-efficient products
and services and institute energy-efticienl operafing praclices in its facihties
worldwide.

1.9 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 organisalion are support services to the marketing strategy that a
firm pursues. Marketing has higher significance in an emerging economy. where it not
only has to satisfy the customer’s needs but also to support the process of economic
development. The success of business is known by jts achievement in the markcting
front, measured in terms of profits, market sharc and cash flows. Marketing is also
important for a cansumer as il provides more alierpatives to choose from, controls the
price mechanism, allows the consumer to bring a balance between his income and
level of consumption. i 15 important 10 the economic progress of the country as it
opens up new vistas of research by supporting product innovation and enhancing the
quality of life for the vitimate consumer.

Markcting generatces resources that are ploughed back to the economic system, which
hastens the growth eycle for the country. Over a peried of time, the people in industry,
governmen! and academia have realised the importance of marketing. Therefore,
special concentration is paid under the domain of marketing lo understand consuimer
behaviour, marketing for services and industrial products, effects of advertising and
sales promalion on consumers. Marketing brings revenue and earns goodwill for a
manufacturer or a marketer, provides allematives of choice in goods and services to



the consuiner and enables society in redistribution of income, generation of additional
employment through manufacturing, trading and improvement in the overall standard
of living of the citizens of a country.

Marketing managers use different strategic and management tools iike environmenial
scanning, marketing opportunily analysis, forecasting techniques, tools for evaluation
and tracking of consumer choives, Marketing helps the consumcrs 1o exercise greater
choices and have a final sav n the success of offers. Easy availability of high quality
poods and services at compelilive prices is made possible by efficieni marketing
systems. Marketing management creates time, place and possession utility  for
products and services. Products and services are useful if they are available for
consumption at the right time and place. Marketing management creates such utilities.
It generates additional employment, increases per capita income and helps in the
averall progress of an economy.

1.10 CORE CONCEPTS OF MARKETING

Now let us learn some core concepts in marketing,

1.10.1 Market

A matket can be vicwed as any person, group or organisation with which an
idividual, group or organisation has an existing or polential exchange relationship.
We can distinguish four broad markets:

l. Consumer markets
2. Business markets
3. Glebat or mterpatignal markets

4. Nan-profit and governmental markets

1.10.2 Markcting and Selling

Many managers use ‘marketing’ and “selling” as synonyms, though there v a
substannal difference beiween both the concepts. A successful marketing manager
must understand the differences between them. Selling and marketing bring different
orientations to business; henee managers are expected w follow different kinds of
strategics for business success.

Table 1.1: Differences between Selling and Marketing

Emphasis is on (he product Fmphasis on consumer needs gnd wants

Compam manufaciures the product first and | Company  first detemiines customers” needs  and

then deerdes o sell 1t

wants und then decides nn how 1o dehiver @ product
1o satisfy 1hese wants,

Manauement i aales volume orented

Management is profil onenicd.

today " products and markels

Planning 15 short-run-oneated. in wenns of

Plapping 15 Jong-run-ovicted. n kerms o nes
products, iomorrosy’s markels and future growth

Stresses needs of seller

Vigw s business ds 2 gonds producing process.

Stiesses needs und wanty of huy crs.

Views business as consomer satisfuang procew,

Emphasts 15 o staving with  eamsting
technolops and reducing eosts

Emphasis s on pnovation in excny spherc. on
providing berier value 1o the customee by adopting a
superior technology .

Different depiruments work in highly separate
water it compactmenis.

AUl departments of the husiness operdic in an
integrated manner. the solc purpuse being gencration
ol consumer satisfaction,

Cost determines price,

husiness

Selling views customner as the last Wnk in

Consumer delermines price; price delermings cost,

Marketing views the customer as the very purpase in
business,
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£.10.3 Needs, Wants and Demand

Needs are part of the basic fabric of human life. A need can be defined as a felt state
of deprivation of some basic satisfaction. This means that unless the individual feels
deprived of some basic satisfaction, at least for (kis individual, the necd 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 needs are essential 1o sustaining human life such as need for air,
walcr, food, shelter, clothing and sex. These basic needs are also referred 10 as
prumary needs.

e 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, acquirc knowledge,
sclf-cxpression.  self-esteem, prestige, power, achievement, etc. These are
considered as secondary needs, also called acquired needs and generally believed
1o be the resuli of an individual’s subjective psychological inake up and
relationship with others.

To difTerentiate between need and want, lel us assume [our individuals arc bungry;
their need 1s food. Assuming they have the resources to get involved in acquiring food
to satisly hunger. they go 10 McDonald’s.

One orders a vegetahle burger. the second orders a puff, the third asks for a chicken
burger and (he fourth buvs a iuge ice cream. All ot them are eating some variation ol
food 10 satisfy hunger. The specific satisfier that an individual looks for delines the
want. Thercfore. wants are specific satisfiers of some needs. Jodividual wants are
shaped by culture, lifestyle and personalily. For example. an individual huys a
Mercedes as a status symbol and a tribal chiel in some remote area of Amazon rain
forests sticks an eagle {eather in his headgear as status symbol.

To satisly any given nced, different people may express a variety of wanis and the
tolal number of wanis for all sorts of needs is appareatly unlimited. Jusl because
people have needs and wants is not enowgh to affect exchanpges. The resources to
acqinre the products are limited [or every individual and hence people want to buy
products that they believe will provide the maximum value and satisfaction for their
money. When the want is backed by purchasing power, it is called the demand and
marketers arc particularly interesied in demand rather than just needs or wants.
Marketing aims at identifying lruman angd social needs and endeavours to satisfy them
by crealing, communicating, and delivering products and services. According to
Kotler. marketers are involved in marketing 10 different entities: tangible products.
services. events, information, tdeas, places, persons, expcriences, properties and
orpanisations to accomplish the objective of delivering satisfaction to customers.

1.10.4 Product and Services

Products and services fulfill the needs and wants of the consumers.

A product 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 products that are not goods. IFor example. accounting, teaching,
hair dressing, etc. Customer service is the provision of service 0 customers before,
during and after a purchase.

1.10.5 Concept of Exchange

The concept of exchange is the essence and central to marketing thinking. Unless
there is actual or potential exchange, there is no marketing. People can acquire what
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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 which a marketer has no control. In
the true sense, marketing starts with the customer and ends with customer.

1.11 MARKETING TASKS

In a nutshell. tnarketing is demand managemcat and the demand for products and
services often requires different approaches for a variery of 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. Philip Kotler and Sidney J. Levy identified eight major
demand states in two different articles:

1. Negative Demand: This situation is faced when a major part of the target market
dislikes the product and may even pay a price 1o avoid it. The marketing task is to
unearth and analyze the reasons for this state, and to learn il @ product redesign or
change in marketing mix elements can help.

(%]

No Demand: The customers may be unaware or indifferent towards the product,
The remedy is to create product awarcness and connect product benefits to
customers’ nceds and wants.

3. Darmant Demand: This may oecur when the currently available products fail to
satisfy the strong needs that customers feel. To meet the latent demand mare
effectively, the marketing task is to develop product or service if the market size is
favourable.

4. Falling Demund: Sooncr or later, companies face s situation with respect to
their products or services. The task is to reverse this trend, and marketing should
find oul the reasons and iake swift remedial action. New markets, product feature
modification or more focused and etfective promotion may hold the solution.

5. Fluctuuting Demand: Many companies experience this pattern, the demand
varying according to the season or fesuvals. elc. The task is to svnchronize
marketing efforts to alier the demand pattern by adopting flexible pricing and
sales promotion techniques.

6. Full Demand: This is a situation all companics aspire and wark for. The task is to
maintain the level of demand and keep pace with the changing cusiomer
preferences and ever increasing competition and monitor customer satisfactian.

7. Excess Demand: At this demand level, the company is unable to meet the demand
level. The only option usuaily available is to find ways to decrease demand
temporarily or permanently. Generally, marketing secks (o discourage overall
demand through demarketing, either by increasing prices or reducing promotion
and services. Sciective demarketing involves reducing demand from those markets
that are less profitable.

8. Unwholesome Demand: This concerns managing demand for harmfu] products.
The marketing task is to make the public aware about the dangers und harmlul
eftects caused thraugh misuse or aver use of such products by using appropriate
degrec of Fear appeals. price hike or rcduced availability.

1.12 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 customers. The term marketing mix became popular when Neil H
Borden published his 1964 article * The Concept of Marketing Mix'

Traditional P’y

Traditional there were 4 P's of marketing that are the elements of a marketing mix.
Thev are:

1.

Prodiict: The products or scrvices offered to your custamer. Their physical
atmbuotes, what they do, how they differ fram your competitors and what benefits
they provide.

Price; How you price your product or service so thal your price remains
conmpetitive but allows you to make a geod profit. How price plays a role in your
marheting strategy with respect to differentiating vour products or services from
your competiers’.

Pluce (also referred to as distribution): Where your business sells its products or
services and how it gets those products ar services to your customers, May also be
used in veur marketing strategy to differcotiate you from your competition.

Promotion: The methods used to communicate the features and benefits of your
products oF services 10 yoor target cusiomers

Modern Mix tincluding P's for Senvices)

In services marketing. we have an extended mix, which has three other elemcnts in
addition (o the four giver above, They are:

1.

,_N

People: 11 s an cessential ingredient 10 any service provision is the use of
appropriate  stall and people. Recrutting the right swaff and training (hem
appropriately in the deliveny of their service 15 essenual if the organisaliop wants
to ohtain a form ot competitive advantage. Consumess make judgments and
deliver perceptions of the service hased un the cmployees they interact with. Staff
should have the appropriate inlerpersonal skilfs. aptijude and service knowjedpe to
pruvide the service that consumers are paying tor.

Process: 1l refers 1o the systemns used to assist the organisation in delivering the
service hmagine you walk nto Burger King and you order a Whopper Meal and
you get it defivered within 2 minutes. Whal was the process that allowed you to
obtain un efficiem service delivery? Banks 1hat send out Credit Cards
automatically when their customers old one has expired again cequire an efticient
process 10 identify expiry dates and renewal. An efficient service that replaces old
credil cards will foster constumer loyalty and confidence in the company.

Physical Evidence: Where is the service being delivered? Physical evidence is the
element of the service mix which allows the consumer apain 1o make judgments
un the organisation. If vou walk into a restaurant your expectidions are of & clean,
friendly environment. On an aircrafl if you travel first clasy you expect enough
roum to be able to lay down! Physical cvidence 1s an esscatial ingredient of the
gervice nux. consumers will make perceptions based on their sight of the service
proviston which will have an impact on the orgamisations perceptual plan of the
servive.

3
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Check Your Progress
Fill in the blanks:

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

2. An will actually occur only when the two parties
mvolved ¢an agrece on ferms that will leave them both better off (or at
least not worse ofl) than belorc.

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

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

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

1.13 LET US SUM UP

Marketing is a dynamic and all pervasive subject in business, that makes the
whole organisation ready to serve the custamers. So, success of a business largely
depends an the success of marketing.

There are various definitions to marketing. We can generalise the definition,
through the definition of the famous markeling author, Philip Kotler who defines
marketing as a social activity direcled towards satisfying customer needs and
wants through an exchange process. It is a process of identifying consumer needs,
developing products and services 1o satis{ly consumer needs, making these
products and services available to the consumer through an efficient distribution
network and promoting (hese products and services to obtain greater competitive
advantage in the market place.

Marketing. as a concept, has evolved over a period of lime and has withessed
changes and modifications with the progress of civilization. [t has augmented
exchange with dominating paradigms in markeling. They are production coneept,
product concept, selling concept, markcling concept and sociclal concept. People
often confuse between selling and marketing,.

Core concepts of marketing include: markels. marketing ang selling, needs, wants
and demand, exchange, customer value and sansfaction and relationship
marketing.

Traditional 4¥’s include product, price, place and promotion. The modern nix

includes these four and three other elements namely people. physical evidence and
process. All these togelher nre referred to as inarketing mix.

1.14 LESSON END ACTIVITY

Conduct a small survey among customers of a rctail store nearby your area and find
out the difference between the customers’ expectations of service and what is being
delivered at the counter.


http:chang.es

1.15 KEYWORDS

Marketing: A societal process by which individuals and groups obrain what they need
aod wani through creating, oflering and frecly exchanging products and scrvices of
value with others.

Murketing Orientation: 1t requires the firm 10 lock for consumer nceds and the
necessily o search lor nevs opportunities to satisfy the consumers in a better way than
the compenior.

Production Concept: 11 emerges out of the production orientation. The basie
proposttion 15 1hat customers will choose products and services that arc widely
available and are of fow cost.

Product Concept: This has the proposition thal consumers will favour thuse products
thar offer the st atiributes like quality, performance and other innovative features,

Selling Concept: It proposes that customers, be they individual or organisations wil
not buy cnough al the organisation’s products unless they are persuaded 10 do so
through selling effort.

Markcting Concept: 11 proposes that the reason for success lies in Ihe company’s
abitity w create, deliver and communicate a better value proposition through its
marketing atfer i comparison 1o the competitors for its chosen target market.

Sucietal Marketing Concepr: This proposes that the enterprise’s 1ask is to determine
the needs. wants aud wtenitons of the target market and (o deliver the expected
satistaction more etfectively and efficiently than the competitors” in a way 1o prescrve
or enhance the cansumer’s and society’s well-being.

Exchange Process: It occurs when the buyer with a demand and a seller with a
product offering contront each other.

Needs: A condition or situanon in which something is requiced.
Wants: 1tis something ihap 1s desired.
Demand: A wan er desire backed by the ability and willingness to pay.

Relationship Marketing: 1135 a marketing strategy whose objective is to establish and
matntain a profitable, long term relationship with a customer.

Murketing Mix: It ts the combination of the glements of marketing and whai roles
each elvmem plays in promoting your products and services and delivering those
products and services 1o your customers.

1.16 QUESTIONS FOR DISCUSSION _

1. Explain market and tvpes ot market.

2. Define marketing Explain how marketing has evolved to the current state as it is
practiced.
3. “Marketing imvolves satistaction of consumer needs”. Elucidate the statement.

4. What are the marketing concepts? Explain the evolution process of management
philosophy.

S. Marketmng is a reflector of s1andard of living. Compare the products available
the cightics and in this century to show how marketing has reflected the standard
of living vf people over the vears.

6. Diffecentiate between marketing and selling.

hY
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4 _ 7. Explain the concept of needs, wanls and demand with help of examples.
Punciples o Marketing

8. What do you mean by marketing mix? Discuss the elements of marketing mix.
Give examples.

§. l.ist and explain traditional P’s of marketing mix.

10. Write a2 note on relationship marketing.

Check Your Progress: Model Answer
I, Markets

2. Exchange

3. Marketing

4. Green

5. WNeed

1.17 SUGGESTED READINGS

Tapun K Panda, Marketing Management. bxcel Books, New Delhi.

Philip Kotler. Markeiing Management, Pearson, 2007
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2.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able (o:

s  Explain the meaning of marketing environment

® Understand the miacro environmental factors affecting businesses
® Summuarise the micro environmental factors affecting businesses

® [dentify the dilferences between macro and micro environmental [actors

2.1 INTRODUCTION

Many people believe thalt organisations can survive if they are sure about the
management of their internal systems like business proccsses, flaw of goods and
intemal practices of quality and cost control. Most organisalions devole a large part of
their effort in managing the internal eiements that they can control. But in addition to
this, they nced to respond and adapt 1o the externai environmental changes. hough
they cannof sigaificantly influence the external environmenl but they can be
responsive 10 larger sacial and other environimental changes, which is likely 1o affect
their business in both shast and long term.

The environment consists of various [orces that affect the company s ability to deliver
products and services to its customers. The environment can affect a company in
many ways. A company can have the best technologies, employees and the best of
suppliers but it can fail miserably il any of the factors like exchange rate. policies of
the host government, changing needs of customers, etc. stan to act against i, On ile
other hand, 4 mediocre company ¢an be spectacularly successful if the factors in the
external environment stact favouring its strategies and policies. Jt is ymperative hat
companies keep a close watch on the environment factlors that may affect them and
prepare themselves adequately to face the emerging challenges.

2.2 CONCEPT OF MARKETING ENVIRONMENT

A variety of environmental forces influence a company’s marketing system. Some of
them are controllable while soine others are uncontrollable. It is the responsjbility of
the marketing manager to change the company’s policies along with the changing
environment.

Marketing environment means the markel situation/atmosphere within which a
business enterprise has to operate.

According to Philip Kotler, *A company’s marketing environment consists of the
internal factors and forces, which alfect the company’s ability to develop and smaintain
successful transactions and relationships with the company's target customers™.

The environmenial factors may be classified as:
[. lIntcrnal facior

2. Exterma! factor

Fxternal factors may be [urther classified into;

External micro [actors and extemal macro factors



2.2.1 Tmportance of Environment Analysis

The marketing manager needs to be dynamic to effectively deal with the challenges of
eovironment. The environment of business is not stalic, 11 is changing with fast speed.
The tollowing benefits of environment scanping have been suggested by various
authorities:

& [t creates an increased general awareness of environmental changes on the part of
managemeant.

® [t gutdes with greater eflectiveness in marters relating 10 goverument,
® [t helps in marketing analysis.
e [l suggests impravements in diversification and resource allocations,

& It helps firms to identify and capitalise upon opportunities rather Uan losing out to
competitors.

® It provides a bLase of "objective qualitalive inforination’ about the business
environment {hat can subsequently be of value in designing the strategics.

e 1t provides a continuing broad based education for executives in gencral and the
strategists in particular.

Marketing management is concerned with matching of the arganisation with the
demands of the business environment. There is a need [or the marketer 10 monitor the
business enviranment on an ongoing basis so that vpportunities and threats Facing the
organisaiion are identitied and subsequently reflected in the firm’s strategy.

The environmental conditions faced hy an organisation are capable ot varywmg greatly
in their complexity and need to be reflected both in the wavs in which environment
analysis is conducted and in the ways in which strategy is subsequently developed. [t
is widely recognised that the pace of environmental chanpes is increastng and this
requires the organisation to develop a structured approach to envuonmental analysis
with the results then being fed into the markcting planning process in a greater degree
than ever before.

2.3 MACRO ENVIRONMENT

Companies, its competitors and other players in the competitive world operate in the
macro world. Decisions take shape in relation to the macro world, as a marketing
manager cannot really influence these external, upecontrotlable forces, So, he needs to
monitor the external world and try to moderate the effect of these external factors un
his business. As we have mentioned, macro environmenral factors are zrouped as
demographical, cultural, soctal, legal and political, economic, natural and
technological environment.

2.3.1 Demographical Environment

Demography is the study of population and its characteristics. Marketers are ahways
interested in population related growth indices because eventnal market growih rate in
the fong run depends largely on growth of population.

Demopraphic environment explains the partern and changes in the society based on
age, sex. educational background. marital status, family size, [amily hic style,
religion, nalionaliry, ete.

Demographic environinent is uselb) for marketing decisicns, market segmeittation and

formulation of marketing strategies. A knowledge of the demographic environment is
very imponant 1o a markeler for performance of his functions. People constitute the

27
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market and market depends on customers. [Yemography provides quantitative as well
as qualitative aspects of population. It is also helpful in behavioural analysis of
population.

e Population mix: If the majority of the population is vibrant and in the wark force.
then they contribute towards the country’s growth and have higher power of
consunption, but as the population apes, their demand for products and services
gets restricted.

® Country Market: Though a markct can be characterised by a seographieal
boundary to be called as 2 “country market’, but in rcality it is the sum wtal of
some sub markets identified more closely with the ethnic and language based
classifications,

o Education: Consumplion pattems alse vary depending on the cducation level of
the people. People who are educated and aware of their rights and demands will
always make a concerted decision. compared (o people who are ilhierate.
For example, in a country like USA, where there are a large number of educated
people, consumption decisions are more on the basis of brands, whereas in a sub
Saharan African country. people will be involved 1n commodity based decision
making.

e  Household parferns: It explains the tamily types in a demographical environment.
Household incomes are on a rise due to both husband and wife taking up careers.
This has also led to growth in consumption and use of products and services that
provide more convenience to the working womas.

e Shifts in population: Over the years, a large number ol people have moved out of
villages and rural areas to urban in scarch of job and better conditiens of living.
These migrants are responsible for taking urban brands to the rural markets and
increase the awareness level of the rural people towards urban produce. The rural
market js on a rise because for people from vitlages. any urban product is a status
symbal. So they will like to possess products and services that will make them
more urban.

2.3.2 Cultural Environment

Cuiture influences consumer’s belicfs. values and norms. Culwre s the complex
wholc that includes knowledge, belel, an, morals, laws. custom and any other
capabilities and habits acquired by a consumer as a member of the society. It's a
distinct way of life of a group of people and their coplete design of living.

It is everything that is socially leamed and sharcd by the members of the sociery. It
consisis of material artifacts and non-material components.

® Material artifacts include all the physical substances that have been changed and
used by pecple such as tools, roads. farms. products and services. which are
produced and consumed.

e Non-material components include the words people speak, the ideas. cusloms,
beliefs and habits, the way customers shop. the desire of consumers for better and
newer products and consumer response 10 sales.

Nowadays, people are using products and services which are mostly western, These
are reflected in our food habits, dressing patlerns, choice of fashion garments and also
in the way of living. The degree of permissibility 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



parlours, discos and usc of western outfits are cxamples of how cultural factors can
influcnce the marketing decisions of a {irm,

2.3.3 Social Environment

The social envirenment factors consist of human relationships and the development,
form and function of such a retatropship having a bearing on the business of an
organisation. Some of the important factors and influences operating in the social
environment are the buy mg and consuinption habits of people. their languages. beliefs
and rvalues, customs and traditions. tastes and prelferences, education and ail factacs
thar atfect the business.

A very utteresting example is of Vicks Vaporul which is a popular balm for cough
and cold but is also used as a mosquito repellent in some places. Similarly, in some
Janguages Pepsi cola’s slogan “Come active” translates as “Come out of the grave™.

The social environment of a nation detcrnunes 1he value sysiem of the society which
in furn affects the narketing of products. Social [actors are caste, customs,
conventions, cultural heritage and respect for seniority, «ie. Fur example, the nature of
goods and services in demand depends upon people’s athitudes, customs, social values,
etc,

In India. soctal enmvironment is continuousty changing. One of the most profound
social changes in recent ycars is the farge number of women entering rhe job market.
it affected the hirtng and compensation policies and resource capabilitics of finns
cmplovig them, They have also created or greatly expanded the demand ftor a wide
range of products and services necessitaled by their absence from the home. There is a
Jot of change s qualiy of lifestyles and people are willing to have many durable
consumer goods like T.V.. fridge and washing machines even when they cannot afTord
them because of their availability on hire purchase or tstallment basis. One more
change in soctal environment s the shift in national age distribution. Changing social
values and increascd acceprance of improved birth conirol methods have resulied in a
rise m the nwean age of various countries. Jo sum uvp, we can sav that social
em ironment has the tehiowing dimensions:

®  Changes in people’s lifestyles,
® Concerns for social problems. and
® Growth of consumerisin.

Perhaps social environment has maximum direct effect on consumers. Sncial forces
shape copsumption habit of peaple.

Taste and cansumer behyvinur alsa vary from place to place.
Exumples:
e [wlians drink beer hefore sleep whereas Germans prefer them during lunch.

e n lraly, 2 US contpany that set a com-processing plant found thar s marketing
cffort 1ailed because Mahians think of corn as “pig food”

The marketing manager needs to understand how the consimers rcact fo different
products and marketing practices in a social sefting. One of the most tragic and
avoidable imarketing mistakes is the failure of marketing managers to understand and
appreciate societal difterences, The nise ot consumerism and consumer movement is
traced 0 the increasing public concern with making marketing more responsibie
towards ity Jarger socieial constiruents.
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2.3.4 Legal and Political Environment
Legal and political environment also intluences marketing decisions.

Government plays a great role in moderating the role of business in the socicty
through legislation. Business is expected to play a decent role and practice fair play
but sometimes it is necessary to control business because the major motive of earning
profit makes them compromise on the welfare aspect of business. Although one can
argug that in a free market economy, business should be seif-regulated but experience
of free market economy and roles played by large business houses in the past makes
us more skeptic and this puls pressure on governmient o repulate busingss. There has
been a growth in number of legislations over a period of time to et the business know
that before they play the game, they should learn the rules. lgneorance of the legal
environment often results in loss of public life and geodwill and results in fines,
embarrassing negative publicity and expensive civil damage suits.

It is an extremely dilficult task to understand all the laws relaled to marketing hecause
ol the legisiations at multiple levels.

False advertising related legislation includes prohibition of [alse statements of any
kind made to the public about producls and services. We have seen Pepsadent’s false
claim of effectiveness hcing questioned by legislation and subsequently, the campaign
was wilhdrawn from the market,

Marketers often use very offensive pricing strategy to kill competition. There are also
instances in which marketers have used discriminatory pricing mechanism against
customers in different markcts, Selling above advertised price is also prohibited. So it
is necessary to offer a fair price fo consumers; governmenl controls and teyislates
against increase in prices through a cartel. There are various pravisions for protection
of consumer rights in different laws but the Consumer Proteciion Act (COPRA) 1985,
specifically gives rights to consumers and protects consumer intercst.

The legal fraimework [or relationship between business and consumers is designed to
encourage a competitive marheting system to employ and adherc to best business
practiccs. Such protections are necessary because they make fair play possible and
protect the quality manufaciurer and promote a healthy business environment.

2.3.5 Economi¢ Environment

Economic environment is the most significant component of ihe marketing
environment. Economic environmem has the highest influence on the marketing
decisions, as it affects the purchasing power of the consumer. It affects the success of
a business organisation as well as its survival. By economic environment, we mean ail
those macro-economic factors like income distribution, level of saving, debt and credit
available (o consumers and stages tn business cvcle.

The economic policy of the governmeni needless to say has a very great impact on
business, Some categories of business are favourably affected by the government
policy, some are adversely affected while somec others remain unaflected. For
example, a restrictive import policy or a policy of protecting the home industries may
greatly comfort indigenous industries while liberatisation of the import policy may
create difficulties for such industries. The economic system thus is a very importani
determinant of the scope of private business and is therefore 8 very important external
conslraint on business. I'hc economic environmental forces can be studied into three
broad categories: (a) General economic conditions, () Industrial conditions and
(c) State of supply of resources for production.



A.

Gerieral Economic Conditions: Geuneral economic conditions it a country are
influenced by various factors. The following factors are important:

< Agricuitural trends,

< Industrial output trends,

% Per capita income trends.

< Padern of income distribution,

<+ Patlern of savings and expenditures,
2 Price levels,

< kmplovment trends,

< Impact of goverument policies, and
% Leonomjc systems.

Industrial Conditions: Econamic environment of a coumtry is influenced by the
prevalent indusirial conditions as well as industrial policies of a country. A
marketer needs to pay attention to the following aspects of the indusiria)
condriions:

< Market growth ol the industry,
+ Demand patierns of the indusiry, and
< lts stage in product life eycle.

Stare of Supply of Resources for Production: Supply of resaurces required for
productiont determines inputs which are available for production. Thesce are the
most important resources required for production:

< Land,

< L.abour,

< Capital,

< Machinery and equipment, and
% Managers.

The above-stated environmental forces deterinine the economic environment of a
counrtry. The statement on next page provides various statistical mndicators of a
country's econortic goals.

Situations in economic environment give opportunity and also generate Uhireats to
markefars.

To illustrate, a company which sells price value products, has ore scope to get
higher customers in a declining economy compared to a tuxury brand.

The economic environmeni is exiremely complex and it includes dynamic

busimess fluctuations that tend to follow a cyclic pattern, generally composcd of

four stages, depicted in Table 2.1.

3t
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Table 2.1: Stapes in Business Cycle

. Elfect on
Stage Meanin Marleting Strate
& & Consumers & ey
Recessivn Cencral Weakcning of Focus on costomer value and cusiomer
stowdown in baoth consumer benefits,
ceonomic canfidence and Fxpand product porifulio.
dulivily gvera | consumer .
period of time. | spending. Sales promorion.
Stress on market share.
Example: In 2008-200%, Chevrolet promiscd a
3 vear freec maintenance deal with purchase of
its cars.
Depression Severe Depresscd Low cost of production and lower prices.
dow 3 i i
nrm that | speading on high | £qeus on com pany valucs
lasls seversl value ilems.
Excellent scrvices and bencfiis.
years. Savings to focus _ _
Ol NCCCSSitics. Some companics use this ms 1N opportunit_\_-' o
make 3 cot while rivals relax their spending
Example: HP began during Grear Depression
and made s way through it
Recavery Period Increase m cate Aggressive marketing w attract customers,
[} ¥ o . : . .
.Ullow.ln& i ol grawth of Low/compelitive pricing.
reRession. consumer )
during which | spending. Sales promotion.
the GDP rises. Cautious Example: !n 2001, Toyota came up withl
approach and demonstration shows af inalls to attract high
high infarmation | €nd cuslomers.
searct.
Prasperity Candition of Uligh purchasing | Aggressive marketing,
:::*m o ment pawer. Competitive pricing.
employmen . : . o )
ond hiah wtal More spending Fair wnount of sales prometion il aliernaives
sUs on consumer are many
Inerme durubies. .
Example: In 1908, Ford infroduced Model T
which captured the markel within 1) vears

Inflation and its Implications

[nflation 15 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 aver ways of adjusting personally to the reduced spending power of
CONsUMEats,

Higher taxes mean less consumer purchasing power, which results in sales decline
for non-cssential goods and services,

Lower expendilure levels make the govemment a Jess attractive customer [or
many industries,

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

Another way in which inflation afTects marketing is by modifying consumer
behaviour.

Modest increases in the general price lovel, often termed as crecping inflation, go
largely unnaticed by customers. But as purchasing power continues to deciine,
customers become more conscious of inflation, which leads to price-
consciousness, wlhich leads to three possibilities.



e Consumers can buy now believing that prices will go higher, decide Lo realiocate
their purchasing panern or postpone ceflain purchases.

Using De-marketing Strategy

It is used in a situation when the brisk demand exceeds manulacturing capacity or
outpaces the responsc fime required to gear up a production iine.

Shortages may also be caused by a lack of raw materials, component parts, cnergy or
labour.

It is 2 process of cutting consumer demand for a product back 10 & level that can be
reasonably supplied by the finm.

2.3.6 Natural Environment

Perhaps people are more concerned about natural environment today compared to
yesteryears.

Finite, non-rencwable resources that include fuel and pasoline are lteading lowards a
big encrgy crisis for 1he world, [f we are nat able 10 Find out alternatives 10 fossil fuel
cansumphion, it is going to reverse the process of development and growth across the
glabe.

This crisis makes us rethink current allocation of energy resources. Exisiing sources
are being expanded. Traditional resources like coal are being rediscovered, New ones
are being sought. Perhaps the most important fact is that anempts are being mode to
cut waste i energy utilisation,

increased cnergy cost will aulomatically increase the cost of 2oods sold m the market.

People are also gening concerned aboul water, sound and air polution levels. The
tovel of observation towards pollution and conirol mechanism 1o curb the level of
pollution is on an increase,

2.3.7 Techvological Environment

The technological environment consisis of those factors related to knowledpe applicd
and the snaterials and machines used in the production of goods and services that have
an impact on the business of an organisation.

Technology has accelerated the pace of change in the market place. Technolopical lite
cycles are shortening day by day and ncw product introduction has become a
phenomenon of the market place. Companies are open To explott unlimiled
apponunities in the field of marketing in praviding better products and services.
Companies like Sony, 3M, Samsung, Wipro have increased thewr research and
development budger manifold, so as 1o always be ahead of their competitors.

Nobody eser thought that revolution in the form of internet technology will bring
c-commerce 10 the forefront of business and cusiomers will find web as aun aliernative
channel of transaction. Companies like priceling.com, ebay.com and arnazon.com are
some of the successiul stories in the era of Internet revolution.

We are also seeing an wncreasc in regulation due to rechnological changes. Laws
related 10 protection of intellectual property rights and parents, cvber crime and fraud
on internet are on the increase. There is a globa) agreement to control the lawbreakers
and bring new technology related business into order.

Some of the important (aciors and influences operating m (he technological
environment are as foliows:

® Sources of 1echnology hke company sources, extemal sources as also foreign
sources, collaboration in and transfer of lechnolagy.

i3
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® Technological development, stages of development change and rate of change of
technology and rescarch and development.

¢ [mpact of technelogy on human beings, the man-machine syslem and the
environmental effects of teclinology.

e Communication and infrastructural technology and technology in management.

Technological envirorment provides both opportunities and threats, and iis impact is
direct as well as indirect. Kotler suggests that the aspects Lo which a marketing planner
should pay atlention include:

® High expenditure on research and development,

¢ Counceatration on product improvement and development,

o Unlimited innovations in technology,

® Accelerating pace of technological change, and

e Greater emphasis upon the regulation ol technological change.

Advances in technology are difficull to predict. However., the marketer should
consider potential, technological devclopments determined trom resources committed
by major industries or the governmenl. Being in a market that is rapidly changing duve
to technological development, will require the marketer o make careful short-term
marketing decisions as well as being prepared with contingency plans given any uew
technological develapments that may affect product or services.

Technoloyical environment in Tndia is puided by technology policy which s [ramed
by the Government of India and is updated from time to time.

2.3.8 E-Business and the New Economy

The widespread electronic imwking of individuals and businesses has created a new
cconomic cnvironment in which time and space are much less limiting lactors,
mlormation is more impartant and accessible, traditional intermediaries are being
replaced and the consumer holds increasing amounts of power. The intemnet is both an
cffect and a cause of this new economy. Although, in the past, large companies were
able 1o conduct their business electronically, using EDI and private networks, the high
costs associated with EDI prevented mosi husincsses from using the technology. The
intemet has levelled the plaving field by making it easier and chcaper for companies
of all sizes to transact business and exchange information electronicaily.

2.4 ANALYSING THE ORGANISATION’S
MICRO ENVIRONMENT

Micro environment is the immediate environment in which marketers have to take
decisions. The players of this environmen are called aclors as they have a direct
bearing on the marketing decisions.

This environment identifies the way a company does business and against whom it
stands in the market., For example, Nirma, a detergent company has delined ils
competitive environment by identifying key playcrs in business namely. the suppliers,
competitars, intermediaries and the customers.

You will tearn about the components of a company’s micro environment, namely 1the
company, intermediaries, public, competitors, suppiiers and customers in the
subsequent sub-sections.



Figure 2.1 depicts the components of micco environment of a company.

Figure 2.1: Camponents of an Organisation’s Micro Environnent

Let us now study the components in detail.

2.4.1 Company

Some company factors that affect the marketing decisions are:

Culture and value sysiem: Organisational colture can be viewed as the systemn of
shared values and beliefs that shape a company s 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 lasting impact on it. The value svstem not only
influences the working of the company and the attitude ol its people but also the
choice of its business.

Mission and obfectives: The mission and objectives of the company guide the
priorities, direction of developinent. business philosophy and business policy.

Managemient structure amd nature: Structure is the manner in which the fasks
and sub-tasks of the organisation are rclated. Structure is concemned with the
hierarchical rclationship and the rclationship betwecn the management of different
functional areas like the structure of the top managemepd and the pattern of
shareholding,.

Himan resonrce: This concems factors like manpower planning, recroitment and
selection, compensation, communication and appraisal.

2.4.2 Intermediaries

Intermediartes are independent business units and they carry the company’s products
and scrvices 1o the customers. Prominent intennediaries include wholesalers, retailers,
merchants, selling agents, brokers, etc. Their objective of being in business s different
than being in a firm, so the intermediaries will be interested in maximising their
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profits. Any trade promotion scheme will motivate them to push competitors’ product
deeper and faster.

2.4.3 Public

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

This environmental factor includes the general public, 11s support, the povernment
and the set of public who have a direct bearing on business. These public can be
classified as welcome public, sought public and unsought public. For example,
Investors and financial institutions are under the category of welcome public,
Government and media are counted as sought public. Without their help. it is difficuit
to have a positive impact on consumers and society.

Pressure groups like consumer activists and environmental activists are unsought
public because they would create probleins for the [irm through their righteous
activities.

As a marketer, one must understand that the general public granis the licence for
conducting business with an expectation thal the company will practise faic play. Lack
of this supportive [ramework as evidenced by declining sales or adverse public
opinion can lead to eventual (ailure of the firm as well as the marketing system.

2.4.4 Competitors

Success or failure of an offer largely depends on how competitors react to the
company’s offer. Godrej was a successful refrigerator manufacturer. Once competition
intensificd, the company started losing market share. 1oday. though there is a growth
in refrigerator indusiry. Godrej as a brand is not growing as fast as its competitors.

Through the years. marketing syslems have become increasingly competitive.
Tradilional economic analysis views competition as a battle between companices in the
same industry or between substitutable products.

Marketers, lowever, tend to accept the argument that all firms are competing for a
limited discretionary buying power., Though we can say thar Maruti as a car
manufacturing company is facing competition from other car manufacturers,
ulfimately it is the consumer’s disposabie income lor which shampons. scaps and
scoolers are also competing with Maruti. A customer is cxpected to allocate his
disposable income opumally and in the process a category also competes with another
category to be in the active consideration set of customers for such an allocation.

Tndustry has found numerous new uses for existing products, with the whole arena of
competition being expanded. While this forces business to reassess long-established
marketing practices, it also opens new avenues of business opportunity. Emergence of
computers with multimedia as a tool of infotainment and knowledge sharing device
has challenged traditional products in the entertainment market.

2.4.5 Suppliers

Increase in the pricc of raw materials will have a bang on effect on the marketing mix
strategy of an organisation. As a result, the prices may be forced up. This is the impact
that the suppliers can have. Closer relationship with suppliers is onc way of ensuring
competitive and quality products for an organisation.

2.4.6 Customers

Organisations exist because of customers. No customer means, 1o business.
Organisations’ survival depends on how they meet the needs and wants of the



customers and provide them with maximum benefits. Farlure to do so will vesult in a
failed business strategy.

2.5 DIFFERENCES BETWEEN MICRO AND
MACRO ENVIRONMENT

The day ro day activities of ap arganisation are affected by many factors. Even if the
industrial relations are good, a poor condition of the economy can incite layofts and
bad production. Macro environment factors are external factors that affect an
environment. On the other hand, micro-environment compriscs influential factors
within a company, such as cmployee relaiions or customer satisfaction. In many
respects, factors in the macrg-environment have influence over decisions made on the
micro-scale.

Technological advances in the macro-cnvironment influence employ ment decisions on
the micro-level. The dilference beiween the micro and macro epvironmeni is
summarised in Table 2.2.

Table 2.2: DifTercnees between Macro and Micro Environment

Macro cnvirenment Micro environment

). N isver large in <ize, 11 &5 smaller than the vacro environment.

2 I he components of the macre cnviramment The components of the micso ¢nvironment
cantun be contrafled vap be captrofied o some cxient

Micro environment s not very unpredictable
and ranks low in uncertainty.

3 Muacre enveronmrent 1s very unpredictable
and highly uncenain,

The compinents ;e very complex w ranie,

The components are comparaively simpler.

L

Macro envirenmen includes poliical, suciad,
culwral. rechpology. demographic, economic

Micre environment includes customer.
publics. competitors, suppliers and

and praturzl enviromuenr, [ intermediaries,

2.6 TECHNIQUES OF ENVIRONMENT SCANNING

Environmental scanning is designed to aid the long-term planners and strategists in the
organisalions. Many people criticise the environmental scanamg techitique because of
the diffuscd and general nature ot its resul(s.

Companies use various melhods for environmental scanning. We will discuss two
important techniques. namely Delphi technique and Scenario building technique, in
subsequent sub-sections,

2.6.1 Delpbi Technigue

Delphi technique is used 10 increase the meaning of factual data collected from
secondary sources. This technique is an example of methods on which we aggregate
the judgmenis of individual experts who cannot come together physically.

This is a qualitative research technique in which we try to collect data from some
experis and industry observers and use their interpretations io map the emerging
trends in that industry. Around twenty-five experts who have adequate knowledge of
the marketing environment are asked questions pertaiming to the marketing
environment via mail, fax. e-mail, and other modes of coimnunication. They are asked
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to rank their statements as per importance and to explain the rationale behind such
rankings. The aggregate information is sent to all the participants to get their overall
agreement and disagrcemcnt on the aggrepate data and through this process a coherent
apreement 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 t0 the future. The five stages of scenario building approach are as shown in
Figure 2.2.

Environmental Scanning Scenario
Building 1 echnigue

Analysis of Decisions

4[ Identification of Key Decision Factors
rd
b
p

[dentification of Sacio-Cultural Factors

Analysis of Each of Key Faclors Separately

Iy

Selection of Scenario Logics

Fipure 2.2; Stapges in Scenario Building Technigue of Environmental Scanaing

Let us now vaderstand the stages in detail.

!‘s_l

Analysis of the decision(s}): The decision-maker makes a detailed analysis of all
the resources that hesshe might require to implement his/her decisions. Thus, if a
financial institutian fike ICICE decides to go into retail banking, then it has 1o take
into account the human and material resources that would be required. It could
include an analysis of thc estimated distribution networks, techmology and
technology support.

Identification of key decision factors: The service marketer identfies all those
variables that influenced his/her decision, For [CICI to go into retail banking, it
would analyse the new banking norms (government policy), market share of the
existing players (competitors), growth and potential of the market (customers),
etc.

Identifying the socio-cultural factors: The service marketer should identify and
evaluate the influence of such social and group forces as demographic changes,
social class, culture, {family and household influences, value systems, reference
group influences, and the consumer-decision-making process. ICIC] would have
taken into consideration the age distribution of the market, the income and
occupation of prospects, the spread of the papulation in metros and other fowns,
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product development, and communication strategy. 1t would also have analysed
the banking needs of the market and their inclination towards time-saving devices.

A Anulysis of each of the key variables separately: All the above variables are
independently amalvsed and al) other details arc collected for cach of them, The
sources of data are secondary as wcll as priman .

5 Selectian of scenarie fogics: The collccted data ase then extrapolated and
projections are made. The scenario build-up is supporicd with more evidence,
Thus for ICICL the growing middle-class and the aspirations of the middle class
for a better banking climate would be relevant to (he decision to go in for retail
buphtng. Other evidence could be the consurnerism of the middle class, their
upscale lifestyles, elc.

Nreed for Environmental Analysis

Coviranmental analysis atteinpts to give an extensive iusight as fo the curent market
conditions a» well as of hnpact of extemal factors that are uncontroilable by the
marketers. These variables play an important role in convincing polential customers
regarding changes i market trends, market conditions, cte.

ln analyzing hie environment, lohnson and Scholes supgested [ive stages of
environmental analysis which are as given below:

1
3, |
Strakegic Audit ol
posian cnvirnnmenial
mtlucnecs
A 2
Identification of Assessment of the
the princypal nature of the
uppoerunites and cnviconment
threals
3
ldentification of
the kex
environmenal
Inrces

Figure 2.3: Five Stages in Enviroomenuat Analysis
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After environmental analysis, the marketer has to handle the different environmenral
conditions. For doimg so. Johnson and Scholes suggested the following model:

Conditions

NimpleStane

Dynamic

Complex

arganisatonal
stnichures, Lach of
whiths Cocus on
existing refavonships.
I ack ot wilimgoess
accept Hiat condisons
ac changing
Stereotvped responses.

structores. back of
skitls. kappyopriate
furecaseing. Fuilure w
recopnise signilicant
new payers

Ajma lu achigve thurpugh To understand the The reduction of
(histarical) future rather than camplexiny. Greater
underslanding ol the simpiy relying on past | structural
environment eXpEriences. undersianding.

Alethads Anglysts of past Managers™ sensitivity Specialist anention (o
infvences and they 1o change Scenaria clements ol
eflect on planning, Contingency | complexity, Modcl
orpanisanonal planning Sensitivity building.
performance. planning
identifivauon ol key
tirges, Analvsis of
existing relationships

Dangers The sudden emergence | Managenment myopia. Unstmitable
ol unpredicied change. | Mechanistic organisationa
Mechamistic arganisational structure of control

sysems. happropriate
TEACIPORS.
Inapproptiaie locuses.

Soitrce. Adapled from Johnsen and Scholes {1988) np <y

Nuture of the Marketing Environment

The marketing enviromment has heen defined in a variety of ways, According 1o Philyp
Kotler. “the company's marketing environment is made up of the scctors and [orces
outside the firm’s marketing function which infringe upon the ability of marketing
management 1o develop and maintain a  successful relationship with the tinn’s target
audience.” Within the environment there are two distinct componcents: the micro-
environment and the macro-environment.

Ihe market environment consists of [aclors related 0 the groups and other
organisations that ¢ompete with and have an impact on an organisation and is
business,

Some of the importam faclors and influences operating in the market environment are
as follows:

1 Customer and client factors such as the needs. preferences, perceptions. attitudes,
values. bargainmg power. buying behaviour and satisfacuon of customers.

2. Product factors such as the demand, features, utility, functions. design. image. lite
cyvele. price, promotion, distribution, ete.
3. Marketing intermediary factors such as nceds. preferences, perceptions. attitudes.

levels and quality of customer service, ¢ic.

4. Competitors-related factors such as the different types of competitors. entry and
exil of major compelitors. nature of competition and relative strategic position of
(najor competitors.



Fill in the blanks:

i. __ environment mcans the markel situation/atmosphere
within which a business enterprise has to operate.

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

3. environment in India is guided by technalogy policy
which is framed by the govemment of india and is updated from time to
time.

4, technique is vsed to increasc the meaning of faclual data

collected from secondary sources.

atftempts to given an exiensive msight as to the current
market conditions as well as of impact of external faclors thal are
uacontrollable by the marketers.

o1

2.7 LET US SUM UP

* A marketing manager is required (o observe and monitor the trend in the exiernal
enviropment and incorparate the results of tius obscevation i business and
mmarketing plans.

e [Lnviropmental scanning helps a marketing snanager in analysing the components
of the company’s environment,

® Observation and evaluation of marketing eavironment heips the narketing
manager to identify opportunities and threats involved in the business and helps n
designing suitable marketing responscs,

® Analysing the micro cnvironment is very impostant for businesses that include
rheir supplters, intermediaries. customers, shareholders and competitors.

® Macro environmental faciors are grouped as demographical, cultural. social, legal
and political, economic, patural and technological environment.

¢ Two common envirgnment scannmg techniques used by the companies are Delphi
technigue and Scenarto building technique,

2.8 LESSON END ACTIVITY

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

2.9 KEYWORDS

Demographic Envirenmen! Analysis: It is the study of population and its
characteristics. Marketers are always inicrested in population-relaied growth indices
because cveniual inarker growth rate in the long run largely depends on the growth of
population.

Legal Environment; [1 is the environment that frames the rules of the pame within
which firms play their business sirategies.

41
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Economic Environment: By economic environment we mean all those macro-
economic factors like income distribution, level of saving, debt and credit available to
consumers and stages in business cycle.

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

Business Cycle: A predictable long-term pattern of irregular periods of cconomic
growth and declinc that is characterised by changing employmenl, industrial
productivity and inferest rates.

Cultural Environment: It is everything that is socially learred and shared by the
members of the society. It consists of material artefacts and non-material components.

Country Market: Tt 1s the sum total of some sub-markets identifted more closely with
the ethnic and language based classifications in India.

Delphi Technigue: A forecasting procedure in which a series ol questions and the
resulting feedback are used to reach a group consensus,

Environment Scanning: It refers to careful monitoring of an organisation's terral
and externai environments for detecting early signs ol opportunitics and (hreats that
may influence its current and future plans.

Murketing Environment: It refers to all the forces outside marketing that affect
markeling management’s ability to build and maintain successtul relationships with
the rarget customers,

2.10 QUESTIONS FOR DISCUSSION

. Whal do you mean by marketing environment? Why do managers need to scan the
environment?

b4

Deseribe the components of the micro envirenment of marketing.

3. How important is public opinion in marketing of a product?
4. Wha factors would affect the marketing strategy of a fashion product?
5. Diflcrentiate beiween micro and macro environment of inarketing,

6. Describe the scenario building approach of environmental scanning with the help
of an example.

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

%. How does cullure influence the buying behaviouwr of consumers?

9. Examine the relevance of analyzing legal, pelitical and economic ¢nvironment,
10. What elements constitute of a firm’s intermal environment?

11. Discuss the scenario building approach of scanning the environment,

Check Your Progress: Model Answer

. Marketing

2. Demography

3. Technological

4. Delphi

5. Environmental Analysis
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3.0 AIMS AND OBJECTIVES

Alter studying thes lesson, you should be able to:

® Explain the concept of consumner behaviour

e List the natme of consumer behaviour

@ Discuss the importance and scope of consumer behavious
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e FExplain the consumer buying roles and classify the buying behaviour
® List the factors influencing consumer behaviour
® Understand the consumer buying process (PADSAPP Model)

s Elucidate the concept of customer lifetime value

3.1 INTRODUCTION

[I 15 said that in modern marketing — ‘consumer is the king'. Evervthing that a
marketer does is for the consumers. Organisations and marketing managers need to
understand the secrets of consumer behaviour and develop mechanism to measure
them aiso.

Consumer behaviour involves the psychological processes that consumers go through
in recognising needs, finding ways to solve these needs. making purchase decisions
(e.g.. whether or not to purchase a product and, if so, which brand and where).
intcrpret information, make plans and implement these plans (e.g.. by engaging in
cotnparisoll shopping or actually purchasing a product).

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 attainment of
economic goods and services such as choice of retail outlet, preference for particular
brands and so on. Consumer behaviour refers to the actions ol consumers in the
market place and the underlying motives for those actions, Marketers expect that by
understanding what causes consumers to buy particular goods and services they will
be able to determine which products are needed in the market place. which are
obsolete, and how best lo present the goods to the consumers.

Consumner behaviour is defined as the proeess and physical activity individuals engage
in while evaluating, acquiring, using or disposing of goods and services. Consumer
behaviour refers 1o the behaviour that consumers display in searching [or. purchasing,
using, evaluating and disposing of products and services that they expect will salisly
their needs. Study of consumer behaviour is the study of how individuals make
decisions to spend their availabie resources like (ime, money and etfonn on
consumption related items.

Consumers can be different in age, income and occupation. The 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 basic needs like hunger, thirst to psychogenic needs
like love, carc and even higher order ful(illments. The consumer can resell, dispose of
the packaging and also recommend others to use the product or service after using the
product himsell(. The domain of study of consumer behaviour covers all these
processes involved through which the consumer makes decisions.

Study of consumer behaviour assumes that consumers are actors n the market place.
The perspective of role theory assumes that consumers play various roles in the
marke1 place. Starting [rom information provider to consumer, from user 1o payer and
to disposer, consumers play these roles in the decision process. The roles also vary in
dilferent consumption situations. for cxample 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 whe identifies a need or desire,
makes a purchase and then disposes of the product during the threc stages of the
consumption process i.¢. pre-purchase, purchase and post purchase processes.



3.3 NATURE OF CONSUMER BEHAVIOUR

Consumer behaviour can be siudied at micro or macro levels depending upon whether
it is used to analyze individual level behaviour or group fevel behaviour. The nature of
consumer behaviour as a subject can be undcrstood by {oilowing points:

Systematic process: Consumer behaviour is a sysiematic prouess relating to
buying decisions of the customers. The buying process consists of the following
steps:

< Nced identification t¢ buy the product.

<+ Information search relating to the praduct.

% Listing of alternative brands.

< [Cvaluating the sliernative (cost-benefit analysis).
2 Purchase decision,

& Post-purchase evalvation by the markeier.

Influenced by various facrors: Consumer behaviour i nfluenced hy a number of
factors. The factors that influence consumers arc  marketing, personal,
psychological, situational, social, cuttural, ete.

Different for all customers: All consumers do nov bchave in the samc manner.
Different consumers behave differently. The differcnce in consumer behaviour is
due ta individual factors such as nature of the consumed’s life style. culture, efc.

Different for differcat products: Consumee behaviour 1s diffeiem for different
products. Theye are some consumers who may buy ntore quantity of certain items
and very fow/no quantity of some other items.

Region bounded: The consumer behaviour varies across states, regions and
countries. For instance, the behaviour of urban consumers is different from that of
rural consumers.

Normally. rural consumars arc conscrvative (teadinonal) in their buying
behavious.

Fital for marketers: Marketers necd 1o have a good hnowledge ol consumer
behaviour. They need to study the various ftaciors that influence consumer
behaviosr of their target customers. The knowledge of consumer behaviour
cnables marketers to take appropriate marketing decsions.,

Reflects status: Consumers buying behaviour is not only ufluenced by status ol a
consumer. bot it aba reflects it. Those consumers wha own luxury cars, watches
:md other itesns are cunsidered by others as persons of igher status.

Spread effect: Consumer behaviour has a spread effect. The buying behaviour of
one person may influence the buywng behaviour of anothier person. For instance. a
customer may always prefer to buy pramium brands of clothing, watches and
other 1oms, etc.

This may tnfluence same of his friends, neighbours and colleagues. This is one of
the reasons why marketers use celebrities Vike Shahrukh Khan, Sachin Tendulkar
10 endorsc their brands,

Standard of living: Consumer buying behaviour may lead to higher standard of
living. The more a person buys the gaods and services, the higher is the standard
ol living,

4
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Keeps on changing: The consumer’s behaviour undergoes a change over a period
of ume depending upon changes in age. education and income level, ete. for
instance, kids may prefer colorful dresses, but as they grow up as teenagers and
young adults, they may preler trendy clothes.

3.4 SCOPE OF CONSUMER BEHAVIOUR

The scope of consumer behaviour lies in:

Consumer behaviowr and marketing munagement: Eflective business managers
realise the imponance of marketing to the success of their firm. A sound
understanding of consumer behaviour is essential Lo the long run success of any
marketing program. In fact, it is scen as a comer stone of the marketing concept,
an important orientation of philosophy of many marketing managcrs. The essence
of the marketing concept is captured in three interrelated orientations consumers’
needs and wanls, company integrated strategy .

Consumer behaviour and non-profit und sociul marketing: In today's world even
the non-profit organisalions like government agencies. religious sects. universities
and charitable instituttons have to market their services for ideas to the “targel
group of consumers or institution™. At other times, these groups are required to
appeal to the gencral public for support of certain causes or ideas. Also Ihey make
their contribution towards eradication of the problems of the society. Thus. a clear
understanding of the consumer behaviour and decision making process will assist
these efforts,

Consumer behaviour und government decision making: In recent ycars, the
relevance of consumer behaviour principles to government decision making. Two
major arcas of activitics have been affected:

{a) Government services. It is mcreasingly and that governument proviston of
public services can benelit significantly from an understanding of the
consumers, or users, of these services,

(b) Censumer protecrion- Many agencies at all levels of government are involved
with regulating business practices [or the purpose of protecting consumers
welfare.

Consumer behaviour and demarketing: [t has become incrcasingly clear that
consumers are entering an era of scarcity in terms of some natural gas and water.
These scarcities have led to promotions stressing conservation rather than
consumption. ln other circumstances. consumers have been encouraged to
decrease or stop their use of particular goods belicved to have harmtul etfects.
Programs dcsigned o reduce drug abuse, gamhiing and similar tvpes of
conception examples. These actions have been undertaken by government
agencies, non-profit organisations and other private groups. The term
“demarketing” refers 10 all such elforts to encourage consumers to reduce their
consumption of a particular product or services,

Consumer behaviour and consumer education: Consumer also stands 10 benefit
directly from orderly investigations ol their own behaviour. This can occur on an
individual basis or as part of more formal educational programs. For ¢xample.
when consumers learmy that a large proportion of the billions spent annually on
grocery products is used for impulse purchases and nol spend according to
pre-planned shopping list, consumers may be more willing to plan eflort to save
money. In general, as marketers that can influence consumers’ purchases.
consumers have the opportunity 1o understand better how they affect their own
behaviour.



3.5 IMPORTANCE OF CONSUMER BEHAVIOIUR

Now a day’s consumer behaviour is very imporlant for an organisation to be
successiul. Its jimportance can be understooed by studying the following points:

Production policies: The study of consumer behaviour effects production policies
of enterprise. Consumer behaviour discovers the habirs, tastes and preferences of
copsumers and such discovery enables and enterprise to plan and develop its
products according to these specitications. Jt is necessary for an enterprise to be in
conttnuous touch with the changes in consumer behaviour so that necessary
changes in products may be made.

Price policies: The buyer behaviour is equally important in having price policies.
The buyers of some products purchase only because particular articles are cheaper
than the competitive articles available in the market.

Decision regarding channels of distribation: The goods which are seld and
solely on the basis of low price inast and cconomical distribution channels. In case
of those articles, which are weak 1V, seis, refrigergtors, elc. Must have different
channels of distribution. Thus, decisions regarding channels of distribution are
taken on the basis of consumer behaviour,

Decivion regarding sales promotion: Study of consuimer behaviour is also vital in
making decisions regarding sates promotion. It enables the producer to know what
motive prompt consumer to make purchase and the same are utilised in
promotional campaigats 1o awaken desire to purchase.

