
Marketing 
Management 

2MBA5 



2MBA5 

Marketing Management 



 

2MBA5, Marketing Management 

 

Edition: March 2024 

 

Compiled, reviewed and edited by Subject Expert team of University 

1. Dr. Abhishek  Pathak 

(Professor, Dr. C. V. Raman University)  

2. Dr. Ankur Shukla 

(Associate Professor, Dr. C. V. Raman University) 

3. Dr. Satish Kumar Sahu 

(Assistant Professor, Dr. C. V. Raman University)  

 

 

Warning: 

All rights reserved, No part of this publication may be reproduced or transmitted or utilized 

or stored in any form or by any means now known or hereinafter invented, electronic, digital 

or mechanical, including photocopying, scanning, recording or by any information storage or 

retrieval system, without prior written permission from the publisher. 

 

Published by: 

 

Dr. C.V. Raman University 

Kargi Road, Kota, BILASPUR, (C. G.), 

Ph. +07753-253801, 07753-253872 

E-mail: info@cvru.ac.in 

Website: www.cvru.ac.in 

 

 

 

http://www.cvru.ac.in/


CONTENTS 

Page No. 

Unitl Introduction to Marketing 

Unit2 Measuring Market Demand 10 

lJnitJ Marketing Implementation and Control l7 

Unit4 Marketing Environment Analysis 31 

UnitS lnfonnation System and Marketing Research 'JC) 

Unit6 Market Segmentation, Targeting and Positioning 57 

Unit7 Consumer Behaviour • Personal aud Organisational 73 

Unit8 Product Concepts g:) 

Unit9 Branding, Packaging and Labelling 100 

Unit 10 New Product Development and Adoption Process 124 

Unit 11 Product Ljfe Cycle 138 

Unit 12 Developing Pric ing Strategies and Pricing Methods 146 

Unit 13 Managing Marketing Channel and Physical Distribution 159 

Unitl4 Managing Marketing Communication 185 

Unit IS Changing Trends in Marketing Mix 200 

Unitl6 £-marketing 216 

Case Studies 224 





Unit 1 

Unit Structure 

• Introduction 

• Defining Marketing 

lntrc~duction to 
Ma.rt[eting 

• Needs, Wants and Demand 

• Concept of Exchange 

• Customer Value and Satisfaction 

• Evolution of Marketing Concept 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Leaming Objectives 
At the conclusion of this unit, you should be: able to: 

• Define Marketing 

• Differentiate between needs, wants, and demands 

• Realise the relevance of exchange 

• State meaning of customer value and its impact on customer satisfaction 

• Identify different marketing philosophies and marketing concepts 

• Explain concept and importance of marketing ,mix variables 

Introduction 
11,e change by itself in the business and marketing scenario today is nothing new to 
the world, to be looked at as a cause of alairrn. There have always been changes in 
every area of global societies. Some changes o,ccur slowly and are almost unnoticeable
in everyday life, while some others are so rajpid that the affected parties face a lot of 
difficulty in adjusting to them in t\"le short-nm. Most of all, businesses have a powerful 
tendency to welcome and embrace changes in the market place. lt is the change that 
throws up new opportunities and inspires businesses to take fresh paths - a welcome 
feature for marketers. 

Marketing practices have evolved gradually over an extremely long period of time. In 
the sense that marketing is defined, it has been around since ancient times. In those 
earliest days, human beings learned to e.xchan.ge things they needed with others. It can 
be assumed that the outcome of such exchanges was satisfying for concerned parties. 
Marketing as a c:Liscipline of study is relatively quite new. However, the purpose of 
exchanges then and now is the same - to satisJfy needs and wants. 

Market: A market can be viewed as any person, group, or organisation with which an 
individual, group, or organisation has an existing or potential exchange relationship. 
We c~n distinguish four broad markets: 

1. Consumer markets. 
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2. Business markets. 

3. Global or international markets. 

4. · Non-profit and governmental markets. 

Defining Marketing 
Marketing starts with customers and ends with customers. Creation of superior 
customer value and delivering high levels of customer satisfaction are at the heart of 
present day marketing. 

The American Marketing Association defines marketing as: 

"Marketing is an organisational function and a sef of processes for creating, 
communicating, and delivering value to customers and for managing customer 
relationships in ways that benefit the organisation and its s takeholders." 

Plulip Kotler says, "Marketing is a societal process by which individuals and groups 
obtain what they need and want throt:Jgh creating, offering, and freely exchanging 
products and services of value with others." 

Pride and Ferrel's definition says, 

' 'We define marketing as the process of creating, ctistributing, promoting, and 
pricing goods, services, and ideas to facilitate exchange relationships in a dynamic 
environment.'' 

"Marketing is a totaJ system of business activities designed to plan, price, promote, 
and d istribute want-satisfying products to target markets to achieve organisational 
_objectives." 

(Wilham J. Stanton, Michael J. Etzel, and Bruce J. Walker, Fundamentals of Marketing, 
McGraw-Hill, 1994). 

" It (marketing) is the whole business seen from the point of view of its final result, that 
is, from the customer's point of view." 

(Peter F. Drucker, Practice of Management,1954). 

Keeping in view the definitions of marketing, some important aspects of modem 
marketing can be d istinguished: 

1. Marketing is a societal process. 

2. Marketing deals with customer needs, wants, products, pricing, distribution, and 
promotion. 

3. Marketing focuses on delivering value and satisfaction to customers through 
products, services, ideas, etc. 

4. Marketing facilita tes satisfying exchange relationships. 

5. Marketing takes place in a dynamic environment. 

6. Marketing is used in both for-profit and not-for-profit organis.ations. 

7. Marketing is extremely important to businesses and the economy of a country. 

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. Th.is means that unless the inctividual feels 
deprived of some basic satisfaction, at least for this individual, the need does not exist. 
Humans have a long list of needs, some very basic and others complex. The basic needs 
are physiological or biogenic in nature, and individuals are born with them. These 
needs are essential to sustaining human life such as need for air, water, food, shelter, 
clothing, and sex. These basic needs are also referred to as primary needs. Other types 
of needs are those that individuals learn as a result of being brought up in a culture 



and society such as need to belong, acquire knowledge, self-expression, self-esteem, 
prestige, power, achievement, etc. These are considered as secondary needs, also called 
acquired needs and generally believed to be the result of an individual's subjective 
psychological make up and relationship with others. 

To differentiate between need and want, let us assume four individuals are hungry; 
their need is food. Assuming they have the resources to get involved in acquiring food 
to satisfy hunger, they go to McDonald's. Ot1e orders a vegetable burger; the second 
orders a puff, the third asks for a chicken bur~;er, and the fourth buys a huge ice cream. 
All of them are eating some variation of food ti::> satisfy hunger. The specific satisfier that 
an individual looks for defines the want. Then~fore, wants are specific satisfiers of some 
need. Individual wants are shaped by culture, life style, and personality. For example, 
an individual buys a Mercedes as a status symbol and a tribal chief in some remote area 
of Amazon rain forests sticks an eagle feather in his headgear as status symbol. 

To _satisfy any given need, different people may express a variety of wants and the total 
number of wants for all sorts of needs is appar,ently unlimited. Just because people have 
needs and wants is not enough to affect exchanges. The resources to acquire the products 
are limited for every individual and hence peo)Ple 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 are particularly 
interested in demand rather than just needs or wants. Marketing aims at identifying 
human and social needs and endeavours to satisfy them by creating, communicating, 
and delivering products and services. According to Kotler, marketers are involved in 
marketing 10 different entities: tangible products, services, events, information, ideas, 
places, persons, experiences, properties, and organisations to accompLish the objective 
of delivering satisfaction to customers. 

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 markef:ing. People can acquire what they need or 
wa.nt by pursuing socialJy acceptable behaviours or the behaviours not approved by the 
society. Two socially acceptable approaches of acquiring things include self-producing 
or exchanging what a person needs or wants. The third method, begging is viewed in 
some societies as a somewhat less than dignified way of acquiring things. The fourth 
approach may incltide behaviours such as shoplifting, burglary, or using potentially 
threatening force, etc., to acquire things, and these means are totally unacceptable 
by all civilised societies and punishable by law. The highly regarded way to ,acquire 
what a person needs or wants is the concept of exchange in marketing context. Both 
parties in an exchange offer something of vali..te, and freely acceptable to each other. 1t 
is understandable that parties involved in an exchange must first agree to terms and 
conditions laid-down by each party so that acitual exchange tal<es place. 

Marketer 

Something ,of Value 

(Goods, Service, Ideas, etc.) 

Both Parties Freel11 Agree to the 
Terms cmd 

Conditions of Exchange 

(Money, Credit, Goods, Labour) 

Something ,of Value 

Figure 1 • 1 : The Conc,ept of Exchange 

Customer 
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Customer Value and Satisfaction 
In developed and developing economies, consumers have several products or brands 
to choose from to satisfy a given need or a group of needs. Much depends on what 
consumers' perceptions are about the value that different products or services are 
expected to deliver. The sources that build customer e~pectations include experience 
with products, friends, family members, neighboursI associates, consumer reports, and 
marketing communications. Customer value is the ratio of perceived benefits and costs 
that the customer has to incur in acquiring that product or service. The emphasis here 
is on customers' perceptions and not the accurate, objective evaluation of value and 
costs, as customers often do not judge values and costs accurately. Value indicates that 
a certain product or service is perceived as having the kinds and amounts of benefits 
(economic, functional, and emotional) that customers expect from that product or 
service at a certain cost (monetary costs, time costs, psychic, and energy costs). Thus, 
value is primarily determined by a combination-of quality, service, and cost. The value 
to the customer can be made favourable either by increasing the total benefits at the 
same cost, maintaining the same benefit level and decreasing the cost, or increasing 
both the benefits and the costs, but the proportion of benefits is higher than the increase 
in costs. 

l 
Product Service --- lmoge Personal L-. Totol 
Volue - Volue Volue - Volue -Volue 

Customor 

4 Delivered 

1 I 
Volue 

Monelory Time Psyohic Energy Tolol 
Cost 

,_. 
Cost - Cost 

...._ 
Casi Cost 

Figure 1.2: Satisfaction Depends on Customer's Perceived Total Costs and Value 

Customers generally experience satisfaction when the performance level meets or 
exceeds the minimum performance expectation levels. Similarly, when the performance 
level far exceeds the desired performance level, the customer witi not only be satisfied 
but will also most likely be delighted. Therefore, rewarding experience with a given 
product or service encourages customers to repeat the same behaviour in future (buying 
the same brand). A delighted customer is likely to be comm..itted and enthusiastic about 
a particular brand is us1.1ally unlikely to be influenced by a competitor's actions and is an 
asset to the marketer, being inclined to spread favourable word-of-mouth information 
or opinions, When a customer's perceived performance level is below expectations, it 
definitely causes dissatisfaction and the brand (product or service) will probably not 
be purchased on any future occasion. In extreme cases of dissatisfaction, the customer 
might even 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. 

Level of Expectation 

Perceived performance Below minimum 
relative to expectafion desired performance 

More lhon eicpected Sotisfocfion • 

Same os expected Non-sotisfoction • • 

Worse thon expecled Dissatisfaction 

• Assuming the perceived performance exceeds the minimum desired level. 

••consumer is neither satisfied nor dissatisfied. 

Above minimum 
desired performance 

Sotisfodion/ Commitmeni 

Sotisfoclion 

Di51;otisfoclion 

Figure 1.3: Relationship of Expedotions and Satisfaction 



The key to inducing brand loyalty among customers can only be achieved by delivering 
higher value to delight customers than competitors. Satisfaction is basically a feeling of 
pleasure, and marketers should be aware of satisfaction deJivered by competitors and 
try surpass that level in an attempt to delighlt custom.ers. Delivering higher value can 
lead to delighting customers which, in tum, :seems to be the key factor in developing 
loyalty, more so if the brand generates emotional bonding. This emotional bonding is 
not just a preference based on rational contenit but is largely feeling-based. 

Evolution of Marketing Concept 
Since the later part of the 19th century, marketing has gradually evolved through various 
marketing orientations. These stages in mairketing evolution present a generalised 
picture and a sufficiently significant number of companies have adopted the most 
modern marketing concept or philosophy. 

Production Concept 
This concept, viewed as one of the oldest of managerial orientations, typically aimed 
at achieving as high an output as possiple. This philosophy assumed that customers 
would be more interested in acquiring conveJrliently available, reasonably priced, and 
well-made products. Keeping in view the market behaviour prevailing in times when 
customers did not have much choice, it was a sound approach. The focus of managers, 
generally having backgrounds in manufacturing and engineering, was to concentrate on 
achieving increasingly higher efficiency in production, lower production costs, and more 
intensive distribution. The Nation.al Textile Corporation (NTC) and all its subsidiaries 
are sticking to this philosophy while pr.oducing textiles for the huge, poverty-stricken 
population in this country. Their philosophy and positioning is reflected in their ad, 
''Clothiers of the nation with affordable prices." 

Selling Concept 
Selling concept evolved as a natural consequience of production concept and product 
concept. The marketer is primarily focused on selling the product that it unilaterally 
decided to produce. The assumption of this approach is that consumers would not 
buy enough of this product unless they are actively and aggressively persuaded to do 
so. This approach is known as ''hard-se11" and consumers are induced to buy what 
they do not want or need. The pmblem with this appwach is that it does not take 
consumer satisfaction into account. This often leads to dissatisfaction and unhappiness 
in consumers and is likely to be communicated by word-of-mouth to other potential 
consumers, discouraging them to buy the product. 

Marketing Concept 
After World War JI, the variety of products increased, people had more discretionary 
income, and could afford to be selective and buy only those products that more precisely 
met their changing needs and wants. HoweiVer, these needs we(e not immediately 
obvious. Sometime during the mid-1950s, 1there was growing recognition among 
American business people that merely effid.ent production and extensive promotion, 
including hard selling, did not guarantee that customers would buy products. With 
the passage of time, more knowledge, and exjperience, customers increasingly seemed 
unwilling to be persuaded. More and more c'ompanies found that determining what 
customers wanted was a must before making a product, rather than producing products 
first and then persuading them to buy. The key questions became: 

L What do customers really want? 

2. Can we develop it while they still want? 

3. How can we keep our customers satisfied? 
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Thus, the marketing concept era began. Marketing concept proposes that an organisation 
should focus on customer needs and wants, coordinate its efforts, and endeavour to 
accomplish organisational goals. Geraldine E Williams reported that the CEO of Nike 
said, "For years we thought of ourselves as a production-oriented company, meaning 
we put aJI our emphasis on designing and manufacturing the product. But now we 
understand tnat the most important thing we do is market the product" The major 
focus of all sets of organisational activities should be satisfying customer needs. This 
requires carefully listening to customers as a student listens to a teacher. Stanley F 
Slater and John C Narver reported that there is positive relationship between market 
orientation and performance. 

Relationship marketing is based on the prindple that current customers are the key 
to long-term business success. According to Frederick F. Reich.held, the importance 
of customer retention can be judged by observing some of the following benefits it 
provides: 

1. Acquiring new customers can be five times more expensive than the costs involved 
in satisfying and retaining existing customers. 

2. The average company loses 10 per cent of its customers each year. 

3. A decrease of 5 per cent in the customer defection rate can increase profits by 
25 per cent to 85 per cent, depending on the industry. 

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

Jagdish N. Sheth and Atul Parvatiyar are also of the opinion that it is to a company's 
advantage to develop long-term relationships with current customers because it is easier 
and costs less to make an additional sale to an existing customer than to make a new 
sale to a new customer. Neighbourhood grocery shop owners frequently reassure their 
frequent customers that if they are not satisfied with a consumable product, they can 
return it, even after some use and get the ftuJ replacement. They practice relationship 
marketing based on conventional marketing wisdom obtaining in India. 

Societal Marketing Concept 
Marketing concept was accepted widely among companies in developed and some 
developing countries and continued to evolve and take on new meanings. Not long after 
this, criticism started about the narure of its social responsibility. The emphasis shifted 
to how marketing affected society as a whole in an age of depleting and increasingly 
scarce resources, environmental deterioration, etc. It was good enough to produce 
what customers needed or wanted, and for achieving organjsational objectives, but in 
certain cases the concept could be in conflict with customers' and society's best long
tun interests. Societal marketing concept is a management philosophy that takes into 
account the welfare of society, the organisation, and its customers. 

Adoption of this concept requires that marketing decisions be made in an ethical and 
socially responsible manner. Companjes must pay attention not only to the short-term 
needs of customers but also to their long-term well being. This includes, for instance, 
e~cess fat content in ready-to-eat foods, toxic wastes, and environmental issues. 

The need is to strike a balance between the interest of customers, the company itself, 
and the society in which operations are conducted. Some responsible firms have started 
using recyclable packaging materials and products that do not harm the environment. 
Among the marketing tasks, demarketing is an approach that reflects the societal 
marketing philosophy. 

Many companies encounter several hurdles in adopting the marketing concept. For 
some firms, it is simply too difficult to understand the underlying philosophy ;:ind they 
fail to implement it. Other companies face a conflict between short-term and long·term 
objectives and have no inclination to sacrifice short-term gains for the sake of customer 
satisfaction. simply because the customf'r is not the major priority of top management. 



Holistic Marketing Approach 
There have been major changes i.n almost every sphere of human activjty over the 
last decade, like implication being that this requires fresh marketing thinking, a fresh 
approach to business, and this calls for a holistic marketing approach. This new thinking 
relies upon marketing research to define market segments, their size, and their needs. 
To more completely satisfy those needs, marketers need to have a more complete and 
cohesive approach to internal marketing, targeted marketing, relationship marketing, be 
visibly sociaJJy responsible, and make decisiions about the controllable elements of the 
marketing mix. 

Marketing Mix 

A marketing mix is the combination of the elements of marketing and what roles each 
element plays in promoting your products aind 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 Conc,ept of Marketing Mix' .. 

Now let us briefly discuss the elements of marketing mix. 

1. Product: The products or services offered to your customer: Their physica:l 
attributes, what they do, how they differ from your competitors and what 
benefits they provide. For example, Tata offers many products like cars, steel, tea, 
consultancy services etc. 

2. Price: How you price your product or service so that your price remains 
competitive but allows you to make a good profit. How price plays a role in your 
marketing strategy with respect to diff,erentiating your products or services from 
your competitors'. 

3. Place (Also referred to as Distribution)t: Where your business sells its products or 
services and how it gets those products or services to your customers. It may also 
be used in yourmarketingstrategy to d:ifferentiate you from your competition. For 
example, Amway uses direct distribution whereas Unilever uses multi-channel 
distribution. 

4. Promotion: The methods used to communicate the features and benefits of your 
products ot services to your target cusitomers. For example, Toyota promotes its 
brands by advertising, sales promotions, public reJations, sponsorships etc. 

5. People: An essential ingredjent to any service provision is the use of appropriate 
staff and people. Recruiting the right staff and training them appropriately in the 
delivery of their service is essential if the organisation wants to obtain a form 
of competitive advantage. Consumers make judgments and deliver perceptions 
of the service based on the employees, they interact with. Staff should have the 
appropriate interpersonal skills, aptitude, and service knowledge to provide the 
service that consumers are paying for. 

6. Process: Refers to the systems used to assist the organisation in delivering the 
service. Imagine you walk into Burger King and you order a Whopper Meal 
and you get it delivered within 2 minutes. What was the process that aHowed 
you to obtain an efficient service delivery? Banks that send out Credit Cards 
automatically when their customers old one has expired again require an efficient 
process to identify expiry dates and renewal. An efficient service that replaces old 
credit cards will foster consumer loyalty and confidence in the company. 

7. Physical Evidence: Where is the service being delivered? Physical Evidence is the 
element of the service mix which allows the consumer again to make judgments 
on the organisation. If you walk into a irestaurant your e..'<pectations are of a clean, 
friendly environment. On an aircraft i:f you travel first class you expect enough 
room to be able to lay down! 

Introduction to Marke/mg 

7 



Marketing Management 

8 

Physical evidence js an essential ingredient of the service mix, consumers will make 
perceptions based on their sight of the service provision which will have an impact on 
the organisations perceptual plan of the service. 

Student Activity 

1. Define marketing. 

2. Define the concept of marketing mix. 

Summary 
Marketing started in ancient times since people got involved in exchanges. As an 
academic discipline, marketing is quite new. The present day marketing is all about 
satisfying customer needs and wants profitably in a socialJy responsible manner. 
This presupposes a process of planning and executing the concept, through pricing, 
promotion, and distribution of products, services, ideas to facilitate satisfying exchanges 
and achieving company objectives. Exchange may take place in an effective manner 
only when there are at least two participating part(es, each of which has something of 
value desired by the other. These parties are capable of communicating with each other 
to offer available "value"; each party is free_ and willing to exchange "value," and each 
party believes that their deal is appropriate and likely to be satisfying. 

Marketing has evolved through traversing three major eras of: production orientation, 
seJJing orientation, and marketing orientation. Marketing concept is a management 
philosophy where the customer is the pivotal point. This requires first finding out 
customer needs and wants and work to satisfy them through coordinated set of 
activities, thereby achieving company objectives. Customer satisfaction and retention 
is the most important task for companies adopting marketing concept. The societal 
marketing concept proposes that companies do not operate in a vacuum, but take into 
account the larger societal concerns of welfare and not just focus on the customer needs 
in the short-term, 

Marketing mix is a model of crafting and implementing marketing strategies. It 
represents controJlable tactical elements. The most popular dassin,cation of marketing 
mix includes product, price, place (distribution), and prom?tion. 

Keywords 
Marketing: Creation of superior customer value and delivering high levels of customer 
satisfaction are at the heart of present day marketing. 

Negative Demand: Thjs situation is faced when a major part of the target market dislikes 
the product and may even pay a price to avoid it. 

No Demand: The customers may be unaware or indifferent towards the product. 

Dormant Demand: This may occur when the currently available products fail to satjsfy 
the strong needs that customers feel. 

Falling Demand: Sooner or later, companies face this situation with respect to their 
products or services. 

Fluctuating Demand: Many companies experience this pattern, the demand varying 
according to the season, or festiva ls, etc. 



Full Demand: This is a situation all cornp,mies aspire and work for. The task is to 
maintain the level of demand and keep paci~ with the changing customer preferences 
and ever increasing competitjon and ro.onU01r customer satisfaction. 

Excess Demand: At tJtis demand level, the company is unable to meet the demand level. 
The only option usually available is to find ways to decrease demand temporarily or 
permanently. 