Exploiting marketing opportunitics: Study of consumer behaviour helps the
marketers to undersiand the consumers needs, aspirarions, expectations, problems.
ete. This knowledge will be useful to the marketers in exploiting marketing
oppartunities and meeting the challenges of the market.

Consumer do ot always act or react predictably: The consumers of the past used
to react to price levels as if price and quality had positive relation. Today, week
value for money. lesser price but wilh superigr features. The consumers response
indicates that the shilt had occurred.

Highly diversified consumer preferences: This shift has occurred due to
availabifity ot mure choice now. Thus. study ot consumer behaviour is important
to understand the changes.

Rapid introduction of new products: Rapid introduction of new product with
technological advancement has made the job of studying consumer behaviour
more imperative. For example. the information iechnotogies are changing very
fast in personal compuier industry.

Implementing the “markeiing concept’: This call for studying the consumer
bebaviour, all customers need have 10 be given priority. Thus identification of
target market before production becomes essential to deliver the desired customier
satisfaction and delight,

3.6 DIFFERENT BUYING ROLES

We have explained in the carlier sections that an individual or a group of consumers
play different rofes in different kinds of purchase situations. Though there is ito hard
and fast role that buyers need to play. il is possible lo characterise the roles in the
context of purchase decision. The following are the nine different rules played by
peoplc in the cansumer decision process.

51
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Initiator: The nitiator is a person who first supggests or thinks ol the {dea of
buyving the particular product. The child plays the role of an initiator in the
purchase process of 8 chocolate.

Influencer: The influencer 1s a person who explicitly or implicitly has some
influence on the fina! buying decision of othcrs. The mother plays the role of an
miluencer in the purchase process of a chocolate.

Guatekeeper: The patcheeper 1s a pecson who allows certain information to [ow
and restricts flow of some set of information. Parents play the role of a gatekeeper
in the sclection of television channcls for children.

Decider: The decider is a person who ultimately determines any part or the whaole
of the buying decision, i.e., whether 10 buy, and what to buy, how ta buy, when fo
buy or where to buy. In the event of buying a mutual fund product, the individual
or head of the family plays the role of the decider.

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

User: The uscr is the person who actually uses or consumes the services or
products. 1n most of the grocery product purchase. the whole family uses the
product. In a typical purchase of washing machine. ihe housewife piays the role of
user.

Preparer: The preparer is the person who converts the product to usable form for
consumpltion. For example, in a typical family consumption of food itcms, mother
plays the role of preparer.

Muaintainer: Members who scrvice or repair the product so that it will provide
continued satsfaction is a maimainer.

Disposer: The disposer is the person who finally disposes the package of the
product. For exampie. mother plays thc role of a disposer afier the product is
consumed by the family.

The marketer's task is 10 study the buying process and the role of the participants in
the buying process. He should initiate all of them to make purchases of his product at
dittercat stages and through diffcrent strategies.

3.7 CLASSIFICATION OF BUYING BEHAVIOUR

Different consumers follow different steps in making their choice of products and
services. Thougir it is difficull 1o generalise all the purchase processes. but fair
approximations and generalisations can be made for most of the consumer decision
processes. There is a substantial degree of variation in the choice processes depending
upon (wo kev factors. namely the level of involvement and degree of perceived

differcuce between diffevent alternatives in the market.

Table 3.): Classification of Buying Behaviour

High Involvement

—
Low [Involvement

Alternatives do not have
significant difference

Dissonance reducing buving
hehaviaur

Reutinised response hehaviowr or
habitual behaviour

Alternatives have significant
difference

Complex buying behaviour

|

Variety secking buying beliaviour

®  Routinised buying hehaviour: A buying situation in which the buver has had
considerable past experience also called automalic responrse behaviour or tabitual



rcsponse behaviour. Habitual buying behaviour is where the individual buys a
product out of habii e.g., a daily newspaper, sugar or salt.

For example. on a visit to a supermarket to do the weekly household shop, Mrs, X
purchases a tanuly pack of tissues. She assumes the current pack at home will not
last much tonger. She may be influenced by promaotional offers {such as 2 for 1)
and may use other product criteria such as colour and use of recycled materials in
her purchase decision. However, her overall involvement in the purchase is low.

Dissonance reducing buving hehavieur: Customers show dissonance reducing
buying behaviour when the involvcment of custumer in the purchase aclivity is
high and customcers cannot find a substantial differentiation among the
alternatives. The consumer is highly invelved and sees little difference among
brand alternatives. The purchase is high involvement in the case of first time
buying withoul previous purchase cxperience, in an expensive, infrequent and
risky buying situation. The buyer will shop around in the market to learn abeut the
varous alicrnalive brands in the market. IT there is a substantial diflferchce in
quality level among similar brands. then he is tikely to buy the higher priced

trand. Tfihere is only a linle ditference, then his purchase will be on the basis ot

price or comenicnee,

In this case. the consumer is likely 10 experience dissonance. Dissonance is a state
of consumer’s mind when he experiences substantial difference benveen what is
expected out of the choice and the real performance of the chosen altemative. This
may occur if he finds his purchase not gettimg an acceptance in social sctting c.g.
among puers or there is seme negative publicity about the chosen brand. So he
will strive o collect any positive information about the brand in 1he environment.
which supports his decision. In this case. the consumer first makes a decision, then
acyuires new beliefs amnd then ends up with a set of antitudes. The job of the
marketer 15 10 communicate 1o customers through a process of assuring them that
they are making the right choice which will help the consumer fecl good about his
hrand cheice,

Complex buying beliavienr: This is a case where the consuiner is highly involved
in situations very similar to the first case of dissonance reducing buying behaviour
but he finds a subslantial dilference among the available brands. In this casc.
e buyer develops beliefs about the product or service, then he develops a sct
of attitude lawards the product and finally he imakes a deliberale choice. This
5 a casc when producis are expensive, bought infrequently. risky and highly
self-expressive,

The marketer needs to understand this structured process of inforination gathering,
provessing and cvaluation. The marketing progeam should help in assishng
consumers to Iearn about the atiributes of products, their relative weight in the
company s brand and signilicance of these artributes in the purchase process |t
von wish to by toothpaste, you will like to find out the desired level of oral
health present i a company’s brand. LG Electronics promotes a particular
atvibute of "Golden Lye' technology and makes consumers take a decision in
favour of the brand by using ‘Golden Eyc’ benelit in its brand communication,

Variety secking buying bekaviour: This kind of behaviour is shown tn some
stiuations where the consumer shows low invelvement behaviour but there is
significant brand difference. Consumers show a high level ol hrand switching
bchaviour. Consumers buy chocolates without considering any such vartable as
explained in the previous cases and for no reason switch brands to test the variety
in the market.

§3
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The dominant players as wetl as the challengers in this situation follow differcnt
strategies. The markct 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. The consumption process is
influenced by cxtcrnal lactors 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 cormrectly read the buyer's
conscious/unconscious behaviour to generate positive response. Every person has
his/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.
These are known as similarities or universals.

Consumer behaviour is affected by a host of variables, ranging fromn psychological
factors like personal motivations, needs, attitudes and values, personality
characteristics, socioeconomic and culturat background, demographic variables like
age, gender. professional status, social influences of various kinds cxerted by family,
fricnds, colleagues and socielty as a whole and broader cultural factors. The
combination of these variables has a deeper impact on each one of us as manifested in
our different behaviour as a consuiner.

3.8.1 Influence of Cultural Factors

There is a subtle influence ol cultural factors on consumer’s decision process.
Consumers live in a complex social and cultural environment. The types of products
and scrvices they buy can be inltuenced by the overall cultural context in which they
grow up to becomne individuals. There is also influence of the immediate subculture
with which consumer identifies himself as a member. Consumers also grow up in a
social sctting which is characteriscd by the concept of social class,

o Culture: Culiure s the complex way of living of individuals. Tt represents the way
consuiners live and grow up to acquire cultural values and norins. Culture is
defined as a complex of values, ideas, aftitudes and other meaningful symbols
created by man to shape human behaviour and the artifacts of that behaviour as
they are transimitted from one generation to the next. Culture is also the largest
single grouping of people sharing a distinctly unique social heritage. Each culture
evolves over centuries and passes from one generation to other. Many of our
consumnplion behaviour arc manifested in our subconscious due to ransformation
from one generation to the other. Every cuiture has two components viz. material
and non-material component. Material artifacts are the products, tools, monuinents
and structures that inan has created froin the natural resources which have come to
stay as an indicalor of a 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 siory ol nations
and civilizations. l.ife in itself is called rites of passage. Every one of us has to
complete Lhese rites in the birth, graduation, marriage and dcath of individuals.
Marketing managers need to understand the culturai context in which consumers
derive meaning from products and services. Religion being the [oremosi factor in
deciding the cultural conlexi allows or forbids certain consumption choices for



instance Hindus are forbidden to use beef and Muslims to use pork. Colours and
symbols also carry different meanings in different cultures. The svmbol of
Swastika is a sacred symbol of Hindus whercas s slight modified version
repiesents the tyranny of Nazi rulers of Germany and hence is a symbol of hatred
in Lurope.

So. while studying consumer bchaviour in any culture, one musl recognise
producls or services not only as materials produced by the culture, but also as the
culmination of abstract values, attitudes and related symbolism associaled with the
culture having a direct bearing on the cansumption pattern of the user.

®  Sub-culture: Cullure is a larger manifestation of a nation, People tend to identify
themselves with immediate sub-cultural systems, which are reflected through the
race. religion, nationality and geographical locariens. Sub-cultural factoss help in
providing an immediate identificaiion and soctalization 50 the consumer.

Pcople tend to identify and behave in a very similar manner when they come from
the samc slate. praciice similar faith and are from the represenlative race. A
Punjabi will always present himsell as someone from Punjab and finds it more
comiortable in the company of Punjabis. There is more homogencity n practices,
nituals and celebrations among Punjabis than anyv other non-Punjabi community
Sub cultural identifications are imumediate in consumpnon choices compared 1o a
broadey national culiure.

o Sociul Class: More immediate identification and homogencity in consumption is
seen in the social classification system wsed to devclop a hierarchical order in
every socicty. [n a developed and capialistic economy, the social classification is
linked 10 the financial and material resources of the individual; the eastern nations
like India have a ditterent method of social classification through caste system. In
an ortental society, social classification comes out of ascription, which is directly
tinked tuv the caste system. Irrespective of matenal and financial gains. Brahmins
in India are put in the highest echelon in the sociat tadder, followed by warriors,
businessmen or trade community and (inally the scheduled castes whose job is ta
serve the upper three castes. The social classifivation and belnngingness is not
linked to the individual’s economic success but (o his birth or ascription to a
pariicular class.

Sucial class 15 defined as a relatively permanent and homogeneous division(s) in
1he society to which individuals and families belong and they share similar valuces.,
lifestyles, interests and hehaviour. Thesc are very broad groupings of individuals
who hold roughly similar status levels in society. arranged n a hierarchy from low
through middle 1o upper class divisions. The individual can move up or down
during his lifetime among the social classes depending on his success in carecr
and business. People in one social ¢lass tend to show very similar behaviour and
there 1s a variation of behaviour between each class. Since social classification is
enduring and is a pant of a broader social system. it is always studied in the
context of broader cultural influence un consumer behaviowr.

3.8.2 lofluence of Social Factors

As we have mentioned, culiural factors are broader nfluences on consumption choice
and are subtle in their impact in shaping the consumption choice of individuals. Social
factors in turn refleet a constartt and dynamic influx through which individuals learn
different consumption meanings. The social factors wifluencing consumer behavious

include scference group. family and social roles and status. Let us discuss each one ot

them in brict and understand their influence in consumer decisian process.

KN
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Reference Group: A person’s reference group has a face-io-face, direct impact or
indirect impact on his attitude and behaviour. Groups with direct influence are the
inembership 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 wherc
interactions are more formal and less continuous in nature. Relerences 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 confirm to group norms, which influences the brand
choice behaviour, People are also influenced by the aspirational groups to which
they are currently not members but expecl to belong at future period of time.
Similarty individuals reject ideas and membership norms of ccriain reference
groups. They arc called dissociative groups.

Reference groups influence consumption decisions, which can be swdied 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 consuimption decisions of group
mmembers. People generally resent strong pressures and hold directives. However,
a participative approach of communicating group norms regarding consumption
decisions can yield a better adoption by peoplc in a group.

Family: Out of all the social factors, the one most important and cflective in
influencing the consumption choice is the family. Aristotle in 4% B.C. defined
family, as the association established by nature for the supply of man’s everyday
wants. [1 is defined as two or more people related by blood, marriage or adoption
that reside together. The individuals who constitute a family might be described as
members of the most basic unit of society or the most fundamental unit of society
who live together and interact to satisfy their personal and mutual nceds. Families
are sometimes referred as houscholds but not all households are families. A
household might include individuals who are not related by blood. marriage or
adoption such as unmarried couples, family friends, roommates or boarders. Wc
will use family and houschold synonymously.

The simplest type of family in number of members is a married couple. A husband
and wife and one or more children constitute a nuclear famity. The nuclear family,
logether with atleast one grandparent living within the household is called an
extended family. When a couple creates a family with their children, 1t is calied
family of procreation and when they are a part of family with their parents, it is
called Family ol orientation.

Families have four basic functiens, 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; function 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 of other enterlainment and rccreational activities.
Family life cycle commitments including allocation of time for other members
greatly influence the consumption pattern. For example, marketing of convenience
and fast foods, emergence of shopping malls and out of the home entertainment is
due to increased number of working mnothers 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 valucs
and modes of behaviour consistent within the culture. These generally include



moral and religious principles, interpersonal skills, dress and grooming standards,
appropriate  manners  and  speech and  selection of suitable educationa),
accupational career goals.

Most marketers recopgnise the family as the basic decision making unit and
therefore they most frequently examine the antitudes and behaviour of one of the
family members whom they believe to be the decision maker. They are also likely
to evaluate the consumption role and observe the behaviour of the member who is
likely to make the (inal decision.

¢ Roles and Status: Consumers participate in diffcrent roles in differcor groups like
family, professional and recreatianal association and formal organisations. Their
role is defined in terms of role and siatus. A role consists of the set of activities a
person 1s expected 1o perform in all these groups — as a father. as an employce or
as a member of the work organisation. Each of these roles curries some level of
status. A person working as Lhe vice president of a company enjovs more status
than a marketing manager. Marketing communication managers communicate
various roles and status through their brand associations. As a marketer they need
to be aware about what kind of staws symbael each of the products and services
carry for the consumer. In & maodern society. stalus comes from achievements,
source of imcome and materialistic ownership of products and properties, whereas
in an oriental and traditional society. conswners tend to get a status oul of
ascription and nheritance. Marketing managers develap favourable brand
associations by linking their brands and products with the meaningful status
consolations in socieny.

1.8.3 Influence of Personal Factors

A person’s conswmption behaviour is shaped by his personal characteristics. These
factors include denmographic factors like age, incame and language. level of education
and gender factors. Ius stage in life cycle, occupation. econamic circumstances,
litesryle, personality and the self conceptl. People consume differcit hinds of products
in different age groups. Marketers lake a count on the targe! population’s requirements
and design products and marketing programs with the tife stage of the consumer. The
ever-ageing population in Japan is in need of products and services. which will help
them in digestion, viewing and mobility. So marketers tind a big marhet for digestive
tablets, glasses and walking sticks aimed at this segment of population whereas
majurity of Indians being in stage of youth need quality cducaiton. technical training,
lousing and jobs, So 1he age of the consumer as well as his stage in life will also
influcnce his consumption pattern.

®  Occupational Factors: Occupational factors also mtluence conswiner behaviour.
These factors include both the type of job and nature of job. Demand pattern for &
blue-collar worker is dillerent than that of a white-collar worker. His product
choice, brand belicls are influenced by his occupation. By nature of occupation.
we mean the regularity of income. Jt the person is in a full time and permanent
job. his cansumption pattern will be different than a person who goes in and out of
s job. The financial conditions and income levels will influence his demand and
consumption pattemn.

[n a typical situation, marketers look for the fevel of spendable income that the
iarget segment has. Whatsoever the consumer earns. fie cannot spend it all as there
arc tax related obligatory payments he has to make. This income is called
disposable income. He will save some amount of money in the form of savings
and investments from his disposable income. The net from this proceeding is
called spendable income. A consumer will be happy io find an overall increase in
the spendable income level, which will allow him to allocate higher resources in
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each consumption situation. His economic circumstances will influence his
financial liquidity position, debts, borrowing power and attitude towards spending
and savings. Markeicrs 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. [n the event of a boom like what india is experiencing
these days, marketers tend to makce the products and services more affordable and
luxuriows for commodities and expensive for personal categorics respectively.

Lifestyle: lifestyle is alsa another personal factor influencing the decision of
consumers. People coming from a different culture, sociat class and occupation
exhibit different lifestyles. Lifesivle is the wholesome pattern of living of a person
in the waorld as expressed in his values and lifestyle pattems, in his activities,
interests and opinions. [t portrays whole person interacting with his or her
environment. It is important for marketers to establish a link between the lifestyle
of people with the associations people develop with products and brands. For
example, a person working in a Business Process Qutsourcing (BPO) industry
tends to show a different pattern of lifestyle compared to someone teaching in a
business school. At a later siage, the former will be more oricnted towards
achievement whereas a professor in a business school will be more oriented
fowards self actualisation.

A study of lifestyle is called Psychographics. 1t is the science of using
psyvchological and social variables to understand consumers and their usage
context. There are various measures for identifying psychographics of people. The
way in which marketers facilitate the expression of an individual’s lifestyle is by
providing customers with parts of a potential mosaic from which they as artists of
their own lifestyles can pick and chose to devclop the composition that, lor the
specific time looks best. Psychographics deals with mental profiling of
consumet’s psychological processes and properties. It is (he systematic use of
relevant aclivity, interest and opinion constructs ta quantitatively explore and
explain the communicafing, purchasing and consuming behaviour ot consumers
for brands, products or set of products. Psychographics is the method of defining
lifestyle in measurable terms. There are 1wo frameworks used for the purpose of
lifestylc analysis viz. AIO and VALS framewark. AIO (Activities, Interest.
Opinion) Jramework model frames long sets of questions wsing the following
measures to find out tmajor dimensions ol lilestyles ol consumers,

Personality and self-concepr: The next set of personal factors influencing the
purchase decision ol consumers is personality and self-concept. Personalitly refers
to a person’s consistent way ol rcsponding to a wide range of situations.
Markelers are interested in personality as a wayv to target consumers. Are people
with particular personalities more likely to buy certain products? Personalities are
stable among people and do not change under normal circumstances. However,
behaviours shown vunder conditions of intoxication, medication cannot be taken as
part ol personality. Individuals tend to show a sysiematic pattern of response and
also demonstrate a stable set of characteristics to be considercd under one
personality rype. Our idea is 10 only make the rcader understand what personality
is and how 4 inarketing program can influence the consumer’s behaviour.

There are various theories on personality. They are grouped as psychotogical,
sociological, trait and factor theories of personality. The psychological school
propounded by Freud postulates that consumers have three dynamic forces namely
id, ego. and super ega and the personality is shaped by interplay of these three
intcrnal forces. While id addresses the iedonistic desires of individuals. super ego
atteinpts to play the moral policeman; ego is the executive that tries to bring a



balance between these two opposites. Personality of individuuls js shaped by
mterplay of Lhese three forces,

The sociologicab theories of personality take a radical view and assume that
personality of an ndividual is shaped by how he interacts and leams from his
environment. So it has mere to do with a person interacting with society and
secking power, love. care and appreciation, which in wrn will form his
personality. characteristics. Karen 1Tarney propounded the sociological school of
personality which was subsequently supported by many others.

Quite contrary to the above {wo propositions, marketers follow the trait and factor
theories for developing consumer stereotypes for the purposce of application of
personality tdeas in the context ol marketing. Traiis are relatively stable set of
characteristics that individual's show in all possible situalions like aggression,
patriotism ar power-seeking behaviour. Many traits have a bigh degrec of
relationship and they explain a broader variable called ‘Factor of Personality.
Factors are independent variables or characteristics cxplaining the personality of
the individuals.

Marketing application of personality theories is very cvident in the field of
advertising. While trait and factor theories prapagate sterzotypittp personalitics in
brand communication, sociological theories are used in advertisements e.g.,
Raymonds® campaign i which the child appreciates the dress of father, Santvor
brand of soap it which the mother of a grown up girl looks younger and is asked
about the college in which she studies: psychological theories of personality are
applied 1n cases where some element of sex is hidden in the conmext of mamiage
and shown in the advertisement e.g MR coffee campaign with the catch line “you
don’t get satisfaction by instant” is an example of use of psychological theories in
advertising, Personality explains totality of a person’s make up rather than
focusing on specific action that he or she will take in particular situations.

Marketers use self-concept 10 develop brand personality. They expect that using
self-concept will help cusicmers to dentify and match their personalities with that
of the brand. Self-concept has various classifications. There is a real self or actual
self, which is what the consumer thinks he is: ther is an «Jeal self which explains
how he wants 1o hitmself, there is the other sell which is how he thinks lte is
being viewed by others. A inarketer necds to know which Kind of self the
consumer is likely (o use in his prodoct choice contexi and accordingly project
that self-concepl in his marketing program. Jennifer Aaker in her seminal articie
oo brand persenality has identified tive traits as components of brand personality.

{a) Sincerity (down to earth, honest, wholesome and cheerful)
{b) Excitement (daring,. spirited. imaginative and upto date)
(¢) Competence (reliable, intelligent and successiul)

(d) Sophistication (upper class and charming)

{e} Ruggedness (outdoorsy and 1ough)

As a consumer, we naturally buy goods and senvices that it our sell-concept or
self-timage. All of us carry around a complex mental picture of ourselves.
Marketers should try tu develop brand unages that match the self-image of
the target market. Of course. one’s actual sell-concept may differ from his ideal
self-concept. Some purchascs and possessions such as clothing, cars. furniture and
hauses, are moic central to sell-concept than others. Markelers of products that
contribute strongly to sell-image (bairstyling. shoes, perfume, jewellery.
cyeglasses) need 10 assess their customers® self-concepts.

30
Consurmit Uehaviowr



60
Principles of Marketing

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 important as they
influence the reason or "why’ of buving. These factors are motivation, leaming,
perception, attitude and beliefs. Lot us discuss each of these factors and how they
influence the consumer decision process.

Motivarion: Motivation leads people to move from a general level of need
awarcness (o pursuing a specific poal and o take action towards achieving that
specific goal. Psychology helps in understanding how the consumer lcarnt about a
brand and how his mcmory influences his buying habits. Consumecrs have
biogenic 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 when the need s strong enough to drive the person
to act in a desired way, Various theories are availabic in literature to explain the
concept of motivation,

Maslow’s hierarchy of needs model cxplains that individuals follow a typical
pattern of nced struclure. In order to fulfill their necds, 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 always moves towards satisfying certain basic needs as
explained by Maslow. Thercfure, a study of why and how a consumer is
molivated to buv cemain products and services helps us in understanding
cunsumer behaviour. Maslow classified the needs of mdividuals as physialogical
needs, safcly needs, social needs. esteem needs and self-actualization needs. A
persan would [irst satisfy his physiological necd and then move higher in the
order 1o satisfv the higher order needs. The physiclogical needs include basic
needs like hunger. thirst and sex. Safety needs inclnde needs relaled to security
and protection. Social needs include sense of belonging and love. Esteem
needs include self-esteem and recognition necd. Self-actualization need covers
self-development and realisation need. People will try to satisfy the most pressing
needs first and then move o the neat level. Marketers help in giving signals and
cues to tnake their brand as fulfilling the most pressing nced of the consumer.

Perception: Perception is a process through which a consumer’s mind raceives,
organises and interprets physical stimuli. It is influenced by various factors such
as colour, size and brand. Perception explains hew consumer’s process
information. A molivated custoiner 1s ready 10 take a purchase decision for which
he will search. process and interpret available information abowt products and
services. 1t is a process of customers painting their world with meanings about the
products and services. Product or brand perception also depends on external
envirtonment, biases and loyalty of individuals towards other products and brands.
The problem of perception is that it is dependamt on each individual’s ability to
process and iaterpret the physical stimuli, so the meanings for the same product or
brand will vary troin persen to person. This happens because of three processes
involved in perception, namely selective allention, selective distortion and
selective retention.

We are exposed o a huge amount of information about the world cveryday which
also includcs information about products and services. Due to the advent of Internet.
there has also been an infonnation explosion. Unforlunately, ability of consumer to
process this huge information and interest in evaluating this information is limited.
His interest is in evaluating information. which is pertinent to his current goals and
needs, He actively searches this information and processes it for developing



meanings. In some cases. though he does not face a consumption problem
currently, he evaluales information passively due to his interest or expectation that
a need may anse in future. His information processing is more passive and
ongoing in nature. This behaviour of consumers is called selective attention.

Thus. individuals will process that information and natice that stinuli which
relates to one of their current needs: individuals will notice those stimuli which
they expect to use in future and finally, they will notice a stimuli which is largely
deviaung fromn the conventional and traditional models of information tor delivery
of physical product stimuli. An advertisement, which is very creatnve and different
than others in a sloL is likely w0 catch consumner’s attention because of this
deviated bchaviour Although individuals continuously evaluate inlormation they
ar¢ alsa influenced by unexpected stimuli such as sales promotiop prograins and
events erganised around products and brands.

The information stimuli sent by the marketer or sender gets modified and distorted
due o various external factors and the availability of previous information with
the individuals. T'lis is called sclective distortion process, which explains the
likelihood of consumers {o wodify and fwist the information and interpret
mformation in a way, which is different than the way the company wanited it 10 be
interpreted and which will tit better into their preconceptions. Marketer's role in
the selective distertion process is very limited.

Firalls. people do not have such a powerful memory box to remember all the
information aimed a1l them through varicus marketing and cummunication
programs. In that case, they are likely to reject huge amount of infurmation and
prioriize what set of information. they are going to retain for future use. This
process is called selcctive retention. Due to the process of selective retention,
individuals tend to remcember only key benefits or atributes of products and
brands and reject a mayor part of markeling infonuation.

Learning: Learning is closcly related to knowledge, skill and intention — three
basic hehavioural characteristics. It appears that knowledge and inlention acquired
through expenience and skills, come from practice. Learning is not directly
observed but rather is inferred from a change in performance. Thes indicates thal
learning and performance are related but dislinct concepts reparding  the
CONSUIMEr,

Learning brings changes in people’s behaviour due 1o experience nr application of

insiglit. Mosl human behaviour is learmned and people acquire new behavioural
patterns and meanings through the leaming process. Leaming occurs due lo
interplay of drives. stimuli, cues and responses. Drive is a strong slimulus that
itnpels customers to lake action. An important desire or pressing motnvation 1akes
the furm of a drive which breaks the inertia and activates consumers o lake
degisions. A cuc is a weak stimulus, which in ifsell has no ability o penerate a
response but has ability to guide the direction of the effect of a simulus. It is Jike
a catalyst in a chemical rcactivn. Ambience in a slore and colour of pachaging are
examples of cues People learn o discriminate between various similar stimali.
Discrimination is defined as the process in which the individual learns to
recognise differences in sets of similar stimuli and can adjust his response to each
differentiating stimulus.

Learning thevrics heip marketers design marketing programs and design programs
1o make customers learn about sclective consumption in favour ot company’s
products and bramds. The narketing manager can associate the vifer with the
desired expectations of consumers, use cues to hasten the process af decision-
making and manage the response pattern in the form of higher mind share and
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market share. There are two approaches of learning as explained in the following
paragraphs.

(a) Conditivnal Learning: This is based on stimulus-response behaviour and is
based on experiential learning. These theories postulate that learning can
happen by conditioning a relationship between the stimulus and response. The
individual learns this relationship through experience. This may happen
mvolumarily or may happen due to the consumer’s actions. Paviov's
experiment on the dog and bell is an example of involuntary leaming in which
the dog was forced to learn about the bell; which was rung everytime the food
was served. In this case, food is the unconditioned stimulus, belt is the
conditioned stimulus and the salivation of the dog is the desired response. 1n
BF Skinucr’s experiment of instrumental conditioning, the bird voluntarily
tried {o press one af the switches and learnt to connect the particular switch
with the food and developed the learning over trial and error method.

(b) Cngnitive Learning: This Kind of learning occurs without previous experience
and by use of insight and cognition. There is no need to have an earher
conditioning hetween stimulus and response lor learning. Wolfgang Kohler's
experiment with the chimpanzee is based on the cognitive learning in which
the annmal used his own insights for using the tool kept in the cage to reach
the bananas. It used tnsight and sel{-estimation for the goal and developed
icarmned response pattern through use of the stool to reach the bananas.
Consumers are engaged in various kinds of behaviour, and use the sum-total
of their information. experiences, attitudes, values, beliefs, ete., to try to solve
their problems and derive satisfaction. Consumer learning based on
application of marketing knowledge is an example of cognitive consumption
learning.

Attitude: Consumers develop favourable or unfavourable atlitudes iowards
products or brands before they decide to buy the product or brand in the market
place. Formation of positive attitude is a pecessary condition for the completion ot
the purchase process. Aulitode is defined as a favourable or unfavourable
predispasition that people hold towards abjects in the environment. An attitede is
a tendency to respond to a given product in a particular way. Awarencss abourt
attitudes helps the marketing managers in deciding what product aftributes and
service components should be there in the marketing program to create a pusitive
dispusition.

Attitude has three distinct components namely cognitive, affective and
bchavioural or connative. Attitude is an individual's enduring favourable and
unfavourable evaluations, emotional feelings and action tendencies towards some
abjects. The cognitive component addresses the rational and logical evaluations
whercas affective conponeni addresses the ecmotional feeling that consumers hold
towards the objects and products and finally the connalive componeis addresses
the action tendencies. Attitude feads people towards a consistent way of viewing
and responding to objects.

Beliefs: Consumers also have descriptive thoughts about products and brands in
the market place. These descriptive thoughts are called brand beliefs and they
influence 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
product without changing the brand belicf of consumers. Brand beliefs reside in
consumer memory and often advertisers use it for butlding storyboards for
products and brands. The belief that diamonds arc forever made adverisers to use
a caich line Hira hain sada ke tive in diamond advertising campaign. Marketers
use neutral network models to find out which is the desired set of associaiions that



consumers hold towards a brand and use them in their brind promotion.
Consumers hold brand beliefs like *Tatas are an ethically correct company’ and
“Sony only sells premium brands I the television marker™. This helps the
marketing manager to decide where to position brands and what kind of brand
beliel he would love consumers to make for his brand,

3.9 CONSUMER BUYING PROCESS

For certain product cateyories, the consumer takes his buying decision unmediately
without much cansideration. These are items of daily consumption. When consumers
buy products and services without much consideration. they tend 1o show impulse
buving behaviour. For some other product categories. snainly luxury or durable items
the consumer thinks carefully before taking a decision to purchase them. Sometimes.
the consumer may also consult others, Generally, the purchaser passes through five
distinct stages namely nced or problemn recognition, information scarch, altcrnative
cvaluation, purchasc decision and post purchase behaviour.
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3.9.1 Stage of Problem Recognition

A buying process starts when a consumer recognizes that therc is a substantial
discrepancy between his current state of satisfaction and expectalions in a
consumption situation, Need is an internal state of feit deprivation. A consumer must
have a countless set of needs but he becomes aware about few of them when a feels
devoid of cerlamm experiences of product or service, whose existence would have
othcrwise made him satisfied. This cxplanation assumics that consumers always
become aware of their needs through internal process of realization of deprivation. But
in reality, the marketer can make the consumer aware aboult a particular need through
communication or the social environment may make him aware about a particular
need.

For example, needs related to basic instincts like hunger, sex, thirst, ctc. are the needs
that have the capacity of self-arousal. Whereas social needs like ownership of products
and services related 10 social class belongingness and status are aroused by the
individuai customer’s socialization process. Through marketing communication
program marketers expose consumers 10 new products and services for the satisfaction
of some latent hidden nced.

A need can be activated through internal or external stimuli. The basic needs of a
common man rise to 4 particuiar level and become a drive and he knows from his
previous experience haw to satisfy these needs bike hunger, thirst, sex, cle. This is a
casc of internal suimulus. A need can also be aroused by an external stimulus such as
the sight of new product in a shop while purchasing other vsual products. There is a
two-fold significance of need arousal stage 10 a marketer.

The marketer must identify the drive thai might actually or potentially connect with
the product class or brand and make the buyer feel that the product can satisfy his
needs.

He should also recognize that the need levels for the product fluctuare over Lime and
arc triggered by different cues. The marketer can arrange cues to conform better to the
natural rhythms and timing of need argusal.

So mere existence of a necd does not initiate a decision making process. When this
need is backed up by goal directed behaviour, it is called a motive, Motives are more
dynamic and Kinetic comparcd fo needs, which are static in nature. Motives bring both
propensity to search for information and propensity to spend encrgy o acquire that
information.

3.9.2 Stage of Information Search

After need arousal, the behaviour of the consumer feads towards collection of
available information abowt various stimuli i.e., producits and services in this case from
various sources [or further processing and decision-making. Depending upon the
ntensity of need discrepancy and wrgency of the problem. an individual reaches two
states. The first state is called heightened attention where the consumer becomes maore
receplive to the information regarding the products and scrvices he necds. He becomes
alert to informauion related 1o his need as well as on alternatives about their
grarification. [f a consumer needs 1o purchase a television, he witl pay more attention
to TV advertisements. He keeps remembering the remarks made by friends and
associartes about TVs. In this case, he is slowly collecting the information through an
ongoing or passive information search process.

If need 1s more intense and the problem is urgent, the individual enters a state of active
information search in which he tries to collect more information about the product, its
key attribules, qualities of various brands and about the outlets where they arc



available. His information search is direct and is also observable through
his behaviour.

The first source ot consumer information s the internal source. [he consumer
searches for amy relevant product information from his memory box. If the
information is not available and in the case of supporiing available information from
internal source for making a purchase decision he may collect information from
external sources. :xternal sources for desired information can be grouped into four
categories.

| Personal sources (family, friends. neighbours and peer group).

2. Commercial sources or markel dominated sources (advertisements, salesmen,
dealers and company owned sales force).

3. Public sources (mass media, consumer rating organisalions. frade association
publications, etc.).

4. Expenential sources (handling, examining and using the product).

At this stage, the consumer is actively involved in (he buying process and pays
aftention (o the product. However, if he loses imerest during this mvalveiment, his
antention will be diverted and the buying-decision provess will break down. In our
example of the housewifc requiring a washing-aid, she may look for further
information about these machines once she becomes aware of such machines. The
kind of informartion she may look for are the ahernative washing machines available in
the market place, their relative prices, operational ¢fficiency and warranty and service
facilities.

3.9.3 Stage of Alternative Evaluation

Once mterest in a2 product(s) is aroused. a consunwr enters the subsequent stage of
evaluation ol alternatives. The evaluation stage represents the stage of 1nental
(cognitive} and emotional {aftective) trial of various product alternatives, During this
stage. the consuiner assigns relative value-weights to dilTerent products/brands on the
basis of accumulated stock of product information and draws cunclusions about their
relative potential for giving satisfaction to his needs. When the consumer uses
objective choice criteria, it is known as cognilive cvaluation. In 1he case of using
emotional reasons for evaluating the afternatives. we call this ag affective evaluation.
Cansumers cvaluate brands by using either or both the criteria in purchase situation.

Evaluation leads to formation of buying intentiun that can be ectther to purchase or
reject the product/brand. Intention is the forecasting of future course of action. The
final purchasce will, however, depend on the strength of the positive-intention, that is
the intention to buy. In our examplc of the housewifc. afier arousal ot her interest in
washing machines, she will compare the stock of information she has accumulated
about the different washing machines in the market and then evaluate the value of
each one uf thein belore she develops the intentian to buy. However. if she feels that a
washer-man/woman would scrve the need then she may altogethier reject the idea of
buying any washing inachine.

On the basis of the evaluation of behaviour of consumers. the marketer can improve or
devclop the product and segment the market on the basis of product attributes. So, at
the evaluation stage, the consumer gives relative weights to each factor for his
purchase decision and evaluates each brand on the basis of thuse factors for each
alternative.
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3.9.4 Stage of Purchase Decision

The consumer arrives at a purchase decision. Purchasc decisions can be one of the
three viz, no buying, buying later and buy now. No buying takes 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 postponement of buying can be
due to a lesser mmotivation or evelving personai and economic situation that forces the
consumer not to buy now or postgponement of purchase for future period of time. I
positive aftitudes are formed rowards the decided alternative, the consumer will make
a purchase,

There are three morc important considerations in taking the buying decision:
{a} attitude of others such as wife, relatives and fricnds. Interestingly, it depends inore
on the intensily of their negative attiude and the consumer™s molivation 1o comply
with the other person’s wishes (b) anticipated situational factors such as expected
famity income, expected 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 lowards purchase process and motivations of the buyer
to overcome these influences witl influence a no-purchase situation. The customer in
this case is likely 1o go back again to problem recognition stage.

Purchase is a consumer commitiment for a product. It is the terminal stage in the
buying decision process that completes a transaction. [t cccurs either as a trial and/or
adoption. Tf a consumer is buying something for the first time then from the behaviour
viewpoint, it may be regarded as a trial. This trial enables him to accumuiate
experience about the product purchased. 1f this expericnce is posilive in terms of the
sausfaction derived, then repeat purchases may occuor, otherwise not.

For example. when a new brand of bathing soap is introduced in the market, the
consumer may buy it for the first time as a trial. However, repeat purchases will occur
only when he is satisfied with 11s performance. But the possibility ot a trial purchase is
not availabie in ail cases. In the casc of consuiner durables such as scoolers,
refrigerators and the like, a trial is rot possible. because once a product s purchased, it
as to be adoptcd and repeatedly used. Adoption means a consumer decision to
caommit to a full or further use of the product. In our example ol the housewife, the
washing nrachine is not open for a trial purchase: it will have to be adopted only If the
customer decides to make a purchasc. his post consumpiion behaviour is studied in the
next stage.

3.9.5 Stage of Post Purchase Behaviour

If the product matches his expectarions, the conswmer is satisfied. if the performance
of the product exceeds the expeclations. the consumer is dehghted and if the
performance falls short of expectations. he is dissatistied. So post purchase behaviour
leads to three siuations, namely customer is satisfied: customcr is delighted or
customer is dissatisfied. In the event of dissatisfaction, the consumer goes back to the
problem recognition stage and again wndergoes the process of information search,
evaluation of alternatives and (inal purchase. In the subsequent stages, he is not likely
to include the rejected brand of previous round and will only consider the existing
brands and new brand information that he acquired while he was still evaluating the
previous brand.

Post-purchase behaviour refers 1o the behaviour of a consumer after his commitment
to a product has been made. It originates out of consumer expericice regarding the use
of the product and is indicated jn 1erms of satisfaction. This behaviour is reflected in
repeal purchases or abstinence from furlher purchase. A satisficd product-use
experience lcads to repeat purchase, referrals from satisfied customers to new



cuslomers, higher usage rate and also brand advocacy Post purchase behaviour study
alsa includes how consumers vse and dispose the product after consumption. Disposal
of products explains the emerging environmental issues related to package disposal
and i1s impact on the environment.

A consunter’s devision to buy a preduct or service is the result of the interplay of
many forces or stimuli The stariing point is the marketer’s stimuli in the form of
product offering through a marketing prograrm, which is communicated through
integrated marketing commmnunication methods. and the praducts are made available at
retail outlets at a price. The marketing stmuli for the product include developing a
marketing program by locating target markets and segmenting markels as per the
cuslomer’s peeds and requirements.

3.16 CUSTOMER LIFETIME VALUE (CLV) -
UNDERSTANDING AND APPLICATION

A fundumental concept of Customer-Relationship Management is the lifetime value of
a new cuslomer. The basic idea is that customers should be judged on their
profitability to the tirm over the total time they make purchases. Profitability is
usually based on net value. that is, the mark-ups over cost Jess the cost of acquiring
and keepmmg the customer. Fixed costs are not considered hecause 3t is assumed that
these costs will be ingurred with or withaut the particular customer.,

The example presents 2 simple method of doing the calculations. It is based on the
average customer and does not consider the time value of money or the effects of
marheling acions such as Joyalty programs and reterral programs.

3.10.1 Approach

The simplest approach to lifelime value s to compute the average net revenue by
multiplying fow quantities together:

Avg. sale ® No. of purchascs/year * Stay of customer * Average Profit %o
Example: Consider a stationery store serving small corporate clients:
Average sale - T 2,000

Number of purchases/vear — 2

Expected Jength of custamer stay (vears) - 3

Average peofit margin - 24%

Thus. the Lifetime nct revenue: T 2,880

Having the net revenue. the lifetime value can be determined by subtracting
acquisition and rctentton cosis:

Lifetime value  Lifetine revenue — Cost to acquire - (Cost 10 retuin # No. of
purchases)

I[. for exainple. the atlocated cost to an acquired customer from an advenisement is T
500 and the cost (o retain the customer for each purchase after the first one is T 20
then;

Net lifetime value of customer = 2880 - 500 — (20 » 5= 2,280
Three strategies can be followed to increase the value of the customer:

I. Increase size of average sales (tie-ins, package multiple items).

o7
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2. Increase the number of sales (find other customer-needs you can provide and
satisfy them with).

3. Increase prolit margin (reduce overhead costs, reduce cost of goods and raise
price if market will stand it).

A more sophisticated calculation would probably include retention rates (percent of
customers who buy again), discount rates, effect of loyalty programs, average annual
purchase per customer (including increasing number of sales and increasing amount
per sale to retained customers), mark-up of goods, cost Lo obtain a new customer, cost
per year to maintain a customer, cost o obtain customers through referrais, risk factor
(that the customer will not pay). defay between order and payment (i.e., the account
rcceivable days), repurchase cycles, cte.

All of thesc considerations would need to be factored in a lifetime value model
depending on the industry and company where Customer Relationship Management is
to be implemnented.

Lifetime customer value refers to the profit a customer is expected to generate while
he/she maintains a relationship with the company. The net margins on transactions,
taken over ail channeis of a company determine customer value.

This analysis is pussibic because a company can distingmish among customers and
colleet infonmalion about 1ndividual purchase histories. A good way (v think about
lifeume value is (o consider the return on investment on the customer asset. The
investment includes the cosr to acquire and rewain the custemer. Once obfained, a
repeal purchaser whose cost to maintain is relatively small becomes an asset that adds
1o the firm's profitability.

The cost to develop and maingain the individual customer relationship involves
assumprions about the direct and indirect marketing and management costs.

Lach customer is unique has a diffevent {ifetime value, and has personal preferences
that need to be taken inte account. Despite these limitations, computing and
understanding lifetime customer value is central before implementing a CRM
program.

3.10.2 Applications

Stralepy alwavs begins with some assumptions, “IT we do this, then the cusiemer will
do thet”. The calculations of CL.V can help in following:

e Retention Rate: Buikding relarionships increases customer loyalty and augments
the retention rate, Increascs in the retention rate will reduce the costs of servicing
customers, and increase the revenue per customer.

® Referrals: Relationship building activities can tum your customets into advocates
and Icad them to suggest your company to their friends, co-workers or relatives.
This works in business-to-business as well as consumer marketng. Referrais
typically have higher reteniion rates and spending rates than other ncwly acquired
CustOmers.

8 [ncreased Sales: Database activities can Icad to increased visits to the store, farger
average purchases, cross-seliing or upgrades.

® Reduced Direct Costs: Database activities can reduce costs, in some cases, by
changing the channel of distribution. Once you have customers on your database,
you can leamm more about them. and can increase vour channels to reach them.
You can send them e-mails. You can cali them on the phone.



Redieced Marketing Costs: Well-planned database activitics are often much maore
cosl effeciive than mass advertising. Once you have your customers on a database,
vou will develop innovative ways to market to them. For example. you will find
that some customers have a negative lifetime value, They are costing you profits.
Why spend a lot of money trying 1o build a relationship with these lusers? Save
yoaur marketing money for people wheo can do you some good.

Check Your Progress
Fill in the blanhks.

. Study of consumer behaviour assumes that consumers aie
in the market place.

2. Each customer is unique, has a different value. and has
personal preferences that nced to be taken into account,
3} I'he consumer decision process explains the process as

well as individual behaviour for makinp product or service decisions.

d. When consumers buy products and services without much consideration,
they end 10 show buying behaviour.

5. ____ customer value refers to the prefit a cusiomer is expected
10 generate while he/she maintains a relationship with the company.

3.11 LET US SUM UP

Consumer behaviour s the study of why, how. what. where and how often do
consumers buy and consume different products and services, Tt tries lo understand
the process followed by consumers in making product and brand choices.

Knowledge of consumer beltaviour 1s helpful to the marketing manager in
understanding the needs of different consumer segmemts and developing
appropriatc markeling strategies for each segment.

The study of consumer behaviour also provides an insight into how consumers
arrive al the purchase decision and what arc the key variables influencing their
decision provess.

The consumers follow a decision process characterized by problem rccognition,
information search. alternative eveluation, purchase decision and post-purchase
behav iour.

Consumers also play various refes in the purchase process, namely the role of

initiatos, ntluencer, gate-heeper. decider, buyer. user, preparer, maintainer and
disposer in the comext of a purchase deciston.

An individual consumer’s decision to purchase a product is imflluenced by a
number of variahles, which can be classified into four catcporics, namely cultural,
social, personal and psychological factors.

Culiural factors have a broader consumption context through which the consumer
learns the significance of consumption. Sub-culture, social class. nationality and
religian are somc af the culiural issues influencing the decision making process.

he social factors include family, refcrence group, roles and status of individual
customer iu influencing his consumption behaviour.

&9
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¢ Consumers differ from one another in terms of their sex, age, education, income,
family life-cycle stape, personality and lifestyle and other personal characteristics,
which influence their buying behaviour,

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

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

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

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

3.12 LESSON END ACTIVITY

"“Technalopy is a powerful tool in influencing and changing consumer behaviour. As
new technologies emerge to disrupt industries, companies of all sizes can’t afford to
sit on the side lines. [n a world where new technologies pop up ail the time, the
companies that pul consumer needs first are in a position to win'. Prepare a
presentation on importance of new technology in studying consumer behaviour.

3.13 KEYWORDS

Buying Motive: It is the reason why a person or an organisation buys a specific
product or makes purchases (rom a specific firm.

Culture: 1t is the wholesome way of consumers and explains his mosaic of living. [t is
away of living that distinguishes a group of people from others. Culture i learned and
transmitted from one generation to another.

Lifestyle: A person’s activities, interests, attitudes, opinions, values and behaviour
patierns in explaming his way of living.

Motive: A necd sufticiontly stimulated 10 move an individual to seek salisfaction.

Perception: The process carried out by an individual to receive, organise and assign
meaning 1o stimuli detected by the five senses.

Personality: The person’s distinguishing psychological charactensiics that lead 1o
relatively consistent respanses 1o his or ker own environment.

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

Reference Group: A group or a person ihat serves as a point of comparison or
reference for an individual in the information of either genera! or specilic values,
ahitudes or behaviour.

Customer Lifetime Value: 11 is the net present value (NPV) of the future profits to be
received from a given number of newly acquired or existing customers during a given
period of years.



3.14 QUESTIONS FOR DISCUSSION Cormumer Behavion

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

2. Describe how reference groups can influence consumers’ buying behaviour. Give
two examples.

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

4. Discuss the impact of attitudes an consumer behaviour. with cxamples.

5. What are the important types of decision-making approaches that consuiners use?
6. How caa different situational factors influence the purchase behaviour?

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

B. What is post-purchase dissonance? Do consumers experience this anxiery afler
every lype of purchase?

Check Your Progress: Model Answer

). Actlors

2. Lifetime
3 Internal
4. Impulse

5. Lifetime

3.15 SUGGESTED READINGS

Satish K. Batra and S.H.H Kazmi, Consumer Behavieur - Test and Cases, Facel
Books.

V S Ramaswaimy, S Namakumari, Marketing Managemceani, Macmiitan. 2003.
Tapan K. Panda. Morketing Management, Excel Books. New Delhi.
Boyd Walker Larreche, Marketing Management, McGraw Hill,
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4.0 AIMS AND OBJECTIVES

Aler studying this lesson, you should be able to:
¢ Explain the concept of market scgmentation
®  Discuss the 1vpes of segmentation

® llnderstand the importance of taracting

e Explain the concepl of positioning

&  Stute the STP process

4.1 INTRODUCTION

In (raditional marketing methad. the marketer develops a product and then searches
for customers. Whosoever has the purchasing power i3 contacted for making a sale.
However. modern narketing is based on the reverse process, in which first the
customer’s needs and demands are identified and looking at the feasibility of an entry
in the relevant inarket. the marketer develops a product and allied marketing program.
The subsequent marketing program of the firm depends on how the marketer identities
the potential customers. profiles them, targets them and positions his offering in the
minds of the customers. These concepts are studied under sepmentation, targeting and
positioning popularly known as STP (Seamentation. Targeting and Positioning).

The markerer has a chioice of developing a product or service and selling it to
everybody available i the inarker. In such an instance, the marketer has to spend a
higher amoun of rescurce 1o reach the prospective customers. So the remurn on
marketing investments per customer is lower, Some of the marketers tend to classify
the market on certain significant variables or group customers on cer@in
characteristics and then find owt their demmand potential and position the product in the
ininds of customers (o create a ditferentiation in relation to competitors and thus enjoy
compehlive advantage. This process is called marke! targeting and consists of
segmentation, targeting and positioming.

Scgmentation in a business-lu-consumer market is a process of dividing the large
cansumcr market into smaller group of customers with similar demand patierns. It also
involves grouping of a few number of large customers into one segment due to similar
demand partern for industrial markets. Targeting involves including decisions
encompassing which market(s) to entcr qut of the available market segment
alternatives. Positioning is about the customer’s perception about the brand as being
dilterent from other brands on specific dimensions, including product attributes.
Whtle positioning is a customer Jriven strategy related to “how consumers perceive’,
product differentiation is related to the marketer differemtiating the offer on ¢enain
product atieibutes. Therefore, product differeatiation s an  atribute-based
differentintion strategy, while positioning is a customer-led perceived difference
creaied by the inarketer through its marketing program.

4.2 SEGMENTATION

Market segmentation is the process of dividing the market into dislinct homogenous
sub-groups of consumers with similar needs or characteristics that lead them o
respend in similar ways to particular markcting programmes.

There exists Jarge heterogeneous markets in whick customers are ditterent from one
another on various dimensions — by their place of dwelling and also the kind of
income they eam in society and the stalus enjoyed by them. So, the marketer has to

T
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identify smaller homogenous imarkets where customcrs are more similar or have
similar demand patierns and he can develop a differentiated marketing offer for each
of these markets. This process of sub-dividing the heterogeneous market into
homogencous sub-scctions of customers, i which each sub-section may conceivably
be similar to each other. is called market segmentation. Each selected market can be
targeted with a distinct marketing mix.

Thus, market segmentation consists of wking the lotal heterogeneous market for a
product and dividing it into several sub-markets or segments, cach of which tends to
be homogeneous in all significant aspects.

Non-segmented Markets

Non-segmented market is the one which is not differcntiated by the marketers for the
promotion of their products. 1t is a single market which uses the single marketing mix
for the entire markct. [t is also called undifferentiated market. Uadilferentiated
marketing assumes everyone is the same and aims a particular product at everyone, [1
invalves ignoring the difference among the customers and offer only onc product or
service to the entire market. AN consumers have similar needs for a specific kind of
product., Homogcneous market or demand s so diffused it is not worthwhile to
differentiate, tr¥ to make dermand mare homogeneous. It consists of single pricing
strategy, single promotional program aimed at everybody and single type of product
with little/no variation distributed in the entire wmarket via single distribution channel.
The elements of the marketing mix do nol change for different consumers; all
elements are developed for all consumers.

Examples tnclude staple foods ~ sugar and salt and farin produce. Henry Ford, Model
T. all in black. Far more than 90 years, Coca-cola offered only one product version to
the whole marker. [lamdard oflers Raahafza based on this stratepy as it provides cost
economies,

This type of stratcgy is popular when large scale production has to take place. It is not
so popular now duc to competition. improved marketing research capabilities and toial
production and inarketing ¢osts can be reduced by segmentation. The main objective
of this type of approacit is lo have maximum salcs. it is advantageous for a firm as it is
easier to plan and common for all, 11 docs nol miss anyone. 1t too has certain
limitations. 1t can be wasteful to (gnore scgmentation duc to differences in customer’s
preferences. 1t can lcad to disappointing sales because consumer needs within a
market vary, one marketing mix could nol adcquately satisfy the needs of the entire
market.

4.2.1 Purpose of Market Segmentation

Market segmentation allows a marketer to take a heterogeneous market, a market
consisting of customers with diversc characteristics, needs, wants and behaviour, and
carve it up into one or more homogeneuous markets which are made up of individuals
or organisations with similar needs, wants and behavioural tendencies.

As in the case of differentiated marketing strategy, unless there is a substantial
difference among the segments, it will be duplication of efforts and wastage of
resources to launch differentiated marketing programs for cach of the segments. When
there exists a clear distinction between segments, the marketing manager can use the
resources in an efficient manner by spending more on the segment with higher
potential and then building other segments for the future.

A mass marketer needs to create a differentiation among his customers and then make
his product proposition fit cach of the segmenis so that he can understand the
homogeneous cusiomer needs and their evolution bener than an undifferentiated



marheter. It also helps in better understanding of the campetitive situation in each of’
the segments. As Ihe depree of competition will vary across segments, the markeling
manager necds 1o spead accordingly. The marketing manager can accurately identify,
mcasure his markeling goals in terms of market share and mind share in each of the
segments and regulate his company s performance i each of the segments.

4.2.2 Requircments for Effective Segmentation

[Five conditions inust oxist for segmentation to be meaningfui:

I. A marketer must determine whether the market is heterogeneous. If the
consumers’ product needs are homogeneous, then it js senseless to segment the
market.

b

[here must be some logical basis to identify and divide the population into
relatively distiner homogeneous groups having common needs or characterisiics
and which will respond 1o a marketing programine. Differences in one markel
segment should be small compared to differences across various segments.

3. The total market should be divided in such a manner that comparison of estimated
sales potential, costs and profits of each segiment can be done.

4. One or more segiments must have enough profit potential that would justify
developing and maintaining a markeling programme.

3. H must be possible 1o reach the targel scgment eflectively. For inslance, in soine
rural areas in India, there are no media that can be used (o reach the targeted
groups. it is also possible that paucity of funds prohibits the desclopment required
for a promationat campaien.

4.3 SEGMENTATION PROCESS

Markel segimemation process is depicted in Figure 4.1,

l Murket segmentaiion provess ]

Determine the need of the seyment

ldentrfving the segmeat

Is the segment profilable?

Positioning for the scpment

Expanding the segmant

bbbl

Decide which sepment i most atiraclive j
I
|

Incorpumiing the segmentation i your macketing

L

Figure 4.1: Process of Segmentation

e Determine the need of the segment: What are the needs of the customers and how
can you group customers based on their needs? You have to think of this in terms
uf consumption by customers or what would each of your customer like to have.
For example, in a region. there are many normal restaurants but there is no lfahan
restaurant or there is no fast food chain, So. you camme to know the need of
consumers in that specific region.

N
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Hdentifying the segment: Once you know the need of the customers, you necd ta
identifly that “who™ will be the customers 10 choose your product over other
olferings. Quite simply, you have to decide which type of segmentation you are
going to use in this case. [s it going to be geographic, demographic, psychographic
or whal? The |* step gives you a mass of crowd, and in the 2™ step, you have 10
differentiate the people from within that crowd. Taking the same above examplc
of ltalian restaurant — The farget will be children, youngsters and middie aged
people. ltalian food is generally not preferred by oid age people who prefer food
which can bc easily chewed,

Decide which segment is most attructive: Now, we approach the targeting phase
in the steps of market segmentation. Out of the various segmcnls you have
identified via dcmography, peography or psychographic, you have to choose
which is the most alfractive segment for you. This is a tough question to answer
hecause one ol them will be fefi out.

If you are using psychugraphic segmentation. then you need to target the
psychology of consumers which takes time. So you will not be able to expand
faster. But il vour product is basic, then you can use demographic segmentation as
the base, and expand much faster in surrounding regions. So this step involves
deciding on all the different types of segmentation that you can use.

Attractiveness of the [irm also depends on the competition avajlable in the
segment. I the compelilion is too much in a given segment, then it does not make
sense 10 take that segment into consideration. In fact, that segment is not attractive
atall.

I'uking the above examplc of an ltalian restaurant. the restaurant owner realizes
that he has more middle aged peopie and youngsters in his vicinity. So it is better
10 market bis store on weekends and malls where this target group is likely to go.
The middie aged people can bring children and elders as per their convenience. So
the 1™ target is the middle aged group, and the 2™ target is youngsters. He is using
a combination of demographic and geographic segmentation to target middle aged
people in his region.

Is the segment profitable?: So, now you have Jifferent types of segmentation
being analysed for their attractiveness. Which sepment do you think will give you
the maximum crowd has been decided in the 3" step. But which of those segments
1s most profitablc is a decision to be taken in the 4" step. This is also one more
(argeting step in the process ol segmentation. For example, the [talian restaurant
owner abave decides thal he is getting fantastic profitability from the middle aged
group, bul he is gening poor profitability from youngsters. Youngsters [ike fast
food and they like socializing. So they order very less, and spend a lot of time at
the table, thereby reducing the profitability. So what docs the owner do? llow
does he change this mindsct when one of the segments he has identified is less
profitabie? Let’s [ind out in the next step.

Positioning for the segment: Once you have identified the most profitable
segments via e steps of market segmenlation, then you need 10 position your
product in the mind of the consumers. The basic concept is that the firm needs 1o
place a value oniis products.

1f the firm wanis & customer to buy their product, what is the value being provided
ta the customer, and in his inindset, where does the customer place the brand after
purchasing the product? What was the value of the product to the customer and
how valuabie 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


http:J"ri.w:.pk

mind of yuur segments, For example, in the above case. we saw that the l1alian
restaurant owner was finding youngsters unprofitable. So what docs he do? How
does he target that segment as weli? Simple. he starts a fast food chain right next
to the ltalian restaurant. What happens is, although the area hay other fast food
restaurants, his reslaurant is the only ope which ofiers good Itahan cuisine and a
gaod fast (ood restavrani next door itself. So both, the middle aged target group
and the youngsiers can enjay. He has converted the profit earned trom the middle
aged group. inte more profit, and has achieved tap of the nund positioning for all
people in his region.

®  Expanding the segment: All segments need ta be scalabie. So. if you have found
a scgment, that segment should be such that the business is able 1o expand with
the rype of sepmentation chosen. Tf the segment is very niche, then the business
will run out of its course in due time. Hence the expansion of the segment s the
second last step of inarket segmentation. In the above examiple, the [talian
restaurant owner has the best process in his hand — an Jtalian restaurant combined
with a fast food chain. He was using both demograplhic and geographic
segmeniation. Now lie starts looking at other geographic segmcats in other regions
where he cun establish the same concept and expand his business. Naturally. wilh
muore expansion he will earn more profifs.

e Iucarporating the segmentation in your marketing sirategy; Omce you have
tound a scgment which 1s prolitable and expandable, you need 10 incorporate that
segment 0 vour marketing strategy. How do you think Me§analds. Dominns or
KFC became such big chains of fast food” They had a very clear process of
segmicntahon because of which it became easier to find regions 1o turget. With the
steps of market segmemation. vour segients bacome clear and then vou can adapt
other variables ot marketing strategy as per the segment being argeted. You can
modify the products. keep the optimum pnce, enhance the distribution and the
place and finally promote clearly and crisply to target audience. Business becotnes
simpler due 10 the process of market segmentation,

4.4 TYPES OF SEGMENTATION
(BASES FOR SEGMENTATION)

Marhket sepmentation involves grouping and sub-grouping of consumers on the hasis
of similar husing characteristics. There are a number of bases on which such
segmenlation or grouping of consumers can be done. The ppes of segmentation are
discussed helow:

4.4.1 Geographic Segmentation

This is the sumplest form of segmenting the market. Here, the marketer divides the
larget marhker into different peographical units such as nations, slates and regions. He
may decide 1o operate tn one or more than one geopraphical arcas. identifying the
geographical location of the cusiomers i.e., their place of residence helps in defining
the segmcats. For example, a particular brand may be popular only in North India,
then the Norih Jndian market can be divided on the bases ot coney, villages. cites,
chmate, ete.

A classic example of geographic segmentation s Amul, whick was initially marketed
ondy in Gujarat and 1hen by strengthening distribution network, the compary went {or
a national launch. A retail brand like MTR initially targeted the South Indian markel
for its products and then moved into the ather territories. This mcthod of scgmentation
is trelptul in case the company plans for a regional roll out ol the products and decides
to enfer into the market by establishing itself in dilferent territores sequentially.
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Companics can match their avaifabie resources with market entry strategy il they can
segmemt peographically and then plough back success from one market to other
mark¢ts. In a country like India, when we move across from one part of the countiy fo
another part. we find a number of local yet powerful brands sold in cach geographic
market.

4.4.2 Demographic Segmentation

While it is easy to find and group people living in one geographic location, there may
be a large variation in their demographic characteristics. Demographic variables
include factors {ike age, gender, family size, family life cycle. income. occupation.
cducation, marital status, religion. race, gencration, nationality, language and social
class, ete. Since consumer needs. wants and demand patierns are directly tinked with
demographical variables, this method of segmentation is popular among marketcrs.
These variables are casier to measure and one needs the help of demographic statistics
1o estimate the size of the market which serves as a key indicalor for distinctive
market segiments. Marketers of personal care producls like cosmetics. shampoes and
beauty products segment the market on the basis of age and gender. Food marketers
segment the marketer on the basis of age and life cycle stage to markel various foud
iteins.

Age is an imporant factor while scgmenting the market as demand and brand choice
of people changes with age. T.ife cycle is also another impontant variable in
segmenting the market. People pass through different stages of Jife cycle like
chitdhood. bachelorhood, young and married couple without children. couples with
grown up kids. couples with children living away from parents aad finally a loner
where one of the pariner is dead. Customers tend 1o develep different consumption
patierns at different stages of the Jife cycle. Human beings need 10 complete the rites
of passage through the lifetnnc, which helps the marketer 1o estimate the Jikely
demand of products and services at different siages of life cycle.

Scgmenting the markel on the basis of gender helps the markeicr to calegorise
products specifically targeted for males and females, Marketers nuse gender differences
tor marketing garmeats, personal care products, bikes, cosmetics and magazines.
Lakme is a popular Indian brand, which sells beauty care products (o women only.
Though VLCC is a personal grooming brand targeted for women, it has now ventured
into the male segment. Bikes like TVS Scooty, Kinetic Honda are targeted towards
women only. In the famous book ‘Men are from Mars and Women are from Venus’
the author has identified a significant difference in the behavioural and aititudinal
pattern of males and females. The women segment is more into socialization and
community sharing and males, arc more goal-driven and individualized. While women
are found to be taking data from the environment while making decisions, men use the
environment! wmore for achieving their goals. Some felevision channels also
synchronize their programming by looking at which segment is hkely to watch the
television programs, Brands like Bajaj Pulsar, Fair and Handsome arc exclusively
targeted for the male segment.

Income based segmentation has a direct bearing on the brand choice behaviour and
lilestyle pattern of consumers. People in similar income brackeis are mor¢ prone to
buy similar products and services. The customer’s social status level is also linked 10
his source of income. Automobite majors, fashion garments manuvfacturers. hospirality
and financial services industry players segment the market on the basis of income of
consumers. [ many instances, income Is pot a sufficient indicator for product and
brand cheice. In the latest round of study conducted by National Council of Applied
Econamics and Research (NCAER). it was observed that people Below the Poverty
Line (BPL) who by strict defmition of income eigssification should not have any



purchasing power are found to be heavy purchasers of consumer durables like
pressure cookers. bicycles. wrist watches. table fans and radios. This segment is also
defined as Bottom of Pyramid (BOP) market and research indicatcs a high propensity
of copsumption in this sezment. Marketers are developing different kinds of
preduct-markehng strategy for catering to these markets. Ninma is a successful brand
i Indian markel, which targcted to the lower income group of the sociely and
dclivered, a promised value at a lower cost,

A bird's eye view of the Indian market maukes us believe that the Indian market can be
classified into a market of four tters based on inceme distribution. Tier | right at the
top, consists of a small and easy to reach segment of customers who are willing to pay
high prices to have the latest in the world. Tier 2 is much Jarger in volume consisting
ol consumers who will judiciousiy balauce price and henefit to purchase premium or
high-end popular products. Most multinational companies who came in with products
at prices catering to the top tier have been forced (o mave to this tier, the most visible
being the hquur majors, sports shoes world leaders and branded apparel makers. Tier 3
consists of consumers who have a definite ceiling on how much they can spend and
look at the best available benefits at that price. Iier J is the most populated tier and
consists of pcople who are just entering the arcea of consumption - the first-time
copsumers whose needs and wants are mminimal as are their purses. fhere is greater
value in terms of potential demand in the lower tier of 1he market than in the top tiers.
What is needed is relentless efforl to develop the cost capability and appropriate
products, which can appeal 10 the lower tiers.

Table 4.1: Components of Demographic Variables

Demographic

Variables of Components
Segmentation
Agc 15-20, 20-25 35 30, 30-35

Fantily Size

Single, Two Member Famiby, Four dMember Kamily

Fanuly Life Uycle

Bacheinthood, Youny Married Couple. Young Maried Couple with Smail
Children, Youngest Child over Age of »ix. Orown Up Children ependant on
Parents. Girown Up Chilihien net Living wuh Parcats. Older and Single People

Giender Mule, Fetnale

Fducalion Below 10™ class. binder Graduwies Graduates, Professionally  Qualificd,
Technically Quahiled

Religion Hindu, Mushum. Christian. Sikhs

Nationality

Indian. Armcrican. FEnglish man, Pakistam

Hace

Arvans. Dravidians. Nagos, Blacks. Triba,

income (Monthlyy

Below S04, 300612000, 12.000-200 060y 20.000 and abwne

Queeupation Fartmers. Won Tarm Sector Workers Salaricd Class  Businessman. Retrred,
SMudents, Hoemployed and Professionals

Gencranuoen bnperial Oldies. Pariotie Indians. Indian Baby Boomers, Generauon X and
MTY Generation

Sooal Class Lower-bower Class, Upper-Lower Class. Lovwer Middle Class, Upper Middie

Class, Workeng Clavs Lower Upper Class and Upper Upper ( Jass

—_—

Modem markel can also segment the market an the basis of cohorts. Each of the
generations gots influenced by the events of their ime. These cvents and living
patterns are rellected in the fashiop. music, movics and thought process. The icons and
their styles have influcneed genres and people can he segimented by gencration alse. A
hird's eve view of Indian film industry classifies generations by icons of each period
like Dev Anand’s era, Rajesh Khanna's period, Amitabh Bachchan's age and the
current genre of Shahrukh Khan. People in each of these generalions have their own
siyles, interest in music and fashion patteras. The members of same evhorl share the
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similar major political, economical and cultural experiences and have similar outlooks
and value systemns. However life stage analysis reveals that two customers
representing the same cobort vary in their life slages and psychographics.

Anothes important base for demographic segmentation is social ciass. 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 5 placed either
above or below another social class. Though social classification in the West is based
on various factors like source of income, profession, possessions. it has a differem
connotation in the form of caste system in the Indian hearttand. Urban India has a
social classification similar to the western world, Marketers associate their producis
and services with aspirations of pcoplke by projecting the idea of product ownership
Just above the rcal class of ithe customer. Customers for automobiles, holidays,
clothing and retail stores are segmenicd on the basis of social class.

4.4.3 Psvchographic Segmentation

Other than the demographic methods of market segmentation, segmentation on the
basis of psychography is another popular method amang marketers, Psychographics is
the study of litestyle of individuals. 1t involves developing sub-group identification on
the basis of psychographical charactcristics. Litestvle is a person’s entire way of
living. [t reflects the person’s living as a combination of his actions, interesls and
opinions, Markeating researchers have tried to measure consumer psyvchography by
undertaking various studies and developing dimensions for mapping the individual
lifestyle patterns and using them subsequently for the purpose of segmentation.

One of the popular methods of psychographic study is AIO framework, which
explains the individual's litestyle pattern as a comnbination of his activities, nterests
and opinions with demographic explanations. Table 4.2 represents the AJO framework
variables.

Table 4.2: Common Life Style Dimensions

(Activities l Interests Opinions Demographics
Work Family Fhemselves Age

Hobbies Home Secial issues Education
Social events Job Politics Income
Vaeation Communij Business Oceupation
Entertainment. Recreation Lconomics I-amily size
Clubs Fashion Lducatn Dweting
Cominunily Foud Produets Geagraphy
Shopping Media Future Crty size
\iuns Achigvenients Culture Life evcle stage

Understanding VALS Network (Profiling your Customer): Stantord Research
Institute (SRI) developed a popular approach to psychographics segmentation called
VALS (Values and Lifestyles). This approach segmented consumers according to their
values and lifestyles in USA. Researchers faced some problems with this method and
SRI developed the VALS 2 programine in 1978 and significantly revised it in 1989.
VALS2 puts less emphasis on activities and interests and more on psychological
drivers 1o consumer hehaviour. To measure this. respondenls are given statcments
with which they are required to state a degrec ol agreement or disagreement. Some
examples of statements are:

e | am often interested n theories,
e | often crave excitement.

e | liked most of the subjects | studied in school.



® | like working with carpentry and mechanical tools.
e 1 must admit that ] like to show off.

® ] have little desire to see the world.

o [ likc being in charge of a group

® [ hate gening grease and oil on my hands.

According to the present classificanon schemer, VALS has two dimensions. The (irst
dimeunsion, primany motivations. deteninines the type of goals that individuals will
pursue and refers Lo paltern of attitudes and activities that help indiwviduals reinforce.
sustain or modily their socral self-image. This is a fundamental human need. The
second dimension. resources, retlects the abifity of individuals to pursue their
dominant motivations that includes the full range of physical, psychological,
demographic and material means such as self-confidence, interpersomal skiils,
inventiveness, intelligence, eagerness o buy, money, position and cducation, ete, The
questions above are designed to classify respondents based on their primary
motivations. Stanford Research Institute (SR1) has identified three basic motivations:

| Ideals (principlej: Individuals are guided in their choices by their belicfs and
principles and not by feelings, desires and events.

2. Achievemenr: Individuals are heavily influenced by actions, approval and
opinions of others.

Self-expression (uction): hidividuals desire phyvsical and social activily, variety
and risk tahmp,.

ad

Based on the concepts of bhasic motivations and resources, the typology breaks

consumers into cight groups.
/\

novators

Froibary Higl Resource
Mutivatinn High Innuvatina

1deals Acluevenient S'-ellllt:xprcssinn

/®

|~ Makers

Arlnesess

Tharkers

Sinwvers

Belhovwr

(

Low Hesauese
Low lnnovsttun

Suvirvsn

Figure 4.2: VALS Segmentation System — 8 Typologies
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Tnnovators (formerly actualisers): This segment is small in size compared to
other seven but may be the most attractive markets because of their high incomes
and they are the leading edge of change. They are among the established or
getting established leaders in business or government, yet they seek challenges.
Image is important to themn as an expression of their taste, indepcndence and
character. These people are successful, sophisticated, active and with high self-
esteem. They are interested in growth and developraent; they explore, and express
themselves it many different ways. They have social and intellectual interests,
and are open to social change. They are guided sometimes by ideals and at other
times by desire and are fond of reading. They prefer premium products to show
their success 1o othcrs,

Thinkers (formerly fulfilied): Thinkers are motivated by ideals and exhibit
behaviour according to the views of how the world is or should be. They are
mature in their outlook, salishied. comfortable, are well-educated, reflective
people who vaiue order, knowledpge and responsibility. They like their home and
family are satistied with their careers and enjoy their leisure activities at home.
They are open-minded aboul new ideas and accept social change. As consumers,
they are conservative and practical. They purchase products for their durability,
functionality and value.

Believers: [1ke thinkers, believers are also motivated by ideals: their basic
approach to decision-making iy rational. Believers are not well-educated and the
moral code of conduct is deeply tooted in their psyche and is inflexible. They are
conservative, convenlional and have decp beliefs based on tradition, family,
refigion and community. Their routines are established and largely influenced by
home, family, religton and social organisation. Their behaviour as consumers is
predictable and conservative. Their income is modest but enough to meet their
needs. -

Achievers: They are mouvated by the desire for achievement and make choiccs
based on a desire to enhancc their position, or to facilitate their move to another
group’s membershsp for which they aspire. They have goal-oriented life-siyles
and a deep comminnent 1o carcer and family. They are more resourcelul and
active. Achicvers are inclined 10 seek recognition and sclf-identity through
achievement at work and in their personal lives, They haye high economic and
social status and patrunise prestige producis and services and timme saving devices
that exhibit success to their peers. Thev value consensus, predictability and
stability over risk, and intimaey.

Strivers: They are rendy and fun-loving and are motivated by achievement. They
are dependent on others to indicate 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 approva! and opinion of others around them. They are
impuisive by nature, pet easily bored, are unsure of themselves, and low an
economic, social and psychological resvurces. Strivers try to mask the lack of
enough rewards from their work and family, and to conceal this. they atlempt to
appear stylish. They try to emulate those with higher incomes and possessions,
generally bevond their seach. Strivers aye uctive consumers, shopping 1o them is
both a social activity and an opportunity to show their peers their ability to buv.
They reuad less but prefer to watch television,

Survivors (formerly strugglers): They have narrow interests; their aspirations and
actions are constrained by low level of resources. Strivers are comfortable with
the familiar and are basically concerned with safety and security. They are ill-
educated. with strong social bonds, low-skilled and are poor. They feel powerless
and unable to have any impact or influence on events and feel the world is



changing too yuickly. As consumers they show the strongesi brand loyalties,
especially il they can purchase them at a discount. They are cautious consumers
and represent only a modest market. They watch a lot of tefevision, read women’s
magazines and labloids.

1. Experiencers: They are voung. full of watality, enthusiastic, impulsive and
rebellious and motivated by sell-expression. They are avid consumers and spend.
high proporiion of their income on fashion, entertaipmernit and socialising. Their
desire is to fecl poad and having ““cool™ stuft. They are college-educated and
much of their income is disposable. They have an abstract disregard [ov
conformity and authority. Experiencers seek excitement and varicty in their fives
and like 1o take risks. Their patterns of values and behaviour are in the process of
being farmulated. They are foud of outdoor recreation, sports and socral activities.
They spend heavily an clothing. music and fasy food.

8  Makers: Their imotivation is self-expression. They like 1o be self-sufficient. have
sufficient income and skills 1o accomplish their desired yoals. Makers are
energetic. like to experience the world, build a house, have families, raise children
and have sufficient skills backed with income to accomplish Ihcir projects. They
are practical people and have constructive skills and energy to carry out their
projects successfully. Their outlook is conservative. they are suspicious of new
ideas, respeet government and authority, but resent any intrusion on their rights.
They are novympressed with others™ wealth and possessions.

For several reasons, psychographic segmentation variables are used on a lintited scale.
To accurateiy measure psychographic variables is rather difficult compared to other
types of segmentation bases. Uhe relationships between psychographic vartables and
consumer needs are oflen difTicult to document. Also, certain psychographic segments
may nol he reachable. For example, 1t may be difficult to reach intraverted people at
reasonable cost.

4.4.4 Behavioural Segmentation

In the case of behavioural segmentation. the market is divided on the basis ol purchasc
decision and product or brand usage made by consumers. For example, Criticare
{Mcdical lnstrument Manufacturing Company) has divided its Delht market in siy
buyer groups, which are as follows:

1. Mast Modern Hospirals: Lscorts Heart and Research Center, Batra Hospital and
Research Center. Apollo Haspital, etc. These hospitals are canstantly on ihe look
out for new instruments 1o become more eficient. As the Purchase Manager of
Escorts Heart and Research Center said, “We always want to be the first ones to
buy new lechnologies™

[

Autonomous Hospitals: Jor example, the All [ndia Institute of Medical Sciences.
flere. the most important influence on purchase decision is of the specialist
duoctors and the heads of the respective departments. Even if they go in for tenders,
rechnical specifications. rather than price alone, influence the purchase decision.

lard

Government Hospitals: Ram Manohar Lohia Hospital, GB Pant Hospital, LNJPN

Hospital. etc. Here the Medical Superintendent apd the Financial Controller

utfluence the purchase decision. They penerally decide tn favour of the lowest

quote.

1. Medium-size Private Hospitals: Maharaja Agrasen Hospital, Shanti Mukund
Hospital. ctc. Thev use a bend of qualiry and price considerations. Generally the
choice of Medical Director is final.

3. Nursing Homes: Kukreja Nursing Home, Girira) Hospital, ete. Generally they

have one operation room in which they use pulse oximeter. To get thetr nursing

&3
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homes recognised by the Ministry of Health, it is essential for them to have pulse
ox melters. They also go for quality, low price and afier-sale service,

6. Freelancing Anesthetist: Doctor-Anesthetist who are attached with ditferent
nursing homes have therr own pulse ax meter so that they can use where this
facility is not available in the nursing homes.

In the case of volume segmentation, quantity purchased is the basis for segmentation.
It attempts to identify frequent users of a product category or brand. The 80:20 pare
sugeests that eighty percent of customers buy twenty percent 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 classily the buyers as heavy users, moderate users and
light users. Products tike cigarettes, wine and personal care categaries are classiticd on
the basis of volume segmentation. They can also be grouped as bulk buyers,
small-scale buyers, regular buyvers and one-time buyers.

An alternative method of segmentation is brand user segmentation. The marketer tries
to identify the user chacacteristics 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
products appealing to the non-user sepment profile.

Buyers of different brands may not be found to be difterent from one another on
certain distinguishable characteristics but a marketer would like to segment the market
on the basis of certain distinguishable elements so that he can reach them effectively.
The objeciive of doing a product-based segmentation is to influence peneric demand
of customers and convert their demand towards selective demand for the brands.

Marketers are also nterested in attracting not only brand users but also the consistent
users of the brand, 'The repetitive purchase patierns of brands are studied to classify
customers into highly loyal, moderately loval. swilchers, disloyal and fence sitters,
When the comnpany is able to identify tbe brand loyal users. he can develop
appropeiate marketing siratepy to attract the customers whe are loyal to competing
brands, So it is possible o segment the market on the basis of brand loyvalty,
Companies develop relationship-marketing programs te keep their loyal eustomers
happy. Many companics have also starfed key account managemcnt programs to
attract and keep their loyal cusiomers. This is based on an assumption that the cost 1o
sevve loval customers is Icsser than to make the new customers.

Marketers also segment the market on the basis of situation scgmentation. Many
marketers are happy with identifying the segiments and profiling the scgments 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 situalion
method of segmenting the market in which the marketer can go deep into
understanding the buying pattern of consumers in different situations and then group
customers on the basis of their brand usage situation experience. This method is bascd
on an assumption that people buy different praducts and brands in different usage
situations. A person may select a business class hotel when he is traveling alone for
the purpose of business whereas in a family holidaying situation, he may preter to
book a ictsure tourist resort 1o spend time with his family.

4.4.5 Benefit Segmentation

All the ahove methods of sezinentation are based on a post facto analysis of the kind
of people who make up specific segment of a market. These methods help in
describing the characteristics of different segments rather than finding out what causes
these segments to develop. People suggesting benefit sepments ground their idea on
assumption that benefits people expect out of the product consumption sitvation are
the basic reason of purchase and customers can be grouped as per the basic reason of



their purchase. Benefit segmeniaian involves classifving buvers according 1o the
benefits they expect (get) from the product. Let us look at the following list of benefits

derived from toothpaste,

Table 4.3: Benefit Segmentation of the Toothpaste Market

Bencfit Segments | Demographics Behavicural | Psychographics Favoured Drands
Leonomy {l.ow hcn lleavy users ligh antonom Brands on sale
price) value ariemied
Medicinal (Draay | [-47ge Famihics Heavy users | flypochondnac Crest
prevention) CONSCA Alive Maclean's
Cosmene (Bright Feenagers, young | Smokers High sociabiliy Ulltex Bright
adults :
wetiny aelive
Taste (tiood taste) | Mldren Spearmint Hoetr scl(- Colgate
lovers L B
[ mnvolvement

Sonrce: Adopled from Russell ) Hadey, "Benefit Segmentation: A Dectaun Orenied Research Tool”, tournal of
Markenng. July 1963 pp. Wi-38

Markelers can de benefit segmentation by a three-siage process, The marketer necds
0 conduct cxploratory research to develop a complete listing of benelits of possible
value 1n segmenting the relevant markel. Then the marketer develops a sensitive and
teliable scale to measure major attitude dimensions.

Fially, the marketer develops quantitaiive measurements of the market, usually
invedying a national samiple. resulting in clusiering of respondents by their attitudes.
Individual clusters are developed and described in terms of their behaviowr, lifestyles.
demographics and other relevant characteristics, So each of the scgments are
drscriminated by their aftitudes and differences i their hehaviour are analysed through
devetoping multiple cross-tables.

4.4.6 Geo-demographic Segmentation

[here are several commercial geo-demegraphic segmentation schemes available, hat
combine demopgraphics and geography as a segmentation basis. s approach aimis to
identily groups of small geographic areas that have similar demographic proliles.
These twend to suffer from the {allacy of averages. Nome areas may be gemnnely
relatively homogenous but many are nol and this can be very musleading,

4.5 TARGETING

In this stage, thc marketing manager evaluates diflferent market opportunitics and
decides how many and which segments to target. This method is called 1narket
targeting. A target markel is defined as a set of buyers sharing common nceds or
characteristics that the company decides to serve. It is very important 1o select the
larpet market, which the company decides 1o serve because knowledge about haw the
consumets decide. what are the crteria of busing products, and what are (he
characteristics and litestyle of the targeted customers help the marketers to develop a
suitable marheting strategy.

Furthermore. every marketing program involves a certain level of marketing
expenditure and the return on a marketing program can be calculated il the marketer is
able 10 know to which larget market the marketing program o aimed at. 11 is a
cominon observation that a large past of marketing expenditure is wastage of company
resources as it is spent on buyers with {esser or no potential. An understanding of the
nature and characteristics of the target market helps the marketing planner to drive
higher return on marketing investments.

Knowledpe of the target inarket characteristics, its growth and chanyes n the attitude
of consumers in the target market will help the planner to modify and design new
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marketing programs suited to changing needs of customers and which will in turn help
in long term success of the organisation. Hence, understanding of target market and
measurement of attractiveness of each target market is a key decision in marketing.

The firm needs to identify the target markets and then evaluate potential of each of
these markets in order to prioritise their resource investment intent. The marketing
manager should look at five factors for evaluating each segment. They are segment
size and worthiness, segment measurability. segmeni attractiveness, and aceessibility
of the segment. These should match the available coinpany resources and long-term
goils of the organisation.

The company should firs1 collect and analyse data on the size of the current segment,
growth rates in the past and estimate the likely rate of growth by analyzing various
market indicators for both short terin and long term future, This will help in estimating
the expected profitability of cach alternative segment. One of the best ways to
calculate the profilability is by estimating the response clasticity.

Response elasticity is calculated by taking into considcration. past marketing
expenditures as an independent variable and the retums from the said marketing
program in different periods ot ime as dependent variable. We can develop a graph to
cxplain response elasticity, where responses (sales) are on the Y-axis and the
corresponding marketing expenditures are prescated in the X-axis. This graph is a
sufticient indicator of the profit growth potential in each of the segments.

Segment A

/

Scgment B
Yi
// Scgment £

]

A

Sales

X1 X2

Markeusg lxpenditures

Figure 4.3: Response Elasticity

From the Figure 4.3, it is evident thal in Segment A, the company achieves sales of Y1
and Y2 at different points of time by spending X1 and X2 amount in the form of
marheting expenditure, Now the response elasticity can be calculated as:

[(Y2 = YIVY1)/[(X2 - XI)X|]=Ra

Similarly. we can calculate responsc elasticity for segment B and segment C with
same marketing cxpenditure {X] and X2) and can take a deciswon on which market to
cnter in. From the Figure 4.3, it is evident that segment A is highly protitable
compared to segment B and B is comparatively profitable compared (o segment C.
This is purcly based on evaluation of jncremental return from each of the market
segments by estimating the response elasticity.

The miyth of mnarketing says that both the fastest growing and the bipgest market may
not remain the same for a long period of time. Hence. future profitability wil| siow



down, as morc campetitors will enter into the business, looking at the marketing
profits enjoyed by the most profitable firm. So a marketer should be careful about
such a phenpmienon in the market and instead look for furure, long-term profit
potential thar current shori-term ccturns as a criterion for deciding on which market to
entev. The identified target segments should also be measurable for their size and
composition. Yau cannot really manage something which is not passible to measure.

The target segment should be accessible to the inarketer so that he can develop a
distribution aetwork and use available media to reach potential custamers. There is a
possibility that there exists an attractive segment but the cost of reaching and serving
the target scgment is higher compared to segments with moderate potential,

Let us take an cxample of the Indian rural market where the growth potential and
demand for many fast moving consumer gonds is very high but the cost to serve these
markels is also vcry high which prevents many markelers from venturing into this
market. The marketing manager should also cvaluate the resources available for
market cnverage. [ the company lacks adequate skill and necessary resaurces, then it
shouid target geograpbically concentrated markets and markets with higher density of
putential customers. Most of the niche marketers target such geographically
concentrated markels.

4.5.1 Selecting Target Markets

The selection ol target markels heips the marketer 10 correctly identity the markets
and the group of target customers for whom (he products/services are produced. In
these days. markel targeting is used for all tvpes of markets including developing and
cmergg markets. [t helps in sub-dividing the market into many segments. and then
deciding to offer a suitable marketing offer to snme selected segments. Market
targeting 1s the act ol cvaluating and comparing the identified groops and then
selecting one or mure of them as the prospects with the highest potential. A marketing
program is deicloped which will praovide the urganisation with the best rctum on
sales, by correspondingly deliver the maximumn valuc to customers, After analysing
different segments. the marketing manager must select one or nany seginems o serve.
The firm can setect one or more patterns from the following patterns.

}y‘h Nh M_), [ M} \V'T’, M | M;’ MS
P Py P, ’—_
P? Pl p———— S — P; =—
Ps ™ Ps |
———l I )
Sinple-geprnenl Caseontiafian Sclertive Spocializaton Produdt Spuodszanon
My M, M
R
Pl _ Pr
P. ' P
- p—
P == I P2
Market Speeiahzatinn §ull Marke Uoveragy

Source: Adapied Trom Derck |-, abll ~“Defining the Busaness: the Straeie Pomg of Seaiczic Mannme {Lnglewood
Clefis, N L Premtee 11l 19805, Chaper 8. pp 192-196,

Figure 4.4: Patterns
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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 alse decide to sefect
few products and target each of these product altematives [or specilic market
segments. The marketing manager can decide a single product for all the market
segments and use product specialisation. The market specialisation strategy allows
marketing managers to offer different products in a single segment. A full-scale
product market steategy allows marketing manapers to launch all types of products for
all types of market segments.

Table 4.4: Indizn FExamples of Market Segpments

Single Scgment Concentraton | Wondland Shocs

Cellular Phones

Selective Specialisation DEN A Cream | ooth Power (Dabur)

Markcet Specialisation Suitan Chand & Sons (13ooks covering all wvpes of
siudent needs. schools. colleges & instilutes)

Product Specislisation Mahindra & Mahiudra Jeeps
RByjaj Auto

Fuli Caverage Pepsi. Titan liata

Market segmentation helps marketing managers to undzrsiand the consumer needs and
bchaviour better so that a marketer can plan accordingly. Macket segmentation helps
in paying proper attention to requirements of each market segment. It also helps
setecting channels of distribution and in understanding competition. Segmentation
helps in cffective use of resources and proper utilisation of advertising and other
promotion sirategies for targeting selected markets.

4.6 POSITIONING

Jack Trout and Al Ries suggesl that managers should ask themselves six basic
questions to ¢reatc a position for a product ar scrvice:

1. What paosition. il anvy. d¢ we already have in the prospect’s mind? (This
information must come [rom the market place. not the managers’ pereeptions).

EQ

What position do we want to own?

What companies must be oulgunned if we arc to establish that position?

3

4. Do we have enough marketing money to occupy and hold the position?
5. Do we have the guts to stich with one consistenl pasitioning stralegy?
6

Does our creative approach matcli our positioning sixategy?

The brand or product manager nust determine which strategy is best suited in a given
situation 1o position the brand or the firm. as the case may be. The exercise to
determine the positioning strategy is not easy and could prove to be difficull and quite
complex. Six steps need to be taken to rcach a decision about positioning,

1. Fdentify competitors: 1t 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 catcgory with which the brand compeles directly.

For example, Maggi competes not only with Top Ramen and other noodles, but
alsa with all other producis, which are used as snacks. The marketer must consider
all likely competitors, various use situations and usage effects on the consumer.

2. Assessment of consumers’ perceplions of competition: Afier defining the
campetition, it is important to determine how consumers perceive the competing



products. To do this, a set of product atiributes, such as product characteristics,
consumer benefits, product uscs er product users are chosen for comparison. The
task is to wlentify relevani attributes to avoid any which would be superfluous.
The most useful and relevant attributes are chosen which describe the brand
images.

Determining competitor’s position: This exercise is underiaken to reveal how all
the competing brands. including the coinpany's own are positioned and what is
their relative pasition in the consumer’s perceptual map, Which are the competing
brands that consumers consider as similar and which are the ones considered
dissimilar?

Marketing research can be vsed to plot a perceptual map that would show the
position of ditferent competing brands. Two-dimensional and multi-dimensional
scalittg techniques are available to help the rescarcher,

Analysing the consumers’ preferences: The analysis so far discussed would
determine where in the perceptual map the product should be positioned. The next
step requires the identification of segments or clusters uf customers who prefer
this product focation in the perceptual maps. Customers who value a certain set of
attributes or benelits would form a segent. An ideal product would be the one
that is preferred over al! oihers.

Making the positioning decision: Upio this point, it may become reasonably clear
10 make some subjective decision as to which position can be appropriate. [a
many situations, howeser, it may became necessary to rethink. Positioning usually
tnvolves seymenting the market and choosing one or more segmemts.

This would require iymoring the remaining parns of the market and focusing on
only a selected part. It is to be considered whether the selccted segment or
segments would support the brand entry. A specitic chosen position may lead
consumers to helieve that this is what the product is for and those not looking for
that specific benefit may not consider the brand. If the decision is for
undiffercntiated strategy, it may be possible to be general in positioning approach,
encourazing consumers that they will get what 1hey are Jooking for.

For instance, the Tovoia slogan, “f love what you do lor me Toyota,”
communicales to consumers that they will got whatever they are looking for in
this brand.

Maonitoring the position: How stronglv and advantageously a position is
maintained in the market should be monitored periudically by using the tracking
studies 10 measure the winage of Lthe brand or the company.

4.6.1 Positioping Approaches

Marketers manage product positioning by focusing their marketing activities on a
positioning slratcgy. Pricing, promotion, channgls of distribution and advertising. all
are geared to maxumise the chosen positioning strategy .

According to C. Merle Crawtord. common bascs used for positioning include:

Features refer 10 objective physical or performance characteristics and are often
used to ditferentiate products. For example, Amazon.com has a unique “l-click™
ordering facility. Some autos claim “Zero to 100 Kph in 6 seconds™. This sort of
positioning is mnore common with industrial products.

Benefits are directly related to produets, such as Volvo's emphasis on safery and
durabilitv, “Sticks in a snap,” FeviKwik. Fairglow soap is “faimess soap”.

8
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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 hody rcsistance of children or elders, Farex for small kids,
Baja) Pulsar “delinitely male” for customers of a cerain psychographic
profile,

® Pareatuge means the lineape denoting who makes the product. “Buying a car is
like getling married It's a good idea 1o know the family [irst,” advises The
Mercedes § Class inodel. Companies proudly trumpet their names, such as “Sony
Vaio”, “Tata Indica®. “Fiat Palio™, etc.

o  Manufacturing process is ofien used 1o position the product. Some expensive
watches claim 1o be “hand crafied,” an appealing proposition in an age of mass
produced artifacts.

® Ingredienis are sometimes highlighted (0 create a position. For example. some
garment manufacturers ¢laim “One hundred percent cotton,” or “‘Hundred percent
Merino wool”.

®  Enpdorsements are made cither by experts or a common person with wham the
target customers are hkely to identity. For example, Michael Jordan using Nike
shoes, and the unforgetiabic Lalitaji {(a savvy middle ciass housewife concerned
about family budget) and her enduring advice that “Surf Ki Kharidari Mein I4i
Samajhdari Flai” (1t7s wise (0 buy Surl).

e  Comparison with a competitor’s produci is a fairly common positioning approach.
Avis compared itsell” with Hertz, stressing that it tries harder because it is the

second-biggest car rental company. Samsung Laser Printer compared itself with
HP [Laserjet and thereby jumped cleverly onto the platform.

®  Pro-environment approach to positioning aims to show that the company is a
pood citizen. Canon mentivns on its packages. “Made from recycled
material”.

®  Product cluss such as freeze-dried cottec shown as a produet that is different one
fram nstam or regular coffec. Dove soap positioned as a moisturiser and not the
totler soap, and Pears as a glycering soap.

® Pricesynality is a powerful positioning technique. Zenith computers say
“Multinational quality, jadian price™.

e  Country or peographic ared, such as German Engineering, Russian Vodka,
Benarsi silk sari, or Dehradun rice.

4.7 APPLYING THE STP PROCESS

Before one can devise a sct of marketing strategies, he nust first understand the
concepts of Segmenting, Targeting, and Positioning (STP). Actally, without these
three, it would be very ditficult for a company to make a sale. The commercial
landscape is full of diverse consumers and it is important for a marketer to divide the
market into dilferent segments and choose which of them maiches its product or
service well. The marketer may also work the reverse way — select a market segment
first and then design an oftcring fit for the chosen segment. Once the farget market is
tdentified, the next 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 the STP process. a company can establish its own identity and
differentiate itself [rom competitors.




Box 4.1: Applying the STP Process — Tourism Marketing

Segmentation Process

P Segment the potential countnes

2 Segmenianon ut'the toursts from the different types at countrics

- Develnped ¢ountaes
+ Devetoping countries
- Under Developed countries

=]

Scgment the visitars in SEC (Sncio-Economic category) and thewr nature of visits
- Under SCC
Uipper class
Middle Lass
Lower ¢lass
- dInder namire of visit
Business execuiives
Leisure travellers
The delepme
Relagious ravellers
NR1 visiing homes
Fums for sponsy
Internanonal airline crews
interntiong] ship carricr crews
Hentaae maveliers
Traveilers {or nns and archilceture
Travelicrs for mountan spors
Fravebters far wildlng camps, bird sancluancs
Beavh stroullers
Interest proups, ele.
4 Segment the focations according o the above the sepinentanon uf travellers
Targeting Pracess
I Clussily i locations according 1o the visiiors requerements
2 Selegt the turect group of visitors
3 Focus the enget group of visitors with the USPs' of localions
Positioning Prucess
I Develop USE (Lmigque Sethng Proposition) Tor all wourism tocaiions
- Muountain sports
- Wildlife camps
- Heotage [Mace
- Sprawhng beaches

ares and architectore. cte.

-

2 Besign proper stratcgic plan s promate the locations among domeslic «nd fmeien (ourivs.

4.8 TARGET MARKETING STRATEGIES

The targeting strategy largely depends on the Kind of product market coverage that ihe
firm plans [or the future.

4.8.1 Market Coverage Strategies

The product market coverage strategics are broadly classified as undifferentiated
marketing, concentrated marketing and difTerentiated marketing strategies.

9
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Basically, there are three strategic options available to marketers:

\.  Undifferentiated marketing: This strategy involves ignoring any differences
among consumers and ofler one product or service to the entire market. This
stralepy of mass marketing {ocuses on what is common in the necds of consumers
rather than what is different. For more than 90 years, Coca-Cola offered only cne
product version (o the whole market and hoped that it would appcal to evervone.
Undiffcrentialed marketing provides cost economies.

%)

Differentiated marketing: The marketer decides to enter sevcral market segments
or niches and devclops separate offers for each. For instance, Maruti produces
different models of cars for various segments. Nike ofTers athletic shoes for
different sports and Coca-Cola and Pepst offer different versions af their solt
drinks. Companies producing toiletries arc offering different versions of toitet
soaps for dry skin, oily skin and normal skin. These companies expect higher sales
volumes by offcring product versions and a stronger position within cach segment.
Differentiated marketing strategy mcreases costs considerably.

[

Concentrated marketing: Sirategy of concentration appeals to companies with
limited resources. In this situation, the company targets a segment and goes for a
large markel share instead of a small share in a larger segment Recycled paper
praducers, such as Wizard India, focus on the market for greeting cards or
wedding cards. Oshkosh Trucks is the largest producer of airport rescue trucks.
Concentrated strategy involves more than normal risks. If a powerful competing
company decides to enter the same scgmenl. it may become quite tough for the
smaller company.

4.8.2 Niche Marketing

Niche marketing is a narrowly defined customer group, more homogeneous customer
groups with specific product requirements ¢atered to individnal needs and services.
The products are specifically tailored for customers. It is gaining importance in
industrial markets and forms a key strength to marketers. In today’s highiy
competitive marker place, marketers are focusing heavily into segments which they
can successfully compete in. 1 the niche is large enough, markcters should be able 1o
promote a unique product to caler to that segment.

1.8.3 Market Entry Strategies

The marketer can make use of inarket entry sirategies by investing in promoliens or
making widespread cntrée through low price, and skimming strategtes where shon-
term gain is the objective with high entrée price. For services, the marketer 15 more
capablc of moving in at high specd than the goods marketer, as he does not have to
grapple with such problems of production. inventory, storage and logistics.

The marketer can choose from any ol the given four market entry alternatives:

PROMOTION
Thgh T o
il Rapid Skinumsng Slow Skanming
High Swrategy Sirategs
PRICL
Rapid Penetanon Slow Pepctralinm
Low Seratcgy Smaregy

Source: 2.bp hlopspol.cons

Figure 4.5: Market Eniry Strategics
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Rupid Skipming: It is an expensive initiative combining high price and high
promotion, directed at a low aware, low willingness-to-buv marke!l. This strategy
15 very usefui if the market size and poltential is very high and the likeliliood of the
competition to quickly adopt and adapt to the offer is also vers high. When a firm
has a shart-term goal of pralit maximisation and increasc in the sales volume, it
can resor to this strategy. The target markets are the early adopters and innovators
who do not mind paying the high price for the privilege of bemg the earlv users.

FFor example, the early entrants in the cell phone service operations like BPL
Mobile. Max Touch/Orange/Hutch, RPG Cellular. eic.. foliowed this stralegy.

Staw Skimming: This strategy is used when the firm is confident that it can
recoup its ipvestments in sufficient time. This could be due ta lack of
competition (public sector undertakings, infrastructure services like airlines,
telecnmmunication, etc., are some examples), requirement of heavy investments
in tfechnology and systems to compete, etc. The target market. mostly business and
indusirial users pays for the high price as the product is exclusive and vital for
their compeltitiveness. Five star hotels and Cnterprise Resource Planning {ERP)
and Supply Chain Manapement (SCM). System providers like SAP, BaaN, 12,
Mindiree Consulting. etc.. uscd this sirategy.

Rapid Penetration Straregy: 1 the firm has a long-term objective of being 4
markel leadter, market share and profit maximisation, and it there exists entry
barriers tike intensive competition, then this strategy 1s useful. ICICL Bank as also
Korean firms hke Samsung and LG eniered india with theii dreaded retailing,
using rapid penetration stratepy. The price of their ofTers 1< lower but there is high
vistbiliry in the media. Big Bazaar, the discounter major has successtuily vsed this
slralegy to make its mark.

Silow Penerration Strategy: When the market size is farge, well aware of the
products and service offer and sensitive to price but the competitive threals are
almost nnn-existent, this strategy is used. The long-term abjective of the [irm is to
maximise sajes or profits.

Speed ro market: 1C1CI Bank made waves by moving i very Jast with its retail
hanking products. So did the grocery chain of cooperatves m superstore format
Apna Bazar. A slow cntry would enable the competitors 10 bring oul “ine too”
products — and quile possibly grab a large market share, With the capability to
move in quickly, the service marketer can considerably reduce the lead time
between produst conception/incubation and praduct introduction. This is known
as the marketer’s and/ar their product’s “speed to market” factor. A necessary
system for the marketer to speedily consolidating his entry includes information
integration, cohesiveness and synchronization of all management fuinctions.

4.9 APPLICATION OF MARKETING MIX ~

STRATEGIC PERSPECTIVE

Marketing mix strategy is about achieving vour marketing objectives thraugh proper
analvsis of the 4 P's or clements of marketing, namely:

2.

LR

d4
A

Product
Price
Place

Promotion

successful marheting mix depends on the right combination of these marketing

glements.
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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 change the service. You can also
make the product or service available more conveniently to the customers.

Each elements of marketing mix strategy affects the other and the proper combination
of these four ciements is the key to the success of any marketing process.

® Product Mixc Strategy: Product mix strategy is about determining {eatures of your
product or service. Product mix strategy deals with:

< Product life cyele
<+ Brand name

4 Packaging

< Design

% Quality

< Safety

2 Afier sales service

e Pricing Strategy: The price of a praduct can be fixed in many ways. Marketing

mix pricing is a tool that heips in settling on a pricing strategy, considering the
followings:

% Retail price

<  Wholesale price

< Special offers

< Penetration pricing

< Price skimming

< Optional product pricing

% Geographical pricing

® Plgce (Distribution) Strategy: Place markeung mix is nothing but distributing

product to the customer. Few instances tor this:
. Warehousing

< Distribution centers

+ Reverse logistics

< Transportation

+ Inventory management

® Promotion Mix Strategy: Promotion mix stratcgy deals with the available tools

for marketing commumieations. This elcment helps in deciding on the location,
where the customers will get the product or service. Promotien imix strategy also
deals with:

+ Sales promotion

+ Distribulion chanpels
<+ Advertising

% Sponsorship

+ Trade fairs and events
% Logistics

“ Storage



T Check Your Progress

Sales Strategy: Sales mix stratepy is nothing but the point of influence of price 94
and promotion on sales, and its revenue and profits. Sales mix strategy is Marketing Segmeniation
dependent on the fallowing factors;

< Dccision-inaking process

#  Market response to price

<+ Market response to promotion
< Protit contribution and strategy
< Budget deviations

< (ost of budget deviations

£ Team working

< Behaviour observation

#  QObservers

Marketing Strategy and Marketing Mix Strafegy: Marketing mix is a tool lhat
assists in defining a markeling strategy for the product or service. Marketing
Strategy and Marketing Max Straregy are closely related fo each other. Proper
marheting mix analysis 15 very imponant for implementation of your marketing
plan to achieve the business poals. An organisation’s strategy impacts its
marketing mix:

e Long-term Murketing AMix Straregy
¢ Brand building and increase company awarcness.
¢+ Revenue grows gradually with permanent etlects.
¢ Healthy relationships with disiributors and others,
¢+ Scope for research and development.

< Short-term Marketing Mix Srrutegy
4 Creates unmediate revenue.
¢ Results are direct and quantifiable.

¢ The effect is temporary.

Fill in the blanks:

1. One or more segmenis must have enough potential that
would justify developing and maintaining @ marketing programime.

2. Scgmealing the market on the basis of helps the marketer
10 categorise products specifically targeted for males and femnales.

3. Companies develop prograrames to keep their loval
customers happy.

4. The sepment should be aceessible 1o the marketer so that

he can develop a distribution network and use available imedia 1o rcach
potential cusromers.

5. The targeling strategy Jargely depends on the kind of
market coverage that the firm plans for the future.
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4.10 LET US SUM UP

Market segmentation seeks to carve out a homogenous market out of a large,
heterogeneous markel. There arc a few common bases, which are vsed in
segmentation ¢.g.. demographic, economic, psychographics, ete, Although the use
of demographic variabies is appealing and widely available to marketers, but these
vaniables are not able to profile segments on their own.

Market segmentation for individual customer markets is different from that of
industrial markets. Segmentation in a busimess-to-consumer market is possible by
either segmenting through customer characieristics or on the basis of consumer
response 1o markeling programs.

Segineniation is advaniageous 10 markclers in many ways. Instecad of spending all
marketing resources on a hoterogeneous market where customers have varied
characteristics and response patierns. segmentation guides marketing managers 1o
identify who are the likely buyers and to spend the resources on these buyers to
achieve a tfime bascd result.

It also heips firms to develop differentiated affers w0 suitably cater to cater
different markel segments.

Segmentation is a scienlific process in which the markcting manager identifies the
bases or variables on which the market is to be divided, forms segments, and
profiles them and then launches marketing programs for each segiment.

Managers can usc any of the basc variables for profiling segments for e.g.,
demographic, psychographic and behavioural variables. The success of a
segmenlation process depends on the abifity of the marketing manager to find a
difference worth promoting among customers.

Marketers use threc stratcgic options 1n larget marketing. They are
undifferentiated marketing, differentiated marketing and concentrated marketing.
In undifferentiated marketing straiepy. the same marketing program is offered to
everyone vegardiess of their differences. In differentiatcd markcting, two or more
segments are largeied using different marketing programs for each of the
sepments, [n concentraled marketing stratcgy . the marketing manager focuses on
one segment out of many possible segments.

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

Positioning is a very important concept in tmodern marketing. It is the decision by
a marketer 1o try to achicve a weli-defined and diflerentiaied brand image relative
10 competition In a targeted market segment.

The marketer can make use of market entry strategies by investing in promotions
or making widespread entrée through low price, and skiinming strategies where
short-term gain is the objective with high entrée pricc. Marketing mix is a (oo} that
assists m defining a marketing stralegy for the product or service.

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

4.11 LESSON END ACTIVITY

Suppose you want 1o start a business of sports items. Prepare a report on how you start
and plan up for that business after focussing on market segmentation strategies.
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4.12 KEYWORDS

Segmentation: The process of segregating a heterogeneous market nto a set of
homogeneous groups of customers.

Market Targeting: The process of scgmenting. targeting and posivoning an offer i
the market.

Psychogruplics: 11 is the science of using psychology and demographics to study the
lifestyle patlerns of consumers.

Selective Specialisarion: The finn selects a specitic market sepment and a product 1o
otfer for that scgment,

Product Speciatisation: The fimm selects specific products and markets cach one of
them iy a different segment.

Murket Specialisation: The firm selects a product and Jaunches in differcat markets
without any alreration o the product.

Demography: The statistical study of human population and its distribution.
Marker Fragmentation: The identification of smaller and sinaller inarket segimeats,

Befraviomral Segmentation: Market segmentation based an consumer’s product
refated behas inur. (ypically the benelits desired trom a product.

Targer Market: 1115 a group of customers that the business has decided 10 aim its
markgting efforts and ulthmatels i1s merchandise.

Positioning: 1t is the process by which marketers tny to crearc an image or identity in
the minds of their (arget market lor 115 company. praduct and services and brands.

4.13 QUESTIONS FOR DISCUSSJON

. What is meant by marketing segmentation? What will be the suitable base for the
marketing of @lovisions?

2. A company pluns to launch a new brand of swimmer cool deodorant. How will you
segment the market?

3. Dwiscuss the VALS framework. Give examples.
4. ~larget marketing follows market segmentation™. Discuss.
5. Discuss major markel segmenfation variables for the toothpaste market.

highlighting benefit scpments.
6. Discuss the positioning process and approaches. Give silitable examples.

7. Discuss the various options that the marketers have while deciding on product
coyerage and market entry.

8 Connecl markeving strategy and marketing mix.

Check Your Progress: Model Answer

!. Profit

2. Gender

3. Relationship-marketing
4. Targel

5. Product
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5.0 AIMS AND OBJECTTVES

After studving this lesson, you should be able to:

e Discuss the concept of product

® ldentify the levels of products
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& Explain the classification of products

® Discuss the product mix decisions

3.1 INTRODUCTION

Consumers will buy only what suits themn. As consumers. we buy different kinds of
products and services to satisfy our various needs. We buy loothpaste, butter, shaving
crcam, pen, scooter and lickets for foreign tnips and many other such itkems in our daily
life. As we understand, our decision to buy an item is based not only on its tangible
atiributes but also on psychological attributes such as services, brand. package,
warranty, image, ¢tc. As a marketing manager, one has to plan for a unique product
offer to meet needs and wants of larget customers. Marketing planning begins with
designing an offer. The customers will cvaluate the product on some basic evaluation
characteristics like product features and qualiry. accompanying services and quality of
that service and price that they have to pay 10 own the product.

5.2 CONCEPT OF PRODUCT

A product is something that an organisation offers ta prospective consumers lo satisfy
their nceds and wants, [t is a bundle of benelits consisting of key product {catures and
accompanying services.

A product is the central idea behind any marketing planning and decides the business
success or failure of the organisation, [L is a set of complex tangible and intangible
atiributes, including packaging, colour. pricc, marketer’s prestige and image, retailer’s
prestige and marketer’s and retailer’s scrvices which boyer may accept as offering
satisfaction of wants and needs at a price. A product can be anything including
physical goods (soaps), services (airlines), experiences (tourisin package), events
(moter rally), concepts (family planning), ideas {vouthfulness), propositians
(patriousm), places (Hyderabad), narions (Kenya), properties (shopping mall),
organisations (Cancer Foundation of India) and information (website www.ndtv.com).
A product is something of valuc, which is offered to customers for attention,
acquisition, use and disposal of consumers for satisfaclion of their needs and wants.

The bencfits associated with any product can be classified as core, tangible and

. augmented benefits.

® Core benefits: These benefits explain the core mcaning of the product to the
consumer. These are the intangible benefits al the core of the product that the
consumer expects to obtain through ownership to consumers. Ladies while
making a choice about lipstick eapect the product to offer somc level of hope of
looking beautiful. For example, a car offcrs the generic bencfits of convemence in
travelling.

o Tungible benefits: These benefits are the tangible bepefits that the consumer
comes across while making a choice. These are the physical attributes of the
product that the consnmer confronts in the markel place. These include features,
colour, design, style, quality, size, weight and durability. The marketer identilies
the need for a lipstick and converts it 1o a tangible product by styling, fcaturing
and giving a brand name to the product.

e Augmented benegfits: Many basic products are a combination of core and tangible
benefits. Companies augment lhe core and tangible henefits with warranty,
guarantee and after sales service prograins so that the cusiomers cxperience with
the brand increases. The other augmented bencfits include facilities [or credit,
packaging, repair and afler sales scrvice facilities.
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5.3 LEVELS OF PRODUCTS

A product has different layers or levels like an onion and each layer contributes to the
making of the product. As 2 marketer, you are required to analyse the product at
different levels. The ideniified layers are:

e Core laver: The core laver of the product explains the reasons for which ihe
customer is making the purchase. This layer explains the *why' of buying the
product.

® Basic producr layer: At the second layer, the consumer loohks at the basic utilities,
like physical features and fangible clements of the product.

s Expected producr fayer: The expected layer is a set of attributes and conditions
that buyers normally expect out of the product. The basic product is the ‘given
thing’ in the product. [n expected level, consumers usc their anticipations and
utility expectations for defining the product.

o _Adugmented product layer: The augmented part of the product is the associated
seryices and cues, which help the product to deliver beyond the expectation level
of the consumer. Brand positioning and comnpetition staris at farm level when ali
the products in a narket look sumilar. In developing nations, lhe competition
originates al the level ot expected product.

o Potentiul product layer: The last layer is the poteatial laver of the product in
which the offer may undergo all the possible augmentations and translormations
n the future. Here the marketer is always on constant search for new mcthods and
processes lo differentiale the offer on the basis of product teatures and services
that will satisfy the customer and create the desired differentiation.

The levels of the products are used to explain the concept of value hierarchy in
which the product manager can plan the level at which the basic product is
proposed and the level at which diflerentiation is to be made.

5.4 CLASSIFICATION OF PRODUCTS

Products can be classified on the basis of three essentfial 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
produets.

Figure 5.1 depicts a typical product classification.

Classification of Products

!

(1) Durability and (2) Consumer goods  (3) Industrial goods
Tangibility
(a) Convenience goods  (a) Material and parts
(a) Non-durable goods  (b) Shopping geods {b) Capital items
(b) Duraple goods (¢) Specialty goods (c) Supplies and
(c) Services . (d) Unsought goods business services

Figure 5.1: Classification of Products

Iet us now study about the classification of products in detail.
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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
durabihty, they can be grouped as non-durable and durable products. On the basis of
langibility, they can be classitled as physicat products and services.

Non-durable gnods: Non-durable goods are tangible goods normally consumed in
one use or a few uses. They are purchased [requently and also consumed very
often. Most of the fast moving consumer goods are members of (his class.
Examples include detergents, (ood iteras and household consumption goods.

Durable goods: Durable poods are tangible goods that can normally be used for
many years. These producis need more personal selling and after sales service.
They offer higher marein and arc often backed by guarantee and warranty
proerammes. Examples include colour TV, relrigerators, washing machijnes and
vacuum cleancrs.

Services: On the basis of wnegibility. products can be classified as physical
producis and services. Services are intangible, inseparable, variable and perishable
products. Services need a good amount of quality control, credibility of the
supplier and adaptabiliy to variable consuimption behaviour. Examples include
airlines, insurance and banking services.

5.4.2 Consumer Goods (lassification

Consumer goods can be classified on the basis of their shopping habits. They are
grouped as convenience goods, shopping goods, speciality goods and unsought goods.
Consumer goods are targeted for consumption of either imdividuals or family
members.