Marketing Mix: Marketing mix is a major concept in modern marketing and involves 
practically everything that a marketing company can use to influence consumer 
perceptions favourably towards its products or services so that consumer and 
organisational objectives are attained. 

Review Questions 
l. How would you define marketing? Discuss the evolution of marketing. 

2. Do you know any company in India that has adopted marketing concept? Give 
suitable examples to justify your opinietn. 

3. Discuss the concept of exchange. What conditions are necessary for exchange 
to take place? Mention an example that does not involve money in affecting 
exchange. 

4 . Are there companies still operating as production oriented and sales oriented, in 
your view? 

5. Why has marketing concept acquired so much importance .in modem day 
marketing? 

6. Discuss in detail the important principl,es on which implementation of marketing 
concept rests. 

7. Why should the marketing manager be a part of top management team, and why 
should the CEO be marketing oriented? 

8. What is meant by the term 'coordinatedt marketing'? Why is it necessary? 

9. What is the signif icance of customer satisfaction and customer retention? 

10. Discuss the difference between sales orientation and marketing orientation. Give 
suitable examples. 

Further Readings 
Philip Kotler, Marketing Management, Prentice-Hall, 11th Ed. 2003. 

William M . Pride and 0. C. FerreJ, Marketing:- Concepts and Strategies, Houghton Mifflin 
Company, 2000. 

Philip Kotler, "The Major Tasks of Marketing Management," JoumaJ of Marketing, October 
1973. 

Kotler and Sidney J. Levy, "Demarketing, Yes,. Demarketing," Harvard Business Review, 
November-December 1971. 

Neil H. Borden, ''The Concept of the Marketing Mix," Journal of Advertising Research, 
vol. 4, June 1964. 

E. Jerome McCarthy, Basic Marketing: A Marui,gerial, Approach, 1996. 
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Unit 2 

Unit Structure 

• In trod uct.ion 

• Market Potential 

• Company Potential 

• Company Sales Forecast 

• Forecasting Methods 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Learning Objectives 

Measuring 
Market 
Demand 

At the conclusion of this unit, you should be able to: 

• Describe the concept of market potential 

• Realise how to forecast the company sales 

• Discuss various methods used in forecasting 

• State concept of Delphi method 

• Explain econometTic models 

• Realise how to conduct market tests 

Introduction 
At best, the future remains uncertain. It would be different from what it is now and 
different from what one expects it to be. Only seers know for sure what the future 
holds. Nevertheless, managers develop plans based on what they anticipate the future 
is likely to be. The future is inherently uncertain in the rapidly changing present day 
markets. Consumer needs, wants, and preferences shift; macro trends seem to be in a 
state of perpetµal change; competitors come and go; and new teclmologies displace the 
oJd ones. Despite this, demand forecasting plays a key role in all kinds of planning and 
budgeting in each and every area of b.usiness and other organisations. Development 
of forecasts is usually spread over three stages. First of all, the forecast is developed 
for macroeconomic conditions. Developing forecast for the industry fol lows this, and 
finally the forecast for the company is prepared. Companies develop forecasts either 
internally or buy from outside sources such as independent research providers. If the 
forecast is developed internally, it is the marketing department that is responsible for 
preparing the sale forecasts. 

A sales forecast refers to an estimate of sales in monetary terms or physical units, in a 
future period of time, under an assumed set of macro-environmental factors influencing 



the business unit for which the forecast is made, under a given marketing programme. 
The forecasts could be for the entire comparny, a division, a product line, or a single 
product/brand. Short-term forecasts are a ls,o called operating forecasts. Long-term 
forecasts, generally for three or more years, are used for planning production capacity 
and long-run financial planning. 

Market Potential 
Market potential (industry potential) refers to the highest possible expected industry 
sales of a product or service. Market potential often serves as a starting point for preparing 
a sales forecast. For instance, Samsung or Godrej woul\i be interested in knowing the 
market potential for refrigerators. Assuming that 30 per cent of the households have 
enough income to buy refrigerators, this woul'd be the size of the total market. To put it 
differently, the market potential represents the uppermost limit of market demand for a 
given set of anticipated conditions. 

Company Potential 
Company potential is a quantitative estimate of maximwn possible sales opportunities 
for a company within a given market area for which the forecast is made under assumed 
ideaJ conditions and marketing efforts. This refers to the company's sales potential and 
represents its share of market potential. The absolute 'limit of company potential is the 
market or industry potential Market share is the percentage of market controlled by a 
particular company or product. 

Company Potential = Per cent Mairket Share x Market Potential 

Company Sales Forecast 
Company sales forecast represents the sales estimate that the company actually expects 
to achieve, based on market conditions, the ,company's resources, and its marketing 
programme. The sales forecast of a company is less than the total company potential 
because companies have limitations of resources. 

Established and well-managed companies generally employ more than one method 
to prepare a forecast. There are two broad approaches: top-down and build-up 
(bottom-up). Under the top-down appr0ac:h, a top manager or a group of managers 
p repares an overall forecast. Build-up approach is often used by decentralised 
organisations. Each region, district, and divisiion prepar:es its forecast and all these are 
aggregated to create the forecast of the company as a whole. Let us consider a company 
that has four sales divisions; each division has _five districts, and each district has five 
regions. Using a build-up approach, each r◄egion prepares its forecast; each region 
submits its forecast to the district; each district aggregates this forecast and forwards it 
to the division. At the division level the forecast from districts is aggregated, and finally 
a t the marketing manager level the forecast frc)m each division is combined, often with 
some necessary modilications, to culminate in. the final forecast of the company. 

Forecasting Methods 
Two types of forecasting methods are used to prepare the sales forecast: 

1. Qualitative or Judgemental Methods. 

2. Quantitative Methods. 

Qualitative Methods 
Qualitative or jud,gemental methods consideK factors related to expertise and human 
judgement. These methods are generally used in conjunction with some others to build 
more confidence in the foree.ast. Qualitative approaches have the advantage of adjusting 
to sudden shifts in environmental circurnstanc::es. 
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Jury of ~xecutive Opinion 
This is perhaps the oldest method to prepare a sales forecast. Robin T. Peterson found 
that it is still used by many companies. A committee of senior executives from various 
disciplines such as marketing, sales, marketing research, production, ?Ccounting, 
and advertising is formed and given the responsibility to develop the forecast. Each 
member provides an estimate of future sales, often along with written justification 
of their estimate. The opinions so collected are then analysed at a group meeting and 
synthesised through collective judgement of individual estimates. 

This forecasting method is quite simple and uses the experience and expertise of senior 
managers from many functional areas. The limitations are that the forecast is reliable 
only to the extent of correctness of the judgements of committee members and also 
the extent of having sufficient up-to-date market knowledge or current information on 
which to base their forecast. Besides, breaking down this forecast into more detailed 
estimates, such as product"wise or territory~wise estimates is quite difficult. This 
approach is guicl< and inexpensive, but hardly scientific. 

Delphi Method 
This approach is a slight variation from the executive op1mon method. A group 
of experts expresses their views on different relevant issues such as the expected 
direction of future business conditions, technology, business activities, new product 
development, and expected market changes. These experts are often from academic 
and technical institutions, industry, and independent or government agencies, etc. 
The experts are kept apart and they give their individual anonymous forecasts. These 
forecasts are reviewed and compiled by the in charge of the group and returned for 
a second round of estimates. The el<perts are also informed of the groups' average 
estimates. This procedure is repeated tiH a consensus forecast finally develops. This 
method has the advantage of eliminating group p ressures of a committee discussion. 
Used i.h conjunction with some statjstical methods, it generally produces a reliable sales 
forecast, with fewer errors. 

Sales Force Composite Method 
This is a build-up method of preparing a saJes forecast. The assumptions in using this 
method are that sales people are the company's ambassadors in close contact with 
customers and prevailing market conditjons and besf qualified to estimate future 
sales in their individual territories. The sales people are asked to estimate the sales 
in their territories for a specified future period. These forecasts from each salesperson 
are combined to pl'epare a composite sc\les forecast. At the regional level, some minor 
adjustments are often made in these figures. 

The disadvantages of this method include; poor judgement of salespersons about future 
sales, because of their emotional involvement. They may also become too optimistic 
or pessimistic due to their recent experiences. Some may report a lower figure as 
the forecast would affect their next year's sales quota and their judgement may be 
influenced either way by tne recent sales success or otherwise. It is quite possible that 
many of them may not be aware and in a position to understand the impact of future 
macroeconomic conditions. 

Survey of Buyers' Intentions 
This method could be more appropriate for industrial markets, where the potential 
purchasers are well- defined and limited in number, are willing to cooperate, and their 
past record proves a consistent relationship between their buying intentions and actual 
purchases. The marketer can conduct a survey to collect potential c::t.istomer responses. 
The sample of cu_rrent or potential customers is asked h ow much of a particular product 
they would buy at a certain price during a specified future period. The sophistication of 
such surveys can vary from simple recording of buying intentions of customers to using 
advanced sampling and probability concepts. 



The advantage of this method is that the forecast is based on direct contact with 
the market-place. However, the limitations are that the forecast reflects customers' 
intentions and actual buying behaviour may turn out to be different. The respondents 
may also deliberately overestimate their future needs to be certain of continued supplies. 
Their plans to buy may change in order to adjust quickly to changes in the operating 
environment. 

Quantitative Methods 
ihe advantage of using quantitative methods of forecasting eliminates any subjectivity 
that is not possible with qualitative methods. The limitations include the nature and 
validity of assumptions used, and also, the malthematical approaches tend to generalise 
on the basis of past experience. There is hardly any scope to adjust to sudden shifts as 
may happen in case of high technology indust:ries. 

Simple Projection Method 
In its simplest form, adding some fixed percerntage of sales growth over the last year's 
sales arrives at th.e sales forecast. This approach may be appropriate for companies that 
have been experiencing a certain stable growth for the last several years, with little 
fluctuation. Companies using this method oft1en stick to the average industry growth 
rate. Some companies use the following formula to a(rive at the forecast: 

. , This year's sales 
Next year's sales = This years sales x -

Last year's sales 

Time Series Analysis 
Using this method, the forecaster studies the past sales data of the company and 
attempts to discover a pattern oi: patterns in the company's sales over time. In case a 
pattern is identified, it can be used to prepare a forecast. It is based on business cycle 
theory and assumes the past sales trends will continue in the future. It can best be used 
for long-term company forecasts and industry sales projections. 

Time series approach generally involves t>rend analysis, cyde analysis, seasonal anaJysis, 
and random factor analysis. 

In :::ase of trend at1alysis, the forecaster examu,es aggregate sales data, such as a.nnuaJ 
sales for a period of several years to find oult whether the sales were mostly stable, 
rising, or falling, Cyclic analysis concerns studying sales figures for three to five years to 
find out if the sales fluctuate in a consistent, periodic manner. The forecaster undertakes 
seasonal analysis to examine daily, weekly, or monthly sales figures to determine the 
degree of impact of natural factors such as seasons or festivals. Random factor analysis 
examines sales variations due to non-recurrent or random. factors such as impact of 
draught, floods, spread of seasonal diseases, 111nd other natural disasters. For example, 
we have seen the impact of regional or widesjpread droughts on demand of a variety 
of products in India. The analysis is based on the assumption that these elements are 
combined in the following relationship: · 

Sales = T x C ~ S x R (Trend >< Cycle x Season x Random factors) 

Time series analysis is viewed as an effective method of forecasting for products that 
have a reasonably stable d~mand, but not for products that experience highly fluctuating 
demand. 

Regression Analysis (Correlatiir,n Method) 
ihis method resembles time series analysis. The fore.caster attempts to detect any 
relationship in historical sales data, that is, between past sales-and one or more variables 
such as population, per capita income, or GDP. Th.is requires the use of regression 
analysis to examine the statistical relationships among changes in sales over the past 
years and changes in one or more variables. Based on this analysis, the forecaster 
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attempts to develop a mathematical formula that accurately establishes a relationship 
between company sales and one or more variables. The mathematical formula describes 
only the associational relationship and .not the causal relationship. After the forecaster 
develops an accurate formula, the necessary information is inserted to develop the sales 
forecast. 

The drawback of this method is that a forecaster can seldom establish a kind of perfect 
correlation between variables considered and sales. Some other factors such as sales 
force compensations or their motivation are often correlated with sales performance. 
This method is hardly of any use to forecast sales of new products because there is no 
past data available. 

Econometric Models 

These models represent economic theories in mathematical terms. These models can be 
verified with the help of statistical methods and are used to measure the impact of one 
economic variable upon another to pr,edict future events. Application of econometric 
models to forecasting is viewed as portraying the real world situations vividly reflecting 
the impact of m ultiple variables having their impact on sa les of products or services. 

[n developing econometric models, sales are considered as the dependent variable 
influenced by many factors that perpetually interact and cause sales. Factors causing 
sales are independent variables and can be non-economic and economic in nature, such 
as natural factors, employment, income, etc. 

These mathematical models are believed to be more accurate but guite expensive to 
develop, complex in nature, and require the use of computers. These models are good 
for forecasting the demand for industrial products and consumer durable goods at 
industry level where replacement demand is an important factor. Generally, individual 
companies do not use econometric models to forecast their own sales. 

Market Tests 

This method involves making the product available to potentiaJ customers in one or 
more test markets to measure their response to price, promotion, and distribution. 
This method permits the evaluation of resulting sales volume in response to variations 
in price, packaging, intensity of various promotions, and distribution. Test results of 
consumer response are used to forecast sales for larger geographic areas. 

This is a good method for forecasting sales of new products or existing products in 
new markets. Test market also furnishes information about actual customer responses 
rather than approxjmation of behaviours. The disadvantage of test market is that it is 
expensive and time consuming and may not reflect the response of total market. 

Combination Methods: Based on their past experiences, many companies use only 
one met.hod of sales forecasting that they have found to be reliable. Many companies 
believe that no single method is completely reliable and to have more confidence in the 
forecast, they use a combination of two or more methods. If the forecasts developed 
by using different methods do not show wide variations, the company develops more 
confidence in the forecast. Sometimes, just to verify the outcomes of one method, a 
company might use another method. But in the ultimate analysis, a forecast is only as 
good as its accuracy. If a particular method works for a company, it should probably 
stick to it. 

Student Activity 

1. Define market p0tential. 

2. What do you ttnderstand by company potential? 



Summary 
Market potential refers to the highest possible expected industry sales of a product 
or service. Company potential is a quantitative es1imate of maximum possible sales 
opportunities for a company within a give:n market area for which the forecast is 
made under assumed ideal conditions and marketing efforts. Company sales forecast 
represents the sales estimate that the company actually expects to achieve, based on 
market conditions, company's resources, andi its marketing programme. 

Qualitative or judgemental methods consider factors related to expertise and human 
judgement. These methods are generally used in conjunction with some others to build 
more confidence in the forecast. Qualitative approaches have the advantage of adjusting 
to sudden shifts in environmental circumstances. These methods include (1) jury of 
executive opinion, (2) Delphi method, and (3) sales force composite method. 

The advantage of using quantitative methods of forecasting eliminates any subjectivity 
that is not possible with qualitative methods. The limitations include the nature and 
validity of assumptions used and also the mathematical approaches tend to generalise 
on the basis of past experience. There is hardly any scope to adjust to sudden shifts as 
may happen in case of high technology industries. These methods include (1) simple 
projection, (2) time series analysis, (3) regression analysis, (4) econometric methods, and 
(5) market tests, Econometric models are complex and require the use of computers. 

AU methods of forecasting have certain advantages and drawbacks. To eliminate risks 
and develop more confidence in forecasts, companies often use a combination of more 
than one forecasting method. 

Keywords 
Sale forecast: A sales forecast refers to an estimate of sales in monetary terms or physical 
units, in a future period of time, under an ass1umed set 0f macro-environmental factors 
influencing the business unit for which the forecast is made, under a given marketing 
programme. 

Market potential: Market potential (industry potential) refers to the highest possible 
expected industry sales of a product or service. Market potential often serves as a 
starting point for preparing a sales forecast. 

Company Potential: Company potential is a quantitative estimate of maximum possible 
sales opportunities for a company within a given market area for which the forecast is 
made under assumed ideal conditions and marketing efforts. 

Company sales forecast: Company sales forecast represents the sales estimate that 
the company actually expects to achieve, based on market conditions, the company's 
resources, and its marketing programme. 

Qualitative Methods: Qualitative or judgemental methods consider factors related to 
expertise and human judgement. 

Delphi Method: A group of experts expresses their views on different relevant issues 
such as the expected direction of future b1usiness conditions, technology, business 
activities, new product development, and expected market changes. 

Review Questions 
1. What is the distinction between markett sales potential, company sales potential 

and company sales forecast? 

2. Why do companies believe in developing a sales forecast? 

3. Suggest two methods of sales forecasting for an industrial products company. 
Give your reasons for their suitability. 
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4. Suggest two methods for developing sales forecast for a company dealing in mass 
consumption, non-durable products. 

Further Readings 
Philip Kotler, Marketing Management, Prentice-Hall, 11th Ed. 2003. 

"World's New Steel King," Hindustan Times, 26 October 2004. 

Robin T Peterson, 11The Role of Ex-perts' Judgement in Sales Forecasting,'' J oumal of Business 
Forecasting (Summer 1990). 
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Learning Objectives 
At the conclusion of this unit, you should be ab]e to: 

• Identify factors must be taken care of to implement a marketing plari 

• State importance of internal and external matketi.ng 

• Realise concept of quality control 

• Discuss approaches to otganisingmarketing department 

• Explain the implementation of marketing pr()grarnmes 

Introduction 
Marketing implementation and control activities are very important and focus on 
"how" of putting marketing strategies into actjon, It need not be emphasised that the 
surest way to making the best of marketing strategies unsuccessful is to combine it 
with bad implementation. However, we can't ,escape the truth that almost all marketing 
strategies tum out somewhat differently thain intended. Based on views of Orville C 
Walker, Jr., and Robert W Ruekert it can be saiid that firms have two types of strategies, 
the intended strategy and realised strategy. The intended strategy is developed during 
the planning phase for implementation and the realised strategy is the one that actualJy 
takes place. During the process of implementing the intended strategy, the realised 
strategy happens and is often worse than the intended strategy. 
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Marketing Implementation 
The most common reason why this shift from the inte.nd.ed strategy sometimes happens 
is that managers fail to appreciate the importance of the fact that proper implementation 
is just as importa.nt as the marketing strategy. For example, several issues that involve 
both strategy and implementation include morale probtems, employee compensation, 
performance appraisal, career development, etc. RobertHowardreports this relationship 
generally gives rise to three major problems: 

Relationship between Strategy and its Implementat ion 
There is close relationship between the strategy and its implementation and can be 
viewed as two sides of the same coin. 

L Tl1e responsibility for marketing strategy and its implementation are separated: 
This is often the key hurdle in the implementation stage of marketing strategy. 
Typically, it is the top management in the firm that develops the marketh1g 
stra tegies, and the responsibility to implement these strategies rests at the frontline 
of the firm. This distancing can hinder implementation because it is the frontline 
that daily interacts with customers, and not the top management. 

More 

Little 

Chief 
Executive 

Officer 

Time Devoted 

Marketing Implementation 

Middle Level 
MarketiJlg 
Managers 

Frontline 
Marketing 
Managers 

Source: A.dapted with cl;langes from O. C. Ferrel, George Lucas, and David J Luck, Strategic Marketing 
Management: Text and Cases, 1994. 

Figvre 3.1: Separation of Strategy Plannil'19 and Implementation 

2. Marketing strategy and its implementation are closely related: Firms that face 
this problem of difference between intended strategy and realised strategy 
almost always assume that planning marketing strategies comes first, followed 
by implementation, ln reality, the formulation of marketing strategies and their 
implementation activities should be developed at the same time. It makes sense to 
appreciate that implementation activities may require modification or changes in 
strategies. 

3. Marketing strategy and i'mplementation are constantly evolving: Keeping in 
view the dynamic nature of marketing environment; the shifts in customer wants, 
or competitive moves, etc., the strategy and implementation must remain flexible 
and be able to quickly respond to changes taking place in the market and its 
environment. 

In a typical company, there are market information systems, strategic planning 
systems, finance, budgeting, and accounting systems, production and quality 
control systems, and performance appraisa.1 systems. 



McKinsey's 7-S Frameworlk 
The people-system in companies refers to the importance of human resources in the 
process of implementation and includes their quality, diversity, and skills. In this 
rega rd, their recruitment, selection, training, and motivation have great impact on the 
success of marketing strategies implementation. Closely linked to this is the art and 
skill of managing company personnel. The core element of marketing implementation 
is "shared values." Shared values and goals bind all the components of the firm together 
into a single, functional entity and are instrumental in successful implementation of 
marketing strategies. The main objective of a detailed mission sta tement is to clearly 
define the organisational philosophy and direction, that is, the shared values and goals 
of an organisation. McKinsey & Company's 7-S framework depicts this appropriately. 
According to this framework, strategy is just one of seven components that influence 
business success. In the absence of shared go:als, different components of the company 
might pursue different objectives, thus limiting the chances of a company's success. In 
the presence of these seven elements, companies are usually more successful at strategy 
implementation. 

S011rce: Thomas J. Peters and Robert Fl, Watennan, Jr., In Search of Excellence, Harper & Row (1982). 

Figure 3 .2 : McKinsey & Company' s 7- S Framework 

1. Strategy is a coherent set of actions aimed at a tta ining a sustainable competitive 
advantage, improving the company's position with customers, or allocating 
resources. 

2. Structure shows the company's organisation and depicts who reports to whom in 
the hierarchy. 

3. Systems refer to the processes and flows showing how a company gets things 
done in its day-to-day functioning such i!lS information systems, capital budgeting 
systems, manufacturing processes, quality control systems, and performance 
measuremen t systems. 

4. Style refers to tangible evidence of what management considers as important, not 
by what it says, but the way management actually behaves. 

5. Staff means all the people in a company. It is not about their individual personalities 
but about company demographics. 

6. Skills refer to the capabilities that are po:ssessed by a c6rnpany as a whole, needed 
to carry out the company's strategy. 

7. Shared values are the guiding values th:at almost all employees share, not merely 
the simple goal statements in determining corporate identi ty. · 
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Components of Implementation 
Marketing managers can adopt d ifferent approaches to implementing marketing 
strategies. In this regard, two general approaches to implementation are (1) internal 
marketing, and (2) quality control management. Both these approaches are not mutually 
exclusive and are often used when developing marketing activities. 