Convenience gaods: These are goods frequently purchascd by consumers.
Consumers often buy them in frequent consumption situations and they are
purchased immediately with minmnum efforts, Examples iclude toiletries. svaps,
cigarcies and newspapcers. These goods can be further classified as:

> Staple goods: Consumer purchases on regular basis. There is a high lcvel of
routinised response behaviour for this kind of products. Toothpastes and soaps
fall under this category.

B

< Impulse goods: Consumer purchases without any planning or searching effor.
Purchase of a magazine or a chocolate candy is an cxample of situation in
which customers buy on smpulse.

o

Emergency goods. Consumer purchases on urgent necd. There is no previous
decision 1o buy them but consumer is forced to buy due to the emerging
situation, These include purchasing of umbrellas, antiseptic creams like
Burnol. or the purchase of knives to cut down trees during the rainy secason.

Shopping poods: These are goods purchased by the customer after a conparative
procuss ol selection and purchase on basis of price, psychological Dtment,
suitability, style and quality. Examples include furniture, electrical appliances,
hdme furnishings and clothing. Shopping goods can be classified as:

<+ Homuogeneous goody  These goods are similar in quantity but differ in price
levels, justifving a pricing comparison by the buyer.

<+ Heterogeneous goudys: These goods differ in product features and services and
these dilferences arc morc important than price for a decision,

Speciality goods: These are goeds with unique characteristics or brand
tdentification for which the buyers need to make a special purchasing effor.



Examples inciude music systems, televisions, cars and men’s clothing. There is
hardly any comparison in speciality goods as each brand is unique and different
than others. The buyer is ready to spend more time and effor1 while making a
purchase decision for this kind of gouds.

Unsaught gooids: Thesc are goods that the consumer does not know about or does
not normally think of buying. These goods need advenising and more personal
selling eflorts for making a sale. These include life insurance products, coffins and
fire alarms.

5.4.3 [ndustrial Goods Classification

Many goods coming out of a firm enter another firm’s production process. so that the
final goods can be made ready tor consumption by individuals or family vensumers.
Many of these products go to the production process as raw materials and spare paris;
some of them also enter as capital items for augmenting the finished goods and the
rest as consumables or supplies. These are ably supported by services targeted towards
business vlass customners.

Figure 5.2 depicts the industrial goods classificalion process.

]

ERR— /4 Final
Production '
Factory-! Output of » process of _— Outout
factory-d Factory -} ' from
. l oy . Factory-iI

For consumption in B2C
{Consumer) Markets

Figure 5.2: Endustrial Goods Classification Process

Following is the classification of industrial goods applicable lor the purpose of
product management.

Materials and puarts: These are goods that enter the manufaclurer’s product
completely  [hey arc of 1wo types namely. raw matenals and manuiactured
materials. Raw materials can be farm products hike rice, maizc, cotton. starch or
natural products fike tish, petrofeum, gas, iron and aluminium ore. Muanutactured
materials can be classified as component materials like iron, steel, zme. and
compunenl parts like motors. printed integrated circuits, The component materials
are lunther fabricated like from aiumina to aluminium, pig tron 10 steel and var 1o
cloth, Components enter the lmal product withoul being changed or modificd.
In this case. price. quality and service are important [aclors while making a
decision.

Capital iteins: These are long-lasting goods that facilitate developing or managing
the finished product, They include two groups: installations and equipment.
Examples of installation include buildings, shades, offices. and shop floors and
heavy equipmients like earthmovers, trucks, drillers, servers and mainframe
computers. Equipments include hand tools and officc cquipments like personal
computers and laplops. These equipments are not permanent and they need to be
replenished at different periods of time.
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Supplies and business services: These are short-term goods and services that
facilitate managing or developing the finished product suppiies. They can be of
two kinds namely maintenance and repair items and operating supplies.

Maintenance supplies include painting and nailing. Operating supplies include
writing papers, consumables for computer, lubricants and coal.

Business services can be classified as maintenance service like copier repair,
window and glass cleaning, and business advisory services include consultancy,
advertising, and legal services.

5.5 PRODUCT HIERARCHY

Fach product is somehow linked to certain otier products. The product hierarchy
embraces both the basic needs and the itemns that satisty that need. The seven levels of
product hierarchy can be listed as follows:

1.

‘[kJ

et

Need family: The core need that is the foundation for the existence of a product
family. Cxample: security,

Product family: All the product classes that can gralify a core necd with fair
elfectiveness, Exampler savings and incomes.

Product class: A gvoup ot products within the product family acknowledoed as
having a certamr functional cohcrence. Example: financial instruments.

Pruduct line: A group of product within a product class, which shows
resemblance due to functianal sunilarity. is sold to the same customer group and
marketed through the same channels. Example: life insurance.

Product type: A pgroup ol items within a product [ine that share one of the
numerous possible forms of a product. Example: term life.

Brund: The name linked to one or more items in the product line that is einplayed
o recoguise the source or character ol itemys). Example: prudential help in
recounisimg the source or character of an item of a product line.

frem (also known as stock keeping unit or product variunt): A distinct unit
within a brand or product line that can be distinguished by the size, price,
appcarance. or by some other attribute. Example: prudential renewable term life
msurance. A brand or product line unit which can be distinguished by looks. price
or any other characteristic.

5.6 PRODUCT LINE STRATEGIES

A product ling s a group of products for essentially similar use and technical and
marketing considerations. Coigate product fine includes Colgate Dental Crcam,
Colpate Gel. Colgate Total, Colgate Herbal, etc. In this section, we will analyse the
cdhifferent types of product line strategy. Major praduct line strategies are:

Expansien of product mix: Expanding may be a valid decision il it is in an area in
which consumers tradifionally enjoy a wide variely of brands to choose from
and are accustomed to switching from one to another; or if the campetitors lack
a comparable product or have already expanded into this area. However. the
main limitation in expansion is the availability of sufficient finance, time and
equipment.

Contracting or drapping the product; This is more difficult becavse moncy has

alreadv been invested and therefore, as long as possible, products arc allowed to
linger on until a loss is incurrcd. When a decision on contraction is taken, various
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alternatives are available to the marketers. The product may be consolidated with
several others in the line so that fewer styles, sizes or added benefits are offered.
(T the product fails even after this pruning, the company inay stop it altogether.

® Alteratinn of existing products: Sometimes experichce may show that wnproving
an existing product may be more profitable and less risky than desetoping and
launching a new product. Alterations may be made in the design. size. colour,
texture, [lavour. package, use of raw materials. advertising appeal or the brand
manager may bring a change in the quality level.

®  Develuopment of new uses for existing products: The company or people may find
new uses of the existing products. [For example. a detergent being used for
cleaning clothes, floors, utensils and even glass products.

®  Trading-up and trading-down:

% Trading-up: It refers to the adding of a higher priced. prestige product to the
existing lines with the intention of increasing sales of the existing low-priced
product. Under trading-up, the seller continues lo depend upon the older,
tow-priced product for the major portion of the sales. Uliimately he/she may
shift the promotinnal emphasis to the new product so (hat larger share of sales
may go to the new product.

End

Trading-dovwn: 1t refers to the adding ol low priced items (o the line of
prestige products, wilth an expectation that the people who cannol buy the
originif product may buy these new ones becanse they carmy some status of
the higher priced goods.

&  Pruduct differentiation and market segnrentation:

= Product differentiation: Product differentiation involves “developing and
promoting an awareness of difference between the advertiser’s product and
competitor’s product”. When product difterentiation strategy is used. it
enalbiles a company to come out of price competiion so that it may compete
on a non-price basis. The company may show that its product 1s difterent from
or cven berter than the competitor’s products. Lt is possible to difTereatiate on
yuality, design, brand or packaging. This swrategy works in markets which are
reasonably homogeneous in their wants and the products are standardised.

o Murket segmoentation Under market segmientation straiegy, the seller knows
that the total market is made of many smaller homogencous units, each of
which has different wants and motivations. To meet these different demands,
different products can be developed. The product managers can tailor-make
products to suil the segments. This strategy altempts 10 penetrate a limited
market in depth, whereas the product differentiation sechs breadth in a2 more
generalised market.

5.7 PRODUCT MIX STRATEGIES

Product mix is the total number of products that a company markets. Produce mix
consistzncy means how closely related differcnt product lines are in end-usc,
production requirements, distribution, eic. A company may have mamy product lines
ity its product mix. The term product siix width reters to the number of product lines a
company has. Product line length means the number of product variants available in a
company s product line.

The efficient fulfilliment of the markcter’s goal to supply goods and services 1o the
consumers for satisfaction of their needs can be possible i’ due attention is given to the
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three issucs which govern the product mix, namely sales growth. sales stability and
profits.

Sales growth can be achieved either by increasing its share in existing markets or by
finding new markets. Following arc the ways in which product mix can be adjusted to
achieve organisational goals.

Product Mix
Strategies

Figure 5.3: Product Mix Strategies

o  Murket penetrution: Market share is increased by expanding sales of the present
products in existing uses.

e  Market development: Markets are expanded by creating new uses of present
praducts,

o Product development: Market share is iticreased by developing new products to
satisty existing needs.

e Diversification: Market is expanded by developing new products to satisfy new
consumer needs.

® Sales stability: Stable sales allow for move efficient planning in all phases of
production and disiribution. [t is also desirable to maintain a proper balance in
total sales and product mix so that a product losing the market share can be
counteracted by another product picking-up the market share.

Profiss are determined by thc components of the product mix. Some items are usually
more profitable than othcrs. Low profit items may be performing a valuable part in
helping to sell company’s more profitable products. Fhey may also serve as insurgnce
against an unforeseen failure in profitable products. Theoretically speaking, though
one should kcep only highly profitable products, one neceds to also understand the
cross linking between products within a product mix.

5.8 PRODUCT MIX DECISIONS

Most companies, whether large or small, whether in manulacturing or retailing
generally handie a muititude of praduets and product varieties. In course of time, the
companies may €xpand new lines or contracl, the old lines after the existing product or
develop new uses for the existing products. These activities involve managerial



strategies and policy making with respect to the company’s line of products and
services. A product mix is also called product assoriment. which is the set of al
products and items a particular seller offers for sale. Tt consists of various product
lines. Godrej has mulkiiple product lines namely soaps, office eguipment, edible uil,
computers and other products through diflereni manufacturing processes and largeted
towards dilferent markets.

The praoliferation of products within the company means that product policy decisions
arc made at three ditlerent levels of product aggregation, viz. product item, product
line and product mix.

Product Policy
Diceisions

I wp——

| ) |
Mruduct Product 'roduct
[tem Fanes My
I

—— - e —————]

Figure 5.4: Product Policy Decisions

® Proiuct irem: 11 is a specific version of a produci that has a scparate designation
in the seller’s list. For example, Hindustan Motors” Ambassador Mark If is a
prodoct item

®  Product lines: A aroup of products that arc closely related either because they
satisfy a ¢lass of need. ur are used together. o sold t the samc customer group, or
markeied 1brough the same rypes of outlets. or fall withn given price ranges or are
considercd 4 unit because of marketing. technical, vr end-use considerations. In
other words. a broad group of products, which are meant fo; essentially similar
uses and posscss reasonahly similar physical characteristics, constitute product
line. For example, Kodak Camera. or cloth apparel is a product line; or non-fond
product line for babies includes baby clothes. nursery equipment. vaporizers and
toitetries.

® Product mix: Products offered for sale by a tirm ar a business unit. In other
words, product mix is the full tist of all products vffered for sale by a company.
For example, Kodak's cameras, pbotograpiue supplies. chemicals, plastics and
(ibers are it~ producy mix: ar Tata’s hair 0il. cosmetics. locomotives, textiles, tron
and steel poods. et¢. are product mix.

5.8.1 Organisational Goals and Product Mix

The efficient fuifillment of the marketer’s goal to supply goods and serviees 10
consumer for satisfaction of their needs can be possible it due anention is given to
three issnes which govern the product mia. namelv sales growth, sales stability and
profirs.

1. Sales growth can be achieved either by increasing its share in existing marhets or
by finding new markets. Following are the four ways in which product nix can be
adjusted 10 dachieve organisationai goals.

(ay Murket penetranon, under which market share is increased by expanding sales
of prescnt products in existing uses;

(b) Aarker development. under which markets ace expanded by creating new uses
of present products;

(¢} Product development. where market share is increased by developing new
praducts to satisfy exisiing needs;

N9
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{d) Diversification, where market is expanded by developing new products to
satisfy new consumer needs.

12

Sales stability: Stabie sales allow for more efficient planning in all phases of
production and disteibution. It is also desirable to maintain a proper balance in
total sales and product mix so thal a markel share losing product can be
counleracted by another picking up market share. Sales stability is also possible
by making an entry into a new market,

3. Profits are determined by the components of the product mix. Somce items are
vsually more profitahle than others. Low profit iems may be performing a
valuable part in helping 1o sell company’s more profitable products; and they may
also prove as insurance against an unforescen failurc in profitable products.
Theoretically speaking, though one should keep highly profitable products only,
yet one needs to undersiund the cross linking between products within a product
mix,

5.8.2 Constituents of Product Mix

A product system for a firm is the group of diverse but related items that function in a
compatibfe manner. A product mix censtitutes the set of all products and services
offered by a marketer. The constituents of a typical product mix include dimensions of
width, depth and length and consistency.

By ‘width of the product mix”. we mean the number of differeni product lines found
within the company. In other words, the number of product lines carried by the
company measures breadth. For example, Bajaj Electrical produces bulbs, fluorescent
lights, mixtures annd grinders, taasters, scooters. pressure cookers and a host of other
etectrical appliances. This list of number of product lines can be called as width.

- . . - S B 3 T »
A
- . 1. , .
Product Lme | ———» - i M i-d l-¢
W
Pruduci Ling 2 ————13 2 b i
d
1
Product Lc 5 ————1 3 b e h
Product Lme 4 ————=— -a :
v
Pradugt Mix items = 12
Nuiberal lines =4
Average Depih - 3

Figure 5.5: Constituents of Product Mix

The *depth of the product mix™ refers to the average number of #tems offered by the
company within each product line. In other words, the depth ts measured by
assortment of sizes, calours, models, prices and quality offered within each product
line. For example, HLL produces ten variants of shampoo in shampoo line. So depth is
ten for the company in shampoo line.

The length refers to the total number of items produced by the company in all the
product [ines, This is the sum iota] of number of itcms in each produci Jine,



The *consistency of product mix’ refers to how closely related are the various product
hiaes m terms of consumer behaviour, production requirements, channels of
distribunion or tn some other way. For example, the products produced by the General
Eleciric Company have an overall consistency in that most products involve electricity
In one way or the other

The four dimensions of width. depth, feneth and consistency have a stronp marketing
mnplication, As the company increases, the widih of the product mix, the company
plans to capttalise on its good reputation and skills in present markets by increasing s
presence in other product calcgories. As the company increases. the depth of its
product mix, the company plans to entice the patronage of buyers of widely ditfering
tastes and needs. As the company increases, the consistency of its product mix, the
company hopes to acquire an unparalleled reputation in a particular area of endeavour.
As the company increascs ils length in different product lines, it plans to enter deeper
into cach of the product market segient it serves.

The dimensions ol the product mix, and the ways in which they relate 1o each other
are imporiam tor the markebing manpager. Changing the product ilem involves the
issues wiwlher (o modify. add or drop product items. Changing the width of the
product min mvalves abiering policy at the product-line level. whether to deepen or
shorten an exisiing product line. Changing the product mix involves the issues as to
what product-markets the marketer should enter or leave and how to handle
commurticalions for the vanous product hines or tlems.

Box 5,10 Sclected Product Mix Elements in Just Three Product Lines of HUL
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5.9 PRODUCT DIFFERENTIATION AND POSITIONING

Product differcntiation has bzen discussed in brief in the previous section,

5.9.1 Product Positioning

The approaches of pusitioning have already been discussed earlier. However, we will
discuys a related concept of perceplual mapping here in brief.
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Product positioning refers to a brand’s objective and functional atiributes in relation to
competing brands. It is a characteristic of the physical product and its (unctional
features. Product positioning is central and critical in that, i1 is (o be considered at the
level of the mission statement. Product positioning a1 the strategic level comes to
represent the essence of a business.

Perceptual Mapping

When a marketer intends to display his interest in the perceptions of target consumer
segments, there is a need to measure the perceptions. The method of measuring the
perception ol consumers about the product in comparison to competing products
through graphical measures is called ‘perceptual mapping’. Perceptual mapping is
usually represented on two-dimensional scales so that the marketing manager can
readily 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
differentiate consumer perceptlions of products and configurations of the brand in
relation w competing products on these dimensions. 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 I: The parameters on which the map is to be prepared have to be identified.
Step IT: Central tendency mean of television brands parameters to be determined.
Step TH: lnferences o be put on the map.

Step 1V: Combination can also be calculated if it is required to understand perceprual
mapping.

Prive

. Surl Lxeel

Ghadi
Quality

MNirma

Figure 5.6: Perceptual Map of Nirma, Ghadi and Surf Exeel

5.9.2 Positioning and Differentiation Strategies

A finn that decides to operate in a heterogeneous market recognizes that it normally
cannot serve all customers in that market since the cusiomers are numerous, dispersed
and varied in their buying requirements. So there is a need of product differcntiation
for catering 10 different market segments. Diffcrentiation could be based on product
and service qualities or on pereeived benefits as communicated to the customer.


http:Market.ng

Table £.1: Product Differcntiation Strategics used by some premium brands

l—ﬁndutl Attribute Examples T
Product Design Braun shaver. Harpic lotion gJ
{roduct Siyvle Titan watches, Woodland shoes

__?roducl Ranpc Revlon cosmetics, Data shoos R

_\'rn we Qualay Dl computers, Cureka Forbes vacuum clcaners
Pachagmp law tea. Colpate 1oomhpaste

T;ducl Festtures Sony Trinitron Tetevision. Hero Honda €0 Dawn

U’gmrmancc Qualhis ] Whisper sanitary napkins, Upata. [y ereadv bafteres J

5.10 PACKAGING AND LABELLING

Packaging includes all the actions that involve the development ol a container and a
graphic design for a product. A package may have three levels: the primary package is
the container of the product such as a bottle, jar or tube, the secondaiy package s the
box of cardboard or some other material containing the primary package; and the last
is shupping package that contains move units of secondarv package.

5.10.1 Packaging Cunsiderations

A varichh of packaging materials, processes and designs are availuble. Marketer’s
primary concern is o consider the costs involved. The question is how much money
consumiers are willipg 1w pay. Rescarch can be used to determine this.

Companies also need 1o consider how much consistency they desicc among packages
of the firm’s products. It the aim was 10 promote an overall corparate wnage. the
compam would prefer to have similar packages or include onc major design
characieristic. Some companies prefer to vse family packaging for difterent product
lines, The package’s promotional aspect incfudes syinbol, contents, [eatures, uses,
advamages and precautions. The package design, colour. texture, shape, elc., also
communicate a product’s desirable images and associations. An expensive perfume
cannol communicale the image of luxury and exclusiveness if its package is ordinary
ar cheap locking.

Marketcers should carefully study this aspect while choosing packaging colours. Paste|
colours are viewed ay feminine and dark colours as masculine, The need to creaic a
tamper proof pachaging would depend on the nature of product and extent of its
necessity The package should be convenient for transponation, storage and handling.
A cumbersomic package may sometimes discourage resellers from slocking and
displaving a product.

5.10.2 Labelling

Labeling i< closely related to packaging and is used in many different informabonal,
legal and promational ways. A label mmay be a pan of pachage or it may be a lag
antached 10 the product. Depending on the product categary and specific laws ot the
country. the Jabe!l mipht include only the product’s brand name or nore detatled
information  desired by the marketer or information conforming to the legal
requirements. The label can facilitate product identification by presenting the brand
and a distinct graphic design. The labels perform a descriptive function relating to a
procduct’s saurce. its contents, important features and benefits, instructions for use,
caulions of warnings. storage instructions, batch nuinber, date of manutacturc and daic
ot expiry

Many product labels comain a Universal Product Code (UPC). It cansists of a series
of thin and thick limes that identify a product, and provide pricing and inventory

i3
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information. An electronic scanner reads this {JPC information at the retail check
counter that is used by rvetailers and marketers for inventory and price contro)
purpuses.

5.11 NEW PRODUCT DEVELOPMENT

Many companies follow different types of new product development system. Standard
new product development system is explained in the [ollowing section:

1. Coucept generation and murket structure identificarion

<+ Jdea generation: The lirst stage of new product’s evolution begins with an
idea for the praduct. Hence this stage is also termed as “idea generation”, ldeas
mnay originate from the following sources:

¢ Sales personnel

Marketing personne)

Research and development department
Top management executives
Production department

Customer service decisions

Employee suggestion system

Cuslomers

> & > & & > > @

Conipetitive products
¢ [oreign products

Market struciure analysis. The next step in the process of new product
development process is 10 implement a market structure. This process
delineates (he consumner’s perception of market by building a map outlining
the critical consumer dimensions, positioning existing brands on the
perceptual map and indicating favourable ncw product opportunities.

3,
ol

& Sules potemial- In his step, the potential of a new product entry nto the
market structure is estimaled, The purpose of developing such a model helps
in establishing a rough estimate of the size of the business polential. It also
helps in establishing a base case for using this model for continuons
monitoring of the sales forecast and its advances throughout the new product
development process.

+ Concept screvning: Al this stage, the ideas collected are scrutinised to
eliminate those inconsistent with the product policies and objectives of the
firm. The main intention of this phase is only to eliminate vnsuitable ideas as
quickly as possible,

Advertising development: This stage of new product development involves the

development of advertising and formulation of the product. All the advertising and

technical developments of the product concept have a greater focus due to the
resulls [rom the earlier stages. This stage typically involves 1wo activities, viz.
devclopment of advertising strategy and product formulation.

The main objective of advertising is 10 crcate an advertising copy which can
reflect the product's points of difference lo the consumer. Asking the clicnt
servicing and creative leam to observe the focus group discussion helps in
initiating advertising strategy development process. Both the teams get a chance to
fook at the rcal consumers and listen to their opinion about the product category
and product proposition.

(=]
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Product formulation and testing: The product formulation happens in the
laboratory. During this stage. the “idea-on-the-paper’ is tumed into a *product-on-
hand'. In olher words, the idea ts converted nte a product that can be praduced
and demonstrated This stage is also termed as technical development. (tis during
this period that all developments of the praduct, [rom idea ta final physical form,
take place.

The tinal decision whether a product should be developed on a cominercial scale
or nat is decided alt this stage because the time-lag required to attain this stage is
long and it is possible that some adverse developments might have taken place
during this period.

Testing the product: In this stage ol product testing, the new product manager can
check the feasibility and accuracy of product performance. Thus, commercial
experiments are necessary lo verify earlier business judgmenis. The objective of
this stage is 1o assess whether the product mects the technical and commnercial
specifications developed at various levels of concept development for ascentaining
product acceptability.

Comunercinlisation and final launch: In (his stage, the product is submitted to the
market and thus commences its lifccycle. Commercialisation is atso the phase
where marketing 13 mosi active in connection with the new product. This stage is
considered 10 be a vritical one for any new product and should therefore be
handled carefully.

For instance, it should be checked whether advertisimg and personal selling have
been done cffectively and whether proper outlets have been arranped for the
distribution. Despite the care with which the previous development stages have
been planned, unforeseen events van impair commercialisation scriously. The
following activities are usually undertaken during this xtage:

< Completing final plans for production and inarketing,
< lnitiating coordinated production and selling programs.
+ Checking results al regular intervals.

All the stages explained above swess the (act that the development of a pew
product must pass through certain logical stages. Innovalion is necessarily an
orderly and predictable process and can be performed only in a sequence. kor
example, commercialisation cannot precede the developmeni siage of a product.

[Chcek vour Prozres IR

Fill in the blanks:

1. A product is something of > which is offered to
customers for attention, acquisinjon, usc and disposal of consumers for
satisfaction of their needs and wants.

2. A product is a group of products for essentially snnilar
use, and technical and marketing considerations.

3. Sales ___ can be achieved either by increasing s share in
existing markets or by finding new markets.

4. The of the product mix and the ways in which they
relate to cach other arc imponant for the marketing manager.

5, The main objective of is to create advertising copy,

which can reflect the product’s points of difference to the consumer.
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5.12 LET US SUM UP

® A product is the offer that the consumecr ultimately owns in the exchange process.
Each product offers some level of core, tangible and augmcented benefic 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 laver and potential product layer.

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

® Product mix is an assorimtent of all rclated and unrelated products thar the
company offers in the market place. Product mix has got four important efements
like width, depth, length and consistency.

& Product line decisions are related to the length and depth of cach product line and
the decisions that the marketer should take for each product’s market segiment.

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

® Products follow certain kinds of lifecyele patterns. The stages of product lifecycle
are introduction stage, growth stage, maturity stage and decline stage.

5.13 LESSON END ACTIVITY

Conduct a search on internet for top 3 companies praducing and marketing FMCG
producis. Prepare a report on products the companics are dealing with considering the
product mix stralegies used for various products.

5.14 KEYWORDS

Convenience Products: T'hese products satisty the needs but one isn’t willing to spend
time oy effort to shop for them.

Durable Goods: These are the goods that survive many uses by consumers.
Industriol Producrs: Products that are used in producing other products,

Non-durable Goods: These are the goods which are consumed m one instance or a
few uscs.

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 are closely related.
Produnct Width: 15 explains how many different product lines a company carries.

Product Deprh: 1t explains the pumber ol products that a product line has in its overall
product mix.

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



5.15 QUESTIONS FOR DISCUSSION

1. Define a product, What are the varous levels of a product?

!*-J

Cxpla the classification of a product with suitable examples.

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

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

wh

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

6. Demand for industnal products thar ¢o inlo another praduct for final eonsumption
is derived in pature. Explain this with suitable examples.

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

8. Find oul the product mix lor any two major lndian companies.

9. What is meant by praduct line expansion? What olher strategies do marketers
adopt tor product categorics?

| Check Your Progress: Model Answer 4—‘
1. value
2 Ime
3. Growth
4. Dimensions
5 Advenising
- .
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6.0 AIMS AND OBJECTIVES

Afler studying this [esson, vou shauld be able to:

e Discuss the concept of brands and their imponance
e |dentily the differcnce of brand and branding

® State the concept of brand identiny

e Discuss the concept of brand equity

6.1 INTRODUCTION

Brands are in stores. in advertiscments, iclevision commercials and with the nlernet,
they arc evervwhere we look, while browsing through the vast networks of our
interests. Brands are extremely fascinating. Most companies recognise brands but [ail
to see the (rue essence behind the brand or the reason for their purchasing behavious,
Many companies see branding as a process that involves only tangible aspects such as
the visval appearance of a company,

Brands are everswhere in our life. A product is anything that can be offered 10 a
marhct for attention. use or cansumption that might satisfv a need or want. A produci
is a phvsical guod. service, retail store, person, organisation, place or idea.

6.2 MEANING OF BRAND

A brand helps the customer 1o distinguish the goods of one producer from another. Let
us understand the conceptual meaning of the tenn brand.

A person is known by a name. Likewise, a product is known by a brand name, which
enables the consunters 1o distinguish it from other products.

A brand name ol a product or service means many things to a consumier.

It may mean a symboel ot quality or it may be associated with his/her lifestyle. n fact,
consumers buy brand images rather than products. Certain brands strike a cbord as
soon as the product s announced, For example, 'Coke’ or 'Pepsi’ as a sofl drink, ‘Vicks
Vaporub® as u solution far cold, 'Dettol’ as an antiseptic for evervday scratches and
cuts.

These are a few illusteative examples te signify the role of brands in consumer buying
hehaviour. Seme brand images remain in the consumers’ mind forever and they come
to stand for an entire ranpe of ideas. scntimenis. ete. This helps vou ta specify, reject
ar recommend brands. The present unit covers the concept of brand equity which 1s a
sel of assets linked to a brand‘s name and symbol that increases the value of the
product or service You will also be able 1o know how the image of the product should
be created or positioned in the minds of consumers, You wiil aiso he familiarised with
the selection of brand naime and its developiment.

6.3 SIGNIFICANCE OF BRAND

Branding is a major dectsion issue in managing products. Well-known brands have the
power to command price premium. Today, the brands Mercedes, IBM. Sony. Canon
and others enjoy a huge brand-loya! market. According to Business Beek, the Intel
brand is one of the top 10 global brands. with a brand equity valuc of more than US 30
billion dullars. -

(L)
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The history of branding poes back centuries in time, when craftsmen wanted to be
idennified for their skills and placed their distinct and identifiable marks on goods they
crafted. This was the earliest form of branding t¢ build reputation of particular artisans
by word-of-mauth. Buyers leamnt to look for distinctive marks just as we look today
{or brand names and trademarks on products. According to George S. Low and Rounald
A, Fullerton, such marks have been feund on early Chinese porcelain, on pottery jars
frorn ancient Greece and Rome, and on goods from lodia dating back e 1300 B, C.
The ovigin of “brand™ is the Norse word brandr, 1hat means. “‘to burn,” and owncrs of
livesiock mark their animals to identify them.

Branding has always been an impurtani aspect of marketing. Distillers in the i6*
century burned or put their brand name on the wooden containers. This identified the
whisky of one distiller from that of others. The branding evalution continued and the
rcal boost for branding came in the middle of the 20™ century. Americun Marketing
Association defined brand as, “a name, term. sign. symbol. or design, or a
combination of them intended 1o identify the goods und services of one seller or group
of sellers and 1o differentiate them from those of competition”. Thus, according to
AMA definition, the key to be able to create a brand is to choose a name, ferm, sign,
symbol, loge, design, package or other attributes (o identify a product [rom those of
others.

As noted earlier. most competition in developed and developing economies is
gssentiatly bot ar product augmentation level. because most companies in an industry
can successfully develop and produce satisfactory products at the expected level.
Nearly 45 years earlier, Prof. Theodore Levitt wrote, “The new competition is not
hetween what compenics can produce in their factories hut henween what they add to
their factory outpui in the form of packaging, services. adverlising, custumer service,
financing, delivery arvangements, warchousing and things people value”. Thus, a
brand is much more than what AMA definition describes. It is a product. but one that
adds other dimensions difterentiating it in some way from other products designed to
satisfv the samne nced (Kevin Lane Keller, Strategic Brand Management. 2™ ed. 2003).
These other differences include not anly tangible and rational aspecets related 10 brand
performance, but also intangible, emotional and symbolic meanmgs consumers
perceive the brand represents.

Brands live in the minds of consumers and are much more than just a tag for their
recognition and identilication. They are the basis of consumer relationship and bring
consumers and marketers closer by developing a bond of faith and trust between them.
The promise of brand is consistent with reliable quality, service and overail
psychological satisfaction, The marketer has 1o establish 2 mission for the brand and a
vision of what the brand is and can do. J1 is crucial for the marketer to consider that
il's an offering of a contract to the consumer about how the brand wil} perform, and it
must be an honesi contract. All these faciors add value not anly for the consumer but
also for the marketer, Brands identifv the source or maker of a product. This allows
consumers to assign responsibility to a manufacturer or distributor. Based on their past
expericnce ol use, brands arc a means of eliminating search costs, rishs and simplify
product purchase decision process.

Brands are believed 10 be the real generators of wealth of 21+ century and determine
the marker value of buswiness entities. Gillette, Lakmé. Hit and Goodniglt are different
names. but there is one thing common among them. They are all brands which other
companies have bought. Procter & Gamble has bought Gillette for $57 billion.
Iindustan Lever Ltd, bought Lakmé for ¥ 78 crores, Godrej bought Goodnight and Hit
for 131 crores. The prices paid for these brands are many times more than their
tangible asscts,



A brand murk refers to that part of brand which is not made up of words, but can be a
symbol or design such as swoosh mark of Nike or Golden Arches of McDonaild's. A
trudeinark 1s a legal registration indicating the owner’s exclusive right 10 use a brand
or some part of brand. A irade name is the full and legal name of a firm, such as
Maruti Udyog 1.td., and not the specific name of a product,

6.4 BRAND AND BRANDING

A traditional definition of brand stands as a naine, word, mark. symbol, device. or a
combination thercof, used to identify some product or service of one seller and to
differentiate them from those of the competitors. The definition clearly {ocuses on the
function of a brand, that is, o identify, imespective of the specific means employed for
the identitication. A modern definition talks about the brand as a vehicle for delivering
a cerfain value (v the consumers. Hence, a brand is a mental puatent and set of
assouviations that delivers a set of tunctional and emotional value to the consumer i a
unique way as compared (o others in the huséness.

Creating a brand is the ulumate aim of marketing endeavour. The AMA defines it as
“A brand is a name, term, sign, symbol or design. or a combinarion of them. inteaded
1o identifv the goods or services of one seller or group of sellers and to diflerentiate
them froin those uf competitors™. A brand is a name. teim. design. symbol o any
other featusc that identifies a seller's good or service as distinct from those af other
sellers. There are three aspects of this defintison. Firstly, it focuses on “what’, of the
brand. Secondly, it cmphasises on what the brand "docs’. A brand can be a
combination of name. symbol, logo or trade mark. Brands do not have fixed Jitetimes.
Under the rademark law. the uscrs are grantad exclusive rights 10 use brand nimes n

perpetuin .
Figure 6.1 depicts what a brand is and what it does.

A brand is a name, symbal, design, or a combination thergof.

McDouald’s: s a nam»

Golden Arches: 1s a ymbal o sppn
wluch ig trade marked (1t w the
exclusive property of Molknaki
Corporagon)

Combination a unique urt work that
combine all slements of brand

Figure 6,1: Example of Branding

Figure 6.1 shows that any outler that displays this sige achicves two objecuves
immediarely in the prospect’s mind. The objectives are:

I. The prospect can easily identify that this outlet is of McDonald's Corpoeration,
Bence he/she knows what te expect from this outlet.

2. The brand differentiavon. The prospect, upon seeing the above sign, will be able
to dilTerentiate this ourlet from the others which also sell surtilar Kind of products
or services (it is not Wimpy s},

A brand name is & word or a combination of words or leters that is pronounceable
e g.. Promise toathpaste, Rexona soap, ete. Brand as a logo is unique 1o that product as
a product desipgn and signage. Exampices of brands that are easily ilentifiable include
the unique shape of Coca-Cola boule, the distinctive rainbow mark of Wipro, the
golden arches of McDonald’s. and a part of an eaten apple of” Apple Maciniosh.
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A brand mark can be a design, a distinctive logotype, a colouring scheme, a picturc,
ete. In other words, it is ot a name but a means of identification.

Let us now learn about the advantages and disadvaniages ol branding,
6.4.1 Advantages and Disadvantages of Branding

Advantages
The following are the advantages of branding:
® A brand promises and delivers a bigh level of assurance 1o consuiers,

@ A brand serves as an assurance to the customer about the product performance. A
brand[ helps customers 10 identify the product on the shelf and helps in aking an
informed choice,

® A brand as a symbol of slatus and social significance gives you psvchological
satisfaction.

® The brand speaks ahout the product’s attributes and how they perform. about the
brand name and what it siands for and aboui the company associated with a brand.
Hence, for a consumier, the brand aids decision making by building truss,
Fariliarity and assurance of a certain standard.

The brand also provides benefits 10 the company. 1t develops u loya!l customer base
€., brands like Starbucks coffee, Harley. Lux, Kellogp's and Horlicks have a strong
loyal consumer base.

Disadvantages
The following are the disadvantages of branding:
e JBranding is not free from the critique of creating disadvantages (o the customer.

# Brand bwlding is an expensive process because of which the average cost of the
product goes higher and in many instances the consumer has {o bear the cost.

® Brand building involves a huge expenditure by the finm and, if this faiis. the brand
cannot sustain the pressure of additional expenses.

® Once (he brand is perceived in a particular way. it is difficult to position 11 i an
altemate way, though a need may anse due to changes in macro-economic
environment.

e Expenditure on brand promotion is considered a social waste. Such wasieful
expenditure will increase the cost of production, leading to higher price of the
brand.

6.5 BRAND IDENTITY

Different brands vary in the power and value they command in the markel place.
Many brands are largely unknown fo consutners and for some others, there 15 very
high level of awareness in terms of name recall and recognition. David A Aaker
defines brand identity as, “a unique set of brand associations that the brand straiegist
aspires to create or maintain. These associations represent what the brand stands for
and imply a promise to custoners from the organisation members™. Brand idennty and
brand image are sometimes vsed interchangeably in different texts. Brand identity
refers to an insider’s concept reflecting brand inanager’s decisions of what the brand is
all about. Brand image retlects the perceptions of outsiders, thal is customers, aboul
the brand. From customers” point of view, it is the image they have of a brand that
matters. Brand image is the sum total of impressions created by the brand in the



consumer’s mind. This includes a consumer’s impressions about the brand's physical
characteristics, s performance, the functional benefits, the kind of pcople who use the
product, the emations and associations it develops. and the imagery or the svinbolic
meanings it gencrates. Jo put it differcntly. how a consumer perceives a brand in its
‘totality* is the brand umage and encompasses both physical and perceptual
compoenents. [t is a concept that drives customer behaviour with respect to brand.

According to Jean-Noel Kepferer, a brand is a complex symbol and capable of
conveying upto six dimensions or meanings:

. Physique: Physique dimension relers to the tangible. physical aspects. The
physical ditmensions are usually included in the product such as namne, (eatures,
colours, logos and packaging. The physique of IBM brand would be data system,
servers, desklop PCs. notebooks PCs, and service, ele

2. Personality: Marketers deliberately may try to assign the brand a personalily; or
people on their own nay attribute a personality 10 @ brand 1t is not surprising that
people often describe some brands by using adjectives sach as “young,”
“imasculine,” “feminine.” exciting,” “rugged.” “rebel.” “energetic.” cte., as if they
are living persons. Brands usually acquire personalnies because of deliberate
communications {rom marketers and use ol endorsers. Baja) Pulsar ads
communricate “Definitely male”. The personality ol Boost is scen as young,
dvnamic, energelic and an achiever.

‘o

Culture: Culture includes knowledge. belief, rites and rituals, capabilities, habits
and valoes. A brand reflects its various aspects and values that drive it Culture
manilests various aspects of a brand. For instance, Apple computers reflect its
cufture. It is a symbol of simplicity and [riendliness. [1s symbol (munched Apple)
connotes being Jifferent from others and not following the beaten path. Mercedes
symbolises disciplined. efTicient, high quality German engineering.

4. Relurionship: Brands are ofien a1t the heart of tramsactions and exchanges beiween
markelers and customers. The brand name Nike s Greck and relates 10 Olympics,
and suggests plorification ol human bady. “Just Do {07 is ult about winning, the
wiimportance ol age, and encourages us 10 let loose Apple vonveys emotional
relatiunship based on friendliness. Refationship 1s essentially importam in service
products.

5. Reflection: This refers to defining the kind of people who usc it. 11 is reflecied in
the image of its consumcers: vouug, old, rich, modem and so on. For example,
Pepsi reflects young, fun loving. careltce people. 1he reflection of Allen Solly’s
brand is a typical young execulive. However, it docs not by any chance mean that

they are the anly users. The concept of (arget market is broader than reflection.

6. Self-image: This means how a cusiomer rclates hersclf/himselt 10 the brand.
Self-image is how a customer secs herselfhimseIl The self-image of users of
Bajaj Pulsar motorcycle is belicved to that of betng tough. voung males. tisers of
Nike see their inner reflection n the brand's personality

6.6 BRAND EQUITY

Brand equity is the added value that the consumer assigns to the producis and scrvices.
Il is an arrangemcent of brand assets and liabilities tinked to a brand, i1s name and
symbol that put in or subtract the value provided by a product or service lo an
organisation andsor tg that organisation’s customers. These equily componenis can be
grouped info the fullowing categories:

e DBrand foyalty

® Brand awareness

123
Rrand



124
Principles of Matkeyng

® Perceived quality
& Brand associations

Let us now study the components of brand equity in detail.

6.6.1 Brand Loyalty

Brand lovalty is the situation in which consumers repeatedly prefer and continue to
purchase the same brand within a produer or service category. Brand loyally is one of
the important basis of equily ¢creation. When customers show allegiance to the brand,
it creates equity. Loyalty is at the heanl of equity. Six distinct conditions are necessary
for brand loyalty. Brand loyalty is the (i) bias. (ii} behavioural reaclion. {ii) expressed
over time, (iv) by any decision-making untit, (v} in relation 1¢ one or more alternative
brands, and (vi) is a funclional task of psychological processes.

6.6.2 Brand Awareness

Brand awarencss is the ability to identify a brand under different conditions. ft
includes brand recogpition and brand recall. Brand recognition is known as the
capacity to verify prior cxposure (“yes, I've seen it earlier™) and recall is the capacity
to consider the brand when a product category is thought abowt. This type of
awareng¢ss is necessary for a brand to be included in the dectsion process.

6.6.3 Perceived Quality

The quality may be cbjective or perceived. The objective quality indicates the actual
superiority of a product or service though the perceived quality is perception of
excellence of a product or service in relation to its intended function. Perceived
quality is customer bascd. Various people value differemt things. It engrosses

judgement concerning what is valued by the custorners. Qualily also requires to be

distinguished from satisfaction.

A customer may still be satisfied with poor quality. Sanstaction is defermined by
expectations. On the whole, perceived quality is an overa!l feeling that a customer
tends to have abeout a brand. 1t is penerally based on some underlying quality
dimensions (product afiributes or benefits) on which the customer perceives the
product’s performance or deltvery.

Since the brand delivers values higher than the commodity, perceived quality is 2
critical decision, The brand manager should take a decision on whai kind of attributes
and what quality level he/she shouid offer in histher prodoct to sansfy his/her
consumers, Developing a matrix of such desirable attributes helps i positioning both
the product and brand. A marketer Jias the oplion to posiion his/her brand at any
segment of the markcet: top, bortom or the intcrmediate.

0.6.14 Brand Associations

The customer associates the atiribute of the brand with ms/her behief. Atiribuies are
descriptive features which are used o characterise a product or service. For instance,
how is a refrigerator described? 1t can be described as a cooling machine, normatly
available in white colour, comes in different sizes, meant for homes or offices,
expensive. runs on eleciricity, has a compressor, etc. The atiributes may be
differentiated on the basis of how directly they are associated with the perforimance ol
the product or service.



6.7 BRAND IMAGE

Brand image is the key concept intervening between the brand and is equity. It is the
driver of brand equin, The image of a brand can adjust brand value upwasds or
downwards. When the cocoout oif 1s “Parachute’, its value moves upwards. This shift
is the result of brand name. The name adds wvisual and verbal dimensions in
consumer's mind and acts as intervening variable moving the value upwards. The
name Rolex or Omega add radwal value to the product. A custommer who is nut
farniltar with brands the Rolex or Omega will most probably assess the value of these
brands as just another watch (a product) because these brands mean nothing tu
her/him. In such a case, these brands are uniikely to alter value becouse there is na
imtervening variable between the brands and their valuation.

A brand exists as a complex network of associations in a consumer’s mind. Alexander
L. Biel proposed that types of hrand associations can be fiard and sofi and brand sub-
images consist of (hree elements: image of provider, image of product and image of
nser

The types of brand aswoctations are discussed below:

o Hard Associations: Hard associations include consumer’s perceptions of tangible
or functionul aitributes of o brand. These mvolve brand’s physical consiruction
and pecformance shilities stch as economy, quality, reliability, sturdiness, etc. For
example. ihe hard associations of an automobile can include its power, speed, fuel
cconomy, efc

®  Soft Associutions: Associations of this type are emotional in nature. Such
associations can be positive ar nogative. A molorcvele can be visualised as male.
ough. exciting, youthful, ete. fFor instance, Bajaj Auto has managed to associate
its Pulsar matorcycle with maleness. toughness. vouthfulness and excitement. As
a consequence b negative associalions, consuniers associate Indian Atrlines with
duliness, old ape, indifference and inefTictency.

The elements of brand sub-images are discussed below:

o [Image of provider: This rcfers (o the image of manufacturer. Cansuners also
carry in their memories a network of assoeiations about companies. For example,
Apple compuicrs create associations such as unconventional, exciting, uscr
friendly, creative. innovative and cool. When consdmers visualise Delhi Cloth
Mills (DCM), the Kind of associations that may emerge are likely o be old, dull,
cloth; Rath Vanaspati (vcgetable oily unchanging, and unexciting. An
inappropriate corporate image may tamish the image of an otherwise good
product.

e Image of product: Producis also carry an nnage ot what they carry and have
aspects such as functional characreristics, technology intensiveness, emationaliry,
old or modern that po with them. Products such as laundry detcrgents, cold
remedies, musquilo repellents, etc.. tend to be driven by Functional attributes and
1ationality. On the other hand, fashion clothing, perfumes, cold drinks. expensive
watches and manv alcoholic beverapes tend to be assoctated with emotions and
substantial ssmbolism. Therefore. brand image has to be shaped within structural
lintits imposcd by the product image.

® lmage of the user: The brand tmage brings to consumers’ minds the image of its
users. 1he image of brand may indicate the age, sex. occupation, lifestyle,
interests and personality aitributes. For example, the image of Raymaond suitings
is that of a “complete man”. The user iinage dimension rcflects the brand’s
personality, According to Leon G. Schiffiman and Leslie Lazer Kanuk, a study

125
Brand



126
Principles of Markeling

found that beer. collee. cigarettes, cars, credit cards, haireuts, legal services,
scotch, sneakers and toothpaste were found to be masculine. Products perceived as
fermnine included bath soaps. shampoo. facial lissue, clothes dryers, washer and
dishwashing liquid.

Brand image management requires defermining brand congep!. 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 satisfies these needs, the more
difterentiated and strong the brand imagc customers carry. These needs can be put
under three broad groups.

. Functional needs refer to performance relaied aspects of customer’s living. These
needs may relate 1o solving eaisting prehleins or avoid future problems. For
example, the need to get rid of dandruft, have rclief from cold, insuring for heaith
or protection against burglars. Some examples of functional brands include Bisleri
(purc and safe water), Pepsodent (fights germs causing dental problems),
FeviKwik (bonds in a snap) and Dispirint (relie{ from headache}.

[

Symbolic needs are learned, needs as a result of Tiving in a society and include
wants for esteem, seif~enhancement, identification with desirable groups, etc.
Some exampics of symbolic brands include Rayinond (the complete man}), Omnega
(the sign ol excellenca), Louis Philippe (upper crest) and Rupgers (be casual).

3. Experienual nceds refer to sensual pratification thal comes from brand usage
cxperience. People seek pleasure through their senses, including cognitive
stimulation and variety. Somc examples ol cxperieatial brands include Mother
Dairy {pleasure of taste), Armani {the power of sinell), Ford tkon “Josh” (driving
experience), Dove (doesn’t dry your skin), Gillette (the best & man can get) and
I'isher Price Toys {cognitive simulation).

6.8 BRAND POSITIONING

Brand positioning denotes the positioning of the brand vis-a-vis the competing brands
in the chosen product calcgory.

After deciding brand identity, which carroborates with the expected brand image, 1he
brand imanagei's task of implementing the branding strategy begins. IHe/she needs to
cstablish commumication objectives and plan the creative execution strategy. The
beginning of an execution sirategy 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 ot the brand over the competitors.
Once the brand position decision is made, brand identity and value proposition can be
translated into a suitable execution sirategy in the form of an integrated advertising
campaign.

There are three places within the brand identity system, which help in identifying the
brand positioning statement. These statements are the core identity of the brand, which
explains the central, timeless essence of the brand. The mast unique and valuable
aspects of the brand are oficn represented in the core ideatity. Hence, brand position
should include the care identity so that the brand communications do not stray away
from the brand's essence. A brand position can bc based on the point of leverage.
which may not necessarily be in the core identity. Sub brands, features or service can
become a point of leveraging. A customer related benefit is a part of the value
proposition and forms a basis for brand customer relationship.

For example, thie positioning statement of Titan as a 'Tata product’ explains the core
identity in the form of a brand position statement whereas the brand positioning
statement of DHL couriers explains the service component with 'nobody delivers



like us’, The BPL washing machine with {uzzy logic technotogy cxplains higher value
proposition as compared to other washing machines and that serves as a pasilioning
statement,

6.9 BRAND NAME SELECTION

The selection of a brand naine is closely related to the desired positioning and a
number of wtal considerations. Giving a brand name is one of the crucial decistons in
brand management. This is a crucial decision resting on two dimcnsions. Firstly. the
name should satisfy several marketing critenia and secondly, the name should not be in
use by other firms, Tlus nevessitates extensive consumer research and mapping of
consumer imtercest.

A brand 15 defined as a composite set of beliefs and associations in e nind of
consumers  So a brand name is believed 1o indicaie the produci's bencfits, be
memorable. and hetp m reinforcing the belief and associations (o the consumer’s
psyche, The name has to be unique so as to rise above the clutter. However, when
unique names become run of the mill, suddenly a simple name becomes a hit and
people remember this nanie. Decision on branding a product should be done in such a
way that 11 hedps in 'de-clottering’ the brand.

A good brand name shouwld basically possess qualities of distinctivencss. That s, it
should be shoet. noticeable. impressive, casy-to-remember. and shoeld stand oui
amonyg a hosl of competing rames. For example. names hke Usha, Lux, Rin, Vim, etc.
satisty the condition of being short and easy to remember. Brand names bke 1lowshot,
VIP. Amul, etc. have carned a reputation for qualin, Jn selecting a brand name.
managers should ask themselves what they want to achieve from it Should it be
descripinve, reassuring, evocative, or should it convey cenain gualities or benelits
derived for using their products?

There is no hard and tast rule 1o the selection of a brand name. However, through
extensive rescarch and past experiences. brand marketers have developed the
following principles. which should be followed while selecting the brand name.

e A brand name must reflect directly or mdirecily some features of the product. like
benefits and tunctions. For example. Ezee means that it is easy (0 use: Good
Knight, a mosyuito repelient, means that one can have a good sleep at night, and
PUMA conjures up the celebrated speed of a "cheetah’.

o A prand name should be distinctive, especially if there is a higher clutter in the
categony e.g.. a name like “chancellor” for a cigarette portrays status. power and
an opulung lifestyle.

® A brand name should he casy to pronounce and remember. Some of the classic
examples are Vimal, Taj, Onida, Baja). MRF, Fem, Lux, Thums Up, etc.

e A brand name should be legally protective.
& A brand name should be acceptable 1o the socjal settings.
& A brand name should be €asv to memorise and recail.

A brand name is also expecied to generate favourable associations. o arder to make it
sugpestive and  descriptive, it needs marketing  investment through a brand
commuaication strategy. A brand name can be classificd as:

® Descriptive hrand name, for example, Handyplast.
® Suggestive brand name, for example, Kamasutra and Denim.

® Free standing brand name. for example, Kodak. which does not communicate any
mfonnation immediately to the consumer.
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6.10 BRAND SPONSORSHIP

The brand sponsorship decision invalves whether it should be a manufacturer's brand
(also known as a national band) or a private brand (also known as private label) or
partly manufacturer's brand and partly private brand. [n most developed countries,
where large chain or deparimental stores dominate the retail distribution system,
retailers buy the products from manufacturers and sell ander their own brand. This is a
growing phenomenon in the Indian context as we see the emergence of a large number
ot super buzaars and chain stores coming up with different product categories.

Mother Dairy, Amul, Food Bazaar from Pantaloon, BPL Garage, Kids Kemp and
Cross Roads are somc of the upcoming supermarkets and chain stores marketing
exclusive product categories. Thus, the brand sponsorship decision involves the
decision of using the brand manufacturer's name or the retailes'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 maintain the
number of brand elements 1o ils product pertfolio. Whether 1o brand a product or not
is a decision which can be taken only after considering the nature of the product. the
type ol outlets envisaged for the product. the perceived advantages 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 ot sophistication of distribution system and incrcase in
estimated size of the national market. We arc experiencing a situation similar to the
above in the current Indian market.

The concepl of branding is applicable to commeodities like rice, flour and oil in India.
Firms like ITC and HLL have achieved success in such commodity markets. One of
the important factors for successtul branding strategies in the food and commodity
calegorivs is the willingness of consumers to pay more for better quahity product
through the value promise of brands. When customers buy a branded produet, they get
the same quality in whichever retail shop they go. Many other commeodities such as
spices are also now being branded. There is no doubt that this trend is going to stay for
long in the Indian market and we are going to see more and more brand building
initiatives in the market.

In brand development. as a part of branding strategy decision, the brand manager can
decide 1o create new brand elements for the new producis, apply some of the existing
brand clements to the new product, or use a combination of existing and new brand
elements 1o the existing and new products.

When a firm uses an established brand to introduce a new product, it is called brand
extension. When a brand manager caombines clements of an existing brand with a new
brand. it is called sub-brond. It an existing brand name is used for a new product
category. then the existing brand is called parent brand or masier brand. [f he parent
brand is associated with multiple products through brand extensions, it is called family
branding. There are two Kinds of brand extension, namely vertical extension and
horizontal extension.

When the saine brand name is taken to products very similar to the current offer,
higher or Jower in the same product line, it is called vertical extension or line
extension. Line extension can be step up or step down extensions also. A step up line
extension occurs when the brand manager moves up in the price quality dimension
with the same brand name.



A step down moadel occurs when a current brand name is ased to launch a low value
producy. The horizomal extension is a process of taking an exisitng brand name 10 a
newer product category. This is also known as category extension. In this case, Lhe
parent brand name is used 10 enfer 1o a newer product categorv. A braod line means
a set of products sold under the same brand nane.

A brand line can have similar as wel) as dissimilar products in us fine. A hrand mix is
the sci ot abl the brand lines that a malti-product firm offers o the market. Companies
cain aJso launch branded variants in which they have a range af specific brands for
speciite distribution channels or specific product-markes situations. 7 he brand variants
are available in the market due to excessive pressure of retailers to deliver specific
brands in the marhetplace. We have seen LG having specific brands for specific
distribution channels in the market. The distributed retailer brands are difterent than
the set o) brands available in Leasybuy.com sites.

6.12 BRANDING STRATEGIES

With the passage of timc, successful companies grow and the number of products
handled hy most companies also grows, These companies face the question as ta what
kind of branding relarionships these products wilt have, The branding strategies 1has
compauties adopt reflect this relationship. There is no best branding strategy and the
choice 15 not easy. Diftereat companies adopt different strategies, and since there is no
best stratepgy for all types of products, a company may adopt delterent branding
stralegies acToss its producl mix.

Compantes differ in their approaches (o branding. A casuval fook at western world and
castern world shows that companies of the western world generally adopt product-
branding strategies {one preduct one brand or many products mamy brands). At the top
of this approach are three giant and [amiliar companies, P&<i. HI.L and Xerox.
Fastern companies, such as those frasn Souih Korea and Japan adopt a mega branding
approach. The company tagline covers all products “Chips te Ships™. Lxamples are
Hyundai, Samsung. 1 G, Hitachi, Mitsubisbl, Toyota, etc. These two general
approachies retlect costumer or market-oricnted logic or cost ovrented logte.

Companies enlarge therr product mix by either stretching existing product lines or
adding new product lines, or both, In these situations. they either use existmig brand
names or use new brand names or some combination of company name and product
brand name. The six branding strategies discussed here can be ierived as geoeric
branding sirategies, each having its own set ol pros and cons,

6.12.1 Product Branding Strategy

This approach is driven by cusiomer-oricntation. The thinhing focuses on customer
perceplion and intormation processing and the company believes the most etfective
method to differenbate s offer m a custemer's mind s fo give the product an
exclusive pusition and identity. What the brand represents is clearly comprehended
and internalised by its {arget market. Placing several products under one brand name
may cause confusion among consumers. Al Ries and aura Ries say:

A successful branding programme is based on the concept of singularity. It creates in
the mind of the prospect the perception that there is no product on the market quite
tike your product™. (Al Ries and Laura Ries. The 22 Immutable Laws of Branding.
1998)

This strategy focuses on promoting the brand exclusively o that it reflects its own
personality, identity, assoviations and image. The brand does not take on compiny
associations and any benefits from its name.
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Procier & Gamble is an ardent follower of product branding strategy in its purest form
as shown in (Table 6.1). Hindustan Lever Ltd. also targely follows product brand
strategy, but shows some shifts by leveraging established brand names into areas
outside its product category. Actually, very few companies follow only product
branding strategy. HLL has brands such as Dove, Lux, Rexona. Lifebuay, Liril. Pears,
etc. Dove moisturises skin, Lux is the toilet soap of film stars, Rexona is a gentle soap
with natural oils, Lifebuoy fights germs, Liril is ‘the’ freshness soap and Pears is the
‘original® translucent glycerine soap. It 1s worth noting that both P&G and | (L.L use
separate brand pames for products that are in the same product category (Arfel and
Tide are detergents; Lux and Liril are soaps).

Product branding approach is also followed by TTC far its tobacco-based products. At
the product level, mosi cigarettes generally tend te be the same and what counts really
is the perccived diiferentiation ameng consumer groups who show strong brand
preference. This is more distinct in the upmarket segments. 1he basic product by itsclf
does not offer much opportunity for differentiation. This differentiation has to be
created in consumers’ perceptions of a brand. This is the major reason why 1TC adopts
the product differentiation approach for cigarettes. 1TC’s brand portfolio of cigareties
includes India Kings, Classic, Stale Express, Benson & Hedges, Gold Tlake Kings,
Wills. Navy Cut. etc. Each brand is highly difterentiated and occupies a distinet
position. However, 1'TC seems to have diluied its product branding approach int case of
its powerful Wills brand and has extended the brand into ready-10-wear clothces.

Product branding delivers certain advantages. [t helps 1o create an identifiabte brand
enjoying a unique position and directed at a well-defined target segment. and the
company can cover an cntire market composcd of several segments by creating
multiple brands each addressing a different segment. This leaves very litile chance of
creating confusion among consumers. Product branding is especially advantageous
when products are similar such as detergents or soaps.

By extending established brands in other categories, a company iries (0 minimise 1i1s
risks and cxcessive promotional expenditures. When a new product is given a famdiar
and established brand name, consumers are likely to fecl more confident about the
new product such as HLL extended the Lux name 1o introduce its shampoo. HLL's
brands Signal {toothpaste), and Bluc Seal {pcanut buter) failed and most people did
not even know these were from Hindustao Lever Ltd, All brands of P&G are stand-
alone in all of its SBU’s, feaving the company to venturc into many unrefared {ields.

Table 6.1: Product Branding Strategy of P& {incomplete list)

| Brands T_Cxaltegory Positiun
Arel Detergent [ ligh-tech detergent.
Trde Detergent Whiteness na ather can deliver
Head & Shoulders Shampou Anti-dapdrufl shampoo with miere 7P 10
Pantene Shampoo Flealthy amd Shiny hair.
Whisper Saniary Napkin Hygienic protection,
Vicks $3alm Cicar biocked nose by touch therapy
Oid Spice Afier shave Sign of manliness, ]

The major disadvantage of product branding is excessive costs that may be as high as
7 5160 T 50 crores in building a successful brand in India. [ developed markets, these
costs may run into hundreds of million dollars. Another disadvantage is thal new
brands miss the opportunity of exploiting the strengths of a powerfut company name
or its brands,
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6.12.2 Line Branding Strategy

The term linc branding’ is altogether different than what product line refers to in the
context of product mix. Companies often have severs) product lines in the product
mix. For example, Gillette India has three product lincs: personal care, oral care and
alkalinc batteries. In hne branding, products share a common concept. Line brands
start with a single product conveving a concept and later the brand name extends 1o
other complementary products. The core concept rewpains unchanged. For examplc,
the core concept of Denim brand . “T'he man who doesn’t have to Uy too hard"”. All
products sporting the Denim brand name share the same concept. Lakmé concept is
“the source of radiant beauty™. The brand concept appeals 1o a distinct (arget group of
consumers and Lakmé offers a number ol additional products that go together,
complement cach other, and form a whole such as winter care lotion, cleansing lotion,
body lotion, Tipsticks, eye make up and nail cnamels. All products in line branding
draw their identity from the main brand. Park Avenue is also an example of line
branding with several products that complement cach other addressing the upward
mobile man.

Line branding strategy aims 1o satisty customer’s complementary needs that surround
the core need. The core customer need that Lakmé aims to fulfil 15 ‘need to be
beausiful' and all products surrounding this nced complement each other. The brand
takes care of total nceds rather than just offering one or two fragmented items. The
company foguses on promoting anly the main brand concept that builds and reinforces
all retated items without incurring much additional eapenditures. The company can
also extend brand without much investment in promotion. The negative side is that
success and ¢ase somelimes tempts a company to over exlend and wcaken the beand.

6.12.3 Range Branding Strategy

This strategy seems o resemble hine branding but is significantly different. It is-also
calfed brand extension. Product categories are different but brand name 15 the sane,
such as carrying the brand name Maggi is a range of different products: noodles,
sauce, soup, dosa mixes, ete. The range represents the area of expertise, whieh is fast
food. In line branding, every product originales from the “product concept”. l.akmé
concept is “the source of radiamt beauty,” and all products surround this core product
concept. Line branding is restriclive 10 brand expansion into products thal do not
surround this core product coneept and complement each other in this regard. In case
of range branding. it is notl the product concept but “the area of expertise™. This
strategy permits expanding into products that do not complement eaclh other. For
example. a company's area ol competence might be migroprocessors, and it can
develop expertise in some other agea over time such as soflware and expand its brand.
Himalaya Drug Company has range of Ayurvedic honte remedies like health care,
body care, skincare. hair care, etc.. under Ayurvedic concepts. Certainly, deep
cleansing lotion does not complement digestive capsoles. and antiseptic cream does
not complement tace wash. The focus is on expentise. Himalaya Drug Company's area
of expertise is ‘Ayurvedic medicines’ and it can use its expertise to expand the brand
to products that do not complement each other. This means range branding covers
many dstfecent products under one brand banner. Promotional expenditures are fow
because promoning one brand hetps all products in the range. However, the same
brand name for too many products may lead to overstretching, may conluse
consumers and weaken the brand.

6.12.4 Umbrella Branding Strategy

Tn general, umbrella branding is favoured among eastern world companies but is not
exclusively confined only 1o this part of the world. Giants like GE and Philips are
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examples of non-eastern companies that use umbreila branding. The approach is
driven by economic considerations. The company name itseif is the brand name for all
products across diverse categories. Investment in building one brand proves far more
economical than investing in building several brands. The brand transfers the
advantages of brand awareness, ils associations and goodwill, Ever increasing number
of brands and information overload makes it very dillicult to get noticed. Consumers
are more likely to take notice of something familiac,

Apparently, umbrella branding appears to be flawless, but 1t has several
disadvantages. A major shoricoming with this approach is that it is not customer or
market focussed. Cost advantage does not gel translated into better inargins. It is a
low-cost sategy but earmings are also low. Rescarch indicates that average profit of
top eastern companies adepting umbrella branding is much lower as compared to top
western firms.

Umbrella branding may be suitable when markets are viewed as homogeneous,
operating at a higher tevel of aggrepation. But when markets are composed of distinet
segments in terms of buyer needs and prelercnces. companies siart offering
specialised need solutions 1o different segments. 1his precipitates a difficult situation
for companies using umbreila branding. l'rom (hc consumer's point of view, a
specialist brand is appealing and makes morc sense. This is the reason that auto
compani¢s offer small and mid-sized cars such as Alto. Esteem, Santro. Getz, Palio,
ctc.

Sharing a common brand nsme can be risky in case there is a problem with one
category. This may negatively influence consumer perceptions in other products
sharing the same identity. Also. it is difficult to streich brands upwards (a$ happened
in case of Maruti Baleno). Downwards stretch i case of Parker fnled because of
Parker’s high-end image. Horizontal stretching is relatively less likely to pose too
much of a threat,

6.12.5 Double Branding Strategy

This approach combines umbrella branding and product branding. Along with the
product brand name, the company name is associated 10 create double branding such
as Tata Indica and Bajaj Pulsar. iI'ata is the compam behind Indica car brand. Maruti
also follows this strategy. Both nanies are equaily important and are given equal status
in the brand's communication. Double branding serves two objectives, The praduct
gains from the company name awarcness. expertise and reputation. And Pulsar adds
some unique value of its own: “Definitely male™. This 1s customer tocus and the brand
can commupicate something n addition to what Baja) name slands for in customers’
perceptions and appeal to a new segmenl. The product’s brand name helps
differentiate the offer.

It is only the company s area of expertise and image that may restrict how far it can go
in using this branding approach. Double branding works as long as brands are
consistent with expertise domain of the company. Beyond this domain, the brand may
become a burden. Two or three-wheeler autos are categories that have greater
consistency in the area of company’s expertise domain. But if the ficld of expertise is
not consistent such as trucks, or computers. double branding may not always be a
suitable branding strategy.

6.12.6 Endorsemcnt Branding Strategy

This is a minor variation of double branding strategy. The product brand name gains a
dominant position, while the company name merits a lawer profile. The company
name appears in smaller letters and takes a back scat. The brand largely seeks to exist



on its own. The company name is mentioned to identify who owns jt just by way of
endorsement to the product brand such as Godrej Cinthol or Nestlé Kit-Kat identify
the owners of these brands.

In case of double branding. the compary name is an integral part with equal status.
Endorsement signifies assurance of quality by transferring certain associations that
merease consumers” srust. The aim is not to pass on the company's expertise domain.
Customers ask for Fair Glow, or Chocos and not Godrej’s Fair Glow, or Kellogg's
Chacos. Company nanic acls as a familiar signape 1o reassure consumers by
communicating the company 's associattons and image.

Endorsement branding is tearest to product branding, allowing more freedom to the
brand to get ils own distinction. When endorsement branding 15 tried in inconsistent
areas, i s quite Dhely w fatl. For example. some time back Nestlé launched Mithai
Magic and it did not work.

6.13 FACTORS INFLUENCING BRANDING STRATEGIES

A company must carelully examine its situation before making a decision about
adopting a certain branding approach. Five factors seem to be more relevant and
include the assessment of market size, competitive siluation, company resources,
product acwness and innovativeness and technology.

1. Market Size: hy a large and expanding market, some minimum investinents are
necessary to build up brand to a level that its sales generate sufficicnt revenuves to
suppurt its grawih. Jf the markei size is smaller and the growth is very low,
achwving sizable sales would not be easy. This would extend the payback period.
Large investment in promotien is not called for and would also funiier extend
payback period. In this situation. taking assistance from an established name may
be desirable. This would reduce expenditure on promation in brand building and
may favourably reduce payhack period.

1

Comperitive Situation: When the competition is intense, eusiomer-focus gains
importance (o win thci confidence. Tt becomes necessary to strongly differeitiate
the brand and be a specialist in some meaningful and persirasive way. This
requites comimunicating  specilic customer benefits and brand’s maiching
personality dimensions. Individual brand identify c¢reatton gains imporance. It
may be desirable for companies 1o choose between product branding, endorsement
branding. or double branding. depending on available resources.

lu case the level of competition is fow, companies may not be motivaled to create
distinet brand identity tor each brand and simply a company’s identification may
seemn desirable. Thirty or forty years ago. brand building was not a priority
concern in India. More concern about branding became apparem only after
economic liberalisation in our coutiry.

3. Company Resources: Branding in mosl cases is a highly expensive propesition. it
is certamly not meant tor resource-staned companies, Commitment to branding
suits firms having deep pockets to create and support brands in the lopg-rup. The
cornpanies opting fur umbrella branding aim 10 create a common equity poot and
their products exploit this equity. Most companies in this group tend 10 ensure
conststent product quality and high degree of customer scrvice.

4. Product Newness: As companies grow, they tend 10 add new products to expand
product mix. The inarketplace is getting more and more ccowded because of brand
multiplication and customers tend fo group them into categories to simphily their
purchase deciston. This crowding makes it increasingly difficult for marketers to
mahe brands distingt.
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Creating a unique, differentiated identity and image for some product boasting
really unique attributes and benefits require focusing on brand building. This
requires adopting a branding strategy Lhat suits this objective such as product,
endorsement or double branding and certainly not umbrella branding as it may
dilute and cloud image and confuse customers.

Innovaiiveness and Technology: Really innovative products sometimes emerge
from new technology. A breakthrough innovation embodies risks both for
customers and the concerned company. Companies perceive risks ol uncertainty
about a product’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 tavour strategies towards product branding continuum such as
product or endarsemnent branding. Highly innovative companies such as 3M,
Apple and DuPoni 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 seck more assurance because of their risk perceptions. A company’s
reputation can help reassure customers and speed up adoption process and for
these reasons, endorsement branding or double branding may be desirable, such as
Apple G5 processor or AMI) Athelon XP+ (these pracessors boast of futuristic
64-bit chip technology), Choosing a branding approach for innovative products
depends much on whai the company’s approach has been in the past and how
canfident the company lecls after conducling market testing,

6.14 TRADEMARK

Trademark is delined as “"a brand as pant of a brand that is given legal protection
because It is capable ol exclusive appropriation”. When a brand name or brand mark is
registered it becomes a trade mark. Io that scnse. all trademarks are brands but not all
brands are trademarks.

Differences berween Brund Name and Trademark (Trademark vs. Brund Neame)

Marketing

Figure 6.2: Brand Name and Trademnark

The process of branding includes the functions of giving brand name and irademnark to
any product. However, there arc some differences between brand name and trademark.
The differences between brand name and trademark can be mentioned as follows:

Registration: Any name. word. letter, symbol, desigh or any sigh composed by
combining them is called brand. If the same sign is legally registered in the
concerned government affice, it called rademark.

Legul Protection: Trademark is provided legal protection. no other company or
firm can use this wademark except the producer or seller, which has pot it
registered. But brand or any symbol, sign can be used by other firms or competing
companies. No legal action can be taken even if any company imitated a brand
uscd by other company.

Seope: Al trademarks include in brand but al) brands may not be trademarks. So,
alt trademarks are brands, but all brands are not trademarks.



in this wuy, there is basic difference between trademark and brand. Both of them
involve in branding, both of them give identity of products and ditferenniate from
same lype products of viher compames. But legal protection can be acquired only
from registered wrademark.

6.15 AFTER SALES SERVICE

After sales-service includes repairs. space parts and smooth maintenance of the
product of reasonable change after the product has been sold and is being used by the
<usfrinel

Different ways/methods of providing after sales service:
e By sending the stalf for repairs and maintenance.

e Making arrangements with distributers and dealers.
& By opening service cemers,

® Take feedback.

®  Ashk customers 1o sign AMC.

& P providing scrvice caupons.

6.16 CONCEPT OF PRODUCT LIFE CYCLE

‘The concept of product life cycle is one of the popular concepts in marketing
literature, This coneept has been uscd as a tool for forecasiing and also for developing
marheting strategy . In its simplest form, this model explains the market response to a
sew product introduced in the market over a period of time.

Praduct §ite cyvele theory is onc of the first analytical attempts to deternune marketing
strategies at diftercnt product market situations. The product life cvele concept
doseribes the stages in the sales (market response) history of a product. The basic
features of this thcory have propoesitions that a product has a limied life and a
product’s sales generatly follow an *S’ curve until sates evenmually siart decliming,

r________‘ﬁ\

l‘-‘

Sales

tntnduction Growth Matunn Dectine

Figure 6.3: A Typical Producs Life Cycle

6.16.1 Product Strategy for Life Cycle Stages

The marketing strategies need to get adapted to the changing situations in the market
and exolving life cycle ol the product.

Churucteristics and Marheting Strategies at Introduction Stage

The product life cycle begins with the introduction stage when the product is
launched. At this stage, sales are low: this stage involves high distribution 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. Berter quality, features and superior performance
of the basic product helps the marketer to grow at this stage. Based on these
characteristics, a company may usc an appropriate marketing stratcgy, commensurate
with the company objectives and resources.

At this stage, since the product is new. all competitors focuses on building distribution
network and product awareness. The success in the market would revolve around
pricing and promotions. The marketer may follow a high price and low promotion
strategy. Fhis strategy will yield high profit per unit and also keep the marketing costs
down. This strategy will succeed when competition and market sizes are limited.
There is some level of product awareness in the market and customers are willing 1o
pay a preinium.

The sccond possible alternative strategy is fow price and heavy promotion. This will
help in comering a bigger market share and faster market peoetration. This strategy is
possible when the size of the market is big and buyers are sensitive 10 price. There is
also some amount of product awareness in the market and competition is very strong.
The marketer passes the economy of scale of operations to the customer and (ollows a
fow cost per unit production process. Though Hyundai launched its premium brand
called “Sonata’, it still offers the product at a comparatively lower cost in ils category.

Characteristics and Marketing Stroregies at Growth Stage

The next stage in the product life cycle is growth stage, This stage is most rewarding
tor the marketer, if the new product is considered 1o be satisfactory by the market. The
characleristics of this stage include a very sensitive market response where sales climb
rapidly. Theve is a marked increase in profits at this stage. So also there is an increase
in compeltition. Tt helps in opening new market segments as the marketers look for
growth and enter into newer markel segments,

The growth stage has two distinet sub-stages, namely early growth and late growth. [n
the early growth stage, the sales incrcase at an increased rate and in the fate growth
stage. it increases at a decreasing rate.

At the growth stage, the marketer foliows different kinds of strategies compared to the
earhicr stage of product life cycle. As sales and profit grow rapidly, compared to the
introduction stage. companies use varying strategies in the growlh stage. Lured by
high sales and the correspondingly high profits, competition enters the markel.
Therefore, imiproving and/or adding features will expand the market for a company.
Because of the high volume of business and increase in competition, price should not
be raised. On the other hand, strategic lowering of prices should be resorted to atiract
more buvers.

Increascd emphasis on promotions will play a very important role in educating the
market as welil as in ineeting the challenges of the competition. Distribution channels
need to be strengthened and new channels should be opened fo handle additional
voluines and new markets. In advertising, some emphasis would shifi from product
awareness to product conviction. The marketer needs to prepare an overall stratcpy
and face a tradeoff between high profils and high market share. As mentioned above,
increased invesimcnt on product improvement, promotion and distribution may lower
the current profits but the company can inake it up in the next stage.

Characteristics and Marketing Strategies ut Maturity Stage

At the end of a responsive growth stage, begins a stage of maturity where despite
higher spending on the marketing program, there is no substantial growth in sales



volume and the market is flooded with many competing products. tn this stage, though
the sales growth slows down, the stage in itself continues for a tong period. Therefore,
it poses a strong, chaltenge to markeziing managers.

lhe market suddenly experiences increased supply and so also the firm will have

increased capacity and high level of inventory carrying cost due 10 siow movement of

the products. 1he market experiences commaoditization and competition brings down
the prices, puiting pressure on the profitability and liquidity of the firm. In the late
maturity stage. the profits drup sharply.

This is a stage when the competitor’s sales curve starts entering into the growth stage
and customers start switching from the previous brand ta the newer entrics in the
marhet.

Because of the intense competition and falling profits, not all compamcs can survive
this stage. Thus, a number of proactive steps are needed to stay prolitable,

Marketers can follow strategies like market modification. product wmadification and
overall changes in marketing mix. In a market modification straicgy. the comparties
have goals to increasc the consumption; hence the companies look for new users, uew
market sepmenis and increased usage among present customers, Here, the anempt is
tu get compeditors’ customers to buy your brand and cnter into un-served rerritories
and motivate people 10 consume more.

The other altemative strategy is to bring product modifications. In order to increase
consumption and to attract more users, a company may anempi to unprove pruduct
characteristics hke improvements in quality, features and style. Marun launched MPF|
(Multh Point Fue) Tnjection System) in Maruti 800 and power sicering in Maruti
Esteem to bring noticeable product modification. Companies can also revamp their
overalt markesing mix. They can bring valec-for-money propositions and organise
contests, coupons and sales promotuion programs to cnrich the customer’s overall
experience and heep them [or a longer adoption cycle.

Characteristics atid Marketing Strategies at Decline Stage

There is a great saving that nothing lasts forever or all good things nust come to an
end. This is also applicable to successiul products and services in the inarket. The sale
of any product eventually dips. They may plunge tn zero or ¢ontinue at a very low
tevel for some years. This indicates the stage of decline. There 1s either no profil or
very Jow levels of profit, The intensity of competition comes down as many players
wilf leave Lhis market due to poor tevel of profit poiential and they wiil search for
newer pastures. This is the stage when the product is left with very few customers and
these customers are called laggards. This is a stage when customer switch is the
highest and many of the existing customers switch to newer and better brands in the
market.

The firm reaches 1his stage due la strategic bankruptcy A company may have a
number of products introduced shmultaneously but the extent of declhine may not be the
same for all products. Companies should therefore identify and pay more attention io
aging products because the strategy for each product would depend upon its healih.
The health can be gauged by reviewing the sales, market shares and exicnt of profits.
Based on these observations, a company can follow different sirategics as explained
below,

The company can decide to follow a strategy to maimtuin its position in the market and

most hikely in the territories where it is doing well. Hoping that with the passage of

tine, competition will drop out and the product will continue to sell, a company may
decide to continue with the product. In Indian market, Modi Xcroxn, Global and
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Network dropped the fax machines but Panasonic didn’t. It coniinued to selt in India
and achicved success due to the eventual dropping out of other key players.

Alternatively the company can decide to harvest the market. This strategy is aimed at
reducing the overall costs including production, maintenance, advertising and sales
force management costs and hoping that the product sales will be profitable for some
time to come. Hindustan Mators continue lo produce Ambassador despite the product
being at a decline stage and the demand for passenger cars now shifting towards Jata
Indica. It is doing so because it would like to harvesi the brand valuc of Ambassader
in the Indian market.

Eventualty the firm will decide to drop the product from tts portfolio. This is the end
of the line for a particular product. However, it may be sold to ancther company if
there is a corporate buyer and the new buyer can run the company with a profit.
Dropping the product is a difficult decision as it involves variovs strategic and
organisational issues. For example, Carona dropped Puma Shoes in the [ndian markel
as the product entered the eventual decline stage in the market.

| JICheck Your Propress]

Fill in the blanks:

I, live in the minds of consumers and arc much more than
just a tag for their recognition and identification,

[

Brand is the situation in which consumers repeatedly
prefer and continue to purchase the same brand within a product or
service catcgory.

Lo

Creating a umique, differeniiated identity and image for some product
boasting really unique attributes and benefits require focusing on brand

4. Better quality, features and superior performance of (he basic product
helps the marketer to grow 1l stage.

5. The stage has two distincl sub-stages. namely early

growth and late growth.

6.7 LET US SUM UP

e Drand is a name, word. mark, or a combination thereol. used 10 identify some
product or service of one seller and differentiate it from the competiiors. Branding
has both pros and cons.

e Brand equity is the added valuc that the consumer assigns to the products and
services. Components of brand cquity are brand loyally, brand awareness,
perceived quality and brand association.

e Brand position is that part of brand identity and valve proposition that is to be
actively communicated to the fanget audience which depicts advantages of the
hrand over competilors.

® A brand name is believed 1o indicate product's benchits, be memorable and help in
reinforcing the belief and associations in the consumer's psyche. A brand namc
can be classified as descriptive, suggestive and [ree standing brand name,



® [he brand sponsorship involves whether a brand should be a manufacturer's
brand, private brand, partly manufacturer's brand ar partly private brand.

® The brand development dccision involves a set of decisions 10 add or maintaip a
number of brand elements to jis product portfolio. It involves brand extension,
sub-branding, master hranding and family branding.

6.18 LESSON END ACTIVITY

Conduct a survey by interviewing 10 diffecent people on how much importance they
give 1o brand of a product which buying daily use products, clothes and cars Share
cutcome of your survey with colleapues in next session.

6.19 KEYWORDS

Brand: The name, word, symbaol or a combination imtended for identifying seller’s
produci ar service and distinguish them from other rivals.

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

Bramd Equity: Brand equity 1s the total accumulated value or worth of a brand.

Brand image: The perception about a brand as reflected by the associarions held in
the conssmer memory.

Brand Poasition: ke component of brand  identity and  value propasition
demonstrating advantage over competing brands and used to communicate to the
larget audience.

6.20 QUESTIONS FOR DISCUSSION

t. What is a brand?

2. What are the advantages of branding? What value docs the organisation and
customers gef out of the handiny process?

3. Whal are the disadvantages ol hranding? How do these disadvantages affect the
consumers?

4. What do you undersiand by brand sponsorship?

5. Explain the concept of brand dovelopsnent.

Check Your Progress: Model Answer
. Brands

1

Loy alty

L]

Buttding
4. tntroduction

Growth

LA
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7.0 AIMS AND OBJECTIVES

Afier studying this tesson, you should be able t0:

e Explain the various methods of pricing

¢ Discuss the idea of price simulation game

¢ [Jnderstand the process of deciding appropriate pricing strategy

o [xplain how leaders, challengers and folowers respond 10 price changes

7.1 INTRODUCTION

Once, price was the discounl-marketer's toeol. Price plays a crucial role in both
commodity as well as branded product markel. While customers choose products on
the basis ol price in & commodily market, the price elasticity plays a crucial role in
deeiding premium that each beand would charpe in a branded market.

This long-neglected ‘P’ of marketing has become a potent tool for inducing growlth in
flal markets, rejuvcnating market shares and exploding volumes. As premium
scgments shrink and margins collapse, the new marketer uscs price as the strategy 1o
reach out to the mass market, sacrificing mark-ups for volumes. Now, the time has
come when product, premotion, positioning and packaging strategies musl be led by
price stralegy. Revolutions in information technology, particularly internet technology
also influence the way pricing decisions are being made.

7.2 MEANING OF PRICE

Price selling is a very critical area in marketing mix decisions of a company. [t is the
only ¢lement that generates revenues for the company, and all others involve cost.

Price represents the value thai is exchanged in a marketing transaction. A marheter
usually selis a specific combination of need-satisfying products or services.

Prices have impact on a company’s profits and are important for its lonp-term
survival. Price also has a psychological impact an customers and can reflect product
quality and vser status.

For most companies, setling prices can be a complex task involving both scientitic
analysis and intuitive trial and error. This is particularly true when a company
launches a new product and there are no historical data or precedent available 1o know
the customer expectations and readiness to pay for the particular product,

Price may be defined as the amount of money paid by the consumer for an exchange
for combined assortment of a product and its accompanying service.

In very concrete terms it may be said that the price of an arficle or service is its
monelary value, the amount it costs the buyer is not nccessarily how much it is worth,
in the sense of the items’ intrinsic value. From an economic point of view, the price
of a product or service can vnly be measured in terms ol what people will pay lor the
oftering, “Pricing”. on the other hand, is the art ol translating into quantitative terms
the value of the product to customers at a point in time™.

7.3 OBJECTIVES OF PRICING

Pricing decisions are usually considered a part of the gencral strategy lor achieving a
broadly dcfined goal. While setting the price, the firm may aim at ore or more of the
following objectives:

®  Maximisation of profits for the entire product line: Finns set a price, which
would enhance the sale of the entire product line rather than yield a profit for one



product only. i this process. it s possible to maximise the profit for the cntire
product line.

e Promotion of the long-range welfare of the firm can alvo influence rhe pricing
decision: The finm may decide 1o set a price, which looks unattractive to
competitors and hepce. the entry of competitors can be discouraged for a long
period of time. in this way. the firm can take a decision for the long-term wellare
of the firm rather than the short-term profit maximisaiion

e Adapiation of prices 1o fit the diverse competitive situations: The company may
decide 1o go for diffcrent Kinds of pricing strategics depending on individual
praduct's product-market situation. The company will iry to maximisc the profid
from a market where it has cash cows and invesi in other markets where it has to
slay put for tong term benefits. It may decide to follow different kinds of product
strategy for product porifolio members.

e Flexibdity to vary prices in response to changing market condition: One cannot
decide about prices in isolation. ag the lirm is only a member of the market. So it
has 1o decide on prices in response to changing ¢conomic conditions. The macro
cconomic conditions also influence Lhe pricing decision.

®  Siabilisution of prices and margins: The [irm may decide 10 stabilise the prices
and margins tor lang-term goals and price the products in a different way than
they would have done with a profit maxinmisation objective,

Firms may purswe additional objectives as mentioned by Koller. We present 2 small
list of these objectives 1o augment the above list.

® Marker Penetration: The firm may decide in favour of a lower price 1o penetrate
deeper into the market and 10 stimulate market growth and capture a large market
share.

o Muarket Skimming: The fitm may decide to charge high initial price to take
advamage of the fact that some buvers aie willing to pay a much higher price than
olbers as the produet is of high value 10 them. The skimming pricing s followed
1o eover up the product development cost as carly as possible befure competitors
enter inte the marke,

e Eurly Cash Recovery: This is an aggressive fortn of skimming pricing. Some
firms try to sel a price which will enable them 1o recover the cash rapidly as they
may be [inancially tipht or mmay regard the future as 100 upcertain (o justify a
delayed and smooth cash recovery. Companies with nove) products but with less
technological compleaity prefer to recover the cash before competilors enter into
this markel.

o  Satisfying: Companies may pursue a pricing strateyy 1f it sanslics a sansfactory
rate of return, although it is possible for another price level to give a hgher retum.

The pricing decisions depend ont the motives of the manager. The motives of

managers can be of ditferent ty pes. Executives may advance their personal positions at

the possible cxpense of the firm's profitabtiity. Thus in a profcssionally managed firm.
porsons a1 the helm of atfairs may not be motivated solely by a desire to obtain the
nmaximum long run profits for the firm.

7.4 IMPORT ANCE OF PRICE IN THE MARKETING MIX

Price is the only markeling mix variable that generates revenue. All the other variables
viz. product, place and promution incur costs. After praduct. pricing plays a key role
in the marketing mix. Through pricing, the organisation manages 1o support the cost of
production, the cost of distribution and the cost of promalion.

15
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Simplistically, price is the value measured in money terms in Lhe part of the
transaction between two parties where the buyer has to give something up (the price)
to gain something offered by the other party or the seller. Pricing is a compticated
slement, 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 factors and is either too high or too low will lead 10 unsuccessful sales. That is
why an organisation’s pricing will change according to circumstances and time.
Pricing is of vital importance because ol the following reasons:

Pricing as a Flexible Variable

Pricing changes can be made guickly and with almost no iead lime il the business
needs to make some praduct positicning changes or (o counter a competitor’s
activities. In comparison, a change to the product or to a distribution channel can take
months and sometimes significant cost inputs. Similarly any promotion decisions will
also require additional financial inpul. Though it is important to plan for pricing
changes and their impact on the brand and produci perception, this can still be
accomplishred much (aster than any other changes.

Define the Right Pricing

Any pricing decisions for a product need to be made through proper research, analysis
and an eye on strategic abjectives for the organisation and tlie product. A decision
made too quickly with superficial assessment can result in a loss of revenue. A price
below thc perceived value can lead 1o both a loss in potential additional 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 hike they are being unfairly burdened.
A price set too high can resull in potential buyers staying away aliogether. Pricing is
often done by a team of experts who spend time conducting research that considers al)
variables of the market and brand.

Pricing as a Trigper for First Impresyions

In sume product categaries. a cansuiner will form a perception about its quality and
relevance as soon as they see the price. Eventually, the decision to buy or not may be
based on the perceived value of the entire product or marketing mix offcring. 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.

Pricing as a Key to Sales Promotions

Sales promotions are ofien a short time price based otiering such as a percemage
reduction or a two i one type offer. These are mcant to generate interest in the
product or make use of a special occasion or cvent. Used wisely, this can be a useful
methad of increasing sates but the ¢company must avoid the remptation to offer these
special prices too often. [n this scenario, buyers will put off purchasing the product 1il}
the next sales proemotion of price reduction.

Some other significance of price for product and in marheting mix can be understood
from following points:

e DPrice in combination with promotion becomes a strong ool [or influencing buyers
to buy products. It interests the buyers and highlights the image of the brand to
increase sales. Somctimes organisations focus on other marketing mix elements
by keeping the price constant based on recovering cosis at cerfain percemtage.

¢ Finalising price in combination with other marketing mix variables, sets
zuidelines and boundaries for management to set marketing strategics.
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e Pricing also detertmines standard of living. The lower the prices in vconamy, the 147
higher is the purchasing power in the hands of counsumcrs. Price reflects Price
purchasing power of the market.

® Price is a strong weapon against competitors.

¢ DPrice delermines the prafiis on sales. It is a basis of generating profits. As it is the
most flexibie of the marketing inix vanabics. organisations esercise this freedom
very often for defensive or olfensive pricing strategies.

® Price influences twa (y pes of management dectsions. First is setting price (or a
new product and second. adjusting the price of existing products basis the market
situation, cosls, ¢tc.

e Depending on the marketing program, organisations wse price n different ways —
demand oriented strategy. cus! oricnted stratepy, competition oriented strategy.
and also because of ethical consiraints

¢ Price should be carefully set on basis its combtnation with the other marketing
mix variables. The price on a product affects the market of another product in the
product line from the same anufacturer. For example, a soap priced similar to
svap from the sam= manufacturer which has different features will have impact on
the sales of each other and the customer will have difficuli time fn making a
choice. Price seting should be according 1o the product features and should
accompany strong promotional achivities ke discounts, education about product
features. erc.

e TPrice should be set in relabon to the delivered value and perceived vajue of the
product. Price also communicates ihe quality of the product. I a product is priced
very low and its features communicated are better than (he competitor, the
customers may think that the praduct has low quality. In such cases. organisations
have to invest beavily n promotional activities and coimunicate clearly
hiphlighting the services assuciaied like warrantics. brand valuc, eic.

® Prices should be set in coordination with distributors. Most organisations strive 1o
give higher profit margins (o distributors as the distributors fike wholesalers and
retailers too aggressively promuoic the products to consumers.

e High promovonal activities result in costs. Organisattons have to set price basis
the costs associated lo advertizing, public retations, eic. The organtsations have to
carefullv analvse the promotional expenditure and decide if it will result in
production and marketing econvmics of scale. This will reduce the unit cost and
give freedom to make price changes.

7.5 PRICING METHODS

Various books propose a variely ot pricing methads. We present herewith two relevant
methods af pricing employed by practitioners, namely cost bused methods and
compelition based inethods. The following table explains each of these methods.

Table 7.1: Pricing Methods

| Basis of Pricing | Methods of Pricing
Cost Bused Methods ! Cost-phlus ur Full-cost Pricing
2 Pricing Jor a Rate of Return. alse called targer
Pricing

3. Murginal Cost P'ncing. l
Competition Opeented Pricing . Going Raic I'ricing,
2. Cuslomary Prices.
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In the first category of methods, prices are determined on the basis ol costs. In the
second category, prices are set on the basis of what competitors are charging, though it
15 not necessary to charge the same price as competitors are charging. The firm may
scek to fix its price lower or higher thawn rivals' prices by a certain perceatage.

7.5.1 Cost-plus or Full-cost Pricing

This is the most commaon method vscd for pricing, Under this method, the price is set
to cover costs {materials. labour and overhead) and pre-determined percentage or
profit. The percentage differs strikingly among industries, among member firms and
even among products of the same firn. This may reflect differences in competitive
intensity, differences in cost hase and differences in the rate of tumover 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
are highly sensitive fo the market siwation, They, may. however, tend to be inflexible
in the following cases:

e They may become merely a mafier of common practice.

® Mark-ups may be determined by trade associations either by means of advisory
price lists or by actwal lists of mark-ups distributed to members,

Profits sanctioned under price control as the maximum profit margins remain the same
even afler the price contral is discontinued. These margins are considerad ethical as
well as reasonable. Usually profit margins under price controls are set so as to make it
possible for even the jeast efficient firms to survive, Thus, the margin of profits tends
io be higher than what wauld be possible under compelitive conditions.

Advantages of Cost-plus Pricing Method

A clear explanalion cannot be given for the advantage and widespread use of tull cost
pricing, as firns vary greatly in size, product characteristics and product range. They
also face varying degrees of competition in markets for their products. However. the
following points may cxplain ils advantages:

e Full-cost pricing offers a means by which fair and plausible prices can be found
with ease and speed, no matter how many products the firm handles.

® Prices based on full cost look factual and precise and may be more defensible on
moral grounds {han prices establisbed by other ineans.

e Firms preferring stability use full cost as a guide to pricing in an uncertain market
where knowlcdge is incomplete. In cases where costs of getting information are
high and the process of trial and error is costly, they use il to reduce the cost of
decision making,

® In practice, fims are uncertain about the shape of their demand curve and about
the probable response to any prive change. This makes it too nisky to move away
from full-cost pricing.

o [t is difficult, except ex-post. 1o identify and compute direct cosls.

e Fixed cost must be covered in the long run and firms feel that if they are not
covered in the short run, they will not he covered in the long run either.

e 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 stabilily by selting a price that is more likely to yield
acceptable profit to most other members of the industry also.

¢ Management tends to know more about product costs than other factors, which are
relevant Lo pricing,



Disadvantages of Cost-plus Pricing Method

Following are the commonly observed disadvantages of cost plus or {ult cost pricing
method. A marketig manager should be sensitive to these issues before decidipg in
favour of such a method.

e It ignares demand - there is no pecessary relationship between cost and what
people wall pay for a produa.

e It falls o reflect the forces ol competition adequately. Regacdless of the margin of
profit added. no profit is made unless what is produced is actually sold.

e  Any method of allocating overheads is arbitrary and may be unrcalistic given the
nature of the product and the market in which it 1s being sold. fnsofar as different
prices would give rise to differcnt sales volumes, units cost are a fupction of prive.
and, therefore, cannot provide a suitable basis for fixing prices. The siation
beeomes imure difficult in mulii-product firms.

® I1 may be hased on a concept of cost, which may not be relevant for the pricing
decision. Full-cost pricing ignores marginal or incremental costs and uses average
¢cosls instead.

o Cost-plus pricing is especially useful while deciding prices for public utiliiy and
lor tilored or custontised products. Sitwations in which cost plus pricing is useful.

»  Product tatlonng involves determining the product design after the selltng price is
Jdetermined. By wosking back from this price. the product design and the
permissible cost is decided upon.

® This approach takes inwo accouni the marker realities, by looking from the
viewpoint of the buyer in terms of what hc wants and what he will pay.

e Cost plus pricing is also helptul for pricing products that are designed 0 \he
specification o a single buyer, The basis of pricing is the estimated cost plus
grass margin that the firm could have got by using facilities othenvise,

® liis alsu pussible for inonopoly buying, where the buvers know a great deal abhout
supplicrs’ costs. They may inake the products themselves if they do not like the
price. The more relevant cost is the cost that the buving company would incur if i1
made the product by ilself.

These reasons provide some oxplanation but do not justify if as the logical approach
pricing.

Cost-plus pricing method is widely used in India due to two special reasens.

e The prevalence of sellcrs’ market in India till recenily made it possible for the
imanufacturers 10 pass on the increases in costs 10 the consumers.

o (osts plus a reasonable margin of profit are tahen into consideration for the
purpases of price fixation i the price-contrulled business in lndia.

7.5.2 Target Return Pricing

An importanl problcim that a firm might have to lace is adjusting prices ta changes in
costs. The popular policies that are otien followed for deciding prices include revising
prices 1o ntaintain a constant percentage mark-up over costs: revising prices fu
maintain prolits as a constany percentage of total sales and revising prices to maintain
a constant rewrn on invested capital. The usc of 1he above policics are itlustrated
below.
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A firm sells 1,.00.000 units per year at a factory price of T 12 per unit. The various
costs are given below:

Varjable Costs Materials ? 3,60.000
Labour 74.20.000
Fixed Costs Overhead T 1,20,000
Selling and Adminiswrative T 1,80,000
Total investmen| cash. inventory and equipment £ 8,00,000

Suppose, the labour and matenals cost increascs by 10 percent. So let us look at how
we should revise price according to the above-mentioned three policies.

The above dara reveai that costs are T 10,80,000, the sales are T 12,00.000 and the
prefic is ¥ 1,20,000. The profit percentages according to the three policies are:

1. Percentage over ¢osts 1.20,000/10,80,000 > 100 = [1).1]
2. Percentape on sales 1,20,000/12.00,000 x 100=10
3 Percentape on capital ecmploved 1.20.000/8,00,000 x 100 = 13

The revised costs are T 11,58.000 (X 10,80,000 + 36.000 + 42,000},

According to the first formula, we have to earn a profit of [1.1 percent on costs. Qur
revised profits should be T 1.28,667 and sales velume on this basis would he
T 12,86.,67. The sclling price would, therefore. be T [2.87 per unit.

Under the second lormula, the profit should be 10 percent on sales. If sales are S. the
profit would S/10 and the cost would be 95/10. We know the cost and wc have to find
out the sales.

[£9S/10=T 11,58.000, S =T 12.86,667
Therefore, the price per unit is T 12.87

Linder the third tormula, we assume that the capital investment is the same. Therefore.
the required profit is T 1,20.000 (15 percent on ¥ 8,00,000). The sales value would
then be T 12,78.000 and the sclling price per unit would be T 12.78.

Most of the American firms start with a rate of return they consider satisfactory, and then
set a price that will allow them to earn that refum when their plant wtifisation is at some
'standard rate’ say, 80 percent. Tn other words, they determine standard costs at standard
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-cust pricing. Nawrally, it has the
same inadequacies, viz. it ends to ignore demand and fails to reflect competition
adequately. 11 is based upon a concept of cost, which may not be relevaat to the
pricing decision al hand and overplays the pregision of allocated fixed costs and
capital emploved.

7.5.3 Marginal Cost Pricing

Both under full-cost pricing and thc rate-of-retumn pricing, prices arc hased on lotal
costs comprising ixed and variable costs. Under marginal cost pricing. fixed cosis are
ignored and prices are deterinined on the basis of marginal cost. The firm uses only
those costs that are directly attributable to the output of a specific product. A pricing
decision involves planning into the future, and as such it should deal solety with the
anticipated and, therefore, estimated revenues, expenses and capitai outlays. All 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 maximise its total
contribution to fixed costs and profit. Unless the manufacturer's prodoets are in direct



compedition with cach other, this objeciive is achicved by considering cach product in
isolation and fixing its price at a level which is calculated to maximise its tota)
confribution.

There are twe assumptions behind wse of such a method:

I, The firm is able to segrepate its markels so that it s able 1o charge higher price in
some market,

2. Lower price in others, and there are no legal restrictions,

Advantages of Marginal Cost Pricing

Wil marginal cost pricing, prices are never rendered uncompetitive mercly because
of a higher fixed overhead structure, or because hypothetical unit fixed costs are
higher than those of the competitors. The fimm's prices will oply be repdered
uncompetitive by higher variable costs, and thesc are controllable in the short run
while certain fixed costs are not,

Marginal costs mare accurately reflcet future as distines from present cost levels and
cost relationship. When making a pricing decision oiie is more interested in ¢changes in
cost that will result from that decision. Marginal cost represcnls these changes. while
tolal ¢osts include fixed costs, which are not incurred as a result of the pricing
decision,

Marginal cost pricing permats a manufacturer to develop a tur more agpressive pricing
policy thun does full-cost pricing. An aggressive pricing policy should lead 1o higher
sales and possibly reduced marginal costs through increased marginal physical
productivits and lower input factor prices. However. beforc entering into a more
dilferentiated and a more flexible pricing policy, it would be necessary 10 consider the
unpact of unstable prices on consumer goodwill.

Margtnal cast pricing is more useful for pricing over the lifc cycle ot a product, which
requires short-rua marginal cost and separable fined cost data relovant 10 each
particular stage of the cycle. not lang-run fuil-cost data. Marginal cost pricing is more
ellcctive than full-cost pricing because ol iwo characieristics of modern husiness;

e [he prevalence of multi-product, mulii-process and muhi-market concerns makes
the absourption of fixed costs tnto product costs absurd.

e In many businesses, the dominant force is innovation combined with constant
scientifte and technological development and tie long-run situation is often highly
unpredictable.

Dixadvantages of Murginal Cost Pricing

Some accountants arc not fully conversunt with the margimal cost tcchnigues
themsctves, and are not. therefore. capable of explaining their use 10 management.

In a period of business recession, firms using marginal cost pricing may lower prices
in order to maintain business and this inav lead other firms to reduce their prices
leading to cut-throat compeiition.

With the existence of idle capaciny and the pressure af fixed <osls, firims may
successively cot down prices 10 a point at which no one s earning sufiicient total
contribution to cover its fixed costs and earn a fair return an capital emploayed.

Inspite of its advantages, due ta its inhercnt weakness of not ensuring the coverage of
fixed costs, marginal <ost pricing has usuvally been confined to pricing decisions
- Ielating o special prders,

iness situations requiring the use of marginal costing include marketing sifuations
ce price is the primary determinant of an offer; where itial product acceptance is
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being sought to facilitate entry into a new market; where the product is being targeted
to a low quality market segment: where price eompetition is intense, and when ihe
price responsiveness of demand is high ie.. a little reduction m price may lead 10 a
substantial increase in volume.

7.5.4 Going-rate Pricing

Instead of the cost, the emphasis here is on the market and markes situation. The firm
adjusts ils own pricing policy to the general pricing structwre in the industry. Where
costs are particularly difficult to imeasure, this may seem to be the logical first step in a
rational pricing, policy. {t may also reflect the collective wisdom of the industry.

This type of situation lcads to price leadership. Where price lcadership 1s well
established, charging according to whal competitors are charging may be the only sale
policy. It may simply be a way in which firms iry {0 escape the hazards of price in an
oligapalistic market. It may be fess costly and troublesome to the business than the
exact caleulation of cosis 2nd demand and has a practical advamntage over a highly
individualistic pricing policy.

Many big indian compames have adopied a policy of following compelitors. which
iraplies shat they follow a price set either by the market or by a price leader. I must be
noted that "going-rate pricing' is not quite the same as accepting a price impersonally
set bv a near perfect market. Rather, it would seem that the lirm has some power to set
its own price and couid be a price maker if it chooses to face all the consequences. Tt
prefers, however, to take the safe course and conforin to the policy of others.

7.5.5 Customary Prices

Prices of certain goods become more or less fixed. not by deliberate aclion on the
sellers' patrt but as a result of their having prevailed for a considerable period of fime.
For such goods, changes in costs are usuaily reflected in changes in quality or
quantity. only when the costs change significantly, are the customary prices of these
goods changed.

Customary prices may be maintained even wiheo products are changed.

For example, the new model of an electric fan may be priccd at the same level as the
discontinued model. This is usually so even in the face of lower costs. A lower price
may cause an adverse reaction on the competitors, leading them to a price war, as also
on the consumers who may think that the quality of the new model is interior. Going
along wiih the old price is the easiest thing tn do. Whatever be the reason, the
maintenance of existing price as long as posstble is a factor in the pricing of (nany
producis.

If a change in customary prices is intended, the marketing executive nust study the
pricing policies and practices of compeling firms; behavijour and emotional inake-up
of the people of similar designations as him in those [irms. Another possibic way out,
especially when an upward move is sought, is 1o test the new price in a limited market
to detennine the consumer reactions.

7.5.6 Price Quality Strategies

Companies can also follow a value pricing strategy. The customers perceive (he
products to be either highly priced, medium priced or low priced. Similarly they
evaluate the product quality and placc them as high, medium and [ow
Corrcspondingly, companies can have nine pricing strategies namely:

® Premjum pricing strategy [high price and high quality (type-1));

e Hiph value strategy [high quality and medium price (type-2}]:



® Super value siategy [high quality and low price strategy (tvpe-3)]:

® Over charging strategy [medium guatity and high price {type-4)|:

&  Medium \alue strategy {medivm quality and medium value (type-3)];

® Good value strategy [medium quality and low price strategy (1 pe-6)7.

e Rip oftsirategy {low product yuality and high price {type-7)];

® False economy sirategy [low quality and medium price strategy (type-8)): and
e Economy strategy [low product quality and low price strategy {rvpe-9)].

Strategies 1. § and 9 can all co-exist m the same market: that is one firm offers a high
quality product at a high price, another firm offers an average quality product at an
average price and still another firm offers a low quality product at a low price. All
three competitors can co-¢xist as long as the market consists of three groups of buyers:
those who insist on qualily, those who insist on price. and those who balance the rwo
considerations.

Positioning strategies 2, 3 and 6 represent ways to auiack the diagonal position.

Pasitioning strategies 4. 7 and 8 lead to overpricing of the product i relation to s
guality.

theh Price Medum Price !un Irice

ot Premium Singtegics High-vatue Sirateps Supci-valuc Sirategy
h @ O
Product i Uhvercharping Mratewy | Medium-s atue Strategy Cunnd-value Stratepy
Qualiy  Medivm
- ® ©
Law Rig oY Siralegy False Economy Strategy b.conomy Strateey

Figure 7.1: Pricing Strategies and Price Quality

Compunies follow premium-pricing strategy when they wish 1o skim the market. Both
the quality of the product and price are high in this market. Though the number of
customers in this market is less but they buy onh premium products.

A high value suateyy is a case where the customers find the product 10 be of high
quality and medium price strategy and when the quality is bigh and price is low.
people find super value in the product. This is o strateyy where prople are delighted
due to high quabiy and affordable price.

When customers perceive the quality to be average and price 10 be lugh, then they
may not buy the product in a free econpomy. In this case, the seller is believed to be
over charging the custonter.

A volume player who wants to caler 10 a large part of the market without diluting the
hrand image follows a miedium value strategy.

In many cases, though the quality 1 medium but companies penctrate the market by
charging a low pricc and customers buy products on the rationale of getting good
value from busmess. Though they do rot perceive the quality to be so great, still they
buy due to lower price perception.
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When the quality is perceived as low but the price is high, it is an unsustainable
strategy and is called 'rip ofT strategy.

When the price is medium and the quality is low, many 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 bottoin of the pyramid, he charges a low price for a low
quality product to satisfy low value customers.

7.6 FACTORS AFFECTING PRICE DECISIONS

A firm's price decision is influenced by many internal and exiernal fuactors. Internal
factors are the factors that include elements within the organisation’s boundaries. On
the other hand, external factors are the factors that happen oulside the business. The
mlernal factors are cost of production, pricing policy, pricing vbjectives and marketing
strategy. The exiernal faciors include customers, suppliers, middlemen, competitors
and government regulatory agencies. Let us now discuss each factor in detail,

7.6.1 Internal Factors
The intemal factors which atfect the pricing decisions in a firm are as follows:

Costs

There are two lypes of costs—fFixed costs and variable costs. Fixed costs are also
known as overhead costs. They do not vary with production or sales level whereas,
variable costs vary directly with the production level. These costs include raw material
costs, compaonents and packaging, and other inputs to be included in the product iself.
They are called variable costs because they vary with the outpul level, Fixed costs and
variable costs make up the (otal cost of production of a product.

Pricing Policy, Pricing Qbjectives, and Muarketing Strategy

The pricing policy provides a general guideline to the divisional and product line
managers with regard 10 the price to be charged for the product or scrvice ofTered Lo
the target market.

The pricing strategy delineates the pricing objectives in terms of its role in the overail
marketing strategy of the firm. The pricing strategy should cover the exient 1o which
the price of the product will be used to compete in the targel markel place vis-a-vis the
other strategic variables of mix.

A [irm identifies its target market and approaches with a tailor-made marketing mix of
variables. The eombination of strategic vartables (product, price, promotion and place)
is the marketing strategy of the firin with respect to the specitic target market and this
stratepy will vary from one market segment to another. The marketing strategy of a
firm consists of several pricing sirategies which are as follows:

e Survival price: A company sets survival price as its pricing objective when there
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.

e Current profit maximisation price: This price is contradictory to the survival
price. Under this. the (irm charges high price that will amplify current profit of the
firm. This is achievable for a company when there is good demand for its
products.

o Marker share price; An orpanisation which holds a high market share in the
market may enjoy Jowest costs and maximum long-term profits, A market share
leader in the markel can charge a low price to maintain and 1o enlarge its market
share.



®  Product quality price: A furm possibly will charge a high price to make an impact
on guality of the product. Usually, customers link "high price' with quality. The
price is used as a factor of qualiny of the product.

7.6.2 External Factors

There are numerous factors that influence the company but are not controlied by the
comipany . These factors heavily impact the pricing decision of the company. Hencc, it
becomes utmost important for the marketers 1o understand these lactoss and conduct
research to know what 15 coming off in each market thai the company serves as the
effect of thesc factors significantly differs from market to market, The important
external factors thal act upon the pricing decision ol a [irm can be listed as follows:

Customwers

The customer’s loyalty allows the company to sell their products and ensure deeper
market penetration. The customers stay loyal as long as the price charged to them is
reasonable and acceptable. If the firmy wants o initiale a price change. particularly, an
incrense in the existing price Ievel, it should be able to predict the reactions of its
customers.

Suppliers

They ensure hassle-trec supply of raw materials. camponents. spares, etc. and they
closely monitor the price charged for the products. Even a shight increase in the
existing price by 4 company would certainly invite reactions from the suppliers of raw
matertals. They wmay demand a higher price for their raw materials.

Channel Membery

They are the wholesalers. rciailers, dealers and distributors. A firm has to take into
account the reaction af the chawnel members while taking price decisions. Generaily,
the chanpnel members work o a commission basis. When a firm charges a higher price
{or its products, (hey may respond repatively,

Competitors

A firm has to consider how competing firms would react to its price. I'lc competitors’
reaction depends uponn how the market has been structured.

Government Agencicy

There are many government regualatory agencies both at the censral and at the stale
level that monstor price [luctuations, particolarly. when the product is an essential
item. These agencies generally react in public interest. Essential commodities such as
sugar, edible oils. drugs, cte. come under the vigilance of govemment agencies.

7.7 PRICE SIMULATION GAME

Price war ts a term used in business o indicate a state of istense competitive rivaln
accompased by a multi-lateral series of price reduction. Once a competitor Jowers its
price, then others will lower thewr prices to match. If one of themn reduccs their price
again, a new round of reductions starts. Let us understand the price simulation game
through this example:

In September 2001. Hewlen-Packard acquired Coinpaq for around $25 billien in HP
stock. Divestors hated the idea Both HP's and Compaq’s stock fell about 25% in few
days after the announcement. so the deal was quickly valued under $20 billion, The
New York Titnes described the deal as bringing together two struggling computer
companies into one giant with nvice the problems.
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And this pame isn't played just once. [('s repealed over and over. where the outcome
from the last round bocomes the status quo tor the next round. As long as Dell hay a
tawer cost structure Defl will always win when HP and Compaq compete on price.

Looking at the news afier Dell's announcement, you can see how the price war played
out. tn Aprtt 2001, after the Februany price cuts, Dell hecame the world's largest PC
maker, surpassing Compag in market share. In May, HP and Compagq responded to
Dell with price cuts of thew own, throwing all competitors into the ltower-right
yuadrant.

Soweiree: forin,com

7.8 DECIDING APPROPRIATE PRICING STRATEGY

Managers can sct prices as an addition to what cost they have incurred in developing
and marketing the product. In many instances. price is the rupee equivalent of Ihe
value of the company's product. It is also the money that the consumer is willing to
puy for ownership of the product Price has diffecent connotations We wil) use the
value based model in which price is equivalent fo the value that the customer is
willing 10 acquire by paying its rupee equivalence for ownership or the right to usage
ahter the purchase. Companies decide about prices in many ways depending on the
cust structure, markel structure, nature and stage of product life ¢ycle and the nature ot
compenition in the markat. We will discuss some of the gencrul considerations that
managers follaw while deciding on prices.

Pricmp Jeciston involves the following:

7.8.1 Dectding the Pricing Ohjectives

Developing pricing objectives ts necessary because all subsequent decisions are hased
on objectives. Objectives must be consisient with company s overall nbjectives and
marketing objectives. As stated <earlier, companies generally have multiple pricing
objectives Keeping, in view their shorl-term and long-term interests. No company can
retnain satisfred with just one unchanging pricing objective. All companies 1ypically
alier their pricing objectives over time 1n respobse 1o changes occurring in the market-
place. In terms of priority of objectives, most companies set their pricing ubjectives in
terms ot profit optimisation, market share or return on investment.

7.8.2 Determipation of Demand

Demiand detertnination of a proeduct is the responsibility of markeling managcr, aided
by marketing research personnel and forecasters. Demand and competition typically
set ihe upper Jimits of price. Demand forecasts furnish estimates of sales potential of a
nroduct reflecting the quantity that can be sold in a specified period. These estimates
help 1 examining the relationship between product’s price and the yuantine likely to
be demanded.

For most products. there is iverse relationship between price and the quanury
demanded. Higher the price. lower the demand and vice versa. As price gocs down,
the quantity demanded goes up. When the price is raised. the quantity demanded goes
down. This fundamental relationship continues as long as the marketing ensironment.
consumer’s buying power, willingness 1o purchase and authority to purchase remains
siable.

The pricing policy of o Hinm would depend upan the elasticity of demand as well. If
the demand is inelastic. it would not be profitable for the finn to reduce its prices. On
the other hand, a policy of price increase would prove profitable if the demand is
inclastic. Conversely, if the demand 15 elastic, 1t is a palicy of price reduction rather
than a policy of price increase, which would be profitable for a #irn to adopt.

Pric
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7.8.3 Estimating the Costs

Costs have 10 be 1aken into consideration like many other important factors In fact, in
the long run, prices must cover costs. If. in the long run, costs are not covered.
manufacturers will withdraw from the market and supply will be reduced which, in
turn, may lead to higher prices. The point that needs emphasis here is thatl cost is not
the only factor in setting prices. Cost must be regarded only as an indicator of the
price, which ought to be set after taking into consideration thc demand and the
competitive situation. 1t must be noted, however, that cost at any given time represents
a resisiant point to lowering of price. Again, costs determinge the profit consequences
of the various pricing alternatives. Cost calculations also help in determining whether
the product whose price is determined by ils demand is to be included in the product
line or not. What cost delermines is not the price but whether the product in question
can be protitably produced or not.