Internal Marketing 
Company employees are the internal customers, and external customers are all those 
individuals who patronise a company. Internal customers (company employees) are the 
ones who work to satisfy external customers. Thus, the needs of these two groups need 
to be met to ensure successful implementation. It is understandable, that if the internal 
customers are not satisfied, that external customers may not be served in a manner that 
would result in their satisfaction. Companies, besides directing their communications 
to external customers, als0 use internal marketing to attract, train, motivate, and retain 
qualified and competent internal customers (employees). fntemal marketing in itself 
is a management philosophy that coordinates the exchanges between the company 
and its employees to better accomplish successful company e)(changes with external 
customers. 

Determine marketing strategy and Communicote meosuroble 
objectives for deportments in marketing unit 

t 
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and pro11ide feedback, 

t 
Regulorly oscertoin adequacy 
of control procedures. 

t 
Develop monagerfol tolenl and 
keep them owole of valves ond 
styles of !he o(gonisofion. 

t 
Develop o reword syslem 
to reinforce desired belioviour. 

De1ermine key monogeriol 
tasks. 

Assign fosks lo various 
deportments in the unit. 

• Delegate authority 
relationship and establish 
methods for coordinotion. 

State policies ond guides 
forociion. 

Build information system lo Clorify gaols of venous 
form adequate and lirnely doto individual managers. 
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Figure 3 .. 3: Marketing Implementation Process 
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Figure 3.4: Internal and Extennal Marketing Framework 

To implement internal marketing, manage01.ent at all levels takes necessary steps to 
making understand and accept their respectiv1e roles in the implementation of marketing 
strategy and the importance of delivering satiisfaction to the company's customers. 

These activities involve market segmentation, product development, research, 
promotion, and distribution. 

Internal marketing activities focus on designing programmes to satisfy the needs of 
company employees. Many companies use planning sessions, employee workshops, 
appreciation letters, and personal conversations to ensure that employees understand 
the company mission, objectives, and the marketing strategy. Some companies also 
conduct formal meetings to take inputs from employees at all levels in the company 
before finalising the marketing strategy. Alli these efforts ultimately result in more 
satisfied company employees and improved customer relations. 

Quality Control Management 
With increasing competition, declining market shares, and more demanding customers, 
quality has become a major concern in many companies.. As a result, some companies 
are adopting philosophies called Total Quality Management (TQM), Quality Function 
Development (QFD), and a relatjvely new approach, ca.lled Return On Quality (ROQ). 
According to David Greising, those advocaf:ing ROQ pursue a policy of improving 
quality only in those dimensions that produc,e tangible customer benefits, lower costs, 
or increased sales. This focus on b0ttomline forces companies to ensure delivering the 
quality leveJ that customers actually want Joseph R Janlonsky is of the view thatTQM 
relies heavily on three basic principles: 

1. Philip B Crosby believes quality is free and not having quality products and 
services can prove to be very expensive, especiaUy .in terms of dissatisfied and 
lost customers. Continuous quality improvement building in quality, right from 
the beginning, may become necessary to the extent of even redesigning the 
product. It is a slow and long-term proci~ss of incorporating small improvements, 
as major advancements are often the result of an accumulation of these small 
improvements. 

2. Employee empowerment is critical to implement TQM successfully. The process of 
employee recruitment, selection, training, and their motivation are the key factors 
to the successful implementation of marketing activities. Frontline employees 
interact daily with customers, and their empowerment means giving them 
authority and responsibility to make marketing decisions without .first seeking 
approval from their superiors. This al101ws employees to perform their jobs in a 
befitting manner, consistent with company mission. 
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1. Quality must be perceived by customers. 

2 Quality must be reflected in every company activity, not just in company 
proc;iucts. 

3. Quality requires total: employee commitment. 

4. Quality requires high-quality partners. 

5. Quality can aJways be improved. 

6. Quality improvement sometimes requires quantum leaps. 

7. Quality does not always cost more. 

8. Quality is necessary but may not be sufficient. 

9. Quality drive cannot save a bad product. 

3. Quality improvement circles approach relies on teamwork by getting the best and 
the brightest employees from different functional areas as well as suppliers and 
customers and with a variety of perspectives. They are assigned to work on a 
quality improvement issue. It is well-known that suppliers can have a significant 
impact on a company's ability to deliver quality to customers. On the other hand, 
customers are in the best position to know what they and others in the same target 
market war.t and expect from the company. 

Organising Marketing Department 
To what extent a company's marketing chief has authority to plru1 and implement 
marketing strategies depends on how the marketing function is organised. The structure 
of the marketing department directly influences lines of authority,· responsibility, and 
relationships. Steven J Skinner is of the opinion that when customers are not satisfied, 
chances are that the fault lies in organisational structure. The structure of the company 
must be consistent with its marketing strategy. According to Trudy Heller, authority 
is the organisationally sanctioned rlght to make decisions without the approval of a 
higher~level executive. For example, when authority is delegated to the advertising 
manager to perform functions relating to advertisin& the individual has the right to 
make whatever decisions are essential to perform those functions. TI1ese elements affect 
coordination among company personnel and ultimately affect how the individuals 
connect to perform the marketing acHvities. 

Role of Marketing in Structuri·ng 
Thjs aspect has been discussed in case of companies truly adopting marketing concept. 
With intensifying competition in domestic as well as global markets in almost all the 
industries, marketing activities gain importance and .have become central to being 
competitive and successhilly conducting business. According to Rohit Deshpande and 
Frederick Webster, Jr., the outcome of adopting a marketing concept is to develop and 
sustain a culture based on shared set of beliefs and values that focus on customer needs 
and wants for all company decisions about strategy and operations. As a philosophy of 
conducting business, marketing concept requir·es marketing to be closely coordinated 
with other functional areas such as design, production, finance, and human resources. 

Ajay KKohli and Bernard JJaworski report that a marketing oriented company culture 
focuses on effectively and efficiently producing a sustainable competitive advantage 
by undertaking anaJyses of customers and competitors, and by integrating company 
resources to provide superior customer value, satisfaction and long-term profits. 

Alternatives to Organising Marketing Department 
Marketing department structure establishes the lines of authority and relationships 
among personnel and estabJishes who is responsibJe for taking which particular type of 
decisions, and for performing specific activ.i ties. 



There is no single approach to organising the marketing department that suits all types 
of businesses. Much depends on the number and diversity of products, target market, 
customer characteristics and their needs, the nature of competition, etc. Marketing 
activities can be organised on the basis of: 

1. Functions 

2. Products 

3. Customer Groups 

4. Regions 

In real life marketing operations, companies often put in place some kind of carefully 
considered combination of functions, products, customer groups, taking into accoVJ1.t 
regional considerations. This approach provides the marketing department with the 
flexibility required to prepare and implement appropriate marketing plans to match 
customer needs more effectively and efficiently. 

Organising by Functions 
This is a fairly popular approach to organising 11 marketing department. It also works well 
for some relatively less centralised businesses. Examples of organising the marketing 
department 011 the basis of functions include marketing resea(ch, product development, 
sales, advertising, distribution, and customer relations. AJI these functional managers 
report directly to the top marketing executive (Figure 3.5). 

I Morketing Vi,~e Presiden1 I . 
i i ,, i 

Marketing Product Sol~; Advertising 
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Figure 3.5: Organising by Functions 
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Businesses operating with diverse product categories sometimes find it more appropriate 
to organise the marketing department by product groups. This arrangement provides 
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the required flexibility to develop separate marketing programmes for different 
product groups. Procter & Gamble (P&G) operates with this arrangemenL P&G has 
product category management arrangement to manage different product categories. 
Under each category manager, there are product managers. The product managers can 
also draw on the resources of the company's specialist staff in the area of advertising, 
research, distribution, etc. This approach, though providing flexibility, is somewhat 
more expensive as it creates more 1ayers of management and increases the number 
of employees. However, in this arrangement each division is responsible for its own 
product planning, implementation of plans, monitoring performance, and corrective 
actions (Figure 3.6). 

Organising by Customer Groups 
This approach is appropriate for businesses that have several significantly different 
customer groups whose problems and needs are distinctly different. Some computer 
companies serve businesses, educational institutions, research laboratories, resellers, 
advertising agencies, home users, etc. Some other examples include companies such 
as Hyundai, Philips, Bajaj, and Larsen & Toubro, that serve many different customer 
groups. Such businesses require different marketing decisions and activities, as these 
highly diverse customer groups are considerably d.ifferent in terms of their product and 
service needs. Marketing he.ads of these groups direct most marketing activities with 
respect to t.he specific customer group. These marketing heads report directly to top 
marketing executive in the company (Figure 3.7). 
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Figure 3.7: Organising by Customer Groups 

Organising by Re.gions 
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Large business houses that market products in domestic or in the global markets 
sometimes sttucture the marketing operations based on regional or geographic 
considerations, The markets may be divided on the basis of countries/regions, and the 
country or regional marketing directors report directly to the vice president marketing. 
This arrangement is appropriate for companies whose customer characteristics 
and needs ruffer in important ways in different regions. For example, fast food 
companies structure their marketing activities based on regional considerations. This 
facilitates closer contact with customers and responding quickly to market conditions 
(Figure 3.8). 
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Implementation of Marketi1ng Programmes 
Effective implementation of marketing programmes essentially depends on: 

1. Marketing Personnel Motivation. 

2. Communication within Marketing Department. 

3. Coordination of Marketing Programmes. 

4. Establishing a Time Frame for Each Activity. 

MarkeUng Personnel Motivatio111 
This requires sincerity in finding out what are their physical, psychological, and social 
needs. It is necessary to learn what they think, feel, and want to accomplish. On the 
basis of these findings, suitable, fair, and ethicall measures to motivate employees can be 
developed that are well Wlderstood by the department personnel. Developing the right 
combination of motivational tools is not easy and requires considerable deliberation. 
Any incentives to reward excellent or outstanding performance must be related to 
marketing goals. 

Communication within Marketh11g Department 
Timely and effective communication not only works to motivate personnel but also 
coordinates their efforts. Internal communication upward and downward concerns 
employees working in marketing research, sales, advertising, sales promotion, and 
distribution. Two-way external communication, includes package designers, resellers 
and, most importantly, customers. Equally important is internal upward communication 
with top management to ensure consistency twith company mission and its overall 
objectives. This also is crucial to integrating activities with other company· departments 
supporting marketing activities, such as finance, new product development, production, 
and human resource. All this requires establishing reliable and timely informat.ion 
system to suppoDt different tYPes of activities such as planning, budgeting, sales 
analysis, performance evaluation, and preparation and delivery of timely reports. 

Coordination of Marketing Programmes 
It is essential for marketing managers to work c:'losely w ith other departmental heads in 
marketing research, product development, operations, finance, accotulting, and human 
resource to accomplish coordination of all marketing and other departments' activities. 
Within the marketing department, different marketing .. related activities of sales, 
advertising, marketing research, and distributiion need synchronisation to achieve the 
established marketing objectives andcontributE? to successful accomplishment of overall 
company objectives. External to marketing di!partment, it is necessary to coordinate 
with research p roviders, advertising agencies, resellers, and those involved in physicaJ 
distribution. 
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Establishing a Time Frame for Each Activity 
It is imperative that all employees clearly understand what thejr specific responsibilities 
are. Unless a)I the employees understand this, they would not be sure about what is 
expected of them, or most of them may have only some vague ideas about what is 
expected of them. Not only must they understand their responsibili ties thoroughly, 
they must be fully aware of the time frame for the completion of each activity. Activity 
completion time frame is quite visible at McDonald's. Each activity is related to preparing 
and delivering the burger to customers, right from taking the order to delivering the 
burger. All concerned employees know the specific time frame for the completion of 
their activities. SuccessfuJ implementation of marketing activities requires establishing 
a time frame and involves several steps such as: 

1. Specifying different activities. 

2. Determining the time frame for the completion of each activity. 

3. Identifying activities requiring performance in a sequence and those that should 
be performed simultaneously. 

4. Establishing in what proper order the activities require performance. 

5. Assigning the completion responsibility for activities to managers, teams, or 
individuals. 

Mechanisms to Control Marketing Implementation 
All the implementation control procedures relate to: (1) setting performance standards, 
(2) measuring actual performance against these standards, and (3) taking corrective 
timely actions to reduce gaps between desired and actual performances. 

Setting Performance Standards 
Developing marketing plans and controlling activities are closely linked. Statements 
made in the plan document with respect to accomplishing different goals clearly 
determine performance standards and provide control criteria. For example, if the 
marketing objectives included a sales increase by 10 per cent and this got translated 
into achieving a monthly sales oft 5,00,000, then it becomes a performance standard. 
Performance standards can also be spelled out in terms of market share, reducing a 
certain percentage of expenditure in case of accomplishing an objective, improvement 
in product quality, reduction in customer complaints, or providing customer service, 
etc. 

Measuring Actual Performance against Set Standards 
Actual performance concerns not only different deparhnents within the marketing unit 
but also some outside organisations contracted or hired for providing different goods 
and services such as advertisingagencies, research providers, resellers, consultants etc. 
Measuring performance of individuals, teams, or departments within the marketing 
unit does not pose any problems. Performance of different depar.tments within the 
marketing unit often significantly depends on the performance of outside assistance 
providers. The best that the marketing control process can do, in the case of external 
assistance providing firms, is to monitor their activities as closely as possibJe. 

Taking Corrective and Timely Actions 
For taking corrective actions to control or reduce the gap between set standards and the 
actual performance, there are a number of options available to marketing managers. In 
general, they can opt for steps to improve the actual performance, or totally modify or 
c.hange the performance standards by making appropriate changes in the objectives, 
or develop a combination of these two general approaches. For example, to improve 
the sales performance, salespeople may be given additional training in some aspect of 
selling, or revise the sales targets. 



Evaluating Problems 

There is an overlap between marketing activities and other business activities and 
because of this, determining accurately the c,osts of marketing activities by marketing 
managers is nearly impossible. ln the abs,ence of accurate cost measurements of 
marketing activities, the question arises wlwther the exercise is worth the expenses 
involved. Besides, it is also true that it may be quite difficult to develop precise 
measurement standards. For example, to measure the sales results directly flowing 
from advertising is a very difficult proposition. Other problems include the cost of 
required information from outside firms; unavailability of information1 the severity, 
and frequency of unpredictable environment.al changes can adversely affect control of 
marketing activities. 

Performance Evaluation Methods 
Marketing objectives are often stated in terms of sales, costs, profits, product or brand 
awareness, etc. Performance evaluation always relates to measuring the accomplishment 
of objectives. Three general approaches to eval11..1ation focus on sales, costs, and marketing 
audit. 

Sales Analysis 
Analysis of sales is extremely important for evaluation of marketing strategy and 
programmes. The sales data is conveniently available in almost all companies and is 
believed to be a reliable indicator of target market response to the company's marketing 
effects. This sales data alone is insufficient anid must be compared with the forecasted 
sales lo provide a useful basis for analysis. Some companies also compare the sales data 
with industry sales and, rnore often, a particu tar competitor's sales and costs involved 
in achieving that sales level. For example, if the fo recasted sales were f 5,00,000 and 
the actual sales in the year for which the forecast was made were t 5,25,000, then it 
tells the management the level of success of marketing strategy and programmes. It is 
also important to know the costs involved in achieving this sales level and for this, the 
budgeted expenditure is compared with actual expenditure. If the totaJ expenditure 
were less by 5 per cent than budgeted, then it throws important light on the level of 
success of their programmes. Due weightage is given to price increases or decreases in 
evaluating the results. 

The market sha.te of any company's product or bcand indicates the percentage 9f sales 
in that product industry. This provides the co1mpany a measure to com.pare its market 
share with those of its competitors reflectin;g the level of success of the company's 
marketing strategy. 

Marketing cost analysis usually starts with a scrutiny of accounting records. These 
records are prepared by usually classifying diflferent costs on the basis of how the money 
was spent, such as towards rent, wages and salaries, utilities, supplies, insurance, etc. 
These costs are listed on the basis of expenditure type and not by purpose and are called 
natural accounts. To illustrate the point, if the expenditure is incurred towards rent, it 
does not specify rent for what. The rent could be for a warehouse, productiQn facility or 
some-other purpose. To classify costs, marketing manager.soften reclassify some types 
of the costs by purpose of expenditute and these are called functional accounts. Such 
functional accounts include expenditure towa1rds marketing research, personal selling, 
advertising, sales promotion, storage facility, order processing, and customer credit. 

Cost analysis proceeds by generally reclassifying costs into natural accounts and 
functional accounts. Generally, four broad types of costs are considered: 

1. Fixed Costs 

2. Variable Costs 

3. Traceable Common Costs 

4. Non-traceable Common Costs 
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Fixed costs include rent, salaries, office supplies, uti.lities, etc., and refer to how the 
money was actually spent, but often do not mention which marketing functions were 
performed. For example, to mention that f 5,00,000 was spent on rent annually does not 
explain rent for what? The analyst is unable to know if the rent was for storage facility 
or production faci lity. 

Variable costs refer to costs that are directly allocated to perform some specific 
marketing activity such as advertising expenses incurred in different media to sell a 
particular product or service, or salaries of the sales force hired to sell a particular brand 
or product, selling in a specific geographic area, or to a certain customer group. 

Traceable common cost can be attributed indirectly to some marketing function such 
as the cost of temporary support salesperson to man the toll-free telephone line and 
answer customer queries or handle customer complaints. This would be classified as a 
traceable common cost of selling a product or product line. 

Non-traceable common cost cannot be attributed to a particular marketing function 
according to any logical criterion and is ascribed on an arbitrary basis such as taxes, 
interests, and the salaries of top management. 

Much depends on the analyst's approach to cost analysis that determines to what extent 
these types of costs are considered in actual cost analysis. In case the analyst adopts the 
fuJJ cost approach, it will then include variable costs, traceable common costs, and non
traceable common costs. Full cost approach supporters believe that all costs must be 
considered fo the analysis to get the correct profit picture. Those opposed to this point 
of view argue that since non~traceable common costs are ascribed on an arbitrary basis, 
full cost apptoach falls short of yielding actual costs as it uses different criteria for non
traceable costs. To avoid any inconsistency in using criteria, analysts may apply direct 
cost approach that considers variabJe costs, and traceable common costs. However, 
direct cost approach exdudes non-.traceable common costs because of arbitrary criteria 
used to determine these costs. Those against this approach are of the opinion that this 
approach is inaccurate because of the omission of one cost category. 

Marketing Audit 
Marketing audit is the final method of marketing evaluation and refers to a thorough, 
systematic, objective examination of its objectives, strategjes, organisation, and 
performance. The primary purpose of audit is to identify weak areas in executing 
marketing activitjes and recommends actions to improve performance in these areas. ft 
also highlights activities where the company does weJI. Companies regularly conduct 
accounting or financial audit. Likewise, the marketing audit should also be conducted 
on a regular basis and not just when performance evaluation points to problems with 
the system, or when there is a crisis, 

Marketing audit helps evaluation by undertaking the following: 

1. Describing the present activities and realised results in the areas of sales, costs, 
prices, profits and feedback with respect to other areas of performance. 

2. Analysing infonnati.on about factors that may have an impact on marketing 
·strategy suc.h as environmental conditions, target customers, and competition. 

3. An analysis of opportunities, threats, and deciding suitable al ternatives for 
marketing strategy. 

4. Develop a comprehensive database to be used in the evaluation of objective and 
achievements. 

A company may use external consultants or company personnel. Hired auditors are 
more expensive though experienced in this specialised work, and not being from within 
the company, adopt an objecHve approach while devoting full time to this work. 



Student A◄ctivity 

1. Define internal marketing. 

2. Define the concept of marketing audit. 

Summary 
Marketing implementation is an important funiction of marketing management process. 
To achieve effectiveness in implementing marketing strategies and programmes, 
marketing managers must consider why the intended strategies do not tum out as 
planned. Actual marketing strategies often differ from the planned strategies. This 
happens because marketing strategy and impllementation are inseparably related and 
constantly evolving and the responsibility for s t1rategy development and implementation 
are separated. There is.close relationshjp betw1een the strategy and its implementation 
and they can be viewed as two sides of the same coin. Then, managers must a lso 
consider important implementation related iissues like resources, systems, people, 
leadership, and shared goals to ensure the proper implementation of the strategies. The 
core element of marketing implementation is shared values and goals that bind all the 
components of the firm together into a single., functional entity and are instrumental 
in successful implementation of marketing strategies. The main objective of a detailed 
mission statement is to clearly define the organisational philosophy and direction, that 
is, the shared values and goals of an organisation. 

Comparues follow two major approaches to E!nsure proper strategy implementation. 
These are internal marketing and total quality management. Internal marketing refers 
to the coordination of i.Aternal exchanges between the firm and its employees to better 
accomplish satisfying external exchanges between the firm and its customers that 
include internal and external customers. The total quality management approach relies 
heavily on employee talents and participation to improve the quality of products and 
services. This involves perpetual quality improvement, empowered employees, and the 
use of quality improvement teams. 

Control involves evaluation and effectiveness of marketing strategies, sales analysis, 
marketing cost analysis, and marketing audits . Sales analysis relies on sales results in 
terms of monetary vaJue or market share to evaluate the firm's current performance. 

Marketing cost analysis breaks down and classifies.different costs to examine which 
costs are associated with specific marketing acti.vities. It usually requires reclassification 
of natural accounts into functional accounts biased on three broad categories, that is, 
direct costs, traceable common costs, and non-traceable common costs. The direct-cost 
method includes only direct costs and traceabl1~ common costs. 

The marketing audit is a thorough, systematic, and objective examination of a firm's 
marketing, mission, objectives, strategies, organisation, and performance. This attempts 
to unearth what functions a ma1keting department is doing well, pinpointing problems 
in the execution of functions, and recommending methods and means to improve these 
marketing functions. 

Keywords 
Implementation: The process of implementiing the intended strategy, the realised 
strategy happens and is often worse than the intended strategy. 

McKinsey and Company's 7-S framework: According to this framework, strategy is just 
one of seven components that influence business success. 

Internal marketing: Internal marketing activities focus on designing programmes to 
satisfy the needs of company employees. 
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Employee empowerment: is critical to implement TQM successfully. The process of 
employee recruitment, selection, training, and their motivation are the key factors to 
the successful implementation of marketing activities. 

Cost analysis: makes it possible to evaluate the level of a strategy's effectiveness by 
comparing sales achieved and costs incurred even during the continuing implementation 
process or at its conclusion. 