But what are the relevant costs for pricing decisions? Problems are more complex in a
multi-product firm. For pricing decisions, relevant costs are thuse costs that are
directly traceable to an individual product. Ordinarily, the selling price must cover all
direct costs - manufacturing and non-manufacturing, variable and fised — that are
attributable to a product. In addition, it must contribute to the commeon costs and
realisation of profit. But it may naot always be possible to do so.

For a short period of time, it is tolerable for the price of a product to do n¢ more than
cover i3 direct costs and even only the direct variable costs. This inay be the case
when a new product 15 introduced. The imtial direct promotional cost is usually high
in relation to the sales volume, and special price concessions are granted in connection
with introductory ofTers.

In such a case, a negligible contribution or a no coniribution to common costs in the
short run is accepted in anticipation of long-run profits. Tn other cases, a very low
contribution for one or more products may be accepied for want ol a more profitable
allernative. A low contribution is better than none at all.

In the long-run, the aggregate revenues from all products must cover not only direci
cosis but also contribute towards cormmon cosls. [dcally, each product should make
significant contribution to common costs; but it is not possible to state any general
rule for determining satisfactory or unsatisfactory contribution. if facters of demand
and/or competition prevent a firm from setting a price for ane of its products that will
cover direct costs, there may be no alternative but to discentinue the product

Il a competitive price does cover direct costs and yield some contribution towards
common costs, the guestion arises: ‘how high must that contribution be' to justify the
long-run continuance of a particular product in a company's product line? The
question can be answered in the light of the available alternatives. {f the product is
discantinued, arc there others, which may be substituted for it so that (here is & higher
contribution to common costs? What effect will the discontinuance of this product
have upon the demand for other products in the line? The elimination of onc product
from the line may cause the loss of sale of other complementary products.

Product-pricing dccisions should, therefore, be made with a view to maximise
company profifs in the long tun. An important question that arises at this stage is;
'‘How can the common costs be covered, if individual prices are set in consideration of
direct costs only? The point to be noted here is thal covering of directs costs 15 only a
starting point in the pricing decision. Factors of supply and demand and compctition
may permit prices, which will yield very substantial contribution to common costs.
Again. a low contribution from a single product does not necessarily mean that the
price is too Jow or that the product ought to be discontinued.



If the economic determinants of price arc such that the combined prices for all of a
company’s products arc insulficient to cover common costs in the long run, the
concluston is not that the individual prices are wrong but rather hat the firm is
economically ineflicient. Such a firm must either improve its operating efficiency or
ccase operations and wind up.

Example: Suppose that unil costs of preducing a product are T 100 {taking into
account your fixed and variable costs). If the desired profit per unit is 20 percent, then
prices will be set at price at T 120 per unit,

You may also detennine how many units vou will need to scil to meer a profit goal by
using the following formula.

Break-even Unit Volume = (Fixed Costs/Unit Contribution Margin)

Where, Unit Contribution Margin = Selling Price per Unit — Variable (ost per Llntt,

1.8.4 Apalyzing Competitors’ Cost, Prices and Offer

Examining the market demand and company costs, a range of possible prices can be
considered. However, the company must ajso e€xamine the cosl. prices and possible
responscs of competitors in the industry. Learning. competitors’ costs, prices and
offers is an ongoing function of marketing research. When one company dominates an
industry. it may set the tone for price decisions in the industiny, such as De Beers
Consalidated Mines Ltd., or Intel in case of computer processors

The company must appreciate that other companies in the industiyv can change their
prices in reaction 1o prices sct by the company. Obviously, the nearest competitor is
the first choice to consider lor senling a price.

The first step is 1o ascertain what positive difterentiation features the company’s offcr
contains and not offered by the nearest competitor.

The second step is to ascertain the worlh of additiona! positive features (o consumers
and this worth should be added te the competitor’s price to sel the company’s product
pricc. [f the warth of positive ditferentiation features of compelitor’s product is more
and the company’s product does nol have those features in its offer, then the value
should be subtracted from competitor’s price lor setting the compam 's product price.
This exercise can help to decide whethey to keep the price higher, or lower than the
competitor, or the same,

7.8.5 Selecting a Pricing Policy

A pricing policy is a course of action framed to affect and guide price deteyminalion
Jecisions. These stratepies help in realising pricing objectives and understanding the
pricing implications in marketing mix. pew product infroduclions, competitive
siluatiuns, government pricing regulations and economic conditions. Morce than one
pricing strategy may be selected to address he needs of different markels or 10 take
advantage of oppontunities in ¢cerain markets:

There are many different strategies adopted by companies to attain pricing objectives.
Some of the imponant ones and often used arc discussed here.

New Product Pricing

The basc price of a new product is easily adjusted in the absence of price conmrol by
government. A pioncer can set The base price high to recover product development
costs quickly. While serting the base price, the company considers the threat from the
competitors, the strength of entry campaign, and its impact on the primary demand. It
the coinpany concludes that competitors will enter with heavy campaign, with limited
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11350 s of Mark efllect on primary demand, then the company may opt for penetration pricing policy
tinerples of Murketing and sel a low base price to discourage competitors® entry.

& Price skimming: Tt refers to charging the highest price from the customers who
are ready 10 pay premium [or the product. This approach offers flexibility to the
pioneer in the product’s introduction stage because the demand tends 1o be
inelastic during most of this period due & less compelition. Skimming approach
generates much needed cash flow w oflfset high cost of product development.
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 eamning large
margins encourages competitors o enter the market.

e Penetration pricing: This pricing approach requires the price 10 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 1o rapidly capturc a large markc
share. Increased demand makes it necessary (o produce more and this decreases
per unit production costs. Low unit production cos! puts the marketer in an
advantageous position of further decreasing the price, and thereby making ii
difficult for aspiring new competitors to enter the markel. Besides, a low unit
price is Hkely to be less attractive to competitors because the lower per unit price
results in lower per unit prolits. With this approach it becomes difficult o raise
price subsequently. Some marketers initially skim the market and later set a
penetralion price. A lower price makes the market less attractive to potential nesy
entrants.

Psychological Pricing

Psychological pricing approach is suitable when consumer purchases are based more
on feelings or emotional factors {such as love, alfection, prestige, self-image, etc.)
rather than the rational factors. Price somctimes serves as a surrogaie wndicalor of
quality. Technological advancements are inahing product differentiation difficult and
many companies aticinpt to difterentiate their offers based on non-functional product
altributes, such as image and fifestyle. etc, Psychological pricing is not appropriate for
indusirial products. Marketers sel artificially high prices to communicate a status or
high quality image. This pricing method is appropriate for perfumes. jewellery, autos,
liquor, ready-tu-wear garments, etc. Acer and Sony have adopted this type ol pricing
for their range of Ferrari and Vaio Lifestyle nolebook PCs. Apple has adopted this
method of pricing for its high-end Power Book Japtop computers. This pricing method
requires creation of strong brand image through promotion programmes that
reinforces the brand’s quality and iinage.

Odd-Even Priving: Marketers sometimes set their product prices that end with cerfain
numbcers. The assumption is that this type of pricing helps i selling more producis. I
is supposed that if the price is ¥ 99.95, consumers don’t view it as T 100 and are
attractcd more by odd prices rather than cven. This assumption is not supported by
substantial research lindings. but stili odd prices seem to be far more common than
even prices.

Promotional Pricing

As the name suggests, these techniques are considered as an important part of sales
promotions, Some of these technigues include loss leader pricing, special event
pricing, low-interest financing, longer payment pcriod, cash rebates, free aute
insurance, warranties, increased number of free services, etc. Generally, these



techniques do nof lead to significant gains because most competitors can copy them.
To illustrate, three techniques are briefly discussed below:

1. Loss Leader Pricing: Sometimes large retail outlets use loss leader pricing on
well-known brands to increase store traffic. By attracting increased number of
consumers to store the retatlers bope that sales of routinely purchased products
will rise and in turn increase sales vojume and profits. Firms whose brands are
chosen as loss leader appose this approach as the image of their brands is diluted.

2. Superficial Discounting: iU js 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 T 495, now reduced to ¥ 299”. This
is a deceptive practice and is often used by retailers. Occasionally we come across
advertisements that show T 495 crossed (X) and a fresh price written as T 250.

3. Special Event Pricing: This illustrates price cuts for special siluations or seasonal
variations to artract consumners. For example, beforc the beginning of a new
session for young children at school, we sce ads of shues gencrally viewed as part
of uniform,

7.8.6 Final Price Decision

Final price semting is guided hy company’s pricing policies. The final price is sel
according to company’s pricing objectives 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 should try ta find oul the reasons for competifor's price
changes. If he can figure out what objective a competitor is trving to achieve by a
price change, he can plan well and decide his response strategy. He should also take
note of the unplications of competitor's incrcase as well as decrease in price levels.

If it is an mcrease then he stands to lose only possible additional profits and may gain
physical volume sitting tight with his present price; if n s a cut, he stands 1o lose
volume, markel position and profits.

If it is a short-run move, to clear out an overstock, for examplc. he can probably ride it
out withous drastic action.

[f the trade is highly price conscious, the marketing manager cannot wait 1o sce what
happens and should react quickly.

I the compefilor outweighs heavily on financial strength, the firm may not be able to
afford the risks of a price war with him, alihough he probably will not take drastic
action if the marketing manager merely meets his new price. l{e shouid try fo find out
answers ta the following questions mentioned in the box before responding to a
competitor's price change.

Box 7.1: Questions to Answer before Responding to a Competitor's Price Change

1 Why did the competilor chapge his price?

2. ls the competitor's change an increase or deerease in price®
3. Isthis change a long run or a short run affau?
4. How price conscious is 1he trade with respect to 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. Ifwe meetl or go below the competitor's new price. what will he do about it?

7. How strong is the competitor financially. production-wise and market-wise in comparison to
our fimn"?
8, II'we do not mect & competitor's new price. how much physical volume arc we apl to lose

and what will this do Lo our costs?

9. How much is the competitor making of his price change publicity-wise and sale promotion-
wise?

7.10 DISCOUNTS AND REBATES

A discount 1s a reduction from the list price given by the sclier to the buyer. Buyers
who use discounts usually give up some part of the marketing mix included in the list
price - such as service. Quantity discounts are discounts that encourage customers to
buy in large amounts. Cumulative quantity discounts give a reduction in price for
large purchases over a given period, such as a vear. Cumulative quantity discounts are
used to encourage repeat buying. Companies may 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 botle of shampoo with cvery two botles
purchased. Discounts that cucourage buycers to buy earlier than present demand
requires are known as seasonal discounts. For example, many beach resorts offer
summer holiday discounts and many ski resorts otter winter holiday discounts. Phone
calls made at offpeak times are also seasonal discounts. Most business sales are made
on credit. The seller sends an invoice to the buyer’s accounting department, which
processes it for payment. Usually, the invoice statcs 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 bill is paid quickly. For example, if a
buyer pays within 10 days. hc 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 services, which can take up to 7% of
the revenue for each sale and are sometimes slow to process payments. A trade
discount is a traditional list price discount given to channel members for the job they
do. For example, a clothes manufacturer might give retailers a regular discount of 10%
1o cover their retailing cosis. A sale price is a temporary discount from the list price.
Marketing managers might use sale prices to respond 1o changes in the market. For
example, a relailer might use a sale to meet a competing store’s price. Sale prices can
also be used to reduce inventory and encourage middiemen to carry a product.
Constantly changing prices can contuse customers and weaken brand loyalty. Some
companies avoid high list prices and discounts altogether. Instead, they use everyday
low pricing that sets a low list price, which the customers can rely on. Allowances are
reductions in price given to final consumers or channel members for doing something
or accepting less of something., Advertising allowances are price reductions given to
channel members who advertise or promote the product in return. For example. a toy
company might give its rctailer a 2% advertising allowance. The retailers can buy the
toys for 2% less than the list price as long as they usc the 2% saving on local
advertising, A stocking allowance is a price reduction given to middlemen in return
for morc - or better - shelf space. Stocking allowances are used to get supermarket
chains to handle new products. Push moncy (or prize money)} allowances are cash
pavments given by manufacturers or wholesalers to retail salespeople who
aggressively sell certain items, Push moncy is generally used to encourage sales of



new, slow-movmg, or high-margin products, such as furniture, consumer ¢lectronics.
clothing. and cosmelics. A trade-in allowance is a price reduction given for used
products when similar new products are bought. Trade-ins are an easy way for
marketing managers to lower the final price without reducing the list price. Many
producers offer discounts to consumers through coupans. Consumers who present
coupins 1o retailers get a reduction of the list price. Coupons are usually used to sell
consumer packaped goods. Retailers honour coupons because they increase sales and
they are usually paid for the trouble of handling the coupon.

A rebate is a rcfund pind to consumers after a purchase. Rebates can be vsed on hoth
high and low-pnced wems. Rebates are a way ol ensuring that final customers - not the
middlemen - get the price reduction. Also, consumers ofien buy products that offer a
rebate but forget to claim it.

Check Your Progress
Fil) in the blanks:

1. Price also has a impact on customers and can reflect
product quality and user status.

2. Rate of return pricing is a variant of full-cast pricing.

3 __ prices may be maintaincd even when products are
chanped.

3. factors are the faciors that include c¢lements within
the organisation’s boundaries.

5. The of a firm would depend upon (he elasticity of

demand as well,

7.1T LET US SuUM UPp

e The price of the product of a firm constitutes an extremely important element in
s marketing-mix. Pricing is of great importance te both the pruducer/seller and
the consumer.

® The price of a product alfects other components of the marketing-mix of a firm. A
firm will improve the quality of a product, increase the number of accompanying
services and spend more on promution and distributioo, if it feels that it can sell its
product at a price high enough to cover the cost of these expenses.

e The price structure of a firm is a major delerminant of its success as it affects the
firm’s competitive position and 1is market share. I prices are (oo high, business is
lost; il prices are oo low, the linn imay not make enough to run the busingss in the
long-termy. It has an important bearing on the firm's revenue and nel profit. With
the help of price. the Niren can make an estimate of 1is revenue and profit. Profit is
equal 1o revenug ever cosl.

o Price also helps i determining the quantum of production that a firm should

carry. The management of a firm can make estimates of profits wl vurious levels of

production and prices te choose the best possible action for long-term goals of the
organisation

® Prices can be decided by analysing the firm's costs through difterent pricing
methods like tull cost methods. target return pricing method and marginal cosl
method.

e These methads do not take carc of the market condition and current market
structure for making a decision. However, the second category of methods is
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competition based or market based methods, in which the prices are decided on
the prevailing market conditivn and customary pricing methods.

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

® The marketer needs to injtiate price changes as well as respond to competitor's
price changes, failing which he cannot manage the emerging market opportunity
or the threat raised due to compctitor's moves.

7.12 LESSON END ACTIVITY

Appropriate prices of product have an impact ou sales of product and profits of firm.
Clarify this statement with the help of a PowerPoint presentation quoting suitable
scenario and examples of the same.

713 KEYWORDS

Price: Price 15 the exchange value of goods and services in terms of moncy,

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

Target Return Priving: o this method, the firm decides the target return that it
expecls out nf business and then decides prices.

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

Going-rate Pricing: In this mcthod. the firm adjusts ils own pricing policy to the
general pricing structore in the industry.

Customary Prices: Prices of cerlain goods becoine more or less fixed, not by
deliberale action on the sellers' part but as a resuit of their having prevailed for a
considerable period of time.

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

Value Pricing: 1n this method, the marketer charges fairly low price (or a high quality
offering. This method praposes that price represents a high value offer to consumers.

Sealed Bid Pricing: In this method. the firms submil bids i sealed covers for the
price of the job or 1he service. This is based on firm's expectation about the level at
which the competitor is likely 10 set up prices ratiier than on the cost structure of the
furm.

Psychological Pricing: |n this method. the marketer bases prices on the psychology of
consumcrs. Many consumers perceive price as an indicator of gquality. While
evaluating products. buyers carry a reference price in their mind and evaluate the
alternatives on the basis of this refercnce price. Sellers often manipulate these
reference points and decide their pricing strategy.

Odd Pricing: 1n this method, the buver charges an odd price to get noticed by the
consumer. A typical example of odd pricing is the pricing strategy followed by Bata.

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



7.14 QUESTIONS FOR DISCUSSION

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

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

pricing,

SR

What do you mean by going-rate pricing?
State value pricing strategy.

Briefly discuss price simulation game,
Discuss the steps in setling up of a price.

How should the firms respond to competilors” price changes?

i

N

Check Your Progress: Model Answer
1.

2

psychological
Refined
Customary
Internal

Pricing policy
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8.0 AIMS AND OBJECTIVES

After studying this lessan, you should be abie (o

s  Explain how distribution systems evolved

e List the significance and functions of channe! members
& [Explain the determinants of chaanel cost

e Discuss the factors affecting channe} selection

o Know the distribution strategics

8.1 INTRODUCTION

Management of distribution is anather ‘P’ (place} in marketing. This involves
processes 1o place the finished goods from & manufacturer to a customer for final
consumption and usage. This encompasses tlow of goods and ownership from
manufacturer to the custoiners. [t 15 important in marketing to make goods available at
customer points not only in good numbess but also at the right lime. Here right time
means the ime when the customer is ready 1o buy the product. In direct narketing
model, the manufacturer also tries to remove the intermediaries completely and recruit
their own sales force for scrving customers. Though maintaining a direct marketing
network is a costly affair it provides competitive advanlage to the company, as it will
have a greater control over the network. [1 is crucial to ensure availability of goods
and services to customers when they want, at places they want, and in the right
quautities. The third "P' of iraditional marketing, mix represents 'place’, the location or
the point of product availability. Piace dccisions concern inarketing channel or
distribution channe) arrangeinents. This s an integral part of satisfaction delivery to
cusiomers and marketing channel arrangements ¢an have dramatic implications for
compelition in a product market. Mosi marketing channels are composed of
intermediaries. These intermediaries or channel members include finms and
individuals such as wholcsalers, retailers, ctc. that facititate the distribution of goods
or services to the customer.

8.2 EVOLUTION

After a product has been produced. there was a need to mahe (hose products available
to the conswmers. This was a daunting task as consumers were widespread. Thus,
came into existence system of distribution/distribution management. Every marketing
activity starts with the customer and ends with the customer. The customer is the
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ultnnate target for a marketer. The availability of the product in the market depends on
the efficacy of distribution channel. Therefore, the distrihution channel plays a
significant role in the marketing activities. The success of a company’s marketing
effort depends upon its command on the distribution network. Oncc the produet is
developed and priced, the marketing manager should now plan to develop distribution
strategy and design distribution channet to reach customers. The company can reach
customers either directly through its own salcs fovce (called dircct marketing) or
through a set of intermediaries and channel members (called indirect marketing). Each
of these aiternatives has advantages and disadvantiages. In this lesson, we will discuss
how the company selects channel members, then desipns distribution channels and
decides what function each member of the channel performs in the market place.

A markeling channel is a systeimn of reiationships existing among businesses that
participate in the process of buying and selling products and services. Channe!l
mtermediaries are those organisations. which connect the manuflacturer with the
customers and help in the distribution of the product. The imermediaries are involved
in taking physical awnership of the product. collecting pavments and offering after
salcs service. All these activities involve large amaeunt of risk and produecers should
suitably compensate the channe members for these activities,

Marketing channel management refers to the choice and controt of thesc
intermediaries. As mare and more responsibility is passed onto the intermediaries, the
marketing organtsation loses control over the channel and moves away froin the
customers. One of the key issues is the increasing influence of networh of
intermediaries and managemeat of the power and conflict arising out of the role and
responsibility berween 1the producer and the channel members and also among the
channel members. Retatlers have come to siay as one of the dvnamic players in the
distribution management function and in the current indian scenario, it is one of the
more challenging tasks for husiness managers to handle the direction and magnitude
of growth in Indian retailing industry.

So every producer wants fo link his husiness operations with customers through a
network of channel members to fulfill the overall ohjective of the firm. These sets of
marketing intermediaries are called channel members or chaanel participants. The
distribution channel is the route laken by the title of the goods as they move ltom the
manulacturer to the end user. These are envisagcd as systems of economic distrihution
through which a producer of goods delivers them in Lhe hands of end users.

These termediaries act as middlemen between the producer and the customer in the
distribution system. They help in transfer of title of goods from the producer to the
customer. Though transfer of title is also possible through direct 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 customer
and does notl entertain any intermediaries. We can say that whosoever is cngaged
between the praducer and the consumer is a meinber of the distribution channel.

8.3 SIGNIFICANCE OF CHANNEL MEMBERS

While on the surface it may seem to make scnse for 2 company to operate 1S own
distribution channel (i.e., handiing all aspects ol distribution) there are many factors
preventing companies from doing so. While companies can do without the assistance
of certain channel members, for many marketers some level of channel parnership is
needed. For example, marketers who are successful without utilising resellers to sell
their product (e.g., Dell computers sells mostly through the Internet and not in retail
stores) may still need assistance with certain parts of the distribution proeess (e.g.,
Dell uses parcel post shippers such as FedEx and UPS). Tn Deli’s case creating their



own fransportation system makes litthe sense given how large such a system would
nced to be 10 order to service Dell’s customer base. Thus, by using shipping
companies Dell is taking advantage of the benefits these services offer to Dell and to
Delt’s customers.

8.4 FUNCTIONS OF CHANNEL MEMBERS

Muost manufacturers do not sell thew products directly to end-uscrs. Between the end-
user and the producer. there are channel members performing a variety of functions.
Some uf these resellers such as wholesalers and retailers purchase from producers,
take ownership title, and in turn resell the products to panics or consumers at the nexi
level. They are culicd merchants. In contrast brakers. agents, and producer’s sales
persons search and nepotiate with buyers on behalf of the producer and do not acquire
ownership titte 1o merchandise. Other channel members work as facilitators in the
process ob distribution and include transporters. privaiely owned warehouses, banks.
and others who neither negotiate with buyers or sellers on behalt of producer nor take
awnership tile of merchandise.

A single channel member may perform all these functions in certain situations.
However, in most of the situations. channet members ar different levels are involved
in performing the following functiuns juinily:

o  Channel Mepihers Creare Utiliy: Marketing channels ereate time, place and
possessian uithty Time utiliy reters 1o making produets avmlable 10 customers
when they want them They create place utility by making products available in
locations, where customers desire them to be available for buying. Possession
utility means customcers having access fo abtain and have the tight to use or store
for tfuture use. This may occur through ownership or some arrangements such as
rental or lcase agreements that entitle the customer the right o use the product.

o  Chaunel Mewihers Facilitate Exchange Efficiencies: Channet members offer
exchange efficiencies and help reduce the exchange costs hy providing cerain
functlions or services. Let us assume that three customers seck 10 buv products
from four producers. If there are no middlemen involved, the total ransactions
with three customers will be maelve. If these four producers sell Lo one reseller, the
total transactions for producers will come down 1o tour (one for each praducer),
and in turm the reseller will handte threc transactions with customers. The cosis of
three transactions for cagh producer are likely to be more than just une transaction
with reseller for cach producer [n this siluation, just one reseller serves both
producers aml the customners. Cnst is a nrajor (actor coupled with better service to
customer needs for using channel imermediaries.

o Channel Members may reduce Discrepancies wnd Separativns: For most
customers, producers are located far from them and customers may want different
product assortment and guanuty of the manufaciurer’s produce. Customers too
may not be very clear ahout their product choices and channel members help
adjust these discrepancies.

@ Assorpnent discrepancy refors 10 the difference between the produgt lines a
campany produces and the assortment customers wani. A company may be
specialist in producing cricket balls enly, but a typical cricket enthusiast
would also be nterested in cncket bat or gloves, and other complimentary
products and may not preder to shop for these jtens elsewhere. The reseliers
adjust these discrepancies,

* Quamny discrepuncy wneans the difference between what quantity s
econamical for the company to produce, which in most cases is quite large.
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The cricket ball manufacturers might be producing 10 or 15 thousand balls in
a given period. The average buyer would buy far tess number of balls at a
time. Channel members may also help i handling this discrepancy.
Middlemen collect and accumulate products from various producers.
Wholesalers buy in bulk, break it into different grades or qualities desired by
different customer groups, and scll smaller quantities o retailers. who sell {o
the customer one or few unils at a time.

Other Functions: Distribution channels share financial risk by financing the
gcods moving through pipeline and also sometimes extend the credit facility to
next level operalors and consumers as well as handle personal selling by
informing and recommending the product to consumers, and paniy look after
physical disiribution such as warehousing and transportation, provide
mcrchandising support, and furnish market intelligence.

The main criticism about using intermediaries is that this increases prices. Customers
prefer lawer prices and would like the channels as short as possible. The assumption is
that lower the pumber of intcrmediaries, the lower the prices. This thinking ignores the
fact Lthat channel members perforro certain [unctions and producers cannof escape
these functions by not involving intermediaries. The functions and associated costs are
simply transferred o producer.

8.5 TYPES OF CHANNEL MEMBERS

The marketing manager should idenufy different types of channel members to carry
out its channel work. We present a list of common types of intermediarics.

Company Sales Force: Company uses its own sales force for direct marketing.
The manager can assign sales quola fur each territory and sel! products directly to
consumers.

Middlemen: Middlemen refer 1o just abowt anybody acting as an intemmediary
betwcen the producer and the consumer.

Agent or Broker: Intermediaries with lcgal authorily to market gaods and services
and to perform other functions on behalf of the producer are calied agents or
brokers, Agents generally work for producers continuously, whercas brokers may
be employed [or just any deal. [n some cases. agents sell to another intermediary
such as industriai distributlors. In addition, an agent or broker can work for the
buver rather than the seller. This situation s becoaning more conunon in real
estate business.

Wholesaler: Wholesalers are arganisation’s (hat buy from producers and sell to
retailers and organisational customers. Wholesalers primarily deal in bulk and will
ardinarily sell {o the retailer or other intermediaries.

Refailer: As the last link in many marketing channels, retailers sell directly to
final customers. They purchase goods from wholesalers or in some cases directly
fram the producer.

Distributor: Distributor is a general term applied to a variety of intermediaries.
These individuals and [irms perform sevcral functions, including inventory
management, personal selling and financing. The basic difference between an
agent and distribufor is that while agents work on commission basis. distributors
deal on their own account. Distributors are more common in organisational
markets, although wholesalers also occasionally aci as distributors.

Dealer: Another generat term that can apply 1o just about any intermediary is
dealer. Basically the same type of intermcdiary acts as a distributor. Although



some people distinguish dealers as those intermediaries who sell only o final
customers not to other inlermediaries.

® Value-udded Resellers (VARs): They are ntermediarics that buv the basic
product fiom producers and add value 10 it or depending on the natwe of the
product modify it, and then resell it to finai customers,

o Merchants: They are intermediaries that assume ownership of the goods they sell
lo custonters or other intermediaries. Merchants usually 1ake physical possession
of the goods they sell

o  Carrying and Forwarding 4gents (C&F): They are people and organisations Lhat
assist the Hlow of products and jnformation to marketing channels, including
banking and insurance functions. Assistance is required n services like
transportatton and storage {C&F Agent), risk coverage {insurance) and financial
services.

8.6 DETERMINANTS OF CHANNEL COST

Distribuiton costs cover the sequence of operations from where the packed product is
made available for dispatch ending with marketing the reconditioned returned empty
package avaifable for reuse. Disiribution costs are those cosls whiclh are incurred in
gerting [inished products [rom factory to customer — those involved with filling orders

The 1otal channel voss depends on the following costs:

8.6.1 Transportation Costs

lvansponation costs can be any viz. rallway costs, aiTways costs ur seaways Coshs,

Railway Cowvr
Railway costs can be classified imo (ixed cost and operating cost.

e  Fixed costs are large, sunk, irreversible, risky, technology dependent. scale
influencing, environment influencing and so on.

®  Operaring costs include maintenance of track. upkeep of rolling stock, repairs of
buitdinps, renovation of faeilities, fuel and lebricant cost, salary and wages,
admmislrative ¢oslt, ele.

Fixed custs temain constant upto a certain range of activity. Injually, marginal cost
mighl dechine resufting tn (he average cost per unit service declining. Costing in
railways nceds tv he computed with respect to passenger kilometre, tonne kilometre
run and wagon load kilemetre. For better conlrol, route-wise and round-trip wise
casting would do well.

Freight Rate Structure in Roud Transport

Freight rate refers to charges lovied on the user for carrying and handling his cargo by
the camter. Freight ratc in road wansport is generally fixed on the basss of cost of
service rules. Creight rate should be based on the cost of service. There are two nvpes
of transpaort cosls:

. Standing cost

2. Operatmy cost

Standing cosis include the following costs:

e Cost of vehicles

e (Capital cost for prermses and buildings needed for garage, office, repair shops, etc.

® Expenditure on miscellaneous.
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Operating costs include the following costs;
®  Repairs and maintenance cost

& Depreciation and rencwal expenses

® Taxes

® Insurance

® Licence [ee, adminisirative expenses.

The cost of service, the value of service and the paying capacity of the customer
influence [reight rate. Besides these, the nature of commodity to be transported, the
demand and supply conditions in the transport industry, the competitive conditions in
the transport industry, state regulations, ete., also influence the freight rate. The “cost
plus’ methed is adopted by privale operators.

Cost of Aimvays
Cost of airways includes capital cost and operating cost. Capital cost includes huge

cost which is involved in airport construciton with all modern radar equipments,
meteorologicat devices cost, the runway cost. cost of air tralTic control tawer, etc.

Opcrating cosl includes ground expenses and [lying expenses. Ground expenses
include interest on investment in ground facilinies, rent for office space, depreciation
and maintenance of buildings. wages of ground personnel. traffic and advertising
BX]‘)CI’]S&S. il'lSUl'ElI'ICE ian, etc.

Costing of Seaways

Fixcd cost and operaling cosls are two major cost components in seaways costs.
Operating cost includes motive power, salary and wages, office costs, advertising and
promotion costs, repairs and mamtesance costs, electricity, etc. Fixed cost includes
vessels and port buildiags. loading and unloading equipments, (ighthouses. cost of
porl land, eic.

8.6.2 Inventory Costs

There are three tvpes of inventory costs:

1. Ordering Cost: 1t includes cost of stationery, postage, tclegram, etc., in placing an
order,

[

Cost of Materials: [t is the purchase price plus transport and insurance during
transit and taxcs 1l any.

3. Carrping Cost: |t includes space cost, sterage cosl, insurance, taxes, theft and
pitlerage, wastage and lass, etc.

[nventory contral aims a1l reducing both the ordering cost and carrying cost. As these
move in opposite directions. minimising the fotal of both these costs ts the crux of the
inventory management exercise. Economic order quantity technique of inventory
management s based on this minimisation effeci.

8.6.3 Warchouse Costs

‘The costs of maintaining a warehouse building arc largely fixed and independent of
the amount of stock it holds or the amount of handling required. These fixed costs
include land, building cost, administrative cost, material handling, insurance and
taxes. There arc very few variable costs at warehouses.



e  Murerial Costs: The cost of material handling includes the cost of profective
packaging. the costs of material handling equipment and of goods damaged in
handling. The mpst important cosi is that of labour assoctated with packing,
loadtng and unloading the inventory.

&  Packaging Costs: Packaging cost is influenced by mode of transport and material
handiwng cquipment. On the other hand, ihe selection of a particular made of
transport determines the characteristies of packaging.

e Customer Service Costy: A producer or a supplier cannot always ensure the
availability of goods whenever they are demanded by the customer. [t inay
increase the inventory carrying costs; in some cases, this cuost may even be
prohibitive  The producer or the marketer has 1o set certain limits upte which he
will satisfy customer demand and trade ofT the cost of lost sales against the
inventory carrying €osls.

8.7 CHANNEL SELECT10ON

The abilily to recruit and use intermediaries varies from producer to producer. Some
pawerful brand owners can always go for stronger distributors and deeper distribution.
New producers often {ind 1t difficult to include their product assortments with
established retailers. The marketing managers should identily what characteristics
distinguish herier intermediaries.

Selecting marketing channcls can be a complicated process, particutarly i pan ot the
channel s outside the producer’s direct control. In addition, there is not an endless
supply of avatlable intermediaries sifting around waiting for producers to give them a
call. The efcments that managers examine as they define channel strategivs can he
grouped into market factors, product factors and producer factors.

Murket Factors

Analyzing and undcrstanding the target market is ihe first siep in selecting marketing
channels. There are several factors that an analysr should explore of market in his
analysis, ranging from customers to the types ol competitive presence.

o  Customer Preferences. The channel, which (s more preferred by customers.

®  Orgunisational Customers: QOrganisational customers frequently have buying
habits that are different trom those of other consumers.

®  Geography: Customer locatiop is another important factor, determining the type
of channel 10 be used.

e Competitors: Often a good channel choice is a channel that has been overluoked
or avoided by compelitors. In some cases. the marketer may try {u duplicate his
competitors” channel in order to have his products end up on store shehes mieant
for competitors” producis.

Product Fuctors

Even products that end up at the same retail location may need diftecent intermediaries
earlier itt the channel. Following are the product related factors that influence the
channel selection decision.

e Life Cycle: A product categury’s stage n the lite cycle can be an important factor
in selecting a channel. and channels may have to be adjusiced over time, Customers
require less support once Ihe product has established itself.
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® Product Complexity: Some products are so complicated and require so much
support that producers need to stay closely involved. This indicates ejther a direct
sales force or a limited number of highly qualified iniermediarjes. Scientific
equipments, jet aircrafl, nuciear reactors. pharmaceuticals and compulers are
products whose complexity affects the way in which they arc marketed.

® Praduct Value: Value of the product also affects distribution channel choiccs.
ltems with low cost and high volume are usually disiributed through lasge,
well-established distribution networks such as grocery wholesalers.

® Product Size and Weight: A product with significant size and weight can (ace
restricted distribetion channel aptions. particularly if it is also of low value.

® Consumer Perceptions: The perceptions customers have of products and
produccrs also play a role in channe! decision.

® Other Factors: Depending an the product in question. other factors may enler into
the decision as well. Some of these include whether a product is fragilc or
perishable and whether or not it requires significant customisation.

Producer/Manufacturer Faclors

Finally. there are several selection factors that involve the producers (hemseives.
Following are the producer faciors influencing channel selection:

o Compuny Qbjective: The overall objective of a company influcnces its marketing
channel choice.

o Company Resources: Various distribution options require different levels of
resources and investment.

® Desire for Control: The need to control various aspects of the marketing process
influences a producer’s selection ol the channel system. This control can
encompass pricing, positioning, brand image, customer support and competitive
prescnee.

® Rreadth of Product Life: Producer with several producls in a related area [aces a
channel situation that is diflerent from those with one or two products.

8.8 INTRODUCTION TO RETAILING

Retailing is the final connection in the marketing channel that brings goods from
manulacturers to consumers. In other words, retailing is the combination of activitics
involved n selling or renting consumer goods and services directly to ultimate
consumers for their persanal or household use. In addition to selling, retailing includes
different diverse activities like buying, advertising, data processing and mamlaining
inventory. Retailing 1s the final stage in marketing channels for consumer products.
Retailers provide the important link between the producer and the ultimate consumer.

8.8.1 Characteristics of Retailing

Retailing is the set of business activities that adds value to the products and services
sold 10 consumers for their personal or family use. it is responsible for maiching
supplies of manufacturers with the demand of consumers. Uhe retailer performs many
activitics like anticipating and forecasting consumer requirements, developing an ideal
assortment of products, acquiring and processing marketing information, bulk
breaking to suit individual customer requirements, and somciimes performing the
financng function.



Retailing difters from marketing in the sense that it refers 1o only those activities,
which are related lo marketing goods and/or services to final consuwmers lor persanal,
family or houschold use. Marketing, however, s an integrative process of planning
and execuling the conception, pricing. preservation. and distribution of ideas, goods,
and sources to create exchanges that satisfy individual and organisational objectives.

Retailing is an intrinsic part of our daily fives, We cannot survive in g mass produced,
mass distribvted and mass consumed world without retailing. A strong retail network
provides an easy access 10 a vaciely of products, gives freedom of choice to consumers
at one point and augments higher jevels of consumer service,

There can be different kinds of retailing formats depending on their size. number of
lines, inerchandise product palicy, nalure of promotion and expense control measures.

8.8.2 Functions of Retailing

[0 general, retailers perform [our distinct functtons. They participate in the sorting
process by collecling an assortment of goods and services {tom a wide variety of
suppliers and offer them for sale. They provide informatton to consumers advertising
displays and stgns and sales personnel. Marketing rescarch support is given lo ather
channel members. They store merchandise, mark prices on il. place items on the
selling floor, and otherwise handle products. Generallv. they pay supplicrs lor itcms
before selling them 10 final comsumers. They cumplete wansactions by using
appropriatc store locations and hours, credit policies. and other services.

[[ipure 8.1 depicts the four distincl funciions of retailing which are being performed by
the retailers.

— ]
Collect product assortment
and offer them for sale

_ﬂnformtion ,
| Retalers ——
Retallers -
Mark prces and pay for goods

Conclude transactions with
| final consumer

Figure 8.1: Function of Rerailing

8.8.3 Types of Retailing

There are various types of retail formats seen in the Indian retail environment. They
can be Jisted as follows:

e  Mom and pup stores and hirana stores: Mom and pop stores are the tradittonal
independent stores, which are spread across the vountry and cater to a large chunk
ol populasion. The real growth w Indian retaiting s happenieg i thesc kinds of
stores. Such stores are found evervwhere in India and mostly m small towns jn
[nd:a.

o Department stores: These kinds of stores are found in U.S.A. Txamples of such
stores include JC Penney, Scars and Montgomery Ward that dominate malls and
downtowns. A department slore must have atleast 2300 square melers of space. It
must offer a product range that is both wide and deep in several product
categories.
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¢ Discount stores: These are big stores like Wal-Mart, which is the bigpest retailer
in the world. These big stores 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 marketing network than (he manufacturer, )

® Category killers: These retailers dominate onc area of merchandise like sports
goods, office depots, etc. These category killers buy such a huge quantity that they
can offer prices at abysmally low levels. which cven manufacturers cannot match.

® Speciality stores: These stores include Body Shop, Crate and Barrel, and
Victoria’s Secret. These stores concentrate on one type of merchandise and offer
in a manner that makes it special. Some of these stores are high-end stores like
Tiffany’s. Many of these stores also cater to price conscious customers.

o Superstores and hyper markers: These siores are situated ouiside traditiona)
shopping centres aad enjoy greater accessibility Ly car, greater economies of
scale, and the henefits of being buil for a special purpose. They become anchor
stores of retail warehouse parks and of many partnership schemes such as
Spencer-Tesce. While a super store is around 25000 square feef of selling space, a
hypermarket has around 50000 square leet of selling space. These are large stores
primarily selling groceries in soine countrics.

8.9 WHOLESALING

Wholesating is concerned with the activities of 1hose persons or establishments whjch
sell 1o retailers and other merchants, industrial, insttutional, and commercial users,
but who do not sell in significant amounts to ultimaie consumers,

8.9.1 Functions of Wholesalers

According to Harry G. Miller, effective functioning of wholesalers as a part of
marketing channel, especially m developing countries, contributes directly to the
economic potential and growth by providing links 10 an extended market basc.

Table B.1 depicts the various funclions performed by the wholesaler under the two
mati catcgories 1.e., the function for producers and function for customers.

Table 8.1: Functions of Wholesaler

Fumctions for Producers Functions for Custeomers
Tfla:kt:t Coverage Produci Availabitity

Sules Contacts Assortment Convenicnee

tnvenlory Holding B3ulk-Breaking

Order Processing, Credit Faciliny and Finance
,T‘larkcl Infarmation Customr Service

Costomcer Suppont I echunical Support

The functions performed by wholesalers for producers consist of markel coverage.
sales contracts, inventary holding, order processing, market information and customer
support. The functions performed by wholesalers for customers consist of preduct
availability. assortment convenience, bulk breaking, credit facility and finance,
customer service and technical support.

8.9.2 Types of Wholcsalers

There are many different kinds of wholesalers who differ in product categories
handled as weil as in specific marketing functions performed. The three basic types of



wholesale instilutions — merchant wholesalers, agent wholesalers and manufacturers’
sales branches and offjces are shown in Table 8 2.

Merchant W halesaleirs Agents ] Manufacturer’s Sales :de

I Full Tunction ur Service Whalesalers

‘ Limited Tunction Serviee Wholesalers | Brokers N Branch OlMices

Table 8.2: Typces of Wholcsalers

Branch Offices

Manufacturer’s Agent Nales Difices

Commissign Merchants

] )

selling Agenis

U —

R

Auctiim Companies

Let us now studly the types of wholesalers in detail:

Merchant wholesalers: Merchant wholesalers take ownership of goods in which
they deal. Merchant wholcsalers are independently owncd. separate from
suppliers, on one hand and from the retailers, on fhe other hand. Merchant
wholesalers are of two general classes. They are:

>,
0

Full funciton or service wholesalers: This type of wholesalers is also referred
to as a disiribusor or a jubber. Generally, this type of wholcsaler specialises in
a narrow range ul ponds. 1'he extent of product line specialisation depends on
the particular necds and wants to ihe wholesalers' targel market by 1aking
ownership of the products into aceount.

Full function wholesalers. through the physical possession flow. maintain
inventorics of their preduct line From these siocks, customers’ orders are
filked and delivcred. Personal seliing, advertising and sales promotion are
some of the ways in which these wholesalers perform the prumotion function
in the arkesing channe!

Limited funtction wholesalers: These merchant wholesalers perform unly some
of the functions typically associated with wholesaling. The more common
limited function wholesaters are cash and carry wholcsalers, drop shippers,
track wholesalers. maif order whalesalkers, and producers, retail co-operatives,
and rach jobbers.

¢ Cash and carry whotesalers offer thefr simall busincss cuslomers no credit
or delivery. They pencrally operate in small business markets.

¢ Drop shippers do not take possession of the poods they handle. Natural
resources like coal are typically marketed through drop shippers.

¢ Truck wholesalers perform limited functions because thetr inventories are
carried on their trucks. They provide their customers with a high degree of
focation conventence.

¢ Mail order wholesalers operate similar to mail order retailers. These
whaolesalers scrve the business, governmental and institutional markets.

¢ Producers and setail co-operatives and rack jobbers are independent farm
producers who band together tv market their output jointly and to buy the
farm ymplicments and supplies at quantity discounts,

Agent wholesalers: They are primarily involved in the buying and selling of

goods and services. They typically negotiate sales as representatives af other [irms
and do wot take title 1o merchandise. They also participate in the collection of
market information, promotion and ordcring. Agents receive a commission for
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performing these funclions. The different types of agents are manufacturers’
agents, brokers, comunission merchams, selling agents and auction companics.

Let us now study the types of agents in detail;

x3

&

.,
o

Manufacturers’ agents. I'hey are independent fivms which typically handle
non-competing lines of a variety of manufacturers and are often used in place
ol a manufacturer’s own sale force. New companies use manufacturers’
agents when they have neither the expertise nor the resources 1o develop their
own sales force. Established firms rely upon manufacturers’ agents when they
wish to concentrate upon manufacturing and prefer to subcontract their
distribution activities or when they wish 1o emter in new markets.
Manulacturers” apems dre gencrally more familiar with the market and can
provide more immediate rcpresentation than the producer by developing their
awn sales force,

Brokers. They arc commonily used in the real estaie industry where they
negotiate the buying and selling of property as well as negotiate its rental and
leasing. They are the muddiemen whose primary activity is to establish contact
between the buyer and the sciler. They negofiate and facilitate sales and are
compensated by a fee or commission. They do not take title of merchandise.
Brokers play & key role in the distribution of foed products as well. Many
small food wholesalers r2ly heavily upon food brokers to provide them with
outlets for their products and sources of supply respectively.

Commission merchants, They arc sometimes called ‘factors’; they receive
products on consignment basis and then sell them on a commissjon basis.
They typically operate on an autonomous basis. They ofien participule in the
physical possession, promotion. negetiation, financing, risk-laking, ordering,
payinent and markct mformation f{low. They are most oftenlv used in
distribution chaneels for farm produce, lumber products, etc. where the
manufacturers’ identity is relatively unimportant to the buyer.

Selling ugents' They differ from manuiacturers’ agents and brokers in thai
they normally carry a supplier’s entire product line. Unlike manufacturers®
agents and brokers. thcy usually set prices and termus of sale, and also
undertake promational activities. Thues. selling agenus, in effect. act as the
manufacturers’ sale force. As with other agent wholesalers. selling apents do
not take title or pussession of he goods they handle.

Awction companies. They invite buyers and sellers to a single physical
location, either at the seller’s location ar at the auction company’s site. In
addition to bringing buvers and sellers together, auction firms promoie the
goods they handle and actively negoimle the sale of those goods. These
wholesalers participate to a less degree in the ather marketing flows, except
for ownership. Their participation in a channel is lypically fimited to
facilitating a transfer ol ownership. They are often used in marketing channels
for products such as real estate, household goods, used automobiles and
equipment and machineries of all kinds. These firms also play a key role in
the marketing ol somc commadities such as tobacco.

Manuafacturer’s sales branches und safes gffice: Branches, sometimes called
captive distributors, are wholesaling operations owncd and operated by a
manuvtacturer and maintained separately from the producing plant to sell and
marke( its products. The sales branches inciude a warehouse with inventory,
whereas sales offices don’t have any inventory. Manufacturers® branch stores that
sell to consumers and individual users are classified within retail trade.



Manutacturers use sales branches and offices for a variety of reasons. particularly
when:

<+ Independent wholesalers are unable to provide technical support to the
customer;

< These intermediaries cannot handle the quantities involved,

< The manufacturcr wishes to achieve more control over the promotion and
physical possession activities of marketing: and

< Wholesaling operations provide the manufacturer with additional profit
opportunities,

8.10 TYPES (LEVELS) OF CHANNELS

Many diflerent distribution path alternatives have been developed because a certain
channcl type may be appropriate for one product but may not be suitable for others.
Varwous channe! 1ypes may be classified generaily as channcls used (or consumer
products or industrial products,

8.10.1 Consutner Product Channels

Companies producing consumer producis may use several different types of channels.
Producers can ¢hoose Zero-level channel (also called direct marketing channel). This
approach involves moving product direct from producer (o customer. Zero-chaancl
systern does ool involve resellers. Examples include company owned stores,
telemarketing, mail order. and door-to-door sclling, ete. Amway. Avon cosmelics,
Eureka Forbes, Amazon and others use zero-channei. This is a quite simple
arrangement but may not be the most efficient or economical means of distributing
products to consumers (Figure 8.2, A). It suggests that faced with making strategic
choice of going direct 10 the consumer or using channcl partners, a company must
weigh the benefits to consumers against the (ransaction costs involved in using
intermediaries before going direct to consumers.
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Figure 8.2: Markcting Channels for Consumer Products
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In a One-level channel (Figure 8.2, B) products move from the manufacturer to
retailer. Relailers make these 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 8.2, C) has been popular option among consumer product
companies. Between a manufaciurer and consumers there are two types of channel
intermediariecs — wholesalers and retailers. The goods pass from producer to
wholcsalers, then to retailers and finally to consumers. This channel arrangement is a
practica! option to producers who sell to millions of consumers in several geographic
areas. They prefer 1o move their poods through the network of retail shops.
Wholesalers of all shapes and sizes caler 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) amangement involves intermediaries at three
levels. The manufacturer does not handle any distribution funclions and appoints sole
agents with substantial resources or C & ' (Clearing & Forwarding) agents. They
hawve their own network of wholcsalers, and retailers all over the counury. This kind of
arrangement may also be on territorial basis. C & F agents handle only distnbulion
functions. Sole selling agents inay aiso handle personal selling on behalfl of producer
besides taking care of distribution.

Another channel option is strategic channel alliance. This refers to an arrangement
when a company sclis the products of one company, through ils marketing channels.
For cxample, a soft drink company may distribute the bottled water of ancther
manufacturer. or a domestic company might distributc the product of a foreign
company.

Traditional channels discussed above refer to forward movement of products trom
producer o consumer. Some producers also plan for channel intermediaries
performing the role of reverse-flow channels to retrieve products that customers no
longer wani. For example, auto firms, drug companies, toy manufaciurers, and others
sometimes have to recall products due to delects, breahape, salety reasons and repairs
during warranty period. In these cases, the channel helps in reversing the lNow ol
certain types of containers for reuse, computer circuit boards for relurbishing and
resale, paper. cardboards and metals, cle. for recycling.

8.10.2 Industrial Product Channels

Manufacturers of industrial products work with more than one level of whalesalers.
Four of the most comnion channcls for industrial products are shown in Figure 8.3.

A large number of industria) products, particolarly producers of technically complex
equipmeni. seéll directly to industrial buyers (Figure 8.3, P). IBM sells its mainframe
computers 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 varicty of product lines and items [rom different
manufacturers, or some may specialise and carry only limited number ol lines. The
advantages that industrial disteibutors offer include providing services at low cost.
extending credit 1o cuslomers, developing close relationship with buyers and
providing market intefligence to manufacturers. They also mimmize financial burden
of manufacturer by holding adequate inventories in the market. The disadvantages
include lack of control because industrial distributors are independent firms, they also
carty competing brands and manufacturer cannot depend on them to push a specific
brand. They generaliy avoid stocking expensive and slow moving items and may seek



spectul incentives. In case of industrial channel three (Figure 8 3, R). an independent
[irm works as producers’ representative or agent on a commission, usually sells
complimentary products of several companies in specific territories. The agent dees
nat acquire ownership title to the products.
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Figure 8.3: Marketing Channels for Industrial Products

8.11 DISTRIBUTION STRATEGIES

Distribution strategies involve the following strategies and decisions:

8.11.1 Channel Level Strategy

Because af the wide variety of channel arangements that oxist, it is difficult to
eencrafise the siructure of channels across all mdusiries. Different kinds of produets
demand different kinds of distribution channcls. By channel level we mean how many
intermediarics are there between the producer and consumer. Distribution channels are
psualty of two tvpes, namely zero level channel or direct marketing channel and
indirect imarketing channel.

Direct Marketing Channel or Zery Leyvel Channel

This type of charuel has no nlennediaries. In this distribution sysiem. the goods go
from the producer direct to the consumer. Companies vse their own sales foree 10
reach consumers. They do ail the channel functions. A successful direct marhcting
company is Curcka Forbes. which markets vacuum cleaners in Indian market.

' ) Level Channel
—
| Prodicer - Cousumer

Figure 8.4: Zero Level Channel
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Indirect Marketing Channel

These are typical channels in which a third party is involved in the distribution of
products and services ol a firm. Depending on the distribution intensity, the indirect
marketing channels can be classified into following categories:

One Level Channel: In this type of chamnnel. there is only onc intermediary
between producer and consumer, This intermediary may be a retailer or a
distributor. If the intetmediary is a distributor, this type of channe! is used for
specialty products like washing machines, refrigerators or industrial products.

r

Cuansumer

) A

Rewiler

Producer

Distributor Consumer

L 2

Producer

Figure 8.5: One Level Channel

Two Level Channels: This type of channel has twao intcrmediaries. namely,
whalesaler/distributor and retailer between producer and consumer.

Produc:r“—b Wholcsalerddistributor — Retailer

Fipure 8.6: Two Level Channels

Conxumer

L A

Three Level Channels: This type of chanunel has three intermediaries namely
distributor, wholesaler and retailer. This pattern is used for convenience products.

Producer || Distributor Wholesaler Retailer ] Consumer

Figure 8.7: Three Level Channels

Four Level Channels: This type of channe! has four intermediaries. namely
Agent, Distributor, Wholesaler and Retailer. This channel is somehow similar to
the previous two. This type of channel is used for consumer durable producis.

i I’ruducer,-’ Agent -J Distributor || Wholesaler [ Retailer Consumer

Figure 8.8: Four Level Channels

In addition 1o the above-mentioned channels, different types of combination of
channels are also possible. There is no watertight classification of channels. The
use or selection of a channel also depends upon the type of praduct onder
consideration. For a consumer non-durable and perishable product. the channe)
should be short and for consumer durables it can be longer.

The industrial products are marketed through zero level or dircct marketing
models. Agricultural products have longer channels due to the distant and
distributed location of consumers. Compantes can also select manufacturer
representatives and sales branch offices for marketing industrial products and
services. Sa for different products, there can be different kinds of channels.



A traditional channe! symboliscs forward movement whereas a backward channe!
covers cenires like redemption center, community groups. trash collection
specialists, recycling centers and central processing warehouscs.

8.11.2 Channel Design and Management Decisions

The 1nost important task in channel management is the design of an effective and
eflicient channel for smonth flow of producis. tities, payments, and information and
promotion programmes,

A systematic approach should be followed for designing distribution channel by
analyzing the demands of customers, This is hecause there may be different kinds of
requicements for different markel scgments. The end user analysis helps in identifying
an optimum flow: removing all bottlenecks and developing desived customer value.
The company should also evaluate its existing channel aliernatives for sales, delivery
and service to customers in terms of efticiency and effectiveness. This analysis should
be done in relation fo company’s objeclives and positioning decisions abeut its
products and services.

A constraint analysis should be conducted 1o identify limits, which have to be built
into any proposed channel structure. These include evaluation of customer loyaity
level, sales tarpet ot the company. ete. Once these evaluations are over, the company
can identify the gaps, which exist and then plan for the ideal channel design by
evaluating possible channel allernatives.

In the case of a new business. as the organization increases its scope of distributton,
the distribution channel design ¢volves in response to market demands and coverape
stratcgy decided by the timm. {pv o focal inarket. the company prefers self-distribution
througl coinpany owned sales force or through a few intenmediaries; but as the
business grows the company covers new geographical termiortes and decides to follow
different types of distribution channels with varving lovels as explamed earlier. So an
ideal channel system evolves in response to the evolving demands and decision on
produci markel coverage.

Analyze Customer’s Desired Service Quipuy Level

it is a difficull task to analyse 1he customer’s service oulpul level because of two
reasons, viz. the expectations of cach segment will vary from ane another and second,
the product-inarket situation will vary lor each of the market segments. The marketer
needs to understand the service output levels desired by the target customers. Each of
the channels produces five different Kinds of service outpui levels.

The first service output issue is the o1 sizc that the channel perinits a customer (o
purchase an every occasion. Many wholesalers buy larger lors whereas in retail
buying. the cusiomer prefers single unit lot size. The second service output level is the
average waiting time of the customer. 1t is the time that the customer has 10 wait to
receive the desired product trom the channel. In the past, customers had 1o waitl for
more thao six months tor geming a Bajaj scooter.

Today’s the customer hay no paticnce and would like to buy products through faster
delivery channels. The degree to which the channel facilitates customers to purchase
the product is called 'spatial convenience’. Today it is easy to buy a Hero Honda
motoreyvele as they have a wider distribular channel covering many suburban centers.
The number ol products in each product line and variety of sub-brands available in the
marketing chunnel helps the customers prefer a channel with larger assortments.
Customers will prefer channeis, which provide them muoltiple services like financing
and credit, faster delivery, installation, repair and maintenance. The greater the service
back up: the higher is the chance of preference of the channel by consumers,
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Establishing Ohjectives and Constraints

After analysing the service output level expectation of consumers, the next task is to
establish the objectives and consiraints. The channel objectives should be explained in
terms of desired service output cxpectations from each of the channel members. The
channel members should be evaluated on the basis of the cost structure of maintaining
the channel. A chaninel with Jow cost is always preferred.

The marketing manager can find out each market sepment available and service
expectations in each segment before deciding which segment 10 serve and then decide
which channel will best serve the segment. The objectives of channel design are
heavily dependent upon the marketing and corparate objectives. The broad objectives
include:

® Availability of product in the target market.

e Smooth movement af the product from the producer to the customer.
® (Costeffective and economic distribution.

® [nfomation communication from the producer to the consumer.

Channel objectives will vary depending on the nature and characteristics of the
product. For a consumecr perishable, the channel has 1o be short and inventorving
function. They need more direct marketing compared to bulky and heavy products,
which nced longer distribution c¢hanpels. lor non-standardised and cusiomised
products, the company prefers 10 have direct marketing onelwork than indirect
distribution,

The marketing manager should take into consideration strengths and weaknesses of
different types of intermediarics in providing desired service output levels. The
channe! so designed should adapt to the larger environment, When the overall
ecopomy is passing through recession, companies will prefer shorter channels. The
chennel desizn objectives should pass through the existing tegal and ethicul practices
followed in the country of operation.

Identification of Major Channel Alternatives

Onece the desired service ouipul level is decided and objectives and constraints of
designing the channels arc decided, the marketing manager should identify aitemnative
channels, Channels are of three types namely sales, delivery and service chanmels.

While evaluating channcl alternatives, there are three issucs to be addressed viz. the
overali business environment. types and number of intermediaries needed and the
terms and responsibilities of each channel member.

e Types of Intermediaries: The marketing manager should identify diflerem types
of intermediaries to carry out its channel work. We have already discussed the
types of channel members.

® Number of Intermediaries: The marketing manager should decide how many
intermediaries he should use for distributing iiis products. The decision on number
of intermediaries should largely depend on the distribution strategy followed by
the firm. After a producer has selecied the tvpe of channet that makes the most
sense for his products, the next step is to determine the level of distribution
intensity, which specifies the number of marketing intermediaries that will carry
the products. Depending on a finm’s product, objectives and customers, the levels
of intensity may differ from case 10 case. Distribution mrtensity is frequently
modified as a product progress through its life cycle. There are three kinds of
distribution strategies namely exclusive distribution, selective distribution and
intensive distribution.



©  latemsive Diseribution, A channel strategy that seehs to make products
available in as many appropriate places as possible. This stralegy is used for
fast moving consumer goods and products. which are of hiph and frequent
demand, like food items and daily use personal care product categurics.

< Selvetive Distribution. A channel strategy that fimits availabilin of producls
to a few carelully selected outlets fn a given market area. This kind of
distribution strategy 15 followed by established brands and new 10 the market
products. The company prefers lo make the product available at selected
outlets and promote with adequare maiketing resources and more contral on
(e market,

«  Evchosve Disteibution An extreme case of seleclive distribution in which
onty one outiel i a market territory s altowed to carry a product or a product
line. This is a case witen the company wants to maintain control over the
nrarket and chamnel. In many instances, such arrangements are exclusive in
nature and companies do not allow the intermediaries to earry competitor’s
produci{s).

Terms and Responsibilivies of Channel Members

The next task s 1o determne nights and responsibilities of participating channel
members

it is rhe dury of the markeling manager to see that the chanrnel members becore
profitsble The marketng manager should take care of the pricing policy. territorial
rights, couditions of sales and credil and specification of se1vices to be undertaken by
cach member ol the chaanci.

The pricing tssue demands setting up of list price, schedule of discounts and decision
on equitable and sufficieni compensation pattern. Conditions of sale refer to payment
patterns and puaramntee ol the producer.

Many companies provide cash discounts to interinediarics; provide replacements for
defective praducts and price decline guarantees to maotivate the channel members to
procure mare of the goods. The producer alse guarantees territorial rights tn the form
of exclusive distribution o 2 few of the channel members.

Mulual services and responsibilitics include issues related to brand and siore
promalion: marketing research and information collection. The producer necds to
develop a chaunel promotion and development model for motivating channel
membets to commit higher sales.

Evaluating Major Chunuel Alternatives

Once the st of alicrnative channels is sclected, e marketing manager should
cvaluate each channel alicrnative (o arrive at a final decision. The channels shouid be
evaluated on the basis of three criteria. pamely economic criteria, confrol criteria and
adaptive criteria,

Each channel membec can opiitnize his outpul levels in terms of sales and services and
hence, achieve a different Kind of economy of scale. The marketing manager needs to
decide whether & company owned sales force or an intermediary channel wil) be
economtcally maore sensehle fur the finm o porsue.

The first level of choice is berween the zero level chanpne! called direct marketing and
alternative channe! levels,

The next decision s to estimate the cost involved in selling a certain number of units
in each of the channels and finally the marketing manager should compare the sales
and costs involved in each of the attentative channels to arrive at the most economical
channel.
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However, the economic crileria alone should not be used for evaluation of alternative
channels. The marketing manager should also see how much control he can exert over
the channel. l.arge malls are economical but the fevel of control that manufaclurer can
have on the large retailers is minimum. A small time retailer, altematively, may
concentrate on maximising his assortment traffic rather than selling a company’s
brand.

‘The market structure changes betwceen economies and also affects the adaptability of
firms to the evolving marketing environment. Hence, the marketing managers should
look at the scopc 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 and should support the product when the marketing conditions change for the
product. Hence, the adaptability crteria should be used for evaluation of alternative
channels.

Selecting Channel Members

The ability to recruit and use iniermediaries varies from producer to producer. Some
power(ul brand owners can always go for stronger distributors and deeper distribution.
New producers often find it difficult o0 include their product assortments with
established retailers. 1he marketing managers should identify what characteristics
distinguish better intcrmediaries.

Training Channel Mcmbers

The next wnportant task s to train the channel members. This is because once
appointcd; intermediaries became internal castomers for the fiem. Secondly, in many
instances intermediarics represent the company and its products to the consumers. The
tratning programs can he an sclling shills, on husiness processes and other sofl skills
required to serve the end customer. The training programs should cover cuslomer
contact and interaction management. selling skills, relationship building skills and
business development skills. The company should undertake a continuous training
calendar for its employees.

Muotivating Channel Members

Channe! motivatian involves developing compensation management programs and
also giving non-fringe benefits for building long-term loyalty. The idea of developing
a channel motivational progrum is to build their capability to perforn better and take
additional responsibility. 1t should alse improvise its channel offering to provide
superior value fo consumers and channel members,

The marketing manager should vnderstand his need and then design motivational
prograins to stimvlate peak level performance. The relationship should be developed
based on mutual cooperation. trust and scientilic distribution programming. The most
challenging aspect is gaining tntermcdiaries” cooperation for which one needs to use
positive metivational tools like higher margins, cash discounts, quantity discounts,
cooperative advenising, advertising allowances and point of purchase displays.

Many marketing managers also use negative tools, like slowing down of distribution,
reduction in cash allowance and credit period to threaten them to commit for higher
sales.

However with the changing compelitive landscape, wmarketers are more towards
relationship building through Partner Relationship Management Programs (PRM),
permiting vendor integration with organisational supply chain sysiem and motivating
intermediaries fur Quality Function Deployment (QFD) in their business processes.



They develop clear communication lines regarding their expectations and what
rewards the intermediaries are likely to get due to their commitment,

Evaluating Channct Members

The next task is {0 evaiuate the performance of channel members on periodic basis.
The marketing manager mayv sct up standard evaluation benchmarks like sales quota
market share, avcrage nventory carrying level, customer tresponse and delivery time,
usage and management of unused, unusable and damaged poods and vooperation in
sales promotion and channel employee training programs organised by the company.

While the company should reward the exceptions, it should also guide, goad.
re-maotivate and terminate the underperformers. )t should see that the intermediarics
are able to achieve the Economic Order Quantty (EGQ} in their transactions with the
company.

‘The company should ¢nsure that the mventory level, the accounts receivables and cash
ianagement is proper and there is a sustained commitment from the intermediaries
rowards organisation’s products and services.

Modifying Channel Arrangements

Management of distribution channel is a continuous and dynamic process. We hive
menuoncd in the bepinning that chaanel structure and lfevels cmerge as the
urganisation grows over a period of titme. As it changes ns strategies from exclusive
distibution 1o sclective distribution and finally o iniensive distribution, the steucture
and nawre of the disteibution chaanel will change.

This change 15 o take care of market expansion, new product launch, brand extension,
and addition ol new producis to the company’s existing product line. The modification
of the channe! structure is also hinked with the life cycle stage of the product.

In the case of a new product which has no close substitute, the marketing manager
iries 10 establish an exclusive distriburion at the introductory stage. But as the market
expands, the manager may cover larger tertitories by folowmg an intensive
distribution at the growth stage of the produci tifc cycle. As the product moves o the
maturily stage, many mapagers shift the products 10 low cost channels and follow
mass merchandise. In the decline stage of a product. lower cost channels like mait
orders, ofl price discounts are (ollowed. In markets where there is not much product
differentiation belween the new product and its closc Substitures, the marketing
manaper wifl prefer rapid adoption and cover a deeper and larger market through low
cost channels hefore the compefitors start doing aggressive marheting.

Jn many instances. the overall channel strategy hecomes obsolete due to emergence of
new paradigms and path breaking business strategies. In these situations. it is difficult
to ge top management support to radically change the distribution srrategy. Due fo the
cmergence of e-commerce, many companies had trouble in developing an idceal
distribution strategy (o salisfy customer's service expectations. The marketing
manager should follow a six-step approach to keep their distribution strategy perfect at
any pont of tine,

1 The marketing manager shouid research customer’s value perception, necds and
desires regarding service expected from the channel members.

2. Cuompare and cvantrast the exisiing distribution system of the company., with its
competitors with respect to customer requirements.
3. Find out the service output gaps that need immediate attention for correction.
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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 channe! is the most
difficult and dynamic task for a marketing manager. New formats of distribution
emerge and so also do new retailing institutions 1ake birth as economies progress. The
emerging markeling systems in¢lude vertical, horizontal and multi-channe) marketing
system, We present herewith a short note on each one of them.

8.12.1 Vertical Marketing System (VMS)

[t refers to a distribution chanael structure in whkich the producer. wholesalers and
retailers act as a unified system. One chaanel member owns the others becausc he has
so much power that all others co-operate in sales, delivery and service. Uhe primary
channel participants are retailers. wholesalers and the manufacturer. A traditional
channel has an independent producer, whelesalers and retaiters. Each of them is a
scparate busincss and each of them pursues a goal of maxinusing its own profit. No
channel member has complete control over others.

The major or dominant player called chusme! captain owas the others or [ranchises
them or has enough power to force others to cooperate with him. He tries to control
the bechaviour of other chanmel members and resolve conflicts arising due 10
independent behaviour of channel members to pursue their own goals ol profir
maximisation.

Table 8.3: Different Kinds of Vertical Marketing Systems

Corporate VMS It combines difTerent stages of production and distrthution under single
awncrship.

Companies {avour vertical integration and thev wish 1o have high leve] of
contro vver other channels.

Adminisiercd ¥YMS It coardinates prodoction and distribution stages through the size and power
of one channel member.

Manufacturer of a strong brand. large retail formats are examples of
administered VMS,

Coulractual VM5 It 35 an ammangement of a set of independemt producers and distribulats in
which 1hey integrate their progrummes on a conteictual basis to have
synergy and obtain more sales or ccoromy in production which ctherwise
each onc of them would not have obtained

There is also a possibifity of contractual VYMS vananis like wholesater
sponsored YMS. retailer cooperatives and franchisee organmsations.

Amul is an cxample of & farmer’s coopcrative. which hus became o be
known as a big brand in Indian market,

8.12.2 Harizontal Marketing System (HMS)

it refers to a channel arrangement in which two or mare companies at onc level join
logether to follow a new marketing opportunity. By working together companies can
combine their capital, production capabilities or marketing resovrces to accomplish
more than any one company could. Io working aleng with others a company might
join hands with compeutors of non-competitors.



Exampie of Horizontul Marketing System

Coca Cola and Nestle formed a joint venture to market ready-(o-drink and tea
worldwide. Coke provided worldwide experience in marketing and distetbution of
beverages and Nestle contributed two established brand names Nescafe and Nestea.
This is also called svmbictic markeling and co-option. Two plavers in unrelated
business somctimes come lo a new markel o exploit the emerging opportunity and
cash-in on each other’s sustainable competitive advantage.

8.12.3 Muiti-channet Marketing System

Multi-channel marketing is of recent origin. In the pas(, marketers sold 1o single
market through single channel. Multi-channel marketing has ¢merged out of excessive
competition and many finms use two or more marketing channels to serve the same
segment,

The companies can cover a market beiter, penctrate aggressively and reach segments,
which arc not possible with current marketing channels used by a finn. This also
lowers the channel cost as companies prefcr adding tow cast channels 1o the existing
channels to bring more efliciency to the current distribution sysrem,

By adding newer channels companies van customisc their offer tor specific high value
custamers and maximise profitability However, the manager has to be careful about
channel conflicts and control problems. 11 is possible that two aliernative channels are
daing prospecting to the same customer. The new channel may be more independent
in nature and create probtems in channei cooperation. Companies should use dilfercnt
channels for marketing to different segments of customers.

A company can use dicect sales force to markes to instttutional and farge cusiomers
and a distributor-whelcesaler-retailer channel to market to individual customers. in this
way, the company can optimize its cosi structure through key account management
and clear-cut account ownership.

8.13 CHANNEL CONFLICTS AND CO-OPERATION

The goal of all channel meinbers is to distribute preducts profitably and cHiciently.
tlowever, at times they disagree about the inethods to accomplish thus goal. 11 is Mairty
commen among channel members 1o make little or no effon to cooperate with each
other. In general, their relationship is limited for buying and selling praducts from
each other. Each member is interested in only deing, what is considered 10 be in its
own best interest without worrving about others.

According o Louis W. Stern and J. L. Heskest, "Channel conflict is a situation in
which one channel member perceives another channel member(s}t 1o be engaged in
behaviour that prevents or impedes it from achieving its goals. The amount of conflict
is, to a large extent, a function ol geal incompatibility, domain descensus and differing
pereeptions of reality ™.

To ianape conflict, it is first of ajl necessary ta understand the type. cause and
intensity of the conflict.

8.13.1 Types of Coaflict

In any Jisiribution channel arrangement. there can develop theee hinds of conflicts:

1. Vertical channel conflict refers to a siigation when conflict ocowrs between
members at different levels within the same distribution channeg| such as conflict
between 1he producer and distrihutors, or between wholesalers and the retailers.
This is berween parties’ one-level up or one-level below cach other.
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Horizontal channel conflict describes a conflicting situation developing betwcen
channe! members at the same level, such as when one stockiest starts price-cutting
and others at the same level start complaining, or when stockiest” start sending
goods to other stockists' designated terrilorics i adjoining or other territories.

3. Multi-channel conflict results when the producer has established two or more
different channels to sell the product to the same target market. For example, a
camputer company may have its own retall showroom, authorised dealers and also
sells online. The conflict may arise if the company store or online prices are lower
than what dealers charge for the same products.

8.13.2 Causes of Conflict

It may not always be easy to resolve conflicts. Uhe best that can be done in certain
cases is to nuinimise the seriousness of the canflict. Major causes of conflict include
goal incompatibility, roles and rights ambiguity and differing perceptions.

¢ Goal incompatibility is a major cause of conflict between producer and the
channel members. Channel members almost always want to earn hefty margins on
products they sell. The producer's goal mighl be to keep the price Jow and go for
rapid market penetration 1o capture a larger market share and earn profits in the
long-term. The dealers may want 1o have mere margin and profitability in the
short-term. Such situations often create strained relations, In some extreme cases,
demands for more margins have fed 10 entire channei boycotting a company's
products,

e RKoles and rights ambiguity refers to situations when the company sells its
products to same customers directly, and the channel members also sell products
to the same group ol customers. This may occur when a producer uses
muitichanne! arrangement. For example. if both the company sales force and
deater’s sales people sell products to insiitutions. an unnecessary conflict may
arise because there is no clarily regarding such situations.

e Dillering perceptions aboul the economic outlook may sometimes become a cause
of conflict between the producer and the dealers. The company may be optinvistic
about the economy and income growth and want dealers to carry higher than usual
inventornies. Companies may also appoinl more dealers and may come out with
line extensions. The dealers on the other hand may be pessimistic and rcfuse to
comply what company wants and may oppose appomnting more dealess. All this
Inay give rise to a conflict.

8.13.3 Intensity of Conflict

This relers 1o how serious is the conflict. In some cases, the intensity of contlict might
be just iminor and at other times, the severily might demand immediate afiention from
the producer otherwise the consequencges might be serious if K is not resolved. For
example. managing incidences of price-cutting or ferritory jumping can be handied
relativciy easily. In other instances, if channel members threaten to boycott company
products. the consequences of sales loss might be serious. [n such sitoations,
postponing or delaying negotiations with channel members (o resolve conflict can lead
to considerable loss of sales, market share and goodwill. The company must take the
initiative to resalve the conflicting issue.

8.14 MANAGING THE CHANNEL CONFLICT

Managing conflict in certain cases may bc quite a demanding task. Conftict magnitude
can range [rom minor to serious leading to termination, lawsuits or company boycotts.
The frequency of cooflicts can range from intrequent disputes to long drawn bitter



relations. The frequency and seriousness of conflict delermines how speedily the
situation must be managed. There are several approaches for effective contlict
nlanagement.

®  Regular Communication: Regular communication between producer and channe!
members can mjnimisc the chances of conflict. Top and middle-leve! management
executives of forward-looking vompanics maimain regular personal centacts and
also arrange formal mectings once or twice a year to listen 1o and understand
chanrel dynamics, resolve channel problems. and acquaint them with future plans.
Sonte companies also develop in-house pewsletters containing updates on market
conditions and company's perspective. These newsleniers are regularly mailed to
their appuinted dealers.

o  Forming Denler Counciis: There are some misgivings about forminyg dealer
councils that this may turn out to be a plalform for dealers to unite and pressurize
manutaclurer with some unreagonable demands. Jt is difficult to completely rule
out the passibilities. However, of these councils are formed on regional or state
basis and company remains focused on the laid down agenda, lisiens and accepts
constructive suggesnons, these councils can be an etfective means of managing
conflicts.

e  Co-nmiion: This approach refers to including. channel association leaders in tlie
company's advison council o1 board of directors, ¢t o win the channel suppon.
This can be guite an cffcctive method (o minimise conflicts if the channel
concerns and opinions are listencd la.

®  Arbiration and Mediation: When contlicl becomes serious or other ¢ffurts have
not been successful. then each parmy can send their jepresentative or a teain of
represcntatives to meet and resolve the conflict, or conflicting sides can approach
a neutral third party to listen 1o hoth sides and resolve the conflict Sometimes
conflicting sides approach govermment agencies to resulve dispute, or fipally
conflicting sides may approach the coun of law for deciding the marter.

8.15 PHYSICAL DISTRIBUTION

The term physical distribution refers to outgoing (outbound logistics) o forward
movememt of products, services and information from a firm's manufacturing facility
to customers, It involves u defined nelwork of tragsportation, warehuusing and
storape, and finally delivery at the destination in a cost cffective manner within the
desired time. The supply chain management starts from the supplier of raw materials.
to ils conversion at @ manufacturing unit into finished products, storage at warehouses,
and fnally, supply to distribution channels to meet the demand of end-user at an
acceptable cost and service level. Physical distribution stans in a forward movement
of goods from the company's productian facility to end-user, whereas supply chaip
management starls before physical distribution.

According 10 Stern. El-Ansary and Coughian. "The term logistics manapement and
supply chain management arc widely used to describe the tlow of goods and services
and related informalion from the point of ongin to the poini of consumption.” Some
authors view logistics as the transporing, sonting and fandling of goods 1o match
target cusiomers' npeeds. Thus, logistics represents the value chain of a company, the
starting point is the procurement and at the end of the chain is the customer. Logistics
manage ment includes both materials management and phys:cal distribution. More and
more companies are realising the importance of managing the entire supply chain
rather than just transportation and warehousing decisions alone. The focus of
managing supply chain is on removing inefficiencies and hurdles in mceting customer
demand at the time when it oceurs.
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The concept of physical distribution is based on the highly acclaimed study of Howard
T. Lewis, James W. Culliton and Jack D. Steete of Harvard University in 1956. It says
that entire transportation, storage, and product handiing activities of a business and the
total channel set up should be coordinated as one system that aims to minimise
distribution costs for a particular customer scrvice level because lower costs and better
service contribute for increasing customer value,

8.15.1 Meeting Customer Service Requirements

Marketing strategy aims at satisfving customers' needs and wants, Physical
distribution is invisible to most consumers. They pay attention to it only when
something goes wrong and il may be too tate for the company to rectify the etror.
Physical distribution systems thus, must find ot what are customers requirements and
what competitors are providing. Customers want timely delivery, efficient order
processing, willing suppliers to meet emergency needs, progress report, proper
handling of products, post purchase services. prompt replacement of defective goods,
and warranties. Custoiners’ inventory requireiments affect the expected level of
physical distribution service. The company must deiermine the relative importance of
these aspects. Paying aticntion 1o customer needs and preferences is necessary for
increasing sales and getiing repeat orders. For example, an auto manufacturer with a
low invenlory of replacement parts requires tast, dependable supply {rom its suppliers
of component parts. Repair service facility and time for car buyers is very impaortant.
Anng G. Perkins found thal even when the demand for products is unprediclable,
suppliers musl be prepared 10 respond fast 1o inventory needs Under these situations,
distribution costs maybe a2 minor consideration compared to the importance of service,
dependability and timeliness.

Most customers are concerned with speedy and dependable delivery of what they waut
and are nol concerned how that product moves from a manufacturer to the point of
delivery from where they acquire it.

8.15.2 Minimising Total Distribution Costs

Companies sfrive 10 minimise their distribution costs associated with order processing,
inventory management, materials handhng, warehousing and transporiation. The
company has to develop an economical system without compromising the minimum
guaranleed service delivery level. o achieve 1his. a trade-offs between service level
and costs become unavoidable. Taking a svstems approach to distribution, the focus
shifts (rom lowering costs of individual aclivities to minimising overall distribution
costs. Adoption of a total cost approach requires analysing costs associated with
distribution alternatives, such as comparing inventory levels against warehousing
costs, materials cost against expenses involved with various modes of transponation,
and all distribution costs against customer service requirements. Lowest overall
distribution system cost should be compatible with company's stated mimmum
expected tevel of customer service objectives.

8.15.3 Curtailing Time-Cycle

Time-cycle refers o the time it takes to complete a process. It is an important
vbjeclive of physical distribution to reduce time-cycle and increase customer service.
Many businesses such as overnight delivery companies and major news media strive
1o slash time-cycic to gain competilive advantage. For example, FedEx ovemnight
delivery service conducts research and cmploys new techniques and procedures to be
the fastest overnight delivery service. FedCx offers its customers package-tracking
software so that they can wrack the progress of their package. In such situations, speed
1s Important than costs.



Check Your Progress
Fill in the blanks:

I. A marketing i$ a system of relationships existing
among businesses that participate in the process of buying and selfing
products and services.

2. Channel offer exchange efTictencies and help reduce
the exchange costs by providing certain functions or sersices.

3. The ability to recruit and use varies from producer 10
producr.

d, differs from marketing in the sense that it refers to

only those activities, which are related to marketing goods and/or sesvices
ta final consumers for personal, family, or household use.

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

of wholesalers.

8.16 LET US SUM UP

e  Compamies do nol selt all their products directly 1o consumers. Therc are two
ways of marketing products viz. direct masketing without using the channel and
indirect marketing though i set of intermediaries.

e The intetmediances who provide a link between the manufacturers and the uliimate
consumers or users are known as middlemen.

e Intennedaries hielp in differem kinds of flows in the iarkel between the producer
and the end consumer. Thev help in physical tlow. title flow, information flow and
cash flow.

® The design of a chanme! starts with understanding the customer’s service
expectations H should help in setting objectives and constraints for the channel.

® A compam nay pursuve exclusive, selective and intensive distribution strategy for
reaching markets. Once the chaanel destgn decisions are taken and intermediaries
arc decided upon, the big task is to manage the selected channel.

® The marketing manager should select appropriate channel by evaluating product,
market and producer m;lated ¥actors,

e Channel management iy 3 dynamic process as it invalves participanis not directly
undey the control ot the preanisation.

8.17 LESSON END ACTIVITY

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

8.18 KEYWORDS

Distrihution Channel: A Jistibution channel for a product s the route faken by the
title to the goods as they move from the producer to the uitimate customer,

Mididlemen: Middlemen refer fo just about anybody acting as an internediary
between the producer and the consumer.
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Agent: latermediaries with tegal authority lo market goods and services and to
perform other functiens on behal[ of the producer are called agents or brokers.

Vertical Marketing System: |t comprises manufacturer, wholesalers and retailers
working as a unified system.

Horizontal Markering System: In this system, two or more unrclated companies put
their resources iogether to exploil an emerging markel sitvation.

Rerailer: As the last Iink in many marketing channels, retailers are the last link
marketing channels and sell dicectly to final customers.

Wholesaler: Wholcsalers are organisations that buy from producers and sell to
retailers and organisalional customers.

8.19 QUESTIONS FOR DISCUSSION

1. What is meant by a marketing channel? What are the objectives of channel or
distribution management?

2. List the various types of channel memhers. What are the various factors, which
must be considered while making channel sclection?

()

What determines the chaune) cost?

4. What methods are used to motivate channel members? kow is the concept of
co-operation and competition applicable here?

5. Explain the various types of channels with suitable Tndian examples.

6. What arc (he criteria that can be used for the evaluation of channel members?
[lfustraie your answer with appropriate examples.

7. Compare vertical, horizontal and multi-channel marketing systems,
8. What is retailing? Brie(ly describe the most important types of retailing.

9. Explain the concept of wholesaling and briefly discuss the dilferent types of
wholesalers.

Check Your Progress: Model Answer

l. Chansnel
2. Members
3. [ntermediarics

*

Retailing

Manufacturers

N
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9.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to:
e Explain the concepl of advertising
& Siate the elements of media mix

® Describe the techniques 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 te make sure that all
the channels and methods of communication present a unified message about the
product or service of the firm. Some twenly years ago, the idea of ‘integrated
marketing communication” emcrged m management literature. {t is neccssary to
develop marketing communication straiegyv to obtain a competitive strategic paosition
for the company.

There are various alternatives available with the marketing manager to choose from to
decide the overal! premotion mix. Depending on the media mix and inarketing goals,
one can arrive at the marketing budget. The marketing manager has to take a decision
among various alternatives of marketing communication tols like advenising, sales
promotion, personal selling, public relations and direct markering. Companies can
substitute one media alternative with another at different stages of product 1iie cycle to
suil the marketing objective. They can also imcrease spending from one method to the
other, either within the specified budget or by bringing contingency budgets, The
objective of selecting an optimal media nix is 10 optimise the spending pattern among
various channels in achieving the set corporate objeclives.

9.2 PROMOTION AND PROMOTIONAL MIX

Promation refers to the mix of promotional elements a firmy uses to communicate with
its current or potential customers about its products or services. Promotion cffoits can
be directed to the ultimate consumer, to an intermediary such as a retailer, a
wholesaicr or a distibutor. or to both. Promotion is fundamental 1o the success of your
firm because, withour promotion, potential customers won't know about the existence
and benefits of your product or service. Not even the best product or service sells
without some promotional cffort. A key decisjon [irms face in relation to their
promotional efforts is whether to focus on a “push™ or a “pull” strategy. [n a *push”
strategy, a firm promotes the product to whalesalers, the wholesalers promate it to
retailers and retailers promote it to the end consumer. Persoural selling and trade
promotions arc examples of promotional tools used in this case. In a “pull” strategy,
the promotional efforts are directed to the end consumers in such a way that they
demand the product/service from the intermediaries thereby “pulling™ 1t through the
distribution system. Consumer promofions and advertising are the promotional tools
commonly used in this case. Whether you are going to use a “push” or a “‘puli”
promoetional approach you need to take into account several additional factors when
defining what promotiona! elements to emphasize and how much of each to use in
your promational mix. These faclors include: the size and concentration of your target
market, customer information needs. the promotion budget and the cost of each
promolional element.

The ‘promotional mix' is a term used 1o describe the set of tools that a business can nse
to communicate effectively the benefits of its products or services to its customers.



Ixe promotional mix jincludes the following ools:
® Advenising

e Public relations

&  Sales promotion

o Direct marketing

& Personal seiling

The promotional mix is part of the wider markeimg mx,

Why it is important?

If customers don't know what praducts and services you pravide, then your business
will not survive in today’s competitive markerplace. Effective communijcation with
your customers i vital 10 enswe that your business generates sales and profits. By
taking the time to develop and implement an appropriate promotional mix, vou wift
stimufate your larget audicnce 10 huy your products or services — and manage this
within a budget vou can afTord

9.3 OPTIMUM PROMOTION MIX

Promotion mix ts the combination of various 10ols cployed by the company in the
advancement of the product in the market, ratsing its market share and also with other
objectives like educating customer aboul the availability of superior product in the
marhet comnparcd 1o existing known brands.

Company necds to use various touls of promotion like advertising, sales protnotion,
personal selling, customer relationship, etc. But the real question what should be its
propartion n the 1otal promational program. Depending upon the inarket conditions,
the feedback received by market analysis, the importance, utility and applicability of
each tool would be decided by the management of the company .

The term uptimum promeotion s is indicating the level of results compared to the
eapectations 1om the adoption of particular promotion mix. it implies maximum
return for minimean inputs o the form of expenditure og various promotional rools
emplioyed by ihie company. Naturally while thinking of optimum promotion mix the
allocation of financial budget and its bifurcation or division over the use of various
tools of promorion assumes inportance, Based on practical cequircment of the market
the resources would be allocated for various promotion toals.

The optimum resolts expected may be in the form of attaimment of particular sales
figure within a stiputated tume period. It can also be widening the markel range and
share of the parmicular product n certam market. It also implies conveying the
message or reactung to the inaximum nomber of cusiomers — so as to pursue them in
their buyitng decision. The ophimum promotien mix specificaily  depends upon
tollowing factars.

® Pruduct Narure: Dependung upon the type of product the use of tool changes. For
highly technical products or industrial products — more ninpottance for personal
selling would be appropriate. White in respect goods ineant for daily consumption
wide publicity would be more 1unportani.

e  Nurure of Market: 1t is another impontant aspeci deciding the tuol and its use. For
purely local or rural market, the advertisemnent and display within Jocal market or
even during weekly market tairs in villages would be sufficiem. While for
nationa! markel spreading vf message addressed to all segments of the market
spread over the country through national mediom would became necessity.
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® Nature of Customers: Depending upon the nature of customers based on their
educational and financial background, their buying habits, their preferences for
branded and guality producis. etc. ensuring the presence of the products in such
places which are visited by them quite frequently needs becomes vital. For such
customers opening a posh sales center in the largest market would be appropriate.
Or using the major departmental stores within the chain of distribution would be
more useful.

o  Budget Allocation: Provision of Total Sales Budget and the period involved also
attains more importance Dased vn the previous experiences about the suitability.
utiiity and guarantee of results actual allocation of funds for various toals may be
donc. It is not enough just to allocate the funds but its utility needs to be judged at
various intervals. [f payment for particular promotion tool is not generating
expected result it would be in the interest of the business to stop further use of that
method. Reallocation of fimds based on real resuits becomes priine requirement in
such situation. So budget allocation must be tlexible to accommodale. alter the
division over various tools ol promation,

9.4 ADVERTISING

The American Marketing Association defined advertising as "any paid form of
non-persanal persuasion and promaotion of ideas, goods or services. by an identified
sponsor™. Advertising is a paid. non-personal (mass) communication with an identified
sponsor, with two distinet goals of informing (for persvasion and to influence) people
{(communication goal) and increasing sales (sales goal). Advertising is a paid formn of
commuaijcation in which the sponsor or the brand owner has made payments to the
media to carry the message throngh their set of media wehicles. When there is no
direct payment or no paymemt, we can term that brand promaotion as publicity or
public relations.

The communication process s non-personal, as nobody has persanally conveved the
message i.e., there 1s no personal contact betwecen the sender and the receiver of the
message. When a retail salcsman speaks 1o us at the sales counter, we can cail it
personal selling, as there is dircet interaction between the teceiver (buyer) and the
sendcr {the sajesman). Marketers use mass media also called non-personal media like
newspapers. magazines, television channels and radio stations for promoting products
and serviges.

The presentation of the message is for promoting ideas, places, concepts, persons,
parties, goods. services and organisalions. 1o creale awareness and assist in the pracess
of cansumer decision-making, The awareness may lead to persuasion and hence the
consumer mav be trigpered 1o take a decision about buying the product or service
being advertised. We have seen advertisements of brilliant ideas Jike idea of a healthy
baby, or a hesithy 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 ol a good
leader (personal advertising} and a good political party (India Shining campaign).
Advertisements of Clinic Plus shampoo, Jel Airways and incoine tax department are
respective examples of product. service and organisational adverfising. All these
advertisements are meant for generating awarcness, developing interest and finally
buying the proposition for consumption.

The sponsor is identified in the advertisement either in the form of the brand name or
name of the producer and marketer. The customer knows who the advertiser is, either
by identifying the brand or by the company name, which makes it. This is relcvant as
the ownership of message commuaicated rests with the sender. If the sponsor is not



identilied then the objcciive of the message will be losi, as the potential buyer will not
find oul whom the communication talked about and may not search for further
information in the form ot enquiry or a final lead to consumption choive,

Winle all other markeling communication tools have predominantly a single sct of
objectives i.c., 10 maximise sales, advertising has dual goals i e., 10 communicate and
propagate about the product and also 1o achieve sales. Advertising is a mathod of
marketing cosnmunication with pre-defined objectives.

The ohjectives of advertising are grouped as sales abjectives {measured in terms of
increase in sales, increase in market share and retwn on  jnvestment) and
communicationt objectives (increase in top of the mind awarcness. increase in
comprehenasion, increase m brand attitude, etc.). We explain herewith a set of
advertising's communication objectives tor better understanding of the student.

¢ Generating Awareness (Informing): The fiest task of any advertising 1s to make
the audicnce aware nf the availabifity of the product or service and to explain
exaclly what it is.

o Creating Favourable Attitude (Persuasion for Atitnde Formation): The
advertising message should create a favourable aftitude towards the brand,
eveniually leading the consunters to buy the brand or bring a change to their past
purchasing patlern.

®  Managing Customer Loyalty (Reinforcement of the Desired Behaviour): One of
Hte hev 1asks of modem day marketing is to make ihe customens loval and
reinforce their purchase behaviour. This is because the competitor will always
anempl to break the fovalty . In the game of taking away each other’s maiket share.
the marketer should repeat his marketing comvmunication 1o strengthen the Joyaity
of existing customers and mativate them to build referrals for future sales

9.5 CHARACTERISTICS OF AN EFFECTIVE
ADVERTISEMENT
Effective advertising neets the right marketing objectives. These can be shont ar

long-term objectives. sa it &s important to measure the relevant tactors. Importam
characieristics of ¢tlective adventising are described below;

® Jr iy Pervasive: Goals of advertising apply to alt types of organisations, Jor-profit
as well as not-for-profit advertisers. Anny advertises to increase recruits, Hindu
Religious Charitable Trusts adverlise to increase attendance at Bhagavad Gita
lecturing, and politicians advertise for votes and businessiaen advertisc 10 Increase
sale and pratitability.

® It is Multidimensional aund Complex: §t is perplexing. It scems Lo be sunple, yet
full of paradoxes. Rescarch has shown that some simple conclusions are quite
wrong, Advertising is influenced by anthropology. sociology . economics and what
not.

& Jrisa Craft, an Art, and a Science: Advertising is a mix of threc elsinents.
Advertiang imust be cratted to be effective in stimulating consumer respoase and
to do that art is necessary (0 captivate the audience of the advertisement. And it is
a svience because it is rule-based. There appears 10 be a lot of controvernsies on
scienge vorsus art debate. People who think advestising is an art say that the basic
purposc of advertising ts persuasion and ““persuasion is not a science, bot an art”
But the other schoui led by Hopkins has more appeal to managers, sets up
advertising as somcthing that can be conrrolable, capahle of rationalisation and
objective management, and ultimately freed from risk. Hopkins understood that
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the promise of rulcs, control and elimination of risk appeal more to most managers
than any other creative platform.

Philip Kotler and a iarge band of academia also think that it is rational in its
assumptions about human behaviour and strongly positivist in its epistemoiogy. It
involves both etficiency and effectiveness. Efficiency refers to the ratio of benefits
from advertising to its cost. Effectiveness refers to the achievement of goals

Advertising is Non-personal: The various media are the non-personpal chanaels of
communication that people have invented and used and continuc to use. These
include newspapers, magazines, radio, television, billboards, {ransit cards,
sandwich boards, skywriting, posters. anything thai aids communicaling i a
non-personal way, ideas from one person or group to another person or group.

They do not inciude people talking tc each otber: first, ralking is personal and
advertising s non-personal; and second, there is no way to use people talking to
each other tor advertising-word-of-mouth is not an advertising medum. since you
can’t control what is said (The best you could do is start a rumour, which wilt
undoubtedly distort the message in the telling, and 1t is more the province of the
PR department).

However. the increascd use of Facebook, blogs and Twitter has converted
advertising from monologue to diafogue. Most of the big firms have made use of
thent 1o talk with the consumers. Consumers give their feedback,

Identified Sponsor: The source of adventising s known. tdentified sponsors mean
who-so-ever is putting out the ad tells the audience who they are. There are two
reasons for this: first, it*s a lepal requirement and second, it makes a good sensc.

Legally. a sponsor must identify herself as the sponsor of an ad. This prevents the
audience from getting a misleading idea about the ad or its contents. For example,
many ads that appear m newspapers leok like news arlicles: same typeface,
appearance, use of columuns, ete. If the ad is not identified as such, the audience
could perceive it as ncws about a product, rather than an attempt 10 persuade the
audience o buy it.

For example, an article that tooks like a news article discusses a weight-loss plan.
In a journalistic style, il talks about the safety, efficacy and reasonable price of the
product. A reasonable person might perceive the “article” as having been written
by a reporier who had investigeted weight-loss programmes and decided to
objectively discuss this particular one. Such a perception is misleading and silegal.
Since it is an ad. somewhcre on it there must appear the word “advertisement™ to
ensure the audience does not think it is an objective reporting of news.

Second, it makes good sense for a sponsor to identify herself in the ad. [ the
sponsor docsn’t, it is possible far the audience to believe the ad s for a
compctitor’s producy, thus wasting all the time, creativity and monev that went
into making and placing the ad.

The advertising information which comes from a company, organisation or
association, also contains the company’s logo. address, telephone, e-mail. etc.,
which are identified as part of the message. Anybody or everybody cannot come
oul with an advertised message. It should come trom a publicly functioning and
registered body. 1)ence the public must be able to identify and able to contact the
company. In fact, the whaic idea of advertising is to establish contact between the
advertiser and the prospective consumer. This contact is the desired end of an
advertiser,



@ Persuasive: “Persuasive™ stands 1o reason as part aof the definition of advertising,
The basic purposc of advertising is 1o identifv and differemiate one product from
another in order 10 persuade the consumer 10 buy 1hal product in preference 1o
another. The purpose of this book is 1o discuss some basic elements of persuasian.

e Paid for: “Paid for” is pretty straightforward. IF an ad s created and placed in the
media, the costs of creation and time or space in the media mus! be patd for. This
15 3 najor area in wiich advertising departs from publrc 1elations.

PR secks to place information about companies and/or products i the nedia
without having to pay for the rimc or space. PR creates news relcases and sends
them 1o news media in hopes they will be run. Oficn PR departments produce
cvents that will be covered by the news media and thus reccive space or time.
Therc is 1o puarantee that 1he media will run any of the PR material.

Advertising doesn’t have that problem. If time or space is bought in the media, the
ads (as tong as they follow the guidehnes set down for good tasic, legal products
and services, ete.) will appear. The drawback is that ads are clearly designed 10
extol the virtues of products and companies. and any ad is perceived by consumers
as atleast partly putfery. PR pieces are usually not so perceived.

o Conrrolled: The word controlled differentiates it from personal selling and
publicity. A door-te-door salesperson or a reporter who takes personal interest
etving publicity (o a product of service may at times sndulge in an uncontralled
exercise of his imagination. But adveriisers cannot say anything m an uncontrolled
manner. Advertisers fave to decide about aill aspects of their adveriisenient o
terins of what and how much the pubiic should know about a produci or service.

Another forin of contrelling aspect is that the mass medialed advertising message
has a certain length and format. It cannot take unlimited space or ume. And since
both advertisers and advertistng agencies are tormal organtsations, thewr personnel
tollow accepted rules and reguiations in their operations and wutual dealings.
Representatives trom both the organisations meet several times and arrive at
decisions regarding the duration. length and trequency. This is another aspect of
controfling,

e Muss Media: There is involvement of mass iwedia in advertising  Mass
commusnication is different from communication as it occurs between large,
heterogeneous and anonymous group of people (althouph we fnow of the qualities
of 1arget audicnce), Mass mediated messages are not only rapid but trapsient and
‘non-persanal’. Several messages from different sources bombard the senses of
the receivers every hour. That is why, adverlisers wanl to create unforgeltable and
easily mmemorable messages so that atleast a part of the message is absotbed by the
poltentials, the message must catch the attention, create interest and desire and
motivate o act,

9.6 MAJOR PLAYERS IN ADVERTISING

Advertising is an intcgrated process requiring participation of various plavers working
within and outside the organisation. It demands svnergy betwecen various key players
in business, which include the advertiser or spuusor, advertising agency, suppor
organisations, media and target audicnce or consumer. The business of adveriising is
spread across all these key plavers and by the interplay of these five keyv players,
objectives of advertising can be achieved. Let us discuss the roles of cach one of them
in the context af advertising management.

e Advertiser or Sponsor: These are the persons or organisations thar sponsor the
campaign. They may be producers, marketing orpanisations, retalers,
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wholesalers, service organisations. labour umions, schools, government,
politicians, individuals and countries who are into advertising. The advertising
content or message is about them or their products or services. They pay the bills
or bear the cost of the campaign.

dAdvertising  Agencies: Advertising agencies are  independent  busincss
organisations that develop, create, prepare and place advertisements in media tar
sponsors or advertisers who want to communicaie to custoniers about their goods
or services. Advertising agencies offer potential advertisers (clients) a variety of
specialiscd services leading lo a fina) advertiscment, Such services include the
following:

<+ Copy Writing: 11 refers 1o the written pan of a print advertisement, including
the headline, slogan and detailed description of product attributes. In
broadecast media, the equivalent of this is called script wriling. Whatever a
cuslomer comes in contact with in an advertisement is called a copy.

<+ Advertising drr: Tt eefers to ilusirations, drawings, photographs or other forms
of ant put in the finished advertisemncnt.

+  Media Buying. It involves specialists who negotiate rates wilh different media
and gather other televant information {or buying space and/or tune in suitable
media.

% Client Serviving: An execuiive of the agency assigned exclusively for
handling a particular client. He is thc connecting link behveen the client and
the creative department in the agency. He serves the client by taking the brief
from them and supplying them with the final copy.

< Other Services: These services include market and consumer rescarch, public
relations and merchandising on behalf of the client. Many of the integrated
agencies have facilities to provide other integraled marketing commurication
Services.

Support Organisations; Modem advenising calls (or specialists not employed by
¢ither the advertiser (client) or the advertising apency. These consisl of casting
specialists, cinematographers, film/tape editors. photographers. and music and
sound ¢ffect experls. So onc needs a lot of outside help to produce a good
adventisement. In addition, research has become a very imporiant input for most
advertising decisions, particularly to find out consumer attitudes. behaviours and
profiles. 11 may nol be possible [or the agency or the client to carry out this
function by theinselves. Therefore, they hire the services of outside experts. All
such vrganisations zre known as supporl organisations. Fitin production houses.
research apencies and model coordinating agencies are tlermed as support
organisations,

Media: Media is whal an advertisement consumes, Advertising is a non-personal
forin of communicatian through a paid media. So media plays a cruciaf role in
laking the advertiser's message back to the audicnce. Advertisement necds a
channel through which the message can be conveyed to intended larget audience.
‘This channel is called a2 medium, Varnious types of media commonly wsed are print
mnedia in the form of newspapers, magazines, elcctronic media in the torm of
radio, television and cinema slides, and out of the home media like billboards,
hoardings, moving vehicles and wall paintings.

Consumers: Though the advertisements have wider audience. we will consider
potential buyers and consumers as the most importanl player for advertising as
these are the people for whom advertising is carried oul. The advertiser trics to
reach these people with his message. However, a broader term of usage is larget
audience,
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9.7 TYPES OF ADVERTISING

Advertising is one of the popular mediums of brand cominunication, it is used in many
forms and for many purposes. It is pessible to classify advertising into various forms
as mentioned below:

Brand Advertising: This 1< the most popular form of advertising as all possible
media including television is flooded with brand adwvertising. Brands like Sur{
Excel, Pepsi and Coke in India are shown more frequently or Indian televisions.
These kinds of advertisements are done to build brands and develop unique brand
identity fur the tirm,

National Advertising: These advertisements are uniform acruss the nation and are
released through nattonal media covering the natson.

Local Advertiving: These advertiscments are carried oul in Jocal and vemacular
media to promote the product in a local region.

Retail Advertising: These advertisements are brought to promote retail outlets and
dealer points.

Nation and Destination Advertising: Thesc advertisements are hraught out 1o
promote a natjon as a tourisim destination. These are also used for pramating
states, cities and towrist aliractions.

Political Advertising: These are done for political parties, politicians and
individual candidates during elections and reterendums.

Social Advertising: These advertisements are brought out for a social cause like
against A[DS, scxval explonation, women trafficking, child labour and other
critical issues in a society,

Dircctory Advertiving: These are the adverlisemenis done in direciories and
yellow pages and followed by people while collecting a telephone number or a
home eaddress. People normally refer 10 these directories 0 buy products and
services.

Direct Response Advertising: These advertisements are used in any medivm,
which tries to stimulaie sales directly. The censumer can respend by mail.
telephone or internei.

Business-to-Business Advertising: I'liese kinds of advertiserents are carried out
targeting business and organisational markerers. These messages are directed
towards relaikers. wholesalers and distributors. These advertisements are placed in
professional journals and trade assoctation publications.

Institusional Advertising: Institutions like colleges, universities. missionary of
charities and large corporates bring out these advertisements. When these are
brought out by large corporates we call them corporate adveriising. The purpose
of such advertising is lo create a positive goodwill, which wil ultimately
contribute towards achieving the overall marketing and brand-building goal of the
organisation. Many companies use such advertisements 1o build positive image in
the eyes of the consumers and zeneral audience ai large.

Public Services Advertising: Government and government-sponsored institutions
bring such advertisements for the benefit of general public. They vommunicate a
message on behall of some good cause. Adverising professionals create these
advertisements for public relations department of large corporates, highlighting a
social cause.

lnteractive Advertising: These are typical internet based advertisemend, which are
delivered to individual consumcers who have access to the World Wide Web.
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Advertisers use web pages, banner ads, spols, pop ups and e-mail programmes 1o
reach the target audience,

®  Outdoor Advertising: These are forms of advertising in which the marketer uses
out of the hume media like wall paintings. hoardings, bulletins, kiosks and mobile
vans for communicating with audience,

o Electronic Advertising: These forms ol advertising use electronic media like
television, radio, video and audio cassciies, clectronic display boards, CD-ROMs
for promotion of products and services.

® In Film Advertising: These are new fovms of advertising in which brands are
placed inside the fibm and actors are shown using these products during the movie
for increasing its usage among the audience.

&  Unconventional Media: These [orms of advertising arc of recent origin and use
traditional art forms like jatraa, puppet dance and other local dance forms to
cominunicate about products and services to the audience.

9.8 ADVERTISING MANAGEMENT PROCESS

As an adveriising manager onc needs to hnow how to decide on and design an
effective advertising campaign. The advertismg manager has lo take a set of
interconnected decistons which include settimg up of advertising objectives, deciding
on advertising budget, deciding on advertising inessage, deciding and planning on
media and finally deciding on the methods w measurc the effectiveness of advertising
message. The message strategy ulso covers creative strategy. The above advertising
decisions will guide the advertising manager in designing an advertising campaign
covering & considerable period of time.
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Figure 9.1: The Advertising Management Process



9.9 MEDIA MIX

Afler the message s deveioped, the next unportant task is to select the channel
through which the message should reach the target audicnce. Media decision involves
selection of the cormmunication channct for the message, The media scieetion strategy
must take into account the messape the advertiser wishes to transmit. the target
audience profile, the desired effect and available advertising budget to support media
decision. Media mix decision nvolves two critical issues viz. which nedia or set of
inedia will effectivety take the message to the audience and what scheduling of media
will peither create a dislike for the advertisement nor make the audience forget the
message.

Let us examine variows tvpes of media in detail.

9.9.1 Print Media

Print inedivm comprises newspapers and magazines. The main difference bebween
newspapers and magazines is the periodicity of their publication. Newspapers are
published daily, whereas magazines are published periodically ie., weekly,
fortnighthy . monthly, quarterty or biapnually. In both cases, however, the message is
conveved through words in print, sometimes along with pictures or photographs.
Words in print can be made as attractive, appealing and informative as possible, so
also the accompanying picture, Let us discuss the distinet feawures of newspapers and
magazines in following paragraphs:

Newspapers

These are published in different Janpuages and are widely and regularfy read by the
educaied public. Reading newspapers is a daily habit of people in cities, towns and
literate people i rural arcas. The readers have becomic more accustomed to
advertisements in newspapers and [ook for them as 2 source of nformation. The
circulation of some of the national dailies tn India runs into severat million.

Newspapers published in regional languages also have wide circulation, sometimes
covering more than one state. Thus, as a medium of advertising, newspapers reach a
very large number of people Secondly. newspaper advertising s relatively cheaper
than other media like radio and television. The advertising space can be decided in
accordance with necd and cost. Newspapers provide the facility of repeating the
message every day. if nceessary. Besides, in case af wrgency, there is a scope for
inserting an advertisement without much loss of time. Finally, it is possible to select a
particular nrewspaper svitable for the audicnce in view. For national coverage, a
newspaper with nation wide circulation can be selected. For regional coverage, @
newspaper published in a particular regiona) language can be selected for focusing in
the targe! segment. Since the peneral public rcads newspapers, this is found o be a
suitable media for mass consumption goods. The life of a pewspaper and
advertisement is very short as people read the acwspapers in the moming and ptt
them aside aNerwards.

Magagines

Magazines are alsa called periodicals as they are published at certain periodical
intervals like weekly, formigitly, monthly and so on, Different types of magazines are
published for different categories of readers, For example, there are popular general
magazines containing fcatures articles, news and stories (India Today. Froatline).
There are magazines for children (Twinkle, Chandamara, Cartoon Today) that
include stories of their interest. There are magazines like Business {ndja. Business
Today, and Persoral [inance for businessmen and executives. Simitarly, there are
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sports magazines (Sports Week, Sports Star), women's magazines (Femina, Women's
Era), professional magazines {Indian Journal of Marketing, Indian Medical Journal),
film magazines (Star & Style, Fitmfare) and so on.

From the circulation poimt of view, magazines are not as widely read as newspapers.
On the other hand, cach magazine has a distinct category ol readers. Since magazines
are generally read over a period of time, they have a longer life than newspapers,
Thus, advertisers use magazines as a medivm selectively depending on the audience to
be reached. For cxample, medical books, drugs, surgical equipment and medical
instruments are generally advertised in medical journals. Manufacturers of office
equipment, computers and similar products advertise their products in business
magazines and trade journals. On the whole, the cost of advertising in magazines is
rejatively cheaper compared ta other media hike radio and television.

However, magazines have certain limitations. One of them is related 10 the timing of
publication i.c.. periodicity of publication. Although mapazines have a longer life,
they are published periodically and net daily Jike newspapers, The other limitation is
the lack of flexibility in the choice of size and design of the advertisement. The design
cannat be changed as guickly as in the case of a newspaper. The circulation of a
magazine docs not always indicatc the number of readers or the time devoted by the
readers in reading it. A magazine wilth a limited circulation may bc read morc
thoroughly and by mare people than another magazine or newspaper with a higher
circulation.

9.9.2 Dircct Media

Direct response advertising is a tvpe of interactive promotion that solicits a direct
response from the prospect {target audience} without intervention of a third party. It is
a two-way communication benween the advertiser and the target audience. Direct
advertising media are the channels through which adventisers communicaie dircctly
with the target audience. Major dircet media are direct mail and advertising
specialities.,

Direct Mail

Sending personalised letters by post to the prospective customers is a method of
advertising. which often pays. These communications are mostly in the form of
circulars and sometimes accompanied by catalogues or price lists. The idea behind
mailing circulars is 1o approach the customers directly with the advertising message
and to arouse his interesi in the product or service with detailed explanation in a
convinging manner. A mailing list is thus prepared and the letter is carcfully drafted
with personalised wordings. The message having a personal touch is expecied to be
more ellective. The information may be elaborated and hence likely 10 be more
conviincing, Addressed o individuals by name, the message can draw the atiention of
the customer without distraction from competling advertising.

Direct mnail is not a suitable medium for advertising products meant for public use on a
mass-scale. It is best sunted for products where the people to be contacted can be
easily identified. l‘or example, a comnpany manufacturing or distributing
pharmaceutical products (imedicincs) may easily identify the doctors or chemists for
direct communication of information relating to the products. But, for promoting the
salc of (say) toilet soap or wristwatches, direct mail is not a suitable means of
advertising. It would be expensive and time consuming to undertake direct mailing of
circular letters to innumerable consumers of such products because customers are
widcly scattered. A booklet, pamphleis, catalogues, etc. sent by post {o prospective
customers also come under direct mail.
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Advertising Specialities

These are {ree gifts like diaries, key rings, purses, paperweighis, pens, calendars and
T-shins imprinted with a message along with the advertiser's name and address. Since
they bear the name of the advertiser, they serve as reminders. This medium gives a
peesonal touch. However, specially advertising 1s an expensive affair and difficult to
implcment on large scale.

There are some other direct media like directory advertising and sponsored magazines.
Directory advertising includes advertising in Yellow Pages, in telephone directory and
specific trade or association directories. In the case of corporate sponsored magazines.
the advertiser owns the magazine. For example. Jet Atrways has s own in-flipht
magazines for passengers and many brands advertise in these mapazines. Similarly,
many hotels publish their own magazines for circularion to a specialised group of
readers and hotel gucsis.

9.9.3 Out of Home Media

Ouidoor media of advertising reters to the media used 10 reach people when they are
out of doors or traveling rather than at home or in the office. Pamphlets, posters.
hoardings {billboards), neon signs and electronic displays come under the category of
media,

Pamphlets (printed handbills} are quite often used as a medium of adverusing for sales
promotion in a local arca. Pamphlets are distributed among passersby at sireet
crossings. railway stations or bus terminals. roadside market places. etc. Posters
(message printed on paper) are generally fixed on walls, roadside pillars. fampposts.
Posters arc also fixed inside public transport vehicles like trams, buses and railwayv
coaches. Space is provided on payment on these places. Neon signs and electronic
displays are usually installed on rooflops or busy sireets crossings {o draw the
aftention of people. These are visible only in the night. Hoardings or bilthoards refer
to large boards carrying the message, sometimes with life size pictures, and installed
ar public places. Hoardings are specially designed 1o draw the atention of the public,
As the size of the hoardings is normally large, advertisernents are visible from a
distance.

Apart from the media discussed above, there are several other types of media used for
out of the homc advertising. Some such media are slide projection in cinema houses,
films, cxhibitions. display in showcases, etc. Exhbitions also provide opportunities
for advestising goods. Consumer goods can be displayed and the use of industrial
woods like machinery can be demonstrated in the cxhibition. The limitation of
exhibition is that their duration is restricted to specified period. Showcases displaying
goods are located in public places tike railway stations. airports, bus terminals, clc.. to
artract the afiention of the public. Rent is payable for the space. Attractiveness of the
products and the manner they are displayed are the main features of this advertising
medium.

9.9.4 Electronic Media

The most important media is contemporary advertising in clectronic media covering
television, radic and other forms of etectronic media. The biggest arowth i media
spending in tast two decades has happened in electronic media. A certain level of
credit should also be given to the growth of consumerism in India which is due o
deeper pencetration of ielevision in indian crties and villages.

The radio was a medium of information, but increased use of FM radic for
enterlainment has provided another platform for advertising. Other forms of electronic
media usage include electronic display boards, video and aundiocassettes and
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CD-ROMs. Projection of slides in the cinema theatre before and during the film show
is ane of the cheaper means of advertising. Projection of shon-films before the
commencement of feature film is a rciatively more expensive medium of advertising.
But it has the advaniages similar 1o that of television advertising. Moreover, thesc
short films are usually of longer duration (about 5 minutes) than television ads.
However, only local people present in the theaire view slides or films during the show
time.

9.9.5 Interactive Media

India is experiencing a higher penetration in personal computer and intemet usage rate
m last few years. Many peoplc are using networked computers and interactive media
to gather information and entertain. Internet is now used as an altemative media for
communication and dissemination of product information. Interactive media allows an
individual to seek information. ask questions and ge! answers without any human
assistance.

A company website or a storefront is one of the most common forms of Internet
advertising. Consumers can find answers to frequently asked questions fram the
website through FAQ pages. A company website is an ideal way to reacll consumers
who wani details about specitic products, as intcractive media can provide a large
aniount of information. The real problem with interactive media is driving traffic to
the website and keeping the traffic for longer Lo navigate and shop on the site. The
task 1s also (o bring the traffic back to the site again and again.

Banner ads are the advertiser's adventising 1ools on other popular websites like
(oogle, Rediff and MSN and then bring the customers through a link fo their own
website or virlual store front. Banners can go beyond achieving brand awarencss
because they are hypertext links to the advenriser's website. The advantage of such an
advertisement is that the surfer has self selected the site, producis and the process of
navigation, o the marketer's message reaches only to the involved. highly focuscd
market.

Pop-up boxes are web-windows and ave refined versions of banner advertlising, A
visitor 10 a particular website might find the pop up window providing information
about the site. The vicwer typically has to close the pop-up window or crler into the
advertised site.

Streaming media is multimedia content such as audio. video that can be aceessed on
Intemet without being downloaded lirst. Software like Real Player and Apple’s Quick
Time allows the Intcmet users to access multimedia conlent through audio and video
streams. When visitors usc such software to view a program or an advertisement, they
are said to be viewing streaming media. Streaming ads are more effective than banners
and pop-ups. Today three dimensional computer penerated video can create photo
realistic results, which, users can either watch linearly or interact with it. Interactive
animated environment will take intermet advertising to a different sphere in the Future.
Streaming media advertisements will become more prevalent with the availability of
higher bandwidth in broadband technulogy. Broadbanid techneology allows transter of
daia over lnternet at high speed.