Fixed costs: 1t include rent, salaries, office supplies, utilities, etc., and refer to how the 
money was actually spent, but often do not mention which marketing functions were 
performed. For example, to mention that~· 5,00,000 was spent on rent annually does not 
explain rent for what? The analyst is unable to know if the rent was for storage facility 
or production faciJity. 

Variable costs: 1t refer . to costs that are directly allocated to perform some specific 
marketing activity such as advertising expenses incurred in different media to sell a 
particular product. 

Marketing audit: Marketing audit is the final method of marketing evaluation and 
refers to a thorough, systematic, objective examination of its objectives, strategies, 
organisation, and performance. 

Review Questions 
1. Why does intended marketing strategy often differ from implemented_strntegy? 

2. What are the major problems associated with the implementation of marketing 
programmes? Can these problems be minimised? Discuss. 

3. What is the difference between centralised and decentralised marketing 
departments? Whidione is more appropriate in your view to practice marketing 
concept? 

4. Is there some way to empower employees in a company? Why is tl-us believed to 
be important? 

5. A market-oriented department is suitable for what type of companies? 

6. Discuss internal marketing. Why do managers often believethatintemal marketing 
is essential to implement marketing strategies more effectively? 

7. What Is the significance of employee motivation in a marketing department? 

8. Why is internal and e)ltemal communication important for a firm in implementing 
marketing programmes? 

9. Discuss the major s teps involved in marketing control process. 

10. What is sales analysis? What is its significance in the marketing control process? 
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Leaming Objectives 
At the conclusion of this unit, you should be, able to~ 

• Realise concept of marketing environment 

• Discuss method of scanning and analysing m.arketing environment 

• Describe demograph.ic, economic and competitive marketing environment 

• ldentify socio-cultural, political and technological environment for marketing 

Introduction 
Successful comp<Uues look beyond custome1; needs and wants and are sensitive to 
marketing environmental forces because a company operates within a generally 
uncontrollable external environment . It would be extremely dangerous for a company 
to be rejoicing and neglecting environmental forces when the company business 
is prospering and growing, customers are satisfied, and not much threat appears to 
exist from competitors. Environmental forces can pose serious threats to any business 
neglecting these forces. 

Scanning and Analysing Environment 
Companies undertake environmental scanning and analysis to effectively monitor 
changes that may throw up opportunities and threats. Environmental scanning refers 
to systematically collecting information about environmental forces that affect the 
performance of not only the company but also aU the players involved in the process 
of conducting businesses in the macro environment. Some players are less affected 
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than others by the changes that take place in the environment. Companies ignoring 
or resisting such changes find themselves in very difficult situations. For example, 
Hindustan Motors and Premier Autos lost their domjnant position to Maruti when it 
introduced a small car with a modem engine and low fuel consumption, and sold at a 
reasonable price. Ram Subramanium, Karnlesh Kumar, and Charles Yauger suggest that 
environmental scanning gives companies some advantage over competitors in taking 
advantage of changing trends. However, companies must know how to take advantage 
of such information in their strategic planning process. Scanning requires observation, 
collecting information from business, trade, government, general interest publications, 
etc. Environmental analysis means assessing and interpreting the gathered information 
through various sources, evaluation of information accuracy, resolve inconsistencies, 
assign importance to the findjngs, and forecast the impact of .trends. This helps bring 
to light the opportunities and threats arising due to changes in the environment 
and successful co~panies take serious note of environmental changes and develop 
appropriate strategies. 

Demogrophic 
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Technological 
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Company's 
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Figure 4.1: Marketing Envirpnmental Factors 

A well-managed company takes a reactive approach and attempts to prepare itself 
to respond quickly and appropriately to major changes in the environment. Carl P 
Zeithaml and Valarie A Zeithaml propose a second approach of being proactive toward 
environmental forces. Some marketing professionals argue that marketing environment 
forces can be controlled to some extent and believe· marketing itself is an important 
force and can be put to use to induce change and extend its impact on environment. 
Philip Kotler recommends lobbying, legal action, advertising of key issues, and public 
relations that can help alte_r some environmental forces. One or the other of these 
approaches may suit different companies, while some other companies may prefer to 
use both approaches to sujt their objective. 

Demographical Environment 
The most important environmental factor that needs proper and conti;1uous monitoring 
is the demographical environment. Demography is the study of population and its 
characteristics. Marketers are always interested in population related growth indices 
because eventtJaJ market growth rate in the long run depends largely on growth of 
population. The slowing down of population growth rate in European economy has led 
marketers to look for emerging markets like India and China. Demographical studies 
reflect the population growth rate in cities, towns, urban areas, villages, age distribution 
of population, educational level and household patterns, regional characteristics and 
migration of population, 

The second most importa_nt factor is the population mix. lfthe majority of the population 
is vibrant and in the work force, then they contribute towards the country's growth 
and have highe_r power of consumption, but as the population ages, their demand for 



products and services gets restricted. Let us take ·the Japanese population mix. The 
percentage of people above sixty can outnumber the people below thirty, leading to an 
imbalance in demographical as well as social dimensions. A country with high percentile 
population below ten, will be a good market for children products like toys, milk food, 
dresses and medicines whereas for an ageing population, demand for products that 
support digestion, viewing and mobility andl services like nursing and old age care will 
be high. 

Though a market can be characterized by 21 geographical boundary to be called as a 
'country market', like Indian market, but in reality it is the sum total of some sub markets 
identified more closely with the ethnic and language based classifications in Ind ia. 
Though the Indian market can be characterized with demographic.al characteristics, 
but we understand that consumption, lifestyle and habits of people in different states 
varies significantly, putting pressure on the marketer to localize his offer for each of 
these markets. A consumer durable company has to offer a festive discount program 
throughout the year in different parts of the country e.g. during dussehra in east, onam 
in thesouth,_diwali in the north. Each group lhas certain wants and needs which evolves 
over a larger cultural backdrop of that particular state and if may not be e,vident in other 
states. 

Consumption patterns also vary depending on the education level of the people. People 
who are educated and awa,re of their rights a:nd demands wi.U always make a concerted 
decision, compared to people who are illiterate. Different educationai groups often 
show different kind of consumption pattern:s. While it is difficult for clones to survive 
in a market where people have some level of education, they could survive in. the rural 
heartland of India due to the poor level of education of the people. Literacy level is also 
another indicator of the population's involvement i:n informed choices. In a country like 
USA, where their are a large number of educated people, consumption decisions are 
more on the basis of brands, whereas in a sutb Saharan African country, people wiU be 
involved in commodHy based decision making. 

Household patterns explain the family types in a demographical environment. We have 
seen the rise of nuclear family in urban India where parents with a child or two is the 
norm. This is not true for rural India where its a joint family system. In majority of 
houses, we have seen families with grand parents living together. 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 SE?rvices that provide more convenience to 
the working woman. Market for fast food, restaurants, convenience, packaged and 
processed food, consumer durables like refrigerators, washing machines and vacuum 
cleaners are on a rise in India. 

The marketing manager should also monitor geographical shifts in population. Over 
the years, a large number of people have moved out of v illages and rural areas to urban 
lndia in search of job and better conditions of living. Rural exodus is a big crisis in a 
country like India because it affects the civic and urban amenities and results in large
scale exploitation of such a huge W1organized work force. Such exodus also affects the 
rural economic system. People started moving out during the lean agricultural seasons 
and now they are not ready to go back to the rural heartland. This has resulted in growth 
of slums and crime in the society and poor usage of village resources like land, forest and 
water reserves. But with such maladies, therE~ is one key benefit for the marketer. These 
migrants are responsjbJe for taking urban bJrands to the rural markets and increasing 
the awareness level of the ruial people towards u.rban produce. The rural market is on a 
rise because for people from villages, any urban product is a status symbol. So they will 
like to posses products and services that will make them more urban. 

Economic Environment 
Opportunity to consume largely depends o,n the kind of economic system in whkh 
the consumer makes purchases. !n developed economies, consumer has more choice 
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to make in the same category and more avenues are available to spend compared to 
a developing or agrarian economy The current state o f the economy also influences 
the available disposable income for the consumer. Economic environment has the 
highest influence on the marketing decisions, as it affects the pUichasing power of the 
consumer. By economic environment we mean all those macro economic factors like 
income distribution, level of saving, debt and credit available to consumers and stage 
in business cycle. They affect the marketing decisions in combination with available 
economy of scale enjoyed by individual firms. 

Situations in economic environment give opportunity and also generate threats to 
marketers. To illustrate, a company which sells price value products, has more scope 
to get higher customers in a declining economy compared to a luxury brand. In a 
deteriorating economy, financial institutions do well as saving levels go higher and 
people stop consuming products which they would have done otherwise in a boom 
condition. So economic environment has a sizable influence on the- way marketers 
operate. 

Competitive Environment 
1n an open economy there is hardly a chance of not having competition and the nature 
and inten_sity of the prevailing competition influences the demand of a particular 
company's products and services. Competition in business terminology generally 
refers to the availability of other products and services by different marketers that are 
similar to or can be substituted for a particular company's products or services in the 
same market. Increasing popularity of Internet in urban areas and on-line services 
particularly in large cities is increasing the intensity of competition in the market place, 
by adding an entirely new dimension. 

Four general ~pes of competitive structures include monopoly, oligopoly, monopolistic 
competition, and pure competition. On one extreme is monopoly, where a company 
markets a product that has no close substitutes and a particular marketer is the only 
source of supply. For example, before the economic liberalisation in India, the government 
was the only supplier of Petrol, LPG, and telephone service. The other extreme is pure 
competition that refers to a large number of marketers offering a homogenous product, 
a . situation where no member can influence the price or supply, such as food grains. 
These are extreme situations and most businesses operate in a competitive environment 
in between these two extremes. In case of oligopoly, there are few competitors such as 
Broadband Internet service providers. Monopolistic competition refers to a situation 
when many firms are marketing the same or similar products and each company 
attempts to d ifferentiate its product to appeal customers that its product is a better 
choice. For example, Apple computers are highly differentiated with many substitutes. 

Socio-cultural Environment 
Socio-cultural factors in every country have a significant effect on society and its 
culture(s). These forces have their impact on learned behaviours in everyday life 
including buying behaviour by influencing attitudes, beliefs, norms, customs, and 
lifestyles. Culture influences consumers through the norms and values established by 
the socfety in which they live. It is the broadest envireinmental factor that influences 
consumer behaviour. Cultural values are endUiing and any attempts to change them 
generally fail. 

The study of culture is concerned with a comprehensive examination of factors such as 
language, religion, knowledge, laws, art, music, work patterns, social customs, festivals; 
food, etc., of a society. In fact, culture includes everythir.-6 that reflects its personality. 
However, culture does not determine the nature or frequency of instinctive drives.but 
can influence how and w hen a particular drive will be gratified. 

lndividual and household lifestyles evolve within the given framework of cu.lture. 
The boundaries set by culture on behavioUis are referred to as norms, derived from 



cultural values and are the rules permitting or prohibiting certain types of behaviours 
in specific situations. Members of a society c,bex cultural norms w ithout deliberation 
because behaving otherwise is viewed as not ,only unacceptable but unnatural. Culture 
is viewed as a mirror of both the values and possessions of its members. D K Tse and 
R W Belk believe that cultures are not static !but evolve and change slowly over time. 
Availability of products and services popular in other cultures influence the desire of 
consumers. According to R W Pollay, D K Ts1e and Z Y Wang, the massive export and 
multinational advertising of consumer goods, especially heavily symbolic goods such 
as cigarettes, soft drinks, clothing, athletic gear, as wel.l as experiential goods such as 
music, movies and television programming, impacts the culture and desired lifestyles 
of importing countries. 

In the context of Indian culture, strong family bonds have been one of the core values 
and a major driving force in the Indian market. Members of a particular SSKiety hold 
some core beliefs and values that tend to persist over time. These values are often visible 
in marketing communications of different products in India showing a caring mother 
or housewife such as in ads for Maggi, Chayavanprash, Vicks Vaporub and many other 
products. 

Political - Legal EnvironmE~nt 
Marketing decisions are influenced in important ways by the political and legal 
environment in any given country. Political, legal, and regulatory forces in a nation and 
its markets have close interrelationship. Legislations are passed; courts at different levels 
interpret legal decisions and different regulatory agencies are created and operated, in 
most e,ases by elected or appointed officials. The current laws, government agencies, 
and pressure groups put limits on marketing decisions and strategies of companies. 
Industries and organisations almost always maintain good relations· with political 
officials to minimise the possibility of enacting unfavourable laws and regulations. 
Another major reason to stay on the right side of political power is that goverrunents 
are the big buyer. In India public sector companies, armed forces, and other agencies 
participate in economic activities as buyers and sellers of different goods and services. 

Some companjes believe that such forces are uncontrollable and remain only reactive 
and adjust to cond itions, while some industry associations openly protest against the 
actions of legislatjve bodies. It is important for industries and individual organisations 
to understand the political - legal forces and different p olitical ideologies of groups at 
the state and central government levels. 

The degree of political - legal intervention in business and industry varies across 
countries. For example, in India the extent: of intervention is significant and the 
government decides the rules in respect cif foreign private investment, imports, 
exports, advertising certain product categoriE!S suoh as tobacco products, Monopolies 
and Restrictive Practices Commission (MTPC), etc. There is comparatively very low 
intervention in USA and the emphasis is on free economy. 

Sometimes, major changes in the economic policy of a country can spell opportunities 
an d threats. For example, after a major change in the economic policy in early 1990s, 
markets have opened up for foreign comp.anies and private investors. Long ago, 
because of policy changes i.n India, Coca-Cola and IBM wound up their business in 
India rather than agreeing to adjust. Similarl}~ stricter laws concerning environmental 
pollution often restrict the activities of many businesses. In some developed economies, 
mandatory recycling laws opened up opportunities for recycling mdustry. In recent 
times, government agencies and pressure groups are turning against the- use of non
biodegradable plastics, 
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Technological Environment 
Technological changes occur in two ways. Some changes evolve over a period of 
time and consumers hardly mark the difference, as they do not alter their level of 
consumption. But some technological changes are so strong and disruptive in nature 
that they establish a new consumption patterns. Technolc1gy is one of the dramatic 
forces that shape the lives o{ people. Every new technology that is of the second order, 
is a force of creative destruction. Technology has accelerated the pace of change in the 
market place. Technological life cycles are shortening day by day and new product 
introduction has become a phenomenon of the market place. Companies are open to 
exploit tmlimited opportunities in the field of marketing in providing better products 
and services. Companies like Sony, 3M, Samsung, Wipro have increased their research 
and development budget manifold, so as to always be ahead of theit competitors. 

Nobody ever thought that revolution in the form of Internet technology _will bring 
e-commerce to the forefront of business and customers will find web as an alternative 
channel of transaction. Companies like priceline.corn, ebay.com and amazon.com are 
some of the successful stories in the era of Internet revolution. Today marketing related 
transactions have crossed geographical boundaries and people can transact, trade 
and post their complaints at real time over the Internet. Revolutions in the world of 
biotechnology, genetic engineering are in the waiting, for the benefit of the consumers 
and the speed at which these changes embrace our civilization makes past seem to lose 
its significance as a trend-setter for the fu tu.re. We a.re also seeing an increase in regulation 
due to technological changes. Laws related to protection of intellectual property rights 
and patents, cyber crime and fraud on Internet are on the increase. There is a global 
agreement to control the lawbreakers and bring new technology related business into 
order. · 

Decades ago people were hardly aware of products which are the common lingo of 
this g.eneration. Products like iPods, biometric identiliers, satellite telephones, personal 
interactive digital assistants, voice programs are examples of new generation products, 
which have contributed towards the accelerated adaptation of new technology in the 
society. The future is so bright that people need not go to their work place and can 
start working from home through telecommuting. Virtual reality is used very often for 
gathering information about consumer reactions to new product designs, by offering 
design alternatives in three dimensions and computer-generated environment through 
sound, sight and touch. Today's entertainment has become three dimensional through 
virtual reality games. As already mentioned, technology-related regulations are 
increasing because of both technological and business uncertainty. 

Student Activity 

l. Define demographic environment. 

2. What do you understand by economic environment? 

Summary 
The marketing environment includes six major external forces: demographic, economic, 
competitive, sociocultural, political-legal, and technological that directly or indirectly 
affect a company's marketing activities. Changes in any one of them may trigger changes 
in one or more other factors and the combined total effect may influence acquisition of 
inputs such as personnel, financial resources, raw materials, and information. TI1ese 
changes may also influence a company's outputs of goods, services, or ideas. 

Demographic characteristics such as population and its growth rate, age-mix, gender, 
education, income, changes in family structure, and geographic shifts in population, 
etc., are important factors. The size of population is an indicator of market size to 
some extent. 

http:ebay.com
http:priceline.com


Economic conditions determine the demand and influence marketing activities. Buying 
power and willingness to spend significantly influences consumer demand. The buying 
power depends on income, prices, tax structure, availability of credit, wealth, family 
size, and the economic outlook. The overa:ll state of the economy depends on four 
general business cycles, namely, prosperity, recession, depression, and recovery. 

Competition may include domestic and global players, in particular, the geographic 
market offering similar or substitute products. Several factors influence the intensity of 
competition depending on the type of competitive structure. 

Sociocultural factors in every country have a significant affect on society and its culture(s). 
These forces have their impact on learned behaviours in everyday life including buying 
behaviour by influencing attitudes, beliefs, norms, customs, and lifestyles. 

Marketing decisions are influenced in important ways by the political and legal 
environment in any given country. Political, legal, and regulatory forces in a nation and 
its markets have close interrelationship. Legislations are passed; courts at dlfferenHevels 
interpret legal decisions and different regulatory agencies are created and ope.rated, in 
most cases by elected or appointed officials. The ctlrrent laws, government agencies, 
and pressure groups put limits on marketing decisions and strategies of companies. 

Technology refers to the application of knowledge and tools to solve problems and 
achieve more efficiency, Jt represents powerful forces that influence human lives 
in important ways. Whenever a new tedu:iology shows its impact, many existing 
technologies become obsolete. However, a new technology may not always prove to be 
advantageous, unless the new technology creates successful products. 

Keywords 
Marketing environment: It includes all the forces that directly or indirectly influence 
marketing operations, by affecting an_ organ:isation's acquisition of inputs/creation of 
outputs such as human, financial, and natural resources and raw material, information, 
goods, services, or ideas. 

Scanning: It requires observation, collecting information from business, trade, 
government, general interest publications, et,c, 

Environmental analysis: It means assessing and interpreting the gathered information 
through various sources, evaJuation c,f information accuracy, resolve inconsistencies, 
assign importance to the findings, and forecast the impact of trends. 

Demographic Environment: The size of popuilation and its growth rate in urban, rural, 
state level, and nation is an important factor because people have needs and wants and 
constitute a market. 

Economic recoven;: It refers to the business c:ycle stage when the economy moves from 
recession or depression to prosperity. 

Discretionary income: Discretionary income represents the money available after 
buying basic necessities such as food, clotNng, and shelter. 

Socio-cultural factors: Socio-cultural factors in every country have a significant effect 
on society and its culture(s). · 

Review Questions 
1. Why do you think environmental scanning and analysis of information so gained 

are important? 

2. What are the major environ.mental forces? Briefly discuss each. 

3. 1n your view, what business cycle are we in India experiencing currently? Give 
your reasons. 

4. What factors influence the buying power of consumers? Discuss. 
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5. Discuss the impact of technology on marketing activities. 

6. Discuss the impact on consumption patterns in the.Indian society due to cultural 
changes as a result ot latter day marketing activities. 

7. In what ways are Indian cultural values changj.ng? How are marketers responding 
to-these changes? 

8. Discuss how technology influences society. How does it affect marketing 
activities? 

9. Discuss the changing role of women in lndian society? What impact do you see in 
marketing activities due to these changes? 

10. Did the environment influence marketing activities of some foreign companies in 
India? How did they respond? 

Further Readings 
Ram Subramanium, Kamlesh Kumar, and Charles Yauger, "The Scanning of Task 
Environment in Hospitals: An Empirical Study," Journal of Applied Business Research, 
1994, 

Carl P ZeithamJ and Valarie A Zeithaml, "Environmental Management: Revising the 
Marketing Perspective," Journal of Marketing, 1984. 

Philip Kotler, "Megamarketing," Harvard Business Review, March-April 1986. 

D_ K Tse and R W Belk, "Becoming a Consumer SociehJ," JournaJ of Consumer Research 
(March 1989). 

R W Poll a y, D K Tse, and Z Y Wang, "Advertising Propaganda and Value Change in Economic 
DevelDpment," Journal of Business Research, 20 (1990). 

Joseph L Bower and M Gayton, "Disruptive Technologies: Catching the Wave," Harvard 
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Unit Structure 
• Introduction 
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• Marketing Information Systems (MlS) 

• Marketing Research Process 
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• Qualitative Research 

• Quantitative Research 

• Sampling Plan 

• Summary 

• Keywords 
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• Further Readings 

Leaming Objectives 
At the conclusion of this unit, you should be able to: 

• Know how marketing information system is organised and maintained 

• Discuss important data sources and their utility 

• Describe the need for marketing research and important steps involved in research 
process 

• Tdentify types of research and major research tooJs and techniques 

• Discuss types of data and data collection approaches 

• Realise the use of marketing research 

Introduction 
Marketing success depends on making correct and timely decisions. Marketing managers 
need reliable and timely -information about .a la rge number of external and internal 
factors relevant to decision areas. Practically every decision area relevant to marketing 
requires the input of information. In a highly competitive business environment today, 
availability or otherwise of reliable and timely information might mean the difference 
between success and failure of a business enterprise. The society today is information 
based and businesses with access to superior and timely information can make better 
choices of markets, their offerings, do a better marketing planning job and ultimately 
enjoy a competitive advantage. Marketing is becoming a game where reliable and 
timely information, rather than raw marketing muscle wins the race. 
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Information About Factors that Affect Marketing 
In the absence of adequate knowledge about various factors that affect marketing, 
strategic decisions are likely to be misguided. For instance, products that have little 
chance of success may be introduced, that eventually fail, attractive product-markets 
may be overlooked and new markets may be entered despite condi tions that make 
success unJikely, products may be targeted at wrong market segments overlooking the 
attractive opportunities for the same product in another market segment, pricing may 
be too h.igh or low affecting sales adversely, promotional money may be poorly spent 
on inappropriate promotion mix elements, and choice of distribution channels may not 
be the most suitable, Most often, the errors in such decision areas are a result of ill
informed or under-informed marketing decisions. 

Information Types of Gathering Analysing 
Needed ----. lnformolion ----. lnlormalion ----. Information 

• Regular schedule 
• Upon request 

• Environment 
. Markets 

- E.<isting • 1'abulations 
- Standardised • Reporls 

• lnduslry research Se!Vices • Stalisticol analysis 
· Competition 
• Distribution 
· Company 

• Spec,al research 
studies 

Figure 5 .1 : Information and MIS Planning 

• Models 

Rapidly changing marketing environments, expanding business boundaries of global 
and domestic companies, shifts in incomes, changing lifestyles and preferences of 
consumers, etc., have made marketers realise the need to have quick access to a large 
amount of reliable information to facilitate sound decision-making. Floyed Kemske 
believes that information will be the catalyst in the present global economy. The need for 
information and information teclmology has never been greater than now. Computers 
and other IT related products are being increasingly used by almost all the businesses, 
large or small. Despite tJus, many business establishments lack proper information 
systems. 

Marketing Information Systems (MIS) 
The term 'Marketing Information Systems' refer,s to a programme for managing and 
organising information gathered by an organisation from various internal and external 
sources. MIS assesses the information needs of different managers and develops 
the required information from supplied data in time regarding competition, prices, 
advertising expenditures, sales, distribution and market intelligence, etc. Information 
sources for MJS include a company's internal records regarding marketing performance 
in terms oi sales, and effectiveness and efficiency of marketing actions, marketing 
databases, marketing intelligence systems, marketing research, and information 
supplied by independent information suppliers. 

► 
Internal 
Sources 

Information 

I - Mo,kellfJg Doto Retrieval for __. 1--. Marketing 
f--

=- D01obose System 
I 

~ Decisions 

Extemol 

► Sources 

Evaluar,on of Information Needs 

Figure 5.2: Elements of MIS 



Databases 
A database refers to the collection of comprehensive information about customers and 
prospects such as demographic and psychograjphic profiles, products and services they 
buy, and purchase volumes, etc., arranged in a manner that is available for easy access 
and retrieval. Databases allow marketers acciess to an abundance of information, -
often through a computer system - such as sali~s reports, news articles, company news 
releases, and economic reports from government and private agendes, etc., that can be 
useful in making various marketing decisions. 

Internal Records 
Modern technology is making information req1.1ired for marketing decisions ever more 
accessible. It is possible to track customer buying behaviour and better analyse and 
understand what customers want. The integrntion of various modem technologies is 
allowing companies to access valuable information. _Ever increasing numbers of market 
researchers and managers are having access to e-mail, voice mail, teleconferencing, 
videoconferences, and faxes. 

lnternal database is the most basic starting point in developing a strong MIS. Marketers, 
not just the growing numbers of laicge retailers in our country, need information about 
what is demanded more by customers and wbat is not. lntemal record systems help 
in tracking what is selling, how fast, in whkh locations, to which customers, etc. 
Availability of all such information relies on reports available on orders received from 
sales people, resellers, and customersrcopies of sales invoices, prices, costs, inventories, 
receivables, payables, etc. Getting inputs and designing systems to provide right data 
to the right people at the right time is critical for marketing decisions. 

External Sources 
Census Bureau is one key source of information regarding various demographic 
variables. Besides Census Bureau of 1ndia, Otiler sources include Newspapers, Trade 
Publications, Technical Journals, Magazines, Oirectories, Balance Sheets of companies, 
Syndicated and pubHshed research reports. Various third party information suppliers 
offer a variety of information about customers as per marketer's requirements, for a 
price. For example, Reader's Digest markets a d,,tabase coverin,g 100 million households. 
It is one of the best databases to assess potentiail markets for consumer products. lt lets 
Reader's Digest management know the likes and dislikes of many of its readers. 

Computer Networks and lntern~!lt 
Present day computer networks enable marketers to access data sources.and customers 
with immediate information about products and performance. Through such networks, 
marketers can exchange e-mails with employees, customers, and suppliers. On-line 
information services such as CompuServe and America On-line typically offer their 
subscribers access to e-mail, discussion groups,. files for downloading, chat rooms, and 
databases and other related research material:s. Marketers can subscribe to '.'mailing 
lists" that periodicaJly deliver electronic newsletters to their computer screens. This 
helps increased communication wlth a markete.r's customers, suppliers, and employees 
and boosts the capabilities of a company's marketing information system. On-line 
information services are available only to subscribers. However, the Internet allows 
global exchange of e-mails, discussion through newsgroups on almost any subject, 
downloading of files, chat rooms, etc. A well-maintained database enables a company 
to analyse customer needs, preferences, and behaviour. It also helps in ideritifying right 
target customers for its direct marketing efforts. 

Data Mining and Data Warehous;ing 
The term 'data mining' refers to automated data analysis of large amount of data stored 
in a data warehouse. This is similar to extracting valuable metals from mountains of 
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mined ore. The purpose is to unearth - with the help of modern computing power 
- meaningful patterns of information that might be missed or remain undiscovered. 
Data mining creates customer database, which is extremely important for all narrowly 
defined target-marketing efforts. Data mining also leads to build database on resellers, 
distribution channels, media, etc. Data warehousing refers to storing subject-based, 
integrated, non-volatile, time variant data in support of managerial decisions. It can 
be viewed as a central collection of clean, consistent, and summarised information 
gathered from several operational systems. With increasing computing capabilities, 
organisations are collecting large amounts of a variety of information or data possibly 
faster thaJi they can use, and for this reason all the collected data or information needs 
to be sorted, classified and warehoused, so that it can be retrieved when needed in a 
meaningful manner. 

Marketing Intelligence Systems 
ln the current fast-paced business climate, keeping up . with macro-environmental 
changes, and competition is becoming increasingly difficult. Marketing intelligence 
system refers to systematic and ethical approach, procedures, and sources that 
marketing managers use to gather and analyse everyday information about vc1rious 
developments with regard to competitors and other business trends in the marketing 
environment. This intelligence is collected from various sources such as newspapers, 
trade publications, business magazines, talking with suppliers, channel members, 
customers, other managers, and sales force people. 

About competitive intelligence, the general idea is that more than 80 per cent 
information is public knowledge. The most important sources from which to obtain 
competitive intelligence include competitors' annual and financial reports, speeches by 
company executives, government documents, trade organisations, on-line databases, 
and other popular and business press. The company can take certain steps to obtain 
quality marketing intelligence. The company should take steps to train and motivate 
field sales personnel about the types of information to report regularly on any relevant 
developments in the market place.-Besides sales force, the company can take steps to 
motivate channel members to pass along important intelligence. The company can also 
purchase competitors' products, and attend trad~ fairs. 

Marketing Research Process 
For conducting marketing research, companies develop systematic procedures for 
collecting, recording, and analysing data from secondary and primary souxces to help 
managers in making decisions. Marketing research is different from market research, 
which is in.formation collected about a particular market or market segment. 

Defining Marketing Research 
''Marketing Research is the fun<:tion which links the consumer, customer, and public to 
the marketer through information - information used to identify and define marketing 
opportunities and problems; generate, refine, and evaluate marketing actions; monitor 
marketing performance, and.jmprove understanding of marketing as a process.'' 

(Def-inition by American Marketing Association, according to 
Tull and Haw.kins, 6th Ed.) 

According to Toll and Hawkins, "Marketing research is a formalised means of obtaining 
information to be used in rnc1rketing decisions." 

(Donald S. Tull and Del I. Hawkins, Marketing Research, 1993) 

The six steps presented (Figure 5.3) should be viewed as an overall approach to conduct 
marketing research and should not be viewed as a fixed set of rules for each and every 



project. The decision-makers must consider each of the steps carefully and examine 
how they can best be adjusted to address a given problem or opportunity at hand. 
Various opportunities for error are present in the marketing research process and for 
this reason,it is important that all those who 1t1se research results be well-informed and 
critical users of information that results from :such research results. 

The research process involves defining a marketing problem or opportunity and 
establishing research objectives; decide research desi,gn; establish data collection 
approach; finalise sampling procedure; collec t data; analyse data and present report. 

Define Problem .... Design Reseo,rch .... Doto Collection -
& Ser Objectives .... Proiect ~ Approach 

Present the .... Analyse the .... Sampling ._ 
Findings "" lnformafio~1 "" Pion 

Figure 5.3: Steps in Marketing Research Process 

Define the Marketing Problem iand Set Objectives 
The starting step focuses on uncovering the nature and boundaries of a negative, or 
positive situation or question and calJs for the marketing manager and the researcher 
to analyse the situation and carefully define the problem to be addressed. There is a 
popular saying, '' A problem well-defined is half solved." However, the definition of 
marketing problem may not a lways be easy b«~cause the real issue may not be apparent 
to decision-makers and has to be identified aJ1ld precisely defined. 

Marketing departments, particularly in lairge organisations, maintain Marketing 
Information Systems (MIS), which provide a continuous, and systematic flow of 
information for use in making marketing related decisions. Firms with inadequate 
information often find it difficult and time consuming to define the problem accurately 
and good research on the wrong problem is a waste of money and effort. 

Problem Definition 
The company's sales are declining and not producing the expected profits. Last year 
our market share slipped 10 per cent in men's jeans, and 12 per cent in men's footwear. 
Studies conducted show we are losing saJes to other competi1ors in the same business 
and that customers are confused about our position in the market. We need to decide 
how we position ourselves in the future market place. 

The statement clearly defines the specific and measurable problem that the research 
project has to address. All the five questions help specify relevant objectives for which 
the research should provide the information needed by the decision-makers to decide 
on a new positioning strategy for the mark,eter. This would facilitate the compan y 
in developing appropriate marketing plans, along with advertising and promotion 
strategies to communicate the new positioning to audiences in the target market(s) and 
hopefully regain the lost market position and increase profitability. 

The research objective defines what information is needed to solve the problem. To 
design a promising research project, the first prerequisite is to refine a broad, indefinite 
problem into a precise researchable statem1:!nt. A clear definition of problem and 
subsequent setting of relevant and precise obj,ec:tive(s) facilitates deciding what kind of 
basic research approach would be appropriate. 

Going by the above mentioned problem definition, we can have a definite statement of 
research objective(s): 
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Research Objectives 

We must find out: (1) Who are our customers? (2) Who are the customers of the competing 
brands? (3) What do these customers like and dislike about us and the competitors? (4) 
How are we currently perceived among customers? And (5) What must we do to clarify 
and improve t:he customers' existing perceptions? 

Design Research Project 
Marketing research design refers to the specification of methods for gathering and 
analysing the data necessary to facilitate identifying or reacting to a problem or 
opportunity. The users of research and those that conduct the research both should be 
aware why the research is being conducted. 

To achieve accuracy and gain useful information through marketing research, the 
research design should be developed carefully and strict standards should be applied 
for collecting and tabulating the data. The advertiser must ensure that the collected data 
is valid and reliable to be useful. Validity means the research must actually measure 
what is being investigated. For example, if a market consists of 5 million people and the 
researcher shows a prototype of a mixer-grinder to just 10 individuals and 8 of them say 
they like it, it would mean 80 per cent favourable attitude. But a sample size so small is 
not enough for a minimum sample, and the prototype shown to them would probably 
bias their response. The test cannot be considered reliable because if repeated with 
another 10 individuals, H might get an entirely different response. Reliability of a test 
means that approximately similar results can be obtained if the research is rep~ated. For 
example, an entrance test for MBA is reliable in case a student scores similar marks after 
taking it a second time. Validity and reliability depend on a number of key factors, such 
as the sampling methods, the design of survey questionnaire, data tabulation approach, 
and the method of ana I ysis. 

According to Tull and Hawkins, many researchers have found it useful to consider 
three categories of research based on the type of information required. These are briefly 
discussed below: 

Exploratory Research 
Tius category of research aims at discovering the general nature of the problem and 
to correctly understand the involved variables. In case managers face serious doubts 
about the marketing problem and need more information about a problem, exploratory 
research ends to rely more on secondary data such as company's database, publicly 
available data, questioning experienced and knowledgeable persons inside or outside 
the company such as salespeople and resellers etc. It can be conducted w~th a very 
limited sample size such as convenience or judgement samples. Exploratory research 
s tudies a re particularly useful i,n addressing broad problems and developing a more 
specific educated or informed guess, called a hypothesis, which is a statement that 
specifies how two or more measurable variables such as age, attitude, and purchase 
behatriour are related. 

Descriptive Studies 
Such studies are more extensive in scope. In such studies, information is collected from 
a representative of respondents and the information collected is analysed by using 
statistical methods. Such studies genera Uy demand much prior knowledge and assume 
that the problem is dearly defined. A lot of marketing research involves descriptive 
sfodies and may range from general surveys of consumers' age, education, occupation, 
market-potential studies, product usage studies, attitude surveys, and media research, 
for example, specifics such as how many consumers bought a Maruti Zen last month, 
or how many adults between the age of 18 to 25 visit McDonald's 4 times a week and 
how much they spend. Such studies couJd help developing new products or services. 
Accuracy is qllite critical in such studies as the errors can lead to results that could 



prove to be misleading to marketing decision-makers. To minimise the chances of such 
errors, much care should be taken in sampling procedure, design of questionnaire, and 
information reporting. 

Causal Research (Experimental' Research) 
As the name suggests, such research studies ari~ conducted to establish cause and effect 
reJationship between different variables. Suppose it is assumed that variable X causes 
variable Y. To prove or disprove this, the resea1rcher must try to hold constant aJI other 
variables in the experiment except X and Y. If a marketer wants to learn the influence 
of rising income and change in lifestyle on purchases of a more expensive car model, 
the results may show that increasing income levels and lifestyle changes favourably 
affect the sales. Daniel C Smith and C Whan Park reported a study conducted to test the 
hypothesis that brand extensions increase .new product market share. The researchers 
found that brand extensions do in fact contribu1te positively to market share. 

Such research may be conducted in a laboraltory setting such as central location to 
respond to experimental variables and might in dude interview rooms, one-way mirrors, 
video equipment, tape recorders etc. Such sh1dies are called laboratory experiment. 
For example, to determine the effect of various levels of sweetness in a soft drink on 
consumer taste preference, consumers may be invited to a taste room. The researchers 
would ask respondents to taste different versions of the soft drink and afterwards 
would be asked to rank the preference of each level of sweetness. In a laboratory setting, 
variables can be controlled. 

Data Collection Approach 
There are four basic methods for collecting data in marketing research. These include 
secondary data, observation data, survey data, and experimental data. The nature of 
collected data can be put under either secondary or primary category. 

Secondary Doto 

Internal 
Records 

Published 
Reports 

Doto Alternotive:s 

Use Research 
Services 

Subscription 
to Service 

One-Time 
Purchase 

Primo()' 
Doto 

filplorotory 
Research 

figure 5.4: Doto Collecltion Alternatives· 

Secondary Data 

Primor; 
Study 

Seco..-dary data is any information originally generated for some other purposes rather 
than the current problem under consideratiom and can be either internal or external 
to the organisation. It includes findings based on data generated in-house for earlier 
studies, customer informatjon collected by company's sales or credit departments and 
research conducted by outside organisations. The act of locating secondary data is 
called secondary research. Original research dlone by individuals or organisations to 
meet specific objectives is called primary resea1rch. 

Sometimes, secondary data uncovers enough useful informatiop related to the present 
problem that it eliminates the need to conduct primary research and collect primary 
data. In roost Cpses, secondary data offers clues, and direction for the design of primary 
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research. Secondary data is relatively easily avajlable, without much effort, time, and 
money. Company's information database, government agencies, industry sources, trade 
associations, marketing research firms, advertising agencies, and Internet are important 
sources of secondary data. 

With the opening up of the Cndian economy and the ever-increasing requirements of 
a variety of specific information by business organisatjons, a fairly significant number 
of large, medjum, and smaJI research suppliers are available. Some important research 
agencies include AC Nielsen, Taylor Nelsen Sofres MODE, IMRB, NCAER, NRS, IRS, 
and ORG-MARG. 

Primary Data 
1n case the needed data are not available from secondary sources, it is dated, accuracy is 
doubtful, or unreliable, it becomes necessary for the researcher to obtain primary data 
through full-scale research. To coJJect primary data, the researcher undertakes either 
·qualitative research or quantitative· research. 

Qualitative Research 
Data collection techniques for qualitative st1..1dies include focus group, depth interviews 
and projective techniques. All these techniques relate to psychoanalytic and clinical 
aspects of psychology. The emphasis is on open-ended and free-response types of 
questions so that the respondents reveal their unconscious thoqghts and be liefs. These 
techniques are frequently used in early stages of attitude research to learn product
related beliefs or attributes and the resulting attitudes. Four popular methods of data 
collection include: 

l. Depth interviews 

2. Focus group 

3. Projective techniques 

4. Laddering 

Depth Interviews 
Depth interviews are designed to determine deep seated or repressed motives. A depth 
interview is lengthy, unstructured and informal and is between a respondent and a 
trained researcher. II generally lasts anywhere between 30 minutes to an hour. After 
establ,ishing the general subject to be discussed, the researcher keeps her /his own 
participation to fhe minimum possible level. The questions are general and respondents 
are encouraged to talk freely about their needs, desires, motives, interests, activities, 
emotions and attitudes, in addition to the product or brand under study. Questioning 
is sometimes indirect such as, "Why do you think some your friends use a Bajaj Pulsar 
motorcycle?" This method attempts to bypass the respondent's inhibitions about 
revealing inner feelings. Such studies furnish valuable ideas about product design, 
insights for product positioning or repositioning and marketing communications. 

A new technique for probing respondents' inner feelings, called autodriving, involves 
exposing respondents to photographs, videos and audio-recordings of their own 
behaviour. This approach provides them with the opportunity of having a deeper look 
at self and commenting on thei.r consumption related behaviour. This technique is 
believed to help in making the qualitativft data more meaningful. 

Interview results are interpreted by trained professionals and are subjective in nature 
rather than quantitative and for thjs reason there is increased possibility of bias. Another 
source of error is the small size of samples, which may not be representative of the 
entire popuJation. 



Focus Groups 

Focus group js a popular technique for exploratory research and brings together about 
eight to ten people witb similar backgrounds to meet with a moderator /analyst for a 
group discussion. The discussion is ''focused" on a product, service or any other subject 
for which the research is conducted. The moderator/analyst guides the discussion 
encouraging the participants to freely discuss their interests, attitudes, reactions 
motives, lifestyles, and feelings about the product and usage experience, etc. These 
sessions generally last for two hours and are videotaped. 

The sessions are usually held in specia lly designed conference rooms with one-way 
mirrors permitting the researchers to observe the session without inhibiting the 
responses. 

Collage focus research is a variation of the focus group. The respondents are provided 
with scissors, paper, paste and magazines and are asked to ma lee a collage representing 
themselves and their relationship with the product or service under study. 

Focus groups can be helpful in: 

1. Generating hypotheses about consumers and market conditions. 

2. Suggesting refreshing new ideas. 

3. Checking an advertisement, proQuct package, or product concept to determine 
any flaws. 

4. UnderstandLng consumers' motivations, lifestyles and personalities. 

5. Doing a post-mortem on failed products. 

Projective Techniques 
Projective tests require the respondent to de-cide what the other person would do in 
a certain situation. These techniques exploI\e the underlying motives of individuals 
who consciously or unconsciously get involved in rationalisations and concealment 
because they may be reluctant to admit ciertain weaknesses or desires. Projective 
techniques involve a variety of disguised tes:ts containing ambiguous stimuli such as 
untitled pictures, incomplete sentences, mkblots, word-associations and other-person 
characterisations. The respondent taking the test is required to describe, complete or 
explain the meaning of d ifferent ambiguous: stimuli. It is belie'(ed that respondents' 
inner feelings influence their perceptions of ambiguous stimuli. By taking the tests, they 
project their inner thoughts revealing their uJrlderlying needs, wants, aspirations, fears 
and motives, whethel' or not the respondents are fully aware of them. Some examples 
of projective techniques are: 

1. Thematic Apperception Techniques (TAT): Respondents are shown pictures or 
cartoons concerning the product or the topic under study and asked to describe 
what is happening in the picture. It is believed that respondents will actually reveal 
their own motivations, attitudes, personalities and feelings about the situation. 

2. Word Association Test: This is a relatively old and simple technique. Respondents 
are read a series of words or phrases, o:ne at a time and asked to answer quickly 
with the first word that comes to mind after hearing each one. By responding m 
rapid succession, it is assumed that they indicate what they associate most closely 
with the word or phrase spoken and reveal their true feelings. 

3. Sentence Completion Test: The interviewer reads the beginning of a sentence and 
the respondent is required to finish it. This technique is believed to be useful in 
uncovering the images consumers have a1bout products and stores. The information 
collected can be used to develop promotional campaigns. 

4. The Third_,,,e,son Tecltnique: The interviewer asks the respondent to describe a 
third person. For thls, respondents are presented with some information about 
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the person. 1t is believed that when they describe a neighbour or a third person, 
they usually respond without hesitation and in doing so, they express their own 
attitudes or motives as they infer the attitudes or motives of someone else. 

5. Laddering (Means-end Chain Model): This is a relatively new research method 
for data collection. The assumption here is that very specific product attribute·s 
are linked at levels of increasing abstraction to terminal values. The consumer 
concerned has highly valued end states and d1ooses among alternative means 
to attain these goals, and therefore products are valued as the means to an end. 
Laddering uses in-depth probing directed toward uncovering higher-level 
meanings at attribute (benefit) level and the value level. According to Thomas J 
Reynolds and Jonathan Gutman(" Advertising is Image Management,'' Journal of 
Advertising Research, February/ March 1984) it facilitates uncovering linkages 
between product attributes, personal outcomes, and ·values that assist to structure 
compoJ1ents of the cognitive network in a consumer's mind. 

Quantitative Research 
There are three basic approaches to collecting data in quantitative study; 

1. Observation 

2, Experimentation and 

3. Survey 

Observation 
One important approach to gain an in-depth understanding of consumers is to observe 
their behaviour in the process of buying and using products. By watching consumers, 
researchers gain a better understanding of what a product symbolises to a consumer 
because in most cases consumers do not realise thaf they are being observed and their 
behaviour remains natural. Observational research provides valuable information, 
which is used in product advertising. It is also widely used by experientialists to 

· understand the buying and consumption process. 

Experimentation 
In experimental studies, the researcher can test the relative sales appeals for package 
designs, prices, promo.tional offers and copy themes, etc., by designing suitable 
experjments to identify cause and effect. In such studies, called causal research, only 
one independent varfable is manipulated at a time and others remain constant. This 
ensures that any differerice in dependent variable (results) is because of changes of 
independent variables such as consumers' attitudes or purchase behaviour and not due 
to the influence of any extraneous factors. For example, to determine whether the size 
of a magazine ad affects readers' attention, the size of the ad might be changed, keeping 
other variables such as message or appeal and the colour of the ads constant so that 
they would not influence the results. 

Survey 
In a survey for data coUection, consumers are aware of the fact that they are being 
studied and participate activeJy. A survey can be conducted by personal interview, by 
mail, or by telephone. 

1. Personal interview survey is a direct face-to-face interaction between interviewer 
and the respondent in home or in a retail shopping area (called maU intercept). A 
large amount of relatively accurate information can be obtained by this approach. 
A major advantage of this approach is the flexibil.ity. The interviewer can modify 
the questi.ons as per the situation and can also provide any clarifications to the 
respondent if necessary. The drawback is its high cost. 



2. Mail surveys are conducted by sending questionnaires directly to individuals 
who complete it at their leisute and return it, usuaJly in a postage paid envelope. 
Mail surveys can largely reduce respondents' reluctance to reveal sensitive 
information ~ecause they are seldom asked to identify themselves. The cost per 
respondent of mail survey is low and widely dispersed consumers can be covered, 
generating large amount of data. On the negative side, mail surveys can result in 
small number of responses because many consumers do not return the completed 
questionnaires. 

3. Telephone surveys also provide interviewer-respondent interaction, though not 
face-to-face and can be a useful alternative to personal interview. The method 
is quicker and far less expensive than personal interviews. Telephone surveys 
work well when the objective is to learn about certain behaviour at the time of the 
interview, such as before or after viewing a TV programme. Telephone surveys 
generally generate higher response rate than mail or personal interview. The 
information collected during each interview is limited because of the difficulty of 
keeping respondents interested and on phone for extended period. Also, it is not 
possible to determine the intensity of respondents' feelings on telephone. SMS 
surveys are an emerging trend as an alternative to get two or three word answers, 
such as yes/no about something. In our country so far, more of SMS in this respect 
is used to get opinions about controversial issues, or as a tool to participate in 
some sales promotional contests that require short answers. 

4. E-mail surveys are likely to emerge as an alternative to telephone surveys in 
more developed countries. Researchers can send questionnaires to individuals 
who provide their e-mail addresses and agree to participate as respondents. 
E-mail wouJd also be relatively interactive and permit respondents to seek any 
clarification of specific questions, or raise their own specific questions. E-mail 
interviewing can offer the potential ad.vantage of quick response and relatively 
lower cost than traditional mail or teJephone SUivey where broadband Internet 
services are widely available. It is believed that since the number of PC owning 
households connected to lntemet or on-line information services is increasing, 
marketing research in the future is likely to rely heavily on e-mail surveys. 

Tobie 5. 1: Advantages and Limitations of Dato Collection Methods 

Personal Telephone Moil 
interview survey survey 
survey 

Costs of data c:ollect,on High Medium low 

Time required lo collect doto Medium low High 

Sample size for a giveri budget Small Medium Lorge 
I 

Doto quanti fy per contact High Medium low 

Con reach widely di~persed sample No Maybe Yes 

Reoch to special locations Yes Maybe No 

level of interaction with respondents High Medium None 

Degree of Interview bias High Medium None 

Presentation of visual stimuli Yes No Maybe 

Response rote High Medium Low 

Data Collection Instrnment: The method of data collection depends on the type 
of research. The primary method of data collection for quantitative study is the 
questionnaire. Researchers can use a questionnaire to conduct any of the three types of 
surveys (personal interview, mail and telephone). 

A questionnaire consists of a set of questions preseRted to respondents for their 
responses. Constructing a good questionnaire requires considerable expertise. Typical 
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problems include asking the wron,g questions, asking too many questions and using 
the wrong words. Effective survey questions have three attributes: focus, brevity and 
clarity. They focus on the topic of survey, are as brief as possible and they are expressed 
simply and dearly. The questions must be interesting, objective, unambiguous and easy 
to answer truthf;illy and completely. 

Box S, 1: Personal Interview Questionnaire to Determine Consumers' Feelings 
toward o Superstore 

1 . Do you intend to shop at (store name) between now and Sunday? 

Yes l No 2 (if No, proceed to Q. 5). 

2. Do you intend lo bvy something specific or just look around? 

Yes Look oround 2 

3. Hove you seen ony of the Items you intend to buy odvertised by (store name)? 

Yes 1 (continue) No 2 (proceed lo Q . 5) 

4. Where did you see lhese items advertised? Was 1t in (store nome), you received in the moil, the pages 
of locol newspaper, on TV, or somewhere else? (Specify one or more), 

5. 

6. 

a. In-store advertisement 

d. Received in moil 

b. local newspaper c. On lY 

e. Somewhere else (specify) L D011't recall 

Pleose rote the (store name) advertising on the attributes Hsted below. Please llck the number 1h01 best 
reflects your opinion of how the ad insert roles on each attribute. Ticking No. 4 will mean lhol you ore 
neutral. Hig~er or lower number licked will indicate you believe it describes the•(store name) ad insen. 

Looks cheep 2 3 4 5 6 7 Looks e~pensive 

Unskilful 2 3 4 5 6 7 Cleverly done 
Unappealing 2 3 4 5 6 7 Appealing 
Merch<;mdise 2 3 4 S 6 7 Merchandise 
displayed displayed 
unottrodively attractively 
Please indicate all of the dllferenl types of people 1,sted below yol/ feel this (slor1;1 norne) advertising ,s 
oppeoung to: 
Young people 
Low-income people 
Fashion-conscious people 
Middle-income people 
Men 
Career-oriented women 

Quality-conscious people 
Conseivotive dressers 
Older people 
High-incorne people 
Office workers 
College going students 

Bargain nunlers 
Budget watchers 
Rich people 
Women 
Smart dressers 
Others (specify) 

Questionnaires include both questions that are relevant to the topic of study and are 
pertinent demographic questions. This facilitates analysis and classification of responses 
into suitable categories. Questionnai,res are first pre-tested and any errors are removed 
before their widespread use. 

The true purpose of a questionnaire itself can be disguised or undisguised. Sometimes 
the answers to a disguised questionnaire are more truthful than to an undisguised 
questionnaire because the former avoids responses that respondents may think are 
expected. There are two types of questions, open-ended and dosed-ended. Open
ended questions require information in foe respondent's own words and closed-ended 
questions require the respondent only to check the appropriate answer from the given 
list. Open-ended questions reveal more because they do not restrain respondents' 
answers but are difficult to tabulate ru,d analyse. Closed-ended questions, which are 
checked by respondents, are relatively simple to code and interpret but reveal limited 
information based on alternative responses provided. 

The most common types of questions are: 

1. Open-ended (The respondent is free to express her /his opinion about the issue). 

2. Dichotomous (The respondent can choose only one of the two alternatives, such 
as yes or no). 



3. Multiple-choice (The respondent can make two or more choices). 

4. Semantic differential (scale) (The respondent can rate on the scale divided between 
1 and 5, where 5 may represent exceJlent and 1 poor). 

To develop an effective questionnaire, the following points should be considered: 

1. List specific research objectives. There is no point in collecting irrelevant data. 

2. The questionnaire should be short. Long questionnaires may tax the respondent's 
patience. The researcher may get careles!, or ignore some questions. 

3. Questions should be dear. There should be no chance of misunderstanding. Avoid 
generalities or ambiguities. 

4. First, prepare a rough draft. Sharpen and polish it. 

5. Opening statement should be short. Include interviewer's name, company name, 
and the objective of the questionnaire. 

6. Put the respondent at ease. Begin with onie or two easily answered and inoffensive 
questions. 

7. Structure questions logically. Ask general questions first before moving to more 
detailed ones. 

8. Avoid questions that may be suggestive of an answer. Such questions bias the 
results. 

9. Jnclude a few questions tha t crosscheck respondent's earlier answers. Th.is helps 
ensure validity. 

10. Put personal questions concerning age, imcome, education, etc., at the end of the 
questionnaire. 

11. Pretest the questionnaire. To be reasonably sure, it is necessary to pretest the 
questionnaire with 20 to 30 people. 

Instead of using a questionnaire, sometimes researchers use a list of statements and ask 
respondents to indicate their degree of agreement or disagreement (called inventories). 
Sometimes, researchers use a list of product atitributes or products and ask respondents 
to indicate their relative evaluations or feelings. Researchers also use. attitude scales 
to collect this type of evaluative data. Attitude scales include Li.kert scales, Semantic 
differential scales, and Rank-order scales. 

Likert scale is the most popular form of attitude: seal~ being easy to p repare and interpret 
and simple for respondents to answer. Use of t:his approach involves compiling a list of 
statements relevant to the attitude under study. The respondents are asked to check or 
write the number corresponding to their level of agreement or disagreement with the 
statement. 

Semantic differential scale is relatively easy to construct and administer, It consists of a 
pafr of bipolar pair adjectives (such as good/bad, like/ dislike, expensive/inexpensive, 
sharp/blunt, ag~essive/docile) or antonym phrases at both ends of the scale with 
response options spaced in between !fl five or seven points. Respondents a re asked to 
mark the position on the continuum that most closely represents their attitude tpward a 
product, concept, or company on the basis of l?ach attribute. Semantic differential scale 
is useful for preparing graphic consumer profiles of the concept under study. It is also 
employed in comparing consumer perceptions of competitive products and measuring 
perceptions of existing product against perceptions of "ideal" product. 
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Box 5.2: Example of a Likert Scale 

Big Shopper is generally a 
progressive store. 

Big Shopper is generally well 
stocked. 

Big Shopper's merchandise is 
generally reasonably priced. 

Strongly Agree Undecided D1sogree Strongly 
agree disagree 

X 

X 

X 

Box 5.3: Semantic Differential Scale 

Heofrhy Unhealthy 

Fresh Stole 

Solt Hord 

Expensive Inexpensive 

Young Old 

Old Modern 
fashioned 

Rank-order scales involve asking the respondents to rank items in order of preference 
against some criterion such as quality, value for money, or image. Rank-order scaling 
reveals important competitive information and helps identify areas of product design 
improvement. 

Box 5.4: Ronk-Order Scale 

The following ore six brands ol toothpaste. We ore interested in ,leomihg your preference for 
eoch of these brands. Ploce o 1 alongside the brand that you would be most likely to buy, o 
2 alongside the brond you would next be mosl likely to buy. Continue doing this until you hove 
ranked oil six brands. 

Colgole Total 
Pepsodent 
Close-Up 
Neem 
Anchor 
Vicco Vojrodonti 

Sampling Plan 
A sample design addresses three questions: who is to be surveyed (sampling unit), how 
many to survey (sample size), and how should the respondents be chosen (the sampling 
procedure). Deciding whom to survey (sampling unit) requires that the researcher must 
define the target population (universe) that would be sampled. For example, if Sahara 
Airlines conducts a survey, should the sampling unit be business travellers, vacation 
traveJlers, or both? Should traveJJers under age 30 years be interviewed? Interviewing 
the correct target market or the potential target market is basic to the validity of 
research. 

Investigating all members of a population is virtually impossible as the time and resources 
available for research are limited. However, the research must reflect the universe 
(the entire target population). Researchers obtain the needed amount of data through 
sampling. They select a limited number of units (sample) that they expect to represent 
the characteristics of a population. As a rule, the size of a sample must be large enough 
to achieve accuracy and stability. Larger sample size ensures more reliable results. 



Reliability though, can be achieved even with very small samples, such as 1% of the 
population. There are two broad types of sampling techniques: random probability 
samples and non-probability samples. 

Table 5.2: Probability and Non-probability Samples 

Probability sample 

Simple rondom somple 

Stratified random somple 

Cluster or oreo somole 

Non-probability sample 

Convenience sample 

Judgement sample 

Quota sample 

Every mE>mber ol the population hos on equal chance of 
being selected . 

The pop,ulolion is divlded Into muiuolly exclusive groups 
[such cs gender, age group),ond random samples ore 
drown from each group, 

The popivlolion is divided into mutually exclusive groups 
(such cs city, village) ond the researcher draws a sample 
of the groups to be interviewed. 

The rese,orcher selects the most accessible population 
member1, lo interview ond obloin information !such os 
shopper!; in a deportmentol store), 

The rese,orcher uses her/his judgement lo choose popu
lation members who ore good prospects for occurote 
informati1on (such cs doctors). 

The rese,orcher finds ond interviews o predetermined 
number ol respondents in each of several categories 
(such cs 50 mole~ end 50 femoles). 

Random Probability Sampling 
The greatest accuracy is obtained from random probability samples because all units 
in a population have a known and equal chance of being selected. For example, in 
a lottery, when all the ticket numbers are mixed up, each number should have an 
equal probability of being selected. The difficulty with th is method is that every unit 
(individual, or family, etc.) must be known, listed, and numbered to have equal chance 
of being selected. The task is often prohibitively expensive with customers of widely 
distributed products. Researchers use stratified sampling by dividing the population of 
interest into groups, or strata, based on some common characteristic and then conduct 
a random sample within each group. Area s.;1mpling is a variation of stratified sampling 
wherein researchers divide the population into geographic areas and select the units 
within the selected areas for a random sample. 

Non-probability sampling: This sampling :method is easier, less expensive and time 
consuming than probability sampling and for this reason, researchers use it extensively. 
This method involves the researcher 's personal judgement and elements of the 
population do not have a known chance oif being selected, so there is no guarantee 
the sample is representative and the researchers cannot be as confident in the validity 
of the responses. Most research situations in marketing or advertising require general 
measures of the data and non-probability method of interviewing suffices to find out 
the shopping preferences, cvstomers' attitudes, image perceptions, etc. Non-probability 
sampling techniques include quota sampling, judgement sampling, and convenience 
sampling. 

Tobie 5.3: Differences between Quc1litotive and Q uantitative Research 

Quolitotive Reseorch Quontitative Reseorch 

Mein techniques used for Focus groups end in-depth interviews Surveys ond scientific sampling. 
dote collection 

Kinds of questions asked Why? Through whet thought proce~? How much? How monr? 
In whot woy? What other b,ehoviour or 
thoughts? 

Contd .• 

Information System and 
Marketing Research 

53 



Marketing Management 

54 

interviewer's role lnlerviewer must th ink carefully ond Crific;ol role 1mporiont, but interviewers 
quickly frame questions ond probes in need only be able to read scripts. They 
response lo whatever respondenls soy. should not imp•ov,se or deviate. Little 
Highly trained professionals required tro,n,ng needed, responsible personnel ore 

most suitable. 

Questions osked during in- Position of questions moy vary in se- No voriotfon. Musi be lhe question for 
terview, quence and phrasing from group lo eoch sequence and phrasing of questions 

group ond ,n different interviews. New must be carefully conlrolled. 
questions ore included and old ones 
dropped 

Number of in1ervlews Fewe1 interviews but the dvrolion of Many interviews to ascertain scienlilic som-
each interview is more pie that is worth projecting 

Nature ol lindin_gs Develop a hypothesis, gain insight, Test hypothesis, arrange factors according 
explore language options, refine con- lo priority, furnish data for mothematlcol 
cepls, odd numerical dato, provide modelling and projections 
diagnostic for odver1ising copy 

Deciding how many people should be surveyed (sample size) depends on the budget 
and the required con1Jdence in research findings. As a rule, large samples give more 
reliable results tha.n small samples. lf the sampling procedure is credible, sample sizes 
of less than 1 % of a population can give reliable results. 

How should the respondents be chosen (sampling procedure)? ff the researcher wants 
to project the findings to the total population, then a probability sample should be 
selected. lf the findings are just to be "representative" of the population, then a non
probability sample can be chosen. 

Analyse the Information 

It is important to appreciate that raw data by itself does not serve the purpose of 
marketing research. After the research data has been collected, it is time to gain valuable 
insight from the findings. The researcher tabulates the data for analysis. At this stage, 
simple frequency counts or percentages are often used. Statistical analysis might 
consider using mean, median, mode, percentages, standard deviat·ion, and coefficient 
of correlation. Computers make i t possible to use more advanced analytical tools such 
as test of significance, factor analysis, multiple determinant analysis, and regression 
analysis. 

Cross tabulation of data can show how males and females differ in some type of behaviour. 
Statistical interpretation reveals how widely responses vary and what is the pattern of 
distribution in relatjon to the variable being measured. When interpreting statistics, 
marketers rely on estimates of expected error from the true values of population. The 
analysis and interpretation aspect of marketing research calls for human judgement 
and intu,i.tion to accept or reject the research findings. 

Present the Findings 
Report writing requires taking an objective look at the findings to see how weJI the 
collected facts suH the research objectives to solve a stated marketing problem. It is 
very difficult and - in most cases quite unlikely - that research will furnish everything 
needed to sofve the defined marketing problem. It is perhaps necessary to point out the 
lack of completeness and the reasons for it. 

The research report presenting the results and recommendations is usually a formal, 
written document. To start with, the research report has an executive summary, as 
senior managers may not be in a position to go through the entire detailed report. The 
summary presents the main research findings and recommendatic.ms. 

1. 

2. 

Student Activity 

Define marketing research. 

Define data collection instruments. 



Summary 
Marketing success depends on making correct aind timely decisions. Ma rketingmanagers 
need reliable and timely information about a large number of external and internal 
factors relevant to decision areas. Practically every decision area relevant to marketing 
requires the input of in.formation. The term 'Marketing Information Systems' refers to 
a programme for managing and organising information gathered by an organisation 
from various internal and external sources. Its focus is on data storage, classification, 
and retrieval. 

In the current fast-paced business climate, keeping up with macro-environmental 
changes, and competition is becoming incre.asi.ngly d ifficult. Marketing intelligence 
system refers to systematic and ethical approach, procedures, and sources that marketing 
managers use to gather and analyse everyday iinformation about various developments 
with regard to competitors and other business trends in the marketing environment. 

Marketing research is the collection, analysis, and interpretation of data for guiding 
marketing decisions. It is characterised by detailed analysis of specific problems or 
opportunities related to marketing. The research process involves defining marketing 
problem or opportunity and establishing research objectives; decide research design; 
establish data collection approach; finalise sampling procedure; collect data; analyse 
data and present report. 

Keywords 
Marketing Info rmation Systems: Marketing Information Systems refers to<1 programme 
for managing and organising information gathered by an organisation from various 
internal and external sources. 

Marketing Research: "Marketing research is a formalised means of obtaining information 
to be used in marketing-decisions." 

Focus groups: Focus group is a popular technjique for exploratory research and brings 
together about eight to ten people with similar backgrounds to meet with a moderator/ 
analyst for a group discussion. 

Projective Techniques: Projective techniques involve a variety of disguised tests 
containing ambiguous stimuli such as untitled pictures, incomplete sentences, inkblots, 
.word-associations and other-person characterisations. 

Personal interview survey: lt is a direct face .. to-face interaction betw'een interviewer 
and the respondent in home or in a retail shopping area (called mall intercept). 

Mail sllrveys: Mail surveys are conducted by sending questionnaires directly to 
individuals. who complete it at their leisure and return it, usually in a postage paid 
envelope. 

Telephone surveys: It also provide interviewer--respondent interaction, though not face
to-face and can be a useful alternative to personal interview. 

E-mail surveys: E-mail surveys are likely to emerge as an alternative to telep.hone 
surveys in more developed coW1tries. 

Open-ended questions: reveal more because they do not restrain respondents' answers 
but are difficult to tabulate and analyse. 

Closed-ended questions: which are checked by ·respondents, are relatively simple to code 
and interpret but reveal limited information b~3sed on alternative responses prov ided. 

Rank-order scales: Rank-order scales involve asking the respondents to rank items in 
order of preference against some criterion such as quality, value for money, or image. 
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Review Questions 
l. Why should companies go for marketing research? Write a statement of research 

problem. 

2. What has made marketing research important in the present day marketing? 

3. What is a marketing information system? How can MJS serve marketing 
managers? 

4. How are data for MIS collected? What are important external data sources in 
India? 

5. What are the important steps involved in marketing research process? What are 
the main categories of research? 

6. Briefly discuss qualitative research. 

7. What are the methods used to conduct guantitative research? 

8. What are different data collection instruments? Discuss different methods of 
conducting surveys. 

9. Discuss situations in which it would be appropriate to use random sampling, 
quota sampling, and area sampling. 

10. What is a guestionnaire? Mention five points that should be kept in mind while 
preparing a questionnaire. 

Further Readings 
FJoyd Kemske1 "Brains Will Replace BTUs," Information Age, June 1990. 

Laurence N Goal, "High Technology Data Collection for Measurement and Testing," 
Marketing Research, March 1992. 

"Measure for Measure/' Marketing Tools, 1994. 

Daniel C Smith and C Whan Park, 11The Effects of Brand Extensions on Market Share and 
Advertising Efficiency," Journal of Marketing Research, August 1992. 



Unit 6 

Unit Structure 

• Introduction 

• Market Segmentation 

MarkE~t 
Segmientation, 
Targeting and 
Positiioning 

• Requi.rements for Effective Segmentation 

• How Segmentation Helps 

• Bases for Segmentation 

• Psychographic Segmentation 

• Product Positioning 

• Positioning Errors 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Learning Objectives 
At the conclusion of this un it, you should be alble to: 

• Discuss the advantages of segmenting a market 

• Describe the Requirements for effective segmentation 

• Analyse the Commonly used segmentation vari.ables 

• Explain the Frequently used market segment targeting approaches 

Introduction 
The concept of market segmentation emerged as an extension of the marketing concept 
in the latter part of 1950s. It is based on the simple observation that all the existing and 
potential consumers are not alike: there are significant differences in their needs, wants, 
tastes, background, income, education and experience, etc., and these characteristics 
change over time with lifestyle changes. Had they been alike, it would have eliminated 
the need to have different variations of the same basic product and one promotional 
campaign is all that would have been needed. For example, there would have been only 
one type of soap, one detergent, one car, one computer, one washing machine and so on. 

Market Segmentation 
Market segmentation is the process of dividing the total market into relatively distinct 
homogeneous sub-groups of consumers with siimilar needs or characteristics that lead 
them to respond in similar ways to a particular market-ing programme. 

Market Segmentation, 
Targeting and Positioning 
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A market segment is a portion of a larger market in which the individuals, groups, 
or organisations share one or more charactertstks that cause them to have relatively 
similar product needs. 

Three decision processes comprising market segmentation, target marketing, and 
positioning are closely related and have strong interdependence and essentially need to 
be examined carefully and implemented to be successful in managing a given product
market relationship. Peter Doyle cites an international example: 

"In England, Japanese companies have outperformed their British rivals across a range 
of industries. A major reason for this was that the Japanese were better at managing the 
segmentation, targeting, and positioning relationships. Thus, only 13 per cent of the 
Japanese firms versus 47 per cent of the British were unclear about their target segment 
of customers and their special needs.'' 

Requirements for Effective Segmentation 
Five conditions must exist for segmentation to be meaningful: 

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

2. There must be some logical basis to identify and divide the population into 
relatively distinct homogeneous groups, having common needs or characteristics 
and which will respond to a marketing p rogramme. Differences in one market 
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 segment can be done. 

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

5. It must be possible to reach the target segment effectively. For instance, in some 
rural areas in India, there are no media that can be u~ed to reach the targeted 
groups. It is also possible that paucity of funds prohibits the development reqt.1ired 
for a promotional campaign. 

How Segmentation Helps 
Segmentation studies are used to uncover needs and wants of specific groups of 
consumers for whom the marketer develops especially suitable products and services 
to satisfy their needs. 

Marketers also use these studies to guide them in redesigning, repositioning, or targeting 
new segments for the existing product. For example, the heavy user adult market has 
been targeted for Johnson baby shampoo. For sensitive skins Dove has come out with 
a variant, Dove Gentle Exfoliating Bar (it has a pH range of 6.5 - 7.5, almost neutral, 
neither acidic nor alkaline). 

Seg,mentation studies help in identifying the most appropriate media for promotional 
messages. Almost all media vehicles use segmenta tion studies to determine the 
characteristics of their audience and publish their findings to attract marketers seeking 
a similar audience. 

Bases for Segmentation 
Markets are complex entities that can be segmented in a variety of ways. It is an 
important issue to find an appropriate segmentation scheme that will facilitate target
marketing, product positioning, and developing successful marketing strategies and 
action programmes. 



Geographic Segmentation 

Geographic segmentation focuses on dividing markets into different geographic 
units, such as regions, nations, states, urban, rural, etc. Customers located in different 
geographic areas vary in terms of climates, terrain, natural resources, population 
density, culture, service needs, sales potential, growth rates, competitive structure of the 
market, frequency of purchases for a variety of goods and services. For example, Jeeps 
are more popular in rural areas in India thail in urban areas. Shopping malls are located 
only in larger cities in India, and raincoats 21re sold more in rainy areas. Geographic 
segmentation is used both in consumer and o.rganisationaJ markets, particularly where 
customers are not willing to travel far to acquire goods and services-

Geo-demographic Segmentatici•n 
Many segmentation approaches involve both geographic a1ld demographic descriptors. 
Th.is approach is based on the premise that people who live close to one another are 
likely to have similar economic status, tastes., preferences, lifestyles and consumption 
behavjour. Geo-demographic segmentation is particularly useful when a marketer 
is capable of isolating its prospects with similar personalities, goals,· interests, and in 
terms of where they live. For products and services used by a wide cross-section of 
society, this approach may not be suitable. Fo.r example, some retailers who propose to 
open new stor-es are interested in knowing something about the people who live within 
a defined area whom they aim to attract. 

Demographic -Segmentation 

Groduotes, 
white-collored workers 

ond professionols 
Blond B2 (17%) 

Typica lly SSC quo lified, about 
40% groduotes; occupotion 

clerks/ shopk,~epers 

C(l 9 .5%) Skilled workers, clerks, solepeople, etc. 

0 (22.4%) Some os above, occupation profile with SSC 

Source; A & M, October (1991). 

figure 6. J : Socio-economic Pyramid of Indian Population 

Demographic characteristics are commonly used to segment the market. Factors such 
as age, sex, education, income, marital status, household life cycle, family size, social 
class, etc., are used singly, or in a combination, to segment a market. Shaving products 
for women are based on the demographic variable of gender. Toy manufacturers such 
as Funskool and Mattel Toys segment the ma1rket on the basis of age of children. Auto 
manufacturers segment the market by considering income as an important variable. 
Producers of refrigerators, washing machines, microwave ovens etc., take income and 
family size as important variables .in segmenting the market. Ready-to-wear garment 
producers often segment the market on the basis of social class. Examples are Chiragh 
Din, Arrow, Van Heusen, Louis Phillipe, Levis and others. 1n general, the social class 
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can represent lower, middle and upper class depending on education, income, status, 
etc. For example, an engineer and a clerk are considered as members of different social 
classes. 

Psychographic Segmentation 
When the segmentation is based on personality or lifestyle characteristics, it is called 
psychographic segmentation, Consumers have a certain self-image and this describes 
their personality. There are people who are ambitious, confident, aggressive, impulsive, 
modern, conservative, gregarious, loners, extrovert, or introvert etc. 

Lifestyle 
ft is an indicator of how people live and spend their time and money. What people do 
in their spaie time is often a good indicator of their lifestyle. 

Consumers in different countries and cultures may hav!:! characteristic lifestyles (Table 
6.1). For example, Indian women are more home-focused, less likely to visit restaurants, 
more price-sensitive, spend time preparing meals at home and are fond of movies. 

Table 6.1: Lifestyle Dimensions 

Adivities Interests Opi n1ons 0emogrophics 

Wor~ Family Themselve~ Age 

Hobbies Horne Social issues Education 

Socio! e~ents Job Politics Income 

Vocation Community Business Occupation 

Entenainment Recreotion Economics Family size 

Club membership Fashion Education Dwelling 

Community Food Products Geography 

Shopping Media Future City size 

Spor1s Achievements Culture Stage in life cycle 

Source: Joseph T. Plummer, "The Concept and Application of Lifestyle Segmentation"., )oW"nal of Marketing 
38, January 1974. 

Lifestyle segmentation is p~rticuJarly useful in case o{ product categories where the 
users' self-image is considered as an important factor, such as perfumes, beer, jewelry 
and other ego-intensjve products. 

AJO inventories are a useful addition to demographi~ data but marketers have found 
the original AIO inventories as being too narrow. Now, psychographics or lifestyle 
studies generally include the following: 

1. Attitudes, which include evaluative statements about, people, products, ideas and 
places etc. 

2. Values, which refer to widely, held beliefs abot1t what is right/acceptable/ 
desirable etc. 

3. Activities and interests that cover behaviours with respect to activities other than 
occupation to which consumers devote time and effort, such as hobbies, interests, 
social service etc. 

4. Demographics that relates to gender, age, education, occupation, income, family 
size and geographic locaHon etc. 

5. Media preferences- which specific media the consumers prefer and use. 

6. Usage rates that relate to measurements of consumption level within a particular 
product category and is generally recorded as heavy, medium, light or non-user. 



VALS (Values and Lifestyles) 

Stanford Research InstHute (SRJ) developed a popular approach to psychographics 
segmentation called VALS (Values and Lifestyles). This approach segmented 
consumers according to their values and lifestyles in USA. Figure 6.2 depicts the VALS 
framework. 

High Resources 
High Innovation 

Low Resources 
low Innovation 

Figure 6.2: Current Values and !Lifestyle (VALS) Framework 

According to the present classification schemer (Figure 6.2), VALS has two dimensions. 
The first dimension, primary motivations, determines the type of goals that individuals 
will pursue and refers to pattern of attitudes and activities that help individuals reinforce, 
sustain or modify their social self-image. Utis is a fundamental human need. The 
second dimension, resources, reflects the ability of individuals to pursue their dominant 
motivations that includes the full range of physical, psychological, demogr.aphic and 
material means such as self-confidence, interpersonal skills, inventiveness, intelligence, 
eagerness to buy, money, position and education etc. The questions above are designed 
to classify respondents based on their primary- motivations. Stanford Research Institute 
(SR1) has identified three basic motivations: 

l . Ideals (principle): Individuals are guided in their choices by their beliefs and 
principles and not by feelings, desires arnd events. 

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

3. Self-expression (action): Individuals desire physical and social activity, variety 
and risk taki.ng. -

Based on the concepts of basic motivations and resources, the typology breaks consumers 
into eight groups. 
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lltnovators (formerly actualisers): This segment is smaJI in size compared to other seven 
but may be the most attractive market 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 them as 
an expression of their taste, independence, and cha.racter. These people are successful, 
sophisticated, active, and with high self-esteem. They are interested in growth and 
development; they explore, and express themselves in 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 to others. 

Thinkers (formerly fulfilled): 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, satisfied, comfortable, are well-educated, reflective people who value order, 
knowledge and responsibility. They like their home and family, are satisfied with their 
careers, and enjoy their leisure activities at home. They are open-minded about new 
ideas and accept social change. As consumers, they a re conservative and practical. They 
purchase products for their durability, functionality, and val ue. 

Believers: Like thinkers, believers are also motivated by ideals; their basic approach 
to decision•making is rational. Believers are not well-educated and the moral code 
of conduct is deeply rooted in their psyche and is inflexible. They are conservative, 
conventional and have deep beliefs based on tradition, family, religion and community. 
Their routines are established and largely influenced by home, family, religion, and 
social organisation. Their behaviour as consumers is predictable and conservative. 
Their income is modest, but enough to meet their needs. 

Achievers: They are motivated by the desire for achievement and make choices based 
on a desire to enhance their position, or to facilitate their move to another group's 
membership for which they aspire. They have goal-oriented life-styles and a deep 
commitment to career and family. They are more resourceful and active_ Achievers 
are indined to seek recognition and self-identity through achievement at work and in 
their personal lives. They have high economic and social status and patronise prestige 
products and services and time saving devices that exhibit success to their peers. They 
value consensus, predictability and stabiLity over risk, and intimacy. 

Strivers: They are trendy and fun-loving and are motivated by achievement. They 
are dependent on others to indicate what they should be and de>. They believe money 
represents success and never seem to have enough of it. Their self-definition is based 
on approval and opinion of others around them. They are impulsive by nature, get 
easily bored, are unsure of themselves, and low on economic, social, and psychological 
resources. Strivers try to mask the lack of enough rewards from their work and family, 
and to conceal this, they attempt to appear stylish. They try to emulate those with higher 
incomes and possessions, generally beyond their reach. Strivers are active consumers, 
shopping to them is both a social activity and an opporhmity to show their peers their 
ability to buy. They read less but prefer to watch television. 

Surviv.ors (forrnerly 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 iU-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 quickly. 
As consumers they show the strongest brand loyalties, especially if they can purchase 
them at a discount. They are cautious consumers and rep resent only a modest market. 
They watch a lot of television, read women's magazines and tabloids. 

Experiencers: They are young, fuJJ of vitality, enthusiastic, impulsive and rebellious and 
motivated by self•expression. They are avid consumers and spend, high proportion of 
their income on fashion, entertainment and socialising. Their desire is to feel good and 
having "cool" stuff, They are college-educated and much of their income is disposable. 



They have an abstract disregard for conformity ar11 >· 1:.xperiencers seek 
excitement and variety in their lives and like to take risks. Their patterns of values and 
behaviour are in the process of being formulated. They are fond of outdoor recreation, 
sports and social activities. They spend heavily on clothing, music and fast food. 

Makers: Their motivation is self-expression. They like to be self-sufficient, have 
sufficient income and skills to accomplish their desired goals. Makers are energetic, like 
to experience the world, build a house, have families, raise children, and have sufficient 
skills backed with income to accomplish their projects. They a.re practical people and 
have constructive skills and energy to carry out their projects successfully. Their outlook 
is conservative, they are suspicious of new ideas, respect government and authority, but 
resent any intrusion on their rights. They ane not ill:'pressed with others' wealth and 
possessions. 

For severaJ reasons, psychographic segmentation variables are used on a limited scale. 
To accurately measure psychographic variables is rather difficult compared to other 
types of segmentation bases. The relationshiJf?S between psychograph.ic variables and 
consumer needs are often difficult to document. Also, certain psychographic segments 
may not be reachable. For example, it may be difficult to reach introverted people at 
reasonable cost. 

Behaviouristic Segmentation 
Dividing the market on the basis of such va1riables as use occasion, benefits sought, 
user status, usage rate, loyalty status, buyer ,readiness stage and attitude is termed as 
behaviouristic segmentation. 

Buyers can be identified according to the use occasion when they develop a need and 
purchase or use a product. For example, A1rchies greeting cards are used on many 
different occasions. User status, such as non-•users, potential users, or first time users 
can be used to segment the market. Markets can also be segmented into light, medium, 
or heavy users of a product. Brand loyalty of varying degree can be present among 
different groups of consumers and may become ·the basis to segment the market. 
There are consumers who are very loyal to cigarette brands, beer and even toothpaste. 
Markets may also be d ivided on an imaginary Likert-type scale by considering level 
of product awareness such as unaware of the product, aware, interested, desirous, 
or contemplating to purchase the product. Based on attitude, · consumers may be 
enthusiastic, indifferent, or hostile towards t!he product, and these differences can be 
used to segment the market. 

Benefit Segmentation 
By purchasing and using products, con.sun\ers are trying to satisfy specific needs 
and wants. lrt essence, they look for produds that provide specific benefits to them. 
Identifying consumer groups looking for spc~cific benefits from the use of a product 
or service is known as benefit segmentation and is widely used by marketer:s. For 
example, there are distinct groups of a'utcr buyei:s. One group might be more interested 
in economy, the other in safety and still other in status. 

Segmentation bases, such as demographics are descriptive. These variables are useful 
but do not consider why consumers buy a product. Benefit segmentation has the 
potential to divide markets according to why consumers buy a product. Benefits sought 
by consumers are more likely to determine !Purchase behaviour than are descriptive 
characteristics. 
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Table 6 .2 : Benefit Segmentation of Toothpaste Market 

Principa l Benefit Psychogroph1c Behavioural Chor• Dernograph,c Brands Much Fo-
Sought Characteristics acterishcs Charocterisllcs voured 

Brightness of Jeeth Outgoing, active Smokers Teenagers, Close-Up, Promise, 
(cosmetic) fun-loving, high youngsters Aquofresh 

sociobil1ty 

Decoy prevention Heohh cor,sc)ous Heovy users Lorge families Pepsodenl, Colgate 
(medicinal) Total, Forhons 

Toste (good taste, Self-indulgent, Mint lovers Chrldren Aquafresh, Colgate 
flavour) hedonistic 

Low price (economy) Price-conscious, · Heavy users, deol Men, lradit1onol Neem, Bobool. Vicco 
independent prone Vo1rodonli 

So11ra; Adapted with clmiges ftc,rn Russel J. Haley, ''Benefit ~mentation: A Decision O riented Rese.uch Tool. Journal of 
Marketirig. July 1963, pp. 30,35. Also, Maley, " Benefit Segmentation - 20 Yea rs Later," Journal of Consun,er Marketi.ng, v'ol. 
1. 1984, pp. 5-14 

Demographic-psychographics Segmentation (Hybrid 
Approach) 
Demographic and psychographic p rofiles work best w hen combined together because 
combined characteristics reveal very important information about target markets. 
Demographic-psychographics information is p articularly. useful in creating consumer 
profiles and a udience p rofiles. Combined demographic-psychographic p rofiles reveal 
important information for segmenting mass markets, provide meaningful direction as 
to which type of p romotional appeals are best suited ;:3nd select ing the right kind of 
advertising media that is most likely to reach the target market. 

Segmentation Variables for Organisational Markets 
Main app roaches to segment o rganisational markets can be grouped under four 
heads: 

l. Geograpltic Location: This refers to customers' location in certain sates, cities, or 
specified industrial locations. For example, the areas or regions where there are 
cotton textile manufacturers, or auto producers. Companies that process natural 
resources are o ften located close to the source to m inimise transportation costs. 
International companies segment markets geographically. 

2.. Customer Size: Business customer size qm be based on factor& such as number 
of prod uction facilities, sales volume, number of sales offices, and number of 
employees. The customer size could be grouped as large, medium, or small on the 
basis of purchase value or other variables. 

3. Product Use: Segmenting market based on the type of use. For example, s teel 
producers may segment their market, as do auto manufacturers, s teel furniture 
p roducers, and construction companies. A paint manufacturing company might 
sell to customers-in various industries. 

4. Type of Organisation: A company selling to several business organisations in 
a variety of industries may want to segment its market based on industry: for 
example, companies tha t are h ighly dependent on after sales service, are highly 
price sensitive, or which demand credit facility. 

5. Buying Behav iour and Situation: Business markets can be segmented on the basis 
of degree to which buying activ~ty is centralised. A centralised buyer is likely to 
consider all purchases with a given supplier on a national or global basis, to be 
concerned about cost savings, and minimise risk. In a more decentralised company, 
the buyer is likely to be more concerned about the user 's need, to emphasise 
quality, fast deJivery, and to be less cost conscious. 

http:quali.ty


In actual p ractice, companies generally use a combination of different segmentation 
variables to more accurately target an attractive segment. 

Targeting Market Segments 

Instead of aiming a single product and marketing programme at the mass market, 
most companies identify relatively homogeneous segments and accordingly develop 
suitable products and marketing programm•~s matching the wants and preferences 
of each segment. It should, however, be realised that all segments do not represent 
equally attractive opportunities for a company. Companies need to categorise segments 
according to their present and future attractiv•mess and their company's strengths and 
capabilitiesre1ative to different segments' needs and competitive situation. The following 
sequential steps present a useful framework managers can use for this purpose: 

1. Establish cri teria to measure market attractiveness and business strength 
position. 

2. Evaluate market attractiveness and busi.ness strength factors to ascertain their 
relative importance. 

3. Assess the current position of each potential segment on each factor. 

4. Project the future position of each market segment based on expected 
environmental, customer, and competitive h·erids. 

5. Evaluate Segment Profitability. 

6. Evaluate implications of posslble future• changes with respect to strategies and 
requirement of resources" 

A company may decide to enter a segment that otherwise does not currently appear to 
be a positive under certain conditions, such as when there is beHef among the managers 
that the segment's attractiveness or the company's business strength is likely to improve 
in the coming few years, or they believe suc,h segments would offer opportunity to 
enter more attractive markets in the coming years. 

There are three basic targeting strategies: 

l. Undifferentiated Mass Marketing. 

2. Dillerentiated Multiple Segment Marketing. 

3. Single Segment Specialisation or Niche Marketing. 

(a) Undifferentiated Mass Marketing: This sl~ategy involves ignoring any differences 
among consumers and offer one product or service to the entire market. This 
strategy of mass marketing focuses on what is common in the needs of consumers 
rather than what is d ifferent. For more than 90 years, Coca~Cola offei:ed only one 
product version to the whole market and hoped that it would appeal to everyone. 
Hamdard offers its Rooh Afza based on this strategy. Undifferentiated marketing 
provides cost economies. 

(b) Differentiated Multiple Segment Marketing: The marketer decides to enter several 
market segments and develops separate• offers for each. For instance, Maruti is 
producing diiferent models of cars for various segments, Nike offers athletic 
shoes for different sports and Coca~Cola and Pepsi are offering different versions 
of their soft drinks. Companies prod ucing toiletries are offering different versions 
of toilet soaps for dry skin, oily skin and normal skin. These companies expect 
higher sa:les volumes by offering produclt versions and a stronger position within 
each segment. Differentiated marketing strategy increases costs considerably. 

(c) Single Segment Specialisation or Nicfw Marketing: Many companies succeed 
by producing a specialised product aimed at a ve:ry focused market or a niche. 
This strategy also appeals to firms with limited resources. The company targets 
a segment and goes for a larger market share instead of a small share in a larger 
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market segment. Recycled paper producers often focus on the market for greeting 
cards or wedding cards. Oshkosh Truck is the largest producer of airport rescue 
trucks. Concentrated strategy may involve more than normal risks. If a large 
competitor decides to enter the same segment, the going may become quite tough 
for the smaller company. 

A 

Company Company 

i 
I 

B C D E F A B C D E 

Undiflerent1oted Moss Marketfng 
(One product for all segments) 

DJlforentlated MvlHple Segment Marketing 
{Differentiated products for each segment) 

Company 

A B C D E f G 

S,ngle Segment Specialisation or Niche Market,ng 
(Specialised produd a imed at a n,che market) 

Figure 6.3: Three Basic Targeting Strategies 

Product Positioning 
Positioning is the perception of a brand or product it brings about in the mind of a target 
consumer and reflects the essence of that brand or product in terms of its functional and 
non-functional benefits as judged by the consumer. 

Nestle's Maggi noodles has been successfully positioned as the "two minute'' noodle in 
the minds of target consumers and has created a distinctive brand image. HUL's soap 
Lux is the "beauty soap" of female film stars and Dettol is the antiseptic for minor nicks 
and cuts. BMW car is positioned as the ''ultimate driving machine" As markets become 
more crowded and competitive with similar types of products, consumers rely more on 
the product's image than on its actuaJ characteristics in making their buying decisions. 

The right positioning is probably more important to the ultimate success of a brand 
than are its actual attributes. Marketers sometimes assign different images to the same 
product or service in different market segments or at times, reposition the same product 
without actually making it any different physically. 

They attempt to create a distinct position for their brand so that consumers perceive 
it a.s being different and occupying a niche no other product does and thereby try to 
create a product image congruent with the relevant self-image of the target consumers. 
Marketers strive to differentiate their products or services by emphasising attributes 
that they claim to be better able to satisfy consumer needs and wants than competing 
brands. 

Products or services are 'mapped' together on a 'positioning map'. This allows them to 
be compared and contrasted in relation to each other. This is the main strength of this 
tool. Marketers decide upon a competitive position which enables them to distinguish 
their own products from the offerings of their competition (hence the term positioning 
s trategy). 

The marketer would draw out the map and decide upon a label for each axis. They 
could be price ~variable one) and quality (variable two), or Comfort (variable one) and 
price (variable two). The individual products are then mapped 0llt next to each other 
Any gaps could be regarded as possible areas for new products. 



Figure 6.4 depicts an example of Positioning Map in which the countries as tourist 
attractions are positioned on a map: 

.. 
111.l l/l 

l~J:111d 

AlgbunistL'lll 

Lov. e lllut1\111ul pull 

Figure 6.4: Example o,f Positioning Map 

Process of Determining the Positioning Strategy 
TI:1e exercise to determining the positioning strategy is not easy and could prove to 
be difficult and quite complex. It is important to fix a competitive point of reference 
by defining customer target market and nature of competition because arriving at 
the proper positioning requires establishin8; correct pomts-of-parity and points-of
difference associations. 

Po.in ts-of-parity mean those associations that .are not necessarily unique to the brand .in 
some way but may in fact be shared with othe:r brands. These associatiohs can be of two 
types: category points-of-parity refer to thoset associations that consumers consider as 
being necessary within a certain product or caltegory to make it a legitimate and credible 
offerrng, They may be necessary but not sufficient in themselves for brand choice. These 
attributes are minimally at generic product level and most likely at expected product 
level. For example, consumers might not consider a bank truly a "bank" unless it offers 
saving account facility, cheque books, fixed deposit, and a range of other services, 
convenient banking hours, ATM, etc. Over the years, facilities may change depending 
on technological developments and consumer trends, but the attributes and benefits 
that function as category can be seen to play 1the marketing game. Competitive points
of-parity associations attempt to discard or weaken competitors' points-of-d ifference 
associations, or other such type of benefit. If a brand offers the same benefit plus more 
in some other areas, the brand is likely to emerge stronger and have a better competitive 
position. 

Points-of-difference refer to strong, favourable and unique associations for a brand 
in consumers' petceptions. These may be related. to virtually any type of attribute or 
benefit association, functional, performance~1related or imagery-related psychological 
considerations, to become a point-of-difference in the minds of consumers. They 
strongly associate these attributes and benefi ts with a brand, positively evaluate, and 
have a firm belief that they could not find these to the same extent in other competing 
brands. This is actually similar to USP concept pioneered by Rosser Reeves. 

Nivea created strong points. of difference or1. the benefits of'' gentle," ''protective," 
and" caring' and became a leader in skin cream category. As the company leveraged 
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brand equity into categories such as deodorants, shampoos, and cosmetics, Nivea 
found it necessary to establish category points of parity before the company could 
promote its extension brands' points of difference. Nivea's points of difference 
of gentle, protective, and caring were of little value unless consumers believed 
that its deodorant was strong enough, its shampoo would produce beautiful 
enough hair, and its cosmetics would be colourful enough. Once points of parity 
were established, Nivea's heritage and other associations could be introduced as 
compelling points of difference. 

Jack Trout and Al Rjes suggest that managers should ask themselves six basic questions 
to create a position for a product or service: 

1. What position, if any, do we already have in the prospect's mind? (This information 
must come from the market place, not the managers' perceptions.) 

2. What position do we want to own? 

3. What companies must be outgunned if we are to establish that position? 

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

5. Do we have the guts to stick with one consistent positioning strategy? 

6. Does our creative approach match our positioning strategy? 

The brand or product manager must determine which strategy is best suited in a given 
situation to 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 difficult and quite complex. 
Six steps need to be taken to reach a decision about positioning. 

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

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

Assessment of consumers' perceptions of competition: Nter defining the competition, it 
is important to determine how consumers perceive the competing products. To do this, 
a set of product attributes, sucl:l as product characteristics, consumer benefits, product 
uses or product users are.chosen for comparison. The task is to identify relevant 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 undertaken to reveal how aJl the 
competing brands, induding the company's own are positioned and what is their 
relative position 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 used to plot a perceptual map that would show the position 
of different competing brands. Two-dimensional and multi-dimensional scaling 
techniques are available to help the researcher. 

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 of customers who prefer this product location 
in the perceptual maps. Customers who value a certain set of attributes or benefits 
would form a segment. An idea] product would be the one that is preferred over all 
others. 

. ' 

Making the positioning decision: Up to this point, it may become reasonably clear 
to make some subject-ive decision as to which position can be appropriate. ln many 
situations, however, it may become necessary to rethink. Positioning usually involves 
segmenting the market and choosing one or more segments. 



This would require ignoring the remaining parts of the market and focusing on only a 
selected part. It is to be considered whether lthe selected segment or segments would 
support the brand entry. A specific chosen position may lead consumers to believe 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 und iffere11.tiated strategy, it may be possible 
to be g_eneral in positioning approach, encouraging consumers that they will get what 
they are looking for. 

For instance, the Toyota slogan, "l love what you do for me - Toyota," communicates to 
consumers that they will get whatever they are looking for in this brand. 

Monitoring the position: How strongly and advantageously a position is maintained in 
the market should be monitored periodically by using the tracking studies to measure 
the image of the brand or the company. 

Positioning Approaches 

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

According to C. Merle Crawford, common bai;es used for positioning include: 

1. Features refer to objective physical or performance characteristics and are often 
used to differentiate products. For example, Amazon.com has a tJ.rtique ''I-click" 
ordering fa,dlity. Some autos claim ''Zero to 100 Kph in 6 seconds." This sort of 
positioning is more common with indusltrial products. 

2. Benefits are directly related to products, such as Volvo's emphasis on safety and 
durability. "Sticks in a snap," Fevi Kwick Fairglow soap is"fainwss soap," 

3. Usage includes end use, demographic, psychographic, or behavioural segments 
for whom the product is meant. It also includes product popularity. For example, 
Chayavanprash to build body resistance-of children or elders, Farex for small kids, 
"Bajaj Pulsar" definitely male" for customers of a certain psychographic profile. 

4. Parentage means the lineage denoting who makes the product. "Buying a car 
is like getting married. It's a good idea1 to know the family first," advises The 
Mercedes S Class model. Companies proudly trumpet their names, such as "Sony 
Vaio", "Tata Indica", "Fiat Palio," etc. 

5. Manufacturing process is often used to position the product. Some expensive 
watches claim to be ''hand crafted," an appealing proposition in an age of mass 
produced artifacts. 

6. Ingredients are sometimes highlighted to create a position. For example, some 
garment manufacturers claim "One hunidred per cent cotton," or "Hundred per 
cent Merino wool." · 

7. Endorsements are made either by experts or a common person with whom the 
target customers are likely to identify. For example, Michael Jordan using Nike 
shoes, and the unforgettable Lalitaji (a savvy middle class housewife concerned 
about family budget) and her enduring advice that "Surf Ki Kharidari Mein Hi 
Samajhdari Hai." (It's wise to buy Surf). 

8. Comparison with a competitor's product is a fairly common positioning approach. 
Avis compared itself with Hertz, stressing that it tries harder because it the 
second-biggest can rental company. Samsung Laser Printer compared itself with 
HP Laserjet ,.. and thereby jumped cleverly onto the came platform. 

9. Pro-environment approach to positioning aims to show that the company is a 
good citizen. Canon mentions on its package$, "Made from recycled material." 

10. Product class, such as freeze-dried coffee s hown ·as a product that is a different 
one from instant or regular coffee. Dove soap positioned as a moisturiser and not 
the toilet soap, and Pears as a glycerine soap. 

Market Segmentation, 
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11. Price/quality is a powerful positioning technique. Zenith computers say 
"Multinational quality, Indian price.'' 

12. Country or geographic area, such as German Engineering, Russian Vodka, Benarsi 
silk sari, or Dehradtu1 rice. 

Writing a Positioning Statement or a Value Proposition 
1t is a statement expressed clearly and in few words that identifies the target market 
for which the product is intended. It .also specifies the product category in which it 
competes and h ighl ights the unique benefit it offers. 

Tobie 6.3: Example of o Positioning and Value Proposition Statement 

Positioning Statement Value Proposition 

1. Torge.t morke.1: Upper-rr11ddle and upper 
class Indian families. 

For upper-middle. and upper doss lnd,an fomil,e.s, 
'2. Benefits: Provides safety and durability. Volvo is the car that provides the utmost in safely 

and durability. 3. Prk e: '20 per cenl above simllor cars. 

How Many Differences to Promote? 
SuccessfuJ positioning depends on effectiveJy communicating the brand's differential 
advantage. The critical question is how many differences to promote? Famous 
advertising Savant. Rosser Reeves said that a company should develop a Unique Selling 
Proposition (USP) for each brand and stick to it. The brand manager should pick a brand 
attribute, not being used by competitors, and tout it as ''number one'' on that attribute. 
Consumers have a tendency to remember "number one" better, especially in a duttered 
advertising scene. For instance, 'Lux' is the beauty soap of female film stars. "Promise'' 
toothpaste touts clove~protection for teeth, though almost all toothpastes contain 
clove oil. Some positions worth promoting are "Best quality", ''Most advanced", "Best 
service", "Lowest price", etc. A firm that consistently promotes one of these positions 
and delivers the product or service as promised probably will become best known and 
remembered for its 'position'. 

A USP is an outstanding advantage and the best strategy to create a product's position, 
provided it is not only persuasive for the consumers but also sustainable. For instance, 
Union Carbide developed the zinc chloride technology jn India to produce batteries for 
torches and other products of everyday use. It could have been a USP but the company 
realized that soon it would be copied and wisely decided not to use it for positioning. 

A number of advertising professionals believe that when the rule of USP was written, 
products did have genuine, tangible differences and it made really good sense to use 
USP in adve.rtising. However, the timeshavechanged. Products are reaching a uniformly 
excellent level of quality but the differences among brands in a product category are 
getting fewer and fewer. They say that ESP (emotional selling proposition) or the UEP 
('unique emotional proposition) has replaced USP. 

There are others who say USP is not dead at all, but has become more important than 
ever before, given the need to be unique because of the ever increasing number of ad 
messages competing for a ttention. 

As companies incre,ase the number of claims for their brands, they begin to realise that 
this approach runs the risk ofevoking disbelief and a loss of clear positioning. ll a brand 
tries to be everything for everybody, it is likely to end up being nothing to anybody. 
The market situation has changed to a level where one size does not fit all and requires 
differentiated product and service offering. 



Positioning Errors 
Common errors in positioni.ng are: 

1. Underpositioning: This refers to a state of buyers having only a vague idea o,f 
the brand and considering it just anothier "me too" brand in a crowded product 
category. The brand is not seen to have any distinctive association. 

2. Overpositioning: In this situation, buyers have too narrow an image of the brand. 
TI1us, buyers might think that Apple malkes only very expensive computers when, 
in fact, Apple offers several models at affordable prices. 

3. Confused positioning: Sometimes, attempts to create too many associations or to 
frequently reposition the brand only serves to confuse buyers. 

4. Do11btful positioning: This situation may arise when customers find brand claims 
unbelievable keeping in view the product features, price, or the manufacturer. 

Student A1ctivity 

1. What is a market? 

2. Define market segmentation. 

Summary 
The concept of market segmentation is based on the fact that all consumers are not 
alike. They differ in their needs, wants, desire:S, inc.ome, education, lifestyles and so on. 
Market segmentation is the process of dividin~~ the heterogeneous market into relatively 
homogenous sub-groups of consumers with somewhat similar characteristics. When a 
marketer selects one of more segments and develops a distinct marketing programme 
to accomplish marketing objectives, it is· callled target marketing. TI1ere are certain 
conditions that rn ust exist for segmentation to be meaningful. Many approaches a.re used 
for segmenting the market. Some of the popul.ar bases for segmentation are geographic, 
demographic, psychographic and behaviour.al. Other specific approaches hav~ been 
used and found to be quite effective, such as segmentation based on lifestyles. Lifestyle 
approach is based on studying how consumers spend their spare time, what they 
consider important in their surroundings, wlhat are their beliefs on broad issues and 
their self image. Such data is generally combined with demographic variables to furnish 
a clearer picture about consumers. The markEiter generally has options either to adopt 
undifferentiated marketing, differentiated marketing, or concentrated marketing. 

Keywords 
Market Segmentation: Market segmentation is the process of d ividing the total market 
into relatively distinct homogeneous sub-gmups of consumers with similar needs or 
characteristics that lead them to respond in similar ways to a particular marketing 
programme. 

Geographic segmentation: Geographic segmentation focuses on dividing markets into 
different geographic units, such as regions, nations, states, urban, rural, etc. 

Demograpliic Segmentation: Demographic characteristics are commonly used to 
segment the market. Factors such as age, sex, education, income, marital status, 
household life cycle, family size, social class, ,~tc. 

Lifestyles: lt is an indicator of how people liv,e and spend their time and money. 

Geographic Location: This refers to customers' location in certain sates, cities, or 
specified industrial locations. For example, the areas or regions where there are cotton 
textile manufacturers, or auto producers. 

Market Segmentation, 
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Customer Size: Business customer size can be based on factors such as number of 
production facilities, sales volumei number of sales offices, and number of employees. 

Product Use: Segmenting market based on the type of use. For example, steel producers 
may segment their market, as do auto manufacturers, steel furnHure producers, and 
construction companies. · 

Product positioning: It is a decision reached by a marketer to try to achieve a defined 
brand image relative to competition within a market segment. 

Positioning: Positioning usually involves segmenting the market and choosing one or 
more segments. 

Repositioning: The product may be provided with some new features or it may be 
associated with some new uses and offered to the existing or new markets. 

Review Questions· 
1. Why would a company want to segment a market? 

2. What factors should be considered for effective market segmentation? 

3. Discuss various bases of market segmentation. 

4. What segmentations bases would you suggest to a manufacturer of ready-to-wear 
garments? 

5. How should a company choose target markets? 

Further Readings 
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Learning Objectives 
At the conclusion of this unit, you should be able to: 

• Discuss impact of culture, subculture, family, social dass1 and reference groups on consumer 
preferences and behaviour 

• Realise influence of motivation, perception, IE!aming, attitudes, personality, demographic 
factors, lifestyle, situations, and involvement on consumers' buying behaviour 

• Discuss consumers' decision process steps 

• Realise in what ways do organisational consumers differ from personaJ consumers in their 
purchase decisions 

• Explain the different decision situations for bu,siness consumers and the decision process 

Introduction 
One of the very few aspects common to all of us is that we are a ll consumers and the 
reason for a business firm to come into being is the presence of consumers who have 
unfu lfilled, or partially fulfilled needs and wants. Buyer behaviour is an extremely 
important and complex subject for any marketer. At the same time, it is important to 
appreciate that there is no unified, tested, and universally established theory on this 
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subject. Buyer remains an enigma and her /his mind is viewed as a black box. Before 
businesses can develop marketing strategies, they must ttnderstand what factors 
influence buyer behaviour and how they make purchase decisions to satisfy their needs 
and wants. Understanding buyer behaviour and "knowing buyers" are not that simple. 
It is almost impossible to predict with one hundred per cent accuracy how buyers 
will behave in a certain situation. Buyers are moved by a complex set of deep and 
subtle emotions. Their behaviour results from deeply held values and attitudes; their 
perceptions of the world and their place in it, from common sense, impulse, or just plain 
whimsy. 

Consumer Behaviour 
"Consumer behaviour refers to the mental and emotjonal processes and the observable 
behaviour of consumers during searching, purchasing, and post consumption of a 
product or service." 

Satish K Batra and SHH Kazmi, 'Consumer Behaviour', Excel Books, 2004. 

Buyer behaviour has two aspects: The final purchase activity visible to any observer 
and the detailed or short decision process that may invo.lve the interplay of a number 
of complex variables not visible to anyone, Actual purchase is just one activity, but 
the process is initiated several steps prior to a purchase and often progresses beyond 
consumption. In fact, purchase behaviour is the end result of a long process of consumer 
decision-making, influenced by many variables. 

Social Factors Psychological Factors Personal Factors 

Culture and Subculture, Roles and Motivation, Perception Demographic Faciors, Lifestyle 
Family, Social Class, Reference Learning, Attitudes Situational factors, Involvement 

Groups fersonality Level 

~, I, ,. 
Consumer Decision-Making Process 

I 
Problem 

~ 
lnfonnation H Alternatives' 

~ 
Purchase 

~ Postpurchase 
Re~ognition Search· Evaluation Action Actions 

Figure 7.1 : Various Factors Influencing Consumer Behaviour 

The terms buyer' or 'con.sumer' are used both for personal consumers and 
orgarusational consumers and refer to two different kinds of consuming entities. The 
personal consumer buys products or services for personal or household consumption 
for final use, such as salt, toothpaste, computer, gifts, etc. 

The term 'organisational consumer' includes for profit and not-for-profit organisations. 
They buy products, equipments, and services required for running these organisations, 
such as stationery, raw materials, computers, telephone services, advertising services, 
etc. 

Buying Behaviour 
Different consumers follow different steps in making their choice of products and 
services. The common types of buying behvaiour are: 

1. Dissonance Reducing Buying Behaviour: Customers show dissonance reducing 
buying behavfour when the involvement of customer in the purchase activity 
is high and customers eannot find a substantial differentiation among the 
alternaHves, The consumer is highly involved and sees· little difference among 



brand alternatives. The purchase is hi~;h involvement in the case of first time Consumer Behaviour - Personal 
buying without previous purchase experience, in an expensive, infrequent and and Organisational 
risky buying situation. The buyer will shop around in the market to learn about 
the various alternative brands in the market. If there is a substantia l difference 
in quality level among similar brands, then he is likely to buy the higher priced 
brand. If there is only a little difference, then his purchase wiU be on the basis of 
price or convenience. 

In this case, the consumer is likely to experience dissonance. Dissonance is a state 
of consumer's mind when he experiences substantial difference between what is 
expected ou f of the choice and the real performance of the chosen alternative. This 
may occur if he finds his purchase not getting an acceptance in social setting e.g. 
among peers or there is some negative publicity about the chosen brand. So he 
will strive to collect any positive informa1tion about the brand in the environment, 
which supports his decision. In this case, the consumer first makes a decision, 
then acquires new beliefs and then ends up with a set of attitudes. The job of the 
marketer is to communicate to customers through a process of assuring them that 
they are making the right choice which will help the consumer feel good about his 
brand choice. 

2. Complex Buying Behaviour:This is a case consumer is highly involved in situations 
very similar to the first case of dissonance reducing buying behaviour but he 
finds a substantial difference among the available brands. ln this case, the buyer 
develops beliefs about the product or service, then he develops a set of attitude 
towards the product and finally he makes a deliberate choke. This is a case when 
products are expensive, bought infreque.ntly, risky and highly self expressive. 

The marketer needs to understand this structured process of information gathering, 
processing and evaluation. The marketing program should help in assisting 
consumers to learn about the attributes of products, their relative weight in the 
company's brand and significance of th,ese attributes in the purchase process. lf 
you wish to buy toothpaste, you will like to find out the desired level of oral health 
present in a company's brand. LG Electronics promotes a particular attribute of 
'Golden Eye' technology and makes consumers take a decision in favor of the 
brand by using 'Golden Eye' benefit in its brand communic;ition. 

3. VariehJ Seeking Buying Behaviour: This kind of behaviour is shown in some 
situations where the consumer shows low involvement behaviour but there is 
significant brand difference, Consumers show a high level of brand switching 
behaviour. Consumers buy chocolates without considering any such variable as 
explained in the previous cases and for no reason switch brands to test the variety 
in the market. 

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

Buyer's Roles 
We have explained in the earlier sections thalt an individual or a group of consumers 
play different roles in different kinds of purdhase situations. Though there is no hard 
and fast role that buyers need to play, it is possi b)e to characterize the roles in the context 
of purchase decision. The following are the eight different roles played by people in the 
consumer decision process. 

1. In-itiator: The initiator is a person who first suggests or thinks of the idea of buying 
the particular product. The chjld plays the role of an initiator in the purchase 
p rocess of a chocolate. 75 
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2. Influencer: The influencer is a person who explicitly or implicitly has some 
influence on the final buying decision of others. The mother plays the role of an 
influencer in the purchase process of a chocolate. 

3. Gatekeeper: The gatekeeper is a person who allows certain information to flow 
and restricts flow of some set of-information. Parents play the role of a gatekeeper 
in the selection of television channels for children. 

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

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

6. User: The user is the person who actuail y uses or consumes the services or products. 
1n most of the grocery product purchase, the whole family uses the product. ln a 
typical purchase of washing machine, the housewife plays the role of user. 

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

8. Maintainer: Members who service or repair the product so that it will provide 
continued satisfaction is a maintainer. 

9. Disposer: The disposer is the person who finally disposes the package of the 
product. For example, mother plays the role of a disposer after the product is 
consumed by the family. 

The mar.keter's task is to 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 
different stages and through different strategies. 

Difference between Consumer and Customer 
A consumer is anyone who typically engages in any one or all of the activities 
mentioned in tme definjtion. Traditionally, conswners have been defined very strictly 
in terms of economic goods and services wherein a monetary exchange is involved. 
This concept, over a period of time, has been broadened. Some scholars al,so include 
goods and services where a monetary transaction is not involved and thus the users of 
the services of voluntary organisations are also thought of as consumers. This means 
that organisations such as UNICEF, CRY, or political groups can view their publics as 
"consumers." 

The term consumer is used for both personal consumers and organisational consumers 
and represents two different kinds of consuming entities. The personal consumer buys 
goods and services for her or his personal use (such as cigarettes), or for household 
consumption (such as sugar, furniture), or for just one member of the family (such as 
a pair of shoes for the son), or a birthday present for a friend (such as a pen set). In all 
these iiistances, the goods are bought for final use, referred as "end users" or "ultimate 
consumers." 

The other category of consumer is the organisational consumer, which includes profit 
and not-for~profit organisations. Government agencies and institutions (such as local 
or state government, schools, hospitals etc.) buy products, equipment and services 
required for running thes.e organisations. Manufacturing firms buy raw materials to 
produce and sell their own goods. They buy advertising services to communicate with 
their customers. Similarly, advertising service companies buy equipment to provide 
services they sefl. Government agencies buy office products needed for everyday 
operatfons. The focu.s of this book is on studying behaviours of individual consumers, 



groups and organisations who buy products, services, ideas, or experiences etc. for Consumer Behaviour - Personal 
personal, household, or organisational use to satisfy their needs. and Organisational 

Anyone who regularly makes purchases fr()m a store or a company is termed as 
"customer" of that store or the company. Thus a customer is typically defined in terms 
of specific store or company. 

Social Factors 
As we have mentioned, cultural factors are broader influences on consumption choice 
and are subtle in their impact in shaping the consumption choice of individuals. Social 
factors in tum reflect a constant and dynamic influx through which individuals learn 
different consumption meanings. The social factors influencing consumer behaviour 
include reference group, family and social roles and status. Let us discuss each one of 
them in brief and understand their influence in consumer decision process. 

(a) Reference Group: A person's reference group has a face-to-face, direct impact 
or indirect impact on his attitude and behaviour. Groups with direct influence 
are the membership groups. Membership groups can be classified as primary 
membership groups like family, friends, neighbors and coUeagues with whom 
he has a continuous and informal interac:tion; secondary membership groups like 
religious membership groups, professional associations and trade union groups