9.9.6 E-mail

Use of e-mail advertising as a promotional medium is gaining prominence day by day.
E-mail a5 an advertising medium offers advantage of personification. speed and
inicractivity. Advertising via e-mail is very similar to traditional direct mail
adveitising. E-mail use makes it easier for the marketer to measure the effectiveness
of the medium. A major disadvaniape of e-mail adverntising is that the recejver may



not read it because he or she considers it spam. A spam is a term, used for unsolicited
and unwanted e-mail. Effective marketers have started sending c-mails Lo people who
allow them to do so voluntanly through a process called Permissive Marketiny.

9.10 SALES PROMOTION

Today's marke{ is full of offers and discounts. Marketers vse multiple promoton
progranymes [0 entice customers 0 buy products and semvaces. While objectives of
advertising are long termv and  generally of brand building. sales promoiion
programmes often pursue a surgle goal le. to maximize sales in short run. The
consumer promotion programimes are visible o the audience because they are often
advertised in the mass media.

Companies also undertake trade or intermediary promotion and sales farce promwiion
program 1u increase sates. This is jmportant because in both direct and indivect
marketing progranmmes, sales and trade play an important role in the product and
information Aow process. Hence. without adequately promnoting the product al irade
and sale force end, many consumer promotien programmes will not actieve its destred
objective.

Sales promotion programmcs are short term programmes atmed al maximising sales in
a period of ime but what is inost impontant to remember is that the sules promotion
programme should be designed in such a way that it does not alfect the nverall brand
image of the firm and its product Many companies ofler sales pramaotion programmes
more frequently. Though they are able to optimise their sales in a short ron period bui
frequent use of sales promution leads to brand value erosion. Sales promotions are
increasingly being used to accompissh an ever-expanding list of marketing objectives.
9.10.1 Objectives of Sales Promotion

The objectives of sales promotion campaigns are:

® [ncrease sales volume

e Speed up the sales for siow moving producrs

e  Check the fluctuations in sales

® Arlract new customers

e Launch new product(s} and increase trial

o Ejcourage repeat purchase

o (Clcarance of excessive mventories

e Moutivate dealers

& Encourage dealers to panicipate in dispfay and sales contesds

® (Gain advantageous sheif-space

e [nerease store trafhic

& |mprove relationship with dealers

® Block competitors’ moves

e Motivaic sales force

® Supplemes advertising and personal selling ¢tforts

e Deflect customers” artention from price
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9.10.2 Designing a Sales Promotion Programme

Designing a sales promaticns programme includes the following steps:

Deciding Sales Promotion Objectives

Selecting Consumer Promotion Tools

Selecting Trade Promotion Tools

Selecting Sales Force Promotion Tocels

Developing a Saltes Promaotion Programme

Pre-testing the Programme

Impiementing and Contralling the Sales Promotion Programme

Fvaluation of Sales Promotion Programme

9.11 SALES PROMOTION TECHNIQUES

Companies use various sales promotion techniques 1o promote their products. The
intention is to increase sales, make a large customer base. encourage trial and
encourage repeat purchases to stimulate consumers® purchase. The types of sales
promotion techniques used by the company depend upon the sales promotion
objectives sel by the company.

9.11.1 Sales Promotions Directed at Conswiners

We prescnt herewith a selecled list of consumer promotion taals,

Prize Schemes: Prize schemes are one of the most important methods of sales
promotion. A prize scheme is designed for both the public and the dealers. To
make the scheme effective, it should be advertised through (he product packages,
retailes store point of purchase promotion, advertising in press, poslers and
tefevisions.

Fuirs and Exhibitions: Fairs or melas arc very common in India. They play a
substantial role in selling goads of differem varieties (o different people. District
exhibitions have becn arranped on an annual basis since 1930s 10 promote sales of
Indian products. These eshibitions atiract a lot of people especially from rural
areas who find the exhibitions and fairs a5 a convenient place to make their
purchases of consumer goods. Many stale povornments announce relief or
concession in sales ax if products are sold through tairs, mefas and exhibitions.
Though the objective of visiling a fair is social in India. marketers use these (airs
and melas as an opportunity to promote thew products and services.

Free Samples: These arc used for sales promotion of consumer goods and fast
moving consumer goods in particular, l'ree samples are generally uscd to
introduce a new product and as a sales 100l fo attract the attention of prospective
buyers. Such sample distribution not only saves time but also climinates the need
for inspeclion or testing of goods by the buyver. As a promotional device, it has
limitations for e.g. It is very expensive to sample products. When buyers rceeive
samples, generally they pay no aftention to them. Many of the customers who
receive free sample may not be the actwal target buyers.

Correspondence: This is an effective device for sales promotion. Companies send
letters, brochures and other kinds of correspondence to prospective customers
througl correspondence. A specialised mail order and correspondence seclion can
communicate very clfectively with potential customers and established customers
through its professionally wrilten letters and documents.
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Catalogues: Catalogues play a dominant rotc. both in adveriising and sales
promotion campaigns. Catalopues are largely used when a firm manufactures
different types of products with distinguished size, shape and other fcatures. It is
from the catalopue files that one can get the information required abowt different
products of a parucular manufacturer. A catalogue helps in gerting orders. makes
customers aware of the specifications. provides deiailed product information and
salicits product sales

Advertising Novelties: Small. intcresiing and personally vseful items can be used
for sales promotion. 1o be effecitve, an adventising novelty should not be a high
cust itermn; the nuvelty item should be usnally eye-catching and should be useful to
customers.

Entertainment of Customers: Encnainment is essential when a standardised
product 15 sold in bulk costs. i such a case, entertainment of customers acts as a
primary promotional device. However, when the product 15 sold on a rauline
basis, customer enicriaimment is nenher necessary not justified.

Sales Contest: The main atm of sales contests is 1o motivate the sales personnel
and increasc sales. and bring more profit to the company. Under tluis scheme,
special incentives in the form of prices or awards are offered. Some of the contess
prizes are cash awards. merchandise prizes, and special honor, e.g., winners could
be requested te appear ina TV show

Prive-aff: A price-off is <simply a reduction in the price of the product io increase
sales and is very often used in introducing a new product. A reduction in price
always increases sales but the usce of this technique shouid be carefully considered
in e current market situation. According to various researchers on sales
promotion, price-offs should gencrally be considered for introducing new brands
or eassting brands with new uscs: lor producis/brands, which are already doing
better than the competing brands and n conjunctian with sales actevities aimed at
increasing retail distribution. 1n 1997 price cuts of as much as T 4.000 1o T 5,000
on almost all praduct lines led 10 a whopping arowth of 25 percent in television
and retrigerator sales. Again, in 1998, Videocon aunounced a price reduction in
color TV and refrigerator prices. The same price war continues in the Indian white
goods industry and the customers are deriving value by continuous reduction in
prices.

Refund: A refund may consist ot straight cash, coupon values or a product offered
to the consuner in return for a proof ot purchase of a specified product or service.
Refund is also an ctfective tool of sales promotion. It is an offer made by a
manu(acturer to give back a certain amount of moaey to a consumer.

Point-of-Purchuse Materigi: Pomt-o[-Purchase (POP) materials are sales
promation mawrial displayed at the point of sales. The POP display persuades,
reminds and gives details o the consumears about a specific brand. Many fast
moving consumer goods and personaf care product category companies use this
mcthod,

Couprons: These are cerlificates entitling the owner of the certificate o a stated
saving on the purchase of a panicular tem. The coupon can be with the pruduct,
afached to the product, with the adverisement and can be sent by mail. The
coupen tedemption rate in India is low. Coupons arc an cffective tool for
piomating mature producis and inducing trials for new products.

Price Packs: These are special packs given by the company in which consumers
are offered a saving on ilie regular purchase. The amount of saving is flagged off
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in the package of the product. They can be reduced price packs (a pack sold at a
reduced price, branded packs (wo related products handed together).

Premiums: These are merchandise offered at a lower cost or free as an incentive
to purchase a particular product. A premium is a product accompanied inside or
on the package. A [ree in the mail premium is mailed to consumers when they
send a proof of package. A self-liquidating premium is sold below normal retail
price to consumers who request it.

Free Trials: These (rials invitc prospects to wry the product without cost with a
hope of closing the sale in future.

Patronage Awards: These arc the value in cash or in other forms that are
proportional 1o patronage of a certain vendor or group of vendors.

9.11.2 Sales Promotions Directed at Trade Partners

Following are some of the popular trade pramotion schemcs used in the Indian
context:

Sales Competition: In this case, ihe dealers arc motivated to participate in the
trade promotion program with a reward programme hnked to their performance.
For dealers, sales competition is arranged, prizes are announced or special offers
arc made 1f they show a substantial progress in sales.

Boosters for Denlers: In a bid 1o reduce its mounting inventories and boost the
sapging morale of its dealers, companies offer two percent discount to dealers on
purchase of a truck it payment is made up-front. Also concessions on interest rates
are offered to expedite payments. These ineentives are drawn up after getting a
feedback from the intermediaries. These kinds of programs are called beosters for
dealers.

Price Offs: If the tradesman purchases a certain number of units within an
announced pericd, he obtajns a straight price oft or discount on the quantity
purchased. This motivates the dealer to buy larger quantities and also support a
new product. Che trader is free to usc this moncy for preater profit booking,
advertising or cansumer price reduction.

Free Merchandise: These are the free poods given 1o intermediaries who buy a
desired quantily of the product. The imermediaries arc free to sell these goods ar
use for personal consumption.

Allawances: Many eompanics provide diflercat kinds of trade allowances in the
form of advertising allowances and display allowances. The manualacturer bears
the cost of store advertising and sometimes rewards [or displaying his product or
brand i the store.

Tradeshows and Conventions: These are the tradeshows and conventions
organised hy mdustry associations and govermment within and outside the
country. Companies sponsor their dealers and other intermediaries for
participating in trade shows and conventions. This serves both as a motivator and
dispiay for company’s products and services.

Specialty Advertising: These arc advertisements consisting ol wscful, low cost
ilems bearing the company s name and address that peopic in the trade give to the
prospects and customers.

9.11.3 Sales Promotions Directed at Sales Force

The other key player in product and brand promotion is the sales force, which also
carries the messape and the product fo the end consumer. Companics organise sales



force promotion programmes to motivate them 1o support the company’s offerings.
The tools used for sales force promation include sales and contests, canferences and
seminars. higher commissions and bonus and international tours. Many of the trade
promotion tools are also used for sales force pramotion,

9.12 PUBLIC RELATIONS (CORPORATE
COMMUNICATIONS)

Many people contuse public relations with publicity, which refers to getting new
media coverage. Bui public relation is broader in scape. As per the definition of Public
Relations Society of America (PRSA), public relations help an organisation and its
public to adapt mutually to each other. Public relations focus on an organisation’s
relationships with its public. By public we mean a group of people with whom the
company or organisahiom has to interact in creating and delivering value.

9.12.1 Objectives of Public Relations Programme

Prafessivnal public relations programines help business organisations accoinplish their
objectives. They can fulfitl some of the objectives listed below:

® Presenting a tavourable image and its benefits.

8 Promotion of products or services.

e Detecting and deaiing with its publics,

& Dcterminmy the orpanisation’s posture in dealing wath i1s publics,
o (oodwill of the employees or members.

o Prevention and solution of labour problems.

® Tostcring the govdwill of communitics in which the organisation has units.
®  Guoduill of the stockholders or constituents.

®  Overcoming misconeeptions and prejudices.

o Forestalling stracks.

s (ioodwill of suppliers,

& Goeodwill of the government.

o Coodwill ot the rest of the indusiry,

e Goudwilt of dealers and attracting other dealers.

e  Ability to arntract the best personnel.

e LCducation af the public in the use of a product or service.

e FEducanon of the public regarding a point of view.

o Goudwill ol customers or supporters.

e Ipvestigation of the attitude of various groups towards the company formulation
and puidanve ol policies.
® Fostering the viabitity of the society in which the orpanisation functions.

e Dircciing the course of change.

9.12.2 Taols of Public Relations

Public rclations have its origin in publicity with a broader focus as it addresses a wider
sct of audience. David Yale defines publieity as supplying information that is factual,
interesting, and media newsworthy and not controlled by the company. Pubiicity, a
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critical aspect of public relations, is described as the process of planning, executing
and evaluating programs that encourage purchase and consumer satisfaction through
credible communication of information and impressions that identify companies and
their products with the needs, wants, concemns and interests of consumers. Public relations
invalve aclivities related to persuading of customer and prospects to buy {or continuc fo
buy) the firm’s products and services, We list here a set of publicity tools.

Press Releases: The press release is the basic building block of a publicity
program concerned with story placement.

Fact Sheers: Fact sheets include more detailed infonmation on the produclL its
origins, and its particular features.

Press Kits: The press kit pulls together all the press releases, fact sheets, and
accompanying photographs about the product into one neat package.

Video News Releases: The Video News Release (VNR) is the video equivalent of
a press release.

Employee/Member Relation Programme: Corporale public relations people often
spend a great deal of (ime developing employee communication programs,
including regular newsletters, informational bulletin boards and internet postings.

Community Relutions Prograome: Many companies actively encourage their
employecs to take part in community organisations and local corporations are
otten major sponsors of community events and activities such as art presenlations.
bloud donation drives and educational activities.

Financial Relutions Programmes: Financial rclations people are responsible for
cstablishing and maintaining rclationships with the investment community,
including industry analysers, siockbrokers and joumalists specialising in financial
rCporting.

Industry Relations Programmes: The primary public that indusiry relations
specialists dcal with is other businesses operating within the same industry, as
well as trade associations.

Development/Fund-raising Programme: This is a particularly important arca for
not-for-profit orgamisations such as art organisations, educational institwtions and
communify service programmes.

Special Events: Event marketing is rapidly gaining popularity. Besides linking
their brands 1o existing events. markelers are also creating events of their own,
designed (o reach special rargets.

House Ads: A company uses various media like newspapers. magazines and
broadcast stations to prepare advertisements for the intemal public. Public
relations program manages thesc house advertisements.

Public Service Announcements: These are ads for charitable and civic
organisations that run free of cost on television or radio or in the print media.
These are called public service announcements.

Corporate Advertising: This kind of advertising promotes corporate image or
corporate viewpoints. These advertisements do not talk about products and
services.

Publications: Companies publish various publications in the form of pamphlets,
booklets, annual reports, books, bulleting, newsletters, inserts and enclosures and
position papers.



®  Speakers, Photos and Films: Many companies use speaker bureaus 1o
communicale with people about topics of public’s interest. Some public like news
media also want pictures and video films for use in their media.

o Displuys, Exhibits, Events and Tours: [xhibits, displavs, tours and evenis are
tmiportant tools {or public relatioas. Companies use displays and paint of purchase
materials for image building.

9.13 INTERNET

Internet revolution has developed an alternate way of living for us. Online buying has
become one of the altermative living patterns in the twenty first century. Peaplc are
showing higher witerest in online marketing as it provides a real Lime, interactive and
personalised environment for the marketers to transact on anline storefronis.

Some of the important features of the internet advertising arc discussed below:

® Reuaching the Yarget Audience: The adveriiser can select the right demographic
profilc and geographic location. Reaching the tarpet audience even with an
sverage ad message oflen proves to be far more effective than incfTectively
reaching the poatential customers with the most brithant ad Using sophisticated
software, the advertiser can larget the individuals with considerable precision
using customised and interactive messages and there is almost no waste. Target
marketing has never achieved this level of precision and cost effectiveness.
Intemnet delivers ad banners 1o the most Iikely prospects and bocause of Ms
iMeracline nature, ajlows the potential customer te know more abour the product
or service and make purchase online. Real-time reporting ofiers the flexibility to
react more quickly.

e Evaiuation af the Ad: Online advertising is a complex eyeball game. 1 is quite
challenging (ask c¢ven for highly talented creative prolessionals to devclop
cffecrive ad banners on web. There are expert services available that evaluate
banner creativity before executing a complete advertistny schedule. This is a great
advantage with the Web that within 48 hours the advertiser can lcarn which ads
are mare successtul in achieving the highest audience response.

o  Frequency wnd Banner Burnour: The advertiser can and should comrol and
rutate banners in a sertes. In most cases. it an ad is seen oo many times the
adverteser is probably wasting the money. On the other hand. if the ad exposures
are 100 lew, the ad message is quite unlikely to have the desired hmpact on the
target audience. It has been observed that afier the fowrth immession. ad banners
have litlle impact and the response rates drop ander 1%.

® Placement of the Ad: Placing of an ad on websites and web pages that have
relevant coptent will ahnost always be visited more often by the targel audience
and effectively help branding efforts of the marketer. Media planpers have the
advantage of scanning numerous web pages carefully before placing the ad
banners that match the lard down criteria

9.13.1 Types of Internet Advertising
The various types of internet advertising methods arc explained below:

e _Ad Banner: Ad banner is the most basic fype of [nternet advettising. 1t is like a
bitlboard that appears across the top or bottom of a weh page and when clicked
upon by the user, it sends him/her 1o the advertiser's site. The size of the banner is
about four and a half inches wide by one and a half inch. Other names given to
banners include side panels, skyscrapers and verticals.
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Website: A website is in {act a location on the Intemet rather than an ad where
anyone can come to find out about the company, its products and/or services. 1t is
used as a brochure to promote the company's products or services. There are some
campanies who use their websites as a source of information and entertainment
and encourage Internet users to visit often. Some other companies use the web as
an online catalogue storc, conducting business right on the Internet.

Ad Button: An ad button s a smaller version of banner that often looks like an
icon and usually serves to provide a link 10 advertiser's home page. Software
technologies such as Java, Acrobat. Cnliven and Shockwave have greatly
enhanced the effectiveness of banners and ad buttons with [ull motion and
amimation, Seme search engines, ike WebCrawler and Excite offer audio [atures
to advertisers that accompany a click on the banaer.

Sponsorship: Internel advertising of this form is becoming popular. Companies
sponsor the total sections of a publisher's web page, or sponsor single events for a
contracted period of time, Companies get considerable recognition on the website
in the form of integrating spunsor's brand with the publisher's content 25 an
advertorial, or with ad banners and buttons on the webpage. in exchange for their
sponsorship.

Interstitial: This 15 a relatively more recent form of internet advertising and is also
referred as the intermercial. This is an anjimated ad that pops up on the comnpmer
scrcen while downloading a website by the user. Adverhising ape has repored (hat
this type of ad is twice as effective as ad banners at generating higher levels of
brand awareness.

Classified Ad: This tvpe of internet advertising offers an excellent opportunity for
bocal advertisers and is becoming popular among advertisers, Many of the
classified websites offer free classified advertising opportunities as ad banners of
other advertisers already support these sites. A classificd ad is quite similar to the
ones that are seen in the newspapers.

E-mail: Many internel advertisers send e-mails that comain text and video,
sireaming video, newsietters and news relcases.

(Check Your ProzressJil

Fill inthe blanks:

1. The is a term used to describe the set of tals
that a business can use to communicate effectively the benefits of s
products or services to 1S customers,

2. Theterm promotion mix is indicating the level
of results compared 10 the expectations from the adoption ol particular
promolion nrix.

3. is an integrated process requiting participation
of various plavers working within and outside the organisation.

4, as an adverlising medium alfers advantage of
personification, speed and interactivity,

3. are genevally used to introduce a new product

and as a sales tool to attract the attention of prospective buyers,




9.14 LET US SUM UP

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

® The tepm oplimum promotion mix is indicating the leve! of results compared to
the expectarions from the adoption of particular promotion mix. It implies
maximum return for minimum inputs i the form of expenditure on various
promational tools employed by the company.

® Advertising is a paid form of non-personal comununication by an identificd
spensor through non-personal and atass media to inform, persvade and influence
an identified audience.

¢ Sales promotion aims directly at inducing purchasers 1o buy a product. It invaives
demonstrations, contests, prices-off, coupons. free samples, special packaging and
money 1efund offers. Personal sclling involves a face to interaction with the
customers wherein there is quick response and persenal confrontation,

e Sirncturing of the sales force is inportant for any organisation. Sales force
structares in mosl of the companies is based on geoyraphy, customers or products,
or some combination of these faciors.

®» For a company markcting just a single product ¢atcgory and selhng to different
scattered customers in on¢ industry, a territory-based struclure would be suitabie,

s  Designing of sales force is a very crivical task. 1t involves a series of steps such as
determining the size of sales force. recruitment and selechion of sales force,
training and compcnsating the sales force. inotivaiing the sales force and
evaluating sules force performance.

e Public retations are a diverse field incorporating a wide varien of activities in
support af buth corporate and brand goals.

e Ip publicity the media yather than the coinpany become the inforination source.
The credibility that comes from a positive news story can never come from an
advertising campaign

e Intemet revolution has developed an aliemate way of living for us.

® Online buying has become one of the alternative living patterns in the twenty first
century. People are showing higher interest in online marketing as it provides a

real tiume, inlcractive and personalised environment for the macketers 1o transact
on onhne storefranis.

9.15 LESSON END ACTIVITY

Cullect advertisemens and prumotional material of difterent companies and analyse
what concept have heen used by them 1o promote their produels or services.

9.16 KEYWORDS

Promotion: 1t is the publicising of a product, organisation or venture so as 1o increase
sales or public awareness.

Advertising: 1t is a means of communication with the users of a product or service.
Advertisements are messages paid for by those who send them and are intended to
inform or influence prople who receive them,

Personal sefling: it involves personal confrontation, response and cultivation.

e
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FPublic Relations: 1t is a communication process that builds mutually beneficial
relationships between organisations and their publics.

Communication: It is coordinated promotional messages delivered through one or
more channels such as print, radio, television or direct mail,

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

9.17 QUESTIONS FOR DISCUSSION

l. Explain promotion and its importance in increasing profitability of an

organisation.
2. Discuss the tnportance of optinal promotion mix,
3. What is adverlising? What rale does it play?
4. Who are the major playcrs in advertising? Discuss the various types of

advertising. Give some examples from the indian scenario.

5. Discuss the various types of media options available 10 the marketers for
promotion of their produets and services.

6. State the sales promotion direcicd at the consumers and irade partners.
7. How does a company decide the structure of sales lorce?

8. Discuss the steps in sales force design.

9. List the tools available for corporate communications.

10. Explain the [eatures of internet as a promotion mix clement.

Check Your Progress: Modecl Answer

1. 'Prowmotional mix'

2. Optimum

3. Intermediaries
4. E-maijl

3. Free samples
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10.0 AIMS AND OBJECTIVES

After studying this lessomn, you should be able to:

®  State the concept of personal selling
e Identify the selling technique elements

e Discuss the ways of imanaging sales force

10.1 INTRODUCTION

Promotion is communication with potential customers. Almosi every company can
benefit from personal sciling. Whilc face-to-face with prospects, sales pecple can pet
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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 influences on the customer.
They can ask guestions to find out about a customer’s specific interests. They can also
stay in tupe with the prospect's feedback and adjust the presentation as they move
atong. If and when the prospect is ready to buy, the salesperson is there to ask for the
order.

The terms ‘personal selling’ and ‘salesmanship” are often used without distinction.
However there are some vital differences between the two terms. Salesmanship is
scler initiated effort that provides prospective buvers with information and motivates
them to make favourable decisions concerning the seller®s products or services,
*Personal Selling’ is a highly distinctive form of promotion. 1t is basically a two way
communication involving not only individual but social behaviour also. It aims at
bringing the right products to the right customers. It takes several forms including
calls by company's sales representative, assistance by a sales clerk. an informal
invitation from one company eaecitive 1o another. It is employed for the purpose of
creatiny produce awareness. stimulating interest, developing brand preference,
negotiating price, etc.

10.2 PERSONAL SELLING

Personal selling invoives a face 10 Yace interaction wilh the customers wherein there is
quick response and personal confrontation. This allows for more specific adjustment
of the message. The commuuication message can be adjusted as per the customer’s
specific needs or wants. It offers the oppottunity to develop long-terin familiarity and
relationship. The salcsman becomes the representaiive of the company. The emphasis
accorded to personal selling varies acruss companies depending on a variety of factors
such as the nature of product or service and the type of industry. Marketers of
industrial products gencrally placc more emphasis on personal sclling and it plays a
nominal rele in companies selling low-priced consumer non-durables.

Salespersons, today, need to be smart, imeiligent and well groomed. People see as the
face of the company and make their views about the company by evalualing the
salespersons, Today, the work of rhe salcsman is not just limited to sales but
cultivation ol relationships. The sclling and relationship building techniques include:

10.2.1 Prospecting

The first reguircment in personal selling is narrowing down the selling effort to the
wargeled customers. Prospecung involyes developing and following all the leads to
idemuify potential target customers and this requires hard work and proper time
managemcnt.

Soinc companies provide prospect lists or customer retationship database to make it
casier for sales people. Customer cnguirics from different tervitories through various
sources, including company websile can be passed alopg to salespersons. Companies
can also acquire lists trom commercial sources providing this service. Other sources to
generate leads can be cumrent custoners. suppliers, resellers, trade association
members, various directories, or cold calling (calling unannounced on offices and
individual households), cte.

10.2.2 Pre-Approach

Once the salesperson idenlifies a sct of prospects and customers, the salesperson
should try o learn as imuch as possible about the individual or company needs. In case
of a company, the salesperson should collcer as much information as possibie about
the company’s products, competition. market, potential sales volume, the parchase



procedure, who is im olved in influencing purchase decision. wha is the final authority
for makenp purchase decision, and their personal raits. Salespersons scan company
websites, consult industrial reports and explore acquaintances. Kirk Smith, Elt Jones
and Cdward Blair report that properly organised salespersons usually develop some
system because they have too many demands on their time.

The salesperson should consider the available facts and set specific call objectives that
have measurable outcomes. The call objectives may not alway s be to make a sale The
aim might not always be to get an order but it could be o qualify the prospect,
information collection. or to get a sales order. In selling situations, where muliple
calls are necded, specific objectives should be set for every stage. The salesperson
should alsa derermine the suitable approach method and time In certain cases, this
may rcquire a phone call or a letter firsi, In some companies, telemarketing persennc)
get an appointment for the salesperson’s call.

10.2.3 Approach

It is extremely important for the salesperson to determine how the customer should be
greeted. The first impression is not just important but crucial to the success of a sales
call. The salesperson must look and act like a professional.

A salesperson should select an approach that suits herthis personality aad judgment
abour the specilic sales situation. Homer B. Smith has recommended differcit
approaches. Some proven techiriques include:

® dsk Questions: Questions should preferably be relevant 10 sales presentation,
® U'se¢ u Referral; Preferably someone favourably known to the potential vistomer

® Offer u Benefit or Service: This can be quite effective if refevant to cuslomer’s
need.

® Complensent the Prospecr: [t s a good way to establish rappon if there is
anythuitg the prospect has achieved.

10.2.4 Sales Presentation

Salespersans can use dilfercnt approaches to making sales preseitation. The oldest
method is (he siimulus-response theory of learning (sometimes called camned
presentation), This approach reflects the belief that a customer will buy a product or
service if exposcd 10 the right stimuli such as words, terms, pictures, acuons, CIC,
The salesperson memorises the sales presentation, including when to do what. and
with customer alter customer repeals it

A variation of simubus-response based approach is formulufed presewrarion, The
salesperson identifies the prospect’s needs and then makes a formulated presentation
Not much antention is given to encouraging the prospect involvement in the sales
presentation properly. The nead-sutisfactien approach starts with Lirst deterimining the
prospect’s spuecsiic product or service related needs and tailoys the presentation
addressing those needs, although encouraging the prospect o participale in the
prescntation and do must ol the talking.

Sales preseptations can be made more meaningful with use of visuals, samples, video
cassettes, computer-based  simulations.  testimonials, examples,  guaratces  and
demonstrations. It is useful to leave brochures and booklets. For group presentation.
now with technotogical advancements it is useful to make PowerPoint presentations
preparcd by professionals and offer the advantage of downloading them on the laplops
of audience. Such professionally prepared presentations can use animation to ¢larify
what cannot be explained by words.
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10.2.5 Handling of Customer’s Objections

All salcspersons, encounter sales resistance and this resistance uften takes the form of
objections. Some of these objections may be rational or may be purely psychological.
These may nclude product price and quaiity, company reputation, preference
for competing brand, postponing purchase, irrifation towards salesperson, etc. A
salespersan should be prepared to face such objections. However, no mader how well-
prepared a salesperson s, there is always a chance thal a eustomer may raise some
objection for which the salesperson has to come up with a solution immediately on his
own. The salesperson must possess a good degree of presence of mind. In most
situations, a good product and competition knowledge, and an understanding of
human behaviour 1s of considerable help to salespersans.

The salesperson should maintain a calm approach, be positive and make sure the true
nature ol prespect’s concem is understood. This requires first listening carefully,
asking questions Lo clarify the issue, and then understand the true nature of objection.
However, if the prospect doesn’t really needs the product, nor has any resousces to
buy it. the salesperson must thank ker/him for the tiime 1aken and leave business card
with the assurance of great service any time m future.

10.2.6 Closing the Deal

Closing rclers 1o asking tor the order. After making an effective safes presentation. the
salesperson is ready to ask for the order. Closing is the sum total of all the sales
presentation sleps. [t is the very reason [or which the prospect was contacted. Many
salespeuplc. perhiaps because they lack confidence, feel uneasy, fail to perccive the
positive cues mdicating the prospect’s readiness, and fail to take the step of asking for
order,

Sulespersons should {carn to mterpret meanings of queries, comments, statements or
prospect’s body language signals. As soon as possible, the salesperson must try (o
close the sales, During the presentation, at some point the salesperson may use a fricd
close. This involves assuming that the prospect is ready to buy and might ask which
model. size. colour, finangjal terims, guantity, delivery, cte. the prospect prefers. The
prospecl’s response to such questions indicates how close the prospect reslly is for
making the purchasce. The salesperson might also indicate the advantage of buying
now, or ofler some incentive to act just then. The salespersun inay also repeat strong,
poinis of agreement and (ake a decisive and confident approach and ask for an order.

In most business-to-business (B2B) buying situations, salespersons need to be skilled
negotiators during the sales presentation. The aegotiations may involve faciors
conceming pyice, quality. service, delivery, payment terms, etc. The salespcrson
should be able 10 negotiate and work out a final settlement to which both buyer and
seller are willing to agree to its lerms and conditions. 1t is a win-win situation for both
the parties when negotiations are concluded successtully.

10.2.7 Follow Up

Post-purchase follow up is very important i building customer confidence and
long-term relationship with the company. The salesperson contacts customer 10 learn
if there arc any problems and answers any questions that the customer does. e also
contacts customers regularly to ascertain that they are happy with their purchase and
offercd services. Relationship selling not just focuses on selling the product but to
understand changing customer needs, and solving their problems. All the company
departments must understand the vatuc of customer and provide appropriate backup to
sales people to strengthen this relationship. As long as both the customer and the scller
are successful in achieving their goals, the relationship continues to prosper,



10.3 SALES FORCE MANAGEMENT

We will discuss the topic of sales force jnanagement i two pants - sales force
structuring and designing the sales force.

19.3.1 Sales Force Structure

Suructuring of the sales force is important for any orgamsation. Sates fosce structures
in tnost of the companies is based on geography, customers or products, or some
cumbination of these factors. For a company marketing, just a single product category
and sciling to different scattered customers in one ndustry, a tesritory -based struclure
would be suitable. [f a company manufactures several different product categories and
sells to different types of customers, it might find a customer tvpe hased sales torce.

® Territory based: It is a fairlv conunon approach for struchuring the sales force.
Ficld sales people are assigned with the responsibility for direct or missionary
selling o a piven geographical area. This sales structure is fairly common among
FMCG comnpanics. The sales person would sell the company’s full range of
products and each territory is treated as a separale profit centre for the purpose of
analysis and evaluation of sales personnel, The selling expenses are generally tuw
because the sales person operates in a limited area.

e Product based: The sales people concentrate all their efforts on paciicular product
lines, brands or individual items This is oflen the case with companies who have
adopled product management or brand management system. Product based
sirueture suits companies with jughly unrelated and technically complex products
and in Jarge numbers. For example. markeiers seiling mainframe computers have
product bascd sales force structure, or companies dealing in complex laboratory
egquipment, oficn have product specialists.

®  Customer bused: Those favouring customer hased sales force structure believe
that it is belter to focus on customer necds and build close relationship with
clients. The customers may require specialised knowledge of rheir industry.
Companics selling 1o diverse industrics might structure thewr sales force based on
custamer tvpes. Xerox, IBM and Compagq are customer-based organisations. Somne
large publishers of textbooks have separate sales people who are spectalist in
different disciplines, and some large office cquipment manutacinrers use sales
reople serving only educational institutions,

10.3.2 Dessgning a Sales Force

Designing an effective sales force involves the following steps:

Determining the Size of the Sales Force

Companies have 10 determine the size of the sales force they need. Walier J. Semlov’s
15 1be oldest and best-known imethod to determine the size of sales force Acensding 1o
this formula, 2 company may add more salespecple until the fast additional member
equals the profit of the sales volume, the sales person s expected to produce. He
expressed this approach to calculating the size of the sales force 1n a simpie fonmula:

Sip-C=90
Where,
S = Expected sales votume each additional salesperson will praduce.
p = Expected profit margin on sales.

C = Total vost of maimrtaining the additional salcsperson ur the field.
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The main weakness in this formuola is ascertaining the accuracy of sales volume the
addiional sales person will produce. There are also certain complex quantitative
models available (o determine the sales force size.

Sometimcs companies detersine the sales force size by making calculations as under:

o Total number of custamers i classes (A+B) based on their estimated sales
volume,

o Multiply each customer class with its call frequency to determine the workload.

® Avcrage number of customer calls per salesperson per day.

e Total number of working days in a year.

e Divide the total number of calls in a year by the avcrage number of calls per
salesperson per year.

Recruiting and Selecting the Suiespersons

It is important for companies to employ and maintain an effective sales force, The
management firs) develops a set of gualifications that each applican! must satisfy to be
considered. Rccruitment and selection process invelves developing a list of sales
positions and selecting candidates to il the vacancies. Companies can recruit from
several sources, such as personal recommendations, educational institutions.
cmployment agencies, advertising the vacancies and other sources.

The pracess of selection varies widely fram otic company to another. It could be jusi
one personal intceview, or a more detailed process involving a preliminary interview,
group discussion, written test and detailed personal interview, and physical checkup.
Whatever be the recroitment and selection process, it should satsiy the company
needs 1o ascerfain specific information about potential candidates.

Through expericnce campanies develop more confidence i a recruitment and
selection procedurc that has becn found to be mare appropriate for a particular
company. Recruitment and selection of salespcople is an ongoing activity and not just
vne-uime decisions. As things keep on changing in marheting environment, companies
develop different marketing stralegies accordingly, and salespersons should be
available with required new skills.

Training of Saies Persons

1t is not uncommon in some companics to send the selected candidates into the field
without any formal training. This often leads to sales people having bad experiences
and some decide to leave the job. This also cavnscs companies 1o waste mongy.

To design a training programme, the management focuses on determining the
following training-related issues:

& The aim of the training programme.

@ The course content.

e Methods to be used.

® Who should conduct the training?

e The place where training will be conducted.
e Duration and time of training.

& Traming evaluation.

Well-managed companies arrange ftraining 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 responsihilities, company
products, their benefits, and applications, problems, services, warranties. terms and
conditions, distribution, selling skills and methods. For experienced satespersons,
there might be refresher courses for existing products/services. for new products and
certain selling skills,

Compantes use a wide range of training methods depending on the training objectives
and may include lectures, role-plays, demonstrations, case methad, video wapes and
films. on-the-job training, etc. The training programme may be conducted by the
managers in sales, senior sales people, technical experts within the company or
outside expens

Sales Force Campensation

Sales force compensation programmes vary considerably across industries and also
within the same industry. Before determining the compensation programme, the
company must examine the imporlance and value of salespersons to the company’s
selling efforts based on objectives, tasks. responsibilitics, and required qualifications
and experience.

The company should develop a compensation pian that would aitract, motivate and
retain top-quahity sules persons [t should give adequate income security. incentive for
achieving more. treedom and allow management of the pecessary level of control. The
coempensation should be fair, tlexible. econemical to the campany . easy to administer
and understand by salespersons. The company should also consider what is generally
the going rate n the industry.

Compantes take care to reimburse sales persons for selling expenses, offer cerntain
employee benelits and provide an adequate income. Generally, compcnsation
programmes use oue or more of the three basic approaches.

Under straight sufary system. salespersons reccive a specified monetary payment per
month or per weck, The salary may he raised at specified intervaly (2very year or
eVEry hwo vears, eic.).

In case of straiwhi comemission plan, a set percentage of sales ov ditferent levels of
percentage an ditferent levels of sales are used.

Under combination approach, salespersons are paid both a fixed salary and
commission on sales volume. Most companies use a combination compensation plan.
The reason for this plan’s popularity is that it provides all that is required for a good
sysiein of compensating salespeople, both, financial security and incentive for higher
than avcrage performance. ln additiops to, salary and incentive, some companies
provide additional parks such as company car, telephone and laptop computers to their
sulespcople.

Marivating the Sales Persons

Molivating sales force refers to making of deliberare efTorts so thar salespeople do
their jobs well. The first-fine manager plays an important role in accomplishing this
objective. The majority of salcspersons require encouragement and special mcentives
because of the very nature ol ficld working. Their working hours arc irregular and
they usually work alope. face tough vompetition from sales personnel of other
companies. and margover hardly succeed on every call.

The manager must understand the behaviour of salespeople (0 lead and motivate them
to obtain high levels of productivity. According to Kenneth Blanchard, 10 motivate
salespersans, managers need lo acknowledge and reward achievements and progress
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more often than just once a year. The sales management must appreciate the fact that
salespeople are human beings and they bave needs and wants. and accordingly create
a climate that allows them to satisfy these needs and wants in an agrecable manner.

Company should provide congenial working conditions, reasonable job security,
opportunity to achieve more and excel. Salespersons are more likely to be motivated
v do well if they really believe that their efforts will result in appropriate rewards.
Research findings indicate that money, recognition. respect, promalion, personal
growth and a sense of accomplishment are impoertant motivators for salespersons. The
importance of these factors varies across countries and cultures.

The rewards should be both financial as well as non-financial {psychological} for
vutstanding performance and achievements. Occasional sales contests, appreciation
letters and sales meetings are also helpful in motivating salespersons.

Defining the Sales Quota

Companies develop annual sales forecasts. Sales management assigns quotas 1o
different sales regions based on potcntial. Typically, the total of these sales quotas is a
little more than the lorecasted figures. ‘The whole idea is. if some salcs personnel fail
to achieve their sales quota. the company might stili be achieving its sales targets. This
is believed 1o be an approach 1o stimulate better performance from sales personnel.

Regional managers further divide the quols among area managers according to the
potential of different areas. Finally. area managers aliocate quotas to salespersons
operating in their sales lerritorics. Arca managers remain in closer contact with their
salespersons and have deeper understanding about their capabilities and their
territories. Based on these factars and company policy they may set higher but
anainable quotas, modest quotas that majority of the salespersons can achicve, or
variable quotas based on individual sales persons’ capabilities.

In some companies. there is a general approach lo quota setting and arca managers
detcrmine the percentage increase in area quota as compared to last year’s
achievement, The area manageys add one or iwo percent from their side in the
assigned quota, to be on the safer side and divides this among salespersons based on
their last year achievement. Salespersons generally consider this approach as fair
because everyone gets the same percentage increase in last year's achievement.

There is always a possibility that the quota sel. might be less than what an individual
is capable of achieving and also the queta might be high o achieve. Accuracy of sales
forecasts under the assumed set of controllable and uncontrolable market conditions
may also influence the sales performance of salespeople.

Evaluating the Performance of the Sulespersons

Evaluation of any business activity is ideally rclated to set objectives and standards.
The 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 frorn one company to anather.
Well-managed companies establish standards for evaluating sales performance and
also the intervals at which this would be formally done.

Johnson, Kurtz and Scheving mention some gencrally accepted principles of
evaluation salespeaple:

e Must be realistic and reflect terrifories, competition. experience. and sales
potential, etc. as they are.

® Salesperson must know when and how performance is evaluated.



e The evaluation must show a salesperson, what needs improvement and how 1o do
.

® |t must be mativating and stimulate the salesperson to improve.

® [Usnust furnish useful information about a salesperson and the work territony .
®  The salesperson must be involved in herbis evaluation.

® 1t must be based on abjective evaluation standards and not opintons.

o [t must 1ake info consideration he changing market conditions.

e [t must be specific to [if the company and the salespeopie

e [t must be economical.

Most companses use only quanittative criteria lo evaluate the performance, and some
other believe in ymaking yuantitative as well as qualitative evaluation of salespeople,
Quantitarive criteria (ocus on incasuring the nature and desired levels of performance,
and qualitanive aspects appraise those performance characteristics that affect sales
results. Various factors on which salespeople have very little or no control also affect
sales perfurmance, such as level of promotional support given 1o salespeople from the
company. competition and changing cconomic conditions.

10.4 FIVE MYTHS OF SALES PROSPECTING

The miy ths as<ociated with ~ales prospecting are discussed below:

Myth I: Prospecting is Sules

This s the number one mstake made by small business owners and sales
representalives. Prospecting is a separaie function from sales, just as marketing is
distincl from sales but closely linked.

Prospecting s simply discarding all the unqualitied leads and retaining the good leads.
The job of prospecting is to find qualified leads that may buy your preduci. Only after
this process is complete. should the selling begin.

Mytle 2: Prospecting is o Numbers Game

The old school of prospecting for business relies on contacting large numbers of cold
contacts. Llowever, quality supersedes quantity. You must find prospects thai have a
propensity and possible motive to buy your preduct or services.

There are a large number of financial houses, who provided sales representatives with
contact lists [pr mortgage and invesiments. The only problemm was most prospects
lived 1n a low income area and were highly unlikely to buy any financial product.

Myth 3: Scripes are for Kids

Many sales people insist on prospecting without any scripl. Scripting provides the
framework of a successful prospecting campaign. Tt allows you to test whal key
benefits and gualifying questians work. The script must be persenalised by the
individuaf so the presemiation does not sound "canned”.

Myth 4: Prospecting tukes Time

Prospecting takes oaly a fow minutes to determyine whether the lead wants your
benefits and can afford your company's product or service. [Don't waste time on people
unmotivated or unable 1o buy. Remember to focus on the goad leads.

2y
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Myth 5: Close them on the Appointment

lar too many sales representatives focus on setting the appointment. "Would IFriday
morniag or afterncon, be better for you?" Next week only 20% of appointinents show.
Witat went wrong?

Prospects will sometimes (ind it easier to agree to an appointment rather than saying
that they are not interested. 1 a prospect is remotely interested, then offer a much
subtier approach, send them an information package. This aflows you (o build intercst
and tum the lead from warm 1o hot.

Sales prospecting done right can have a huge unpact on your sales revenuc. It doesn't
take an annor suit 4and ygreal courage to deal with the fear of rejection duriag
prospecting. Just keep an open mind 1o challenge the old school of sales and the myths
of prospecting.

10.5 QUALITIES OF A GOOD SALES PERSONNEL

Some people say salesmen are born salcsmen. while others believe that lraining can
help in making good salesmeun. Irrespeclive of these opinions, good salcsman has
cerlain qualities and abilities as a resull he is able 10 perform bettcr than others, In this
section, we would discuss qualities of a good sales person. Philip Kolter has identified
two basic qualities of a good sales person namely, empathy and persuasion. But others
bave listed more. Somc of the qualities of a goud sales person are as follows:

o Ability to estimate customer's needs and desires: He is alert and quickly
determines what the customer wants and the best way to sell,

o _Ambition: Ne likes to do a good job and is interested in getiing ahead with your
company.
® Appearance: Appearances mean a lot today and the suvccessful salesman is neat

and organised. He presents himself well in persen. Also, he keeps his desk, books
and manuals neat and ready for usc.

® Business sense: lle understands that you arc in business to make a prefit and
quickly learns the ins and owts of yow organisation,

® Courtesy: He reveals a sincere desire to help custoiners and treats them as guests
even when he visits their places of business.

o  Creativeness: Imagiralion. vision and the ability to create idcas make your man
dynamic.

® Curiosity: He wants 1o learn all he can about his job, his products and his
customers.

®  Enathasiosm: There is noihing that can drain away a prospect's buying interest
more than a half-dead salesman. Dullness should be left al home. A salesman
must radiate enthusiasm during and after the sales call,

® Figure vense: e should have the mathematical ability 10 figure and fill up order
form corrcetly and 1o make the necessary reporis.

e  Flexibility: A good salesiman is able to adapt himself to a variety of customers,
Cach contacl may require a adapting the sales lalk, speech habits and even
appealrance.

® Friendliness: A salesman should be able to make people like him and he must
like to meet people.



® Handwriting: He must write Jegibly so that his paper work can be readily
understood by his office people and by his customers.

® Health: Good health generates energy and energy is needed to sell. Poor health
prevents maay salesinen from fulfilling their potentials.

o Jumregrity: A salesman must be trusted to do his job well. He cannot help but he is
successtul when his customers trust him,

® [nrerest in Jiis job: He likes selling and working for your company.

® Knowledge: In some business. an applicant must also have a through knowledge
of the highty spccialised products or services his employer offers. In some cases,
this knowledge can be gained only by years of experience.

® Loyalfry: He musi be able to impress upon his customers the idea that his company
is the best in the business.

e Mental abilities: He has the intelligence to understand your products and those of
your competitors. He must know how to usc words, to understand and direct
people’ and to reimember names and faces. He should alse be able to understand
prospective cusfomers and know how 1o act under vary ing conditions.

o  Mosivation: |le must have more than just an interest is se(ling. Psychologists have
found certain predominant patterns in men who have become really suceessfully
sales men. They hive in the present and not ia the future. They do want power over
others and prefer not to work under close supervision.

o Originality: tle is constantly searching for new ideas to be used in selling vour
products and will suggest betler ways of doing things.

e Persuasiveness: Very few products of any type actually seM themsclves. They
must be sold. Your personnei must have the abilily to make people agree, there arc
situations when persvasiveness may vary keeping in view ihe consumer's
response.

8 Poise: Hys maturity is reflected in his behaviour. He should be positive and
conf{ident. encreetic and businesslike. He should be able (o dewonsirate 1o vour
customers that he knows what he is 1alking about.

e Scif-starter: Your man works well without constant supervision and is able to
make decisions on his own.

e Speech: He can speak clearly anl maturely i a natural tonc. [le can emphasize
sales points with sincerity and friendliness.

10.6 SELLING AS A CAREER

Sales offer a goad start for those who desire for a managerial carecr. Generally,
youngsters prefer doing sales than any other job as it gives them the opportunity to
work with the customers directly. As a salesman, youngsters can uirderstand how the
business works from the bottom line. Following arc the specitic benefits that a
salesperson may enjoy if he is focused on his work:

Financial Rewards: Salespeople are considered as the best salaried employees in
the business. They earn more than the non-sales employees of the company. Other
than the incsement in the salary on an annual basis the salespeaple cam money
the form of the commission, bonus, cash prizes, etv. Commission is given to the
salespeople on the basis of order size or profitability registered by the company.
Bonus is given lo the salespeople when they exceed their predetermined target.
Salespeople can make as much money as they want by getling the business to the
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company, which depends on their abifity o sell. This rewards system attracts lots
of youngsters towards selling career.

® Perks: Apart from eaming good money, salespeople do enjoy the facility provided
to them by the company in the form of “Perquisites or Perks™ It includes car,
apartment, mobile phone, laptops, etc. which acts as a motivational factor tor the
salesman. Also it may be in the form of discoun! coupons of restaurants, vouchers
of branded apparels, tickel for cricker matches. eic. These perks are given to those
salespeopie who perform well and give profits to the company. They are known as
the non-cash rewards. For example, Bank of America gives its cmployees the
shopping vouchers when thev achieve their turget.

¢  Recognition: Sales careey offers the salesinan a high degree of recognition. Giher
than the rewards in the formi of cash and kind, the successful salesman get
recognition from the top management. The salesman is then asked [or their advice
in important decision regarding sales management. Also. he gets the apportunity
to train his subordinates.

o JIndependence: 1n the sajes job, the salesman is empowered by their seniors ©
perform the given responsibilities with full autonomy. Successful salespeople are
free to set their own working hours, their seniors hardly supervise them and they
develop their unique style of selling. Even aflier enjoying that much liberty.
salespeople still enjoy the same benefits that are given te the other vmplovees of
the company. If the salesman achieves the target of the day by afiernoon, he mav
be allowed to leave and rest at home also.

e  Adventurce and Satisfaction: Sales job is very challenging and adventurous at (he
same {ime, as the salesman deals with a plethora of varicd customers daily. Each
customer has different needs and problems which bring freshness in the work, A
successful salesman does not gef bared of his work because he can sense the
novelty of his work each time he venwres out. Afso, his job gives him the
satisfaction m terms of money and providing the customers what they need. The
feeding of solving the problems of the customer by offering him a suitable product
gives satisfaction to the salesman. Today, the youngsters prefer working In an
cnvironment of a challenging job. Selling is a best suited carcer option for those
who lave adventure and challenges.

e Job Security: The salespecople are ¢considercd as the tifeblood ol the organisatians.
When it comes to hiring and firing the stat¥, sales staft is hired [irst and fired in
the end in any organisation. When it comes to lay-off, the organisations do not
contemplate in removing tie sales personnel as they arc the only source of getting,
the busincss or orders. This signifies the importatce of sales personnel in an
ofganisation.

10.7 FUNCTIONS AND DUTIES OF A SALESMAN

Personal selling involves much more than just selling products and sevvices. fis aim is
io provide satisfaction 1o the targeted customers by offering them value addition and
wani satisfying products and thus generate sevenue and profits for the business. Thus,
salesman is goal oriented.

The sales representative is usually the firm’s major source of public rclations. [n their
day-to-day duties salespeople represent the firm and its products as in the above figure
a sale represcntative is showing a saree to the target to show its peculiar attributes.
Their personalities, attitudes, dealing with customers, cooperation and empathy not
only influence their sales potentia} but also reflect on the organization they represent.
Communicating with buyers more often creates poedwill, improving customer



satistaction and loyalty. A salesiman is responsible to perfarm various (unctions such

as.

To attruct customers for the business: A salesperson is supposed to aftract
customers to buy the firmi’s merchandises. This will lead 10 increase in sale. New
customers may be attracted through proper interaction or by providing fuli
information ahout the product by distribulion of saniples, displavs of products, etc.

To satisfy the needs of the consumers: Wodern marketing aims to recognise and
meet the needs of the customers. He has to study and identify the demand of
targets befare offering them any goods or services by asking them directly about
their expectations. Like a Eureha Forbes sales represeitative gencrally starts their
conversation with the client by asking for a glass of pure water and then (esting
the pucity of available water with their instrument. On the basis of their resuli of
purity of water they start intraducing iheir product like for hard water they can
offer RO and for soft water, they can offer and demonstrate the utility of diflerent
maodels of aqua guards 10 the clients 1o sansly their demand for pure water, Thus,
the identification and satisfaclion of the customers’ needs is more important as
compared ta selling the goods or services.

A salesman is always ready to handle the objections of the customers. Dutics ot a
salesman are discussed below-

Selling: The fundamental duty of a salesman is selling. Tlus duty includes
meeting the prospects, presentiny and demonstrating the products, inducing ihe
praspecis to buy, taking orders and effecting salcs.

Guiding the buyers: A salesman should guide the buyers in buving the goods they
want.

Attending 1o complaints: A salesman should autend to the comqnlaints of the
customers immnedtately and try to settle their gricvances quickly and sincerely.

Collection of bills: Sometimes, a salesman may be required to collect the
outstanding bills relnting to the goads soid by him. In such a case. he has to collect
the bills and vemit the amount to his fimm.

Collection of credit information: A salesinan may, sometines, be required 10
collect infornation abouy the credit-worthiness of the customers. In such a case,
he has to collect detailed information and submit it to his firm i time.

Reporting: A salesman. espevially a traveling salesman. is required to send daily.
weekly or inonthly reports te his firm, providing intermation about the calls made.
sales effected. services rendered. route schedule, cxpenses incurred, business
conditions, competition, if any, cte.

Organising: A salesman. j.e.. s traveling salesman, is required (o organise his lour
programme. Hv has to prepare the route and rime schedules for his tour sa as to
systematize his sales efforts.

Attending sales meetings: A salkesman s required (o attend the sales eneetings
convened by Iis employer at periodical intervals to discuss the markering
problems, sales promotion activities. sales policies. elc.

Touring: A traveling salesman has to undertake touring regularly 1o cover the
sales tcrritories assigned to him.

Arranging for packing and delivery: A salesman_ ie.. a counter salesman. has to
arrange for the packing of the goods sold and 1he delivery of the packages 10 the
buyers.
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Window and counter displays: A salesman, i.e., an indoor or counter salesman,
has to arrange for the window and counter displays of the products in an attractive
manner so as {o attraci or induce the prospects o buy.

Promaotion of goadwill: Every salesman has to build up sanhsfied clientele {ie.,
customers) for his employer and thereby pramote the geodwill of his firm.

Recruiting and Training: Recruiting new salesmen. wmparding training, by
accompanying them while making sales calls.

Working with Middlemen: Salesmen establish direct relations with middlemen -—
distributors, wholesalers, etc., and collect markel information and pass it on to
their firm.

Check Your Progress

Fill in the blanks;

i. The first requirement in personal selling is __down the
selling effort to the targeted customers.

2. A vanation of stonulus-rcsponse based approach is  formulated

3. Salespersons should learn to meanings of queries,
comments, statements, or prospect’s body [anpguage signals.

4. selling not just focuses on selling the product but o
understand changing customer necds. and solving thew problems.

5. Companics can from scveral sources, such as personal
recommendations, educational instiutions, employment agencies,
advertising the vacancies, and other sources, B

10.8 LET US SUM UP

Personal sefling involves a face 10 intcraction with the customers wherein there is
quick response and personal confrontation. This allows for more specific
adjustment of the message.

Prospecting involves developing and following all the leads to identify potential
target customners and this requires hard work and proper time management.

A salesperson should select an approach that suils her/his personality and
judgment about the specific sales situation.

Sales presentations can be made morc meamngfil with use of visuals, samples.
video cassettes, computer-based simulaiions. testimonials, examples, guarantecs
and demonsirations.

A salesperson should be prepared to face such objections. However, no matler
haw well-prepared a salesperson is, there is always a chance that a customer may
raise some objection for which the salespcrson has to come up with a solution
immediately on his own.

After making an effective sales presentation. the salesperson is ready to ask for the
order. Chosing is the sumn total of ali the sales presentation steps.

Post-purchase follow up is very imponani in building customer confidence and
long-term relationship with the company.



® Well-managed companies arrange twaining programme for newly selected
salespersons. The training period may range between a few weeks to few months,
The twaining, programme {or fresh salespeople is generally comprehensive.

® FEvaluanon of any business acrivinn is tdeally relaled 10 set objectives and
standards. [he areas of performance evalvation with respect to salespersons
generally  focus on somie combination of knowledyge, skills, performance and
personal characterislics.

e Sales ofter a goed start for those wiho desice tor a managerial career. Generally.
youngsters prefer doing sales than any other jub as it gives them the oppertunity to
work with the customers directly.

e Communicating with buyers morc often creates goodwill, improving customer
satisfaction and lovalty.

10.9 LESSON END ACTIVITY

A good sales foree management has a direct refation with profit of company. Focusing
on the said statement, share your experiences of communicating with saks persoens
during the purchases vou done in last visit to a retat! store of clothes apparel.

10.10 KEY WORDS

Personal Selling: |1 is a Tace-to-tface seiling in which a seller aitcmpis 10 persuade a
buver to make a purchase.

Prospecting: U is the first step in the sales process. which conststs of identifying
potential customers, aka prospects.

Training: |t is the aci of increasing the knowledge and skill ot an employee For doing
a particular job.

Recruiiing: 1t 1s the pracess of employing ncw pcople 10 work for o company or
arganisauan

Compensation: 1t can also bc money. a payment meaitt o give smneone a [air
exchange for their eflon and output.

Safes Quora: 1 is the sales poal set for a product line, coinpany division or sales
representative, TL helps the managers to define and stimulate sales etfort, Sales quota is
the mimimum sales goal for a set time span.

10.11 QUESTIONS FOR DISCUSSION

1. What is personal selling?

!J

Explain the techmque of personal selling.
Discuss the functions and dutics of a salesman.
State the qualities of pood sales personnel.
I:xptain all the steps to design a sales torce.
State the myths of sales prospecting.

Explain how the perfurmance of a sales persnn can be evaluated?

® MR U A w

Discuss the basis of forrming sales {orce structure.
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ff." . _ Check Your Progress: Model Answer
rinciples of Marketing
1. Narrowing

Presentation

Relationship

Recruit J

2
3. Interpret
4
5
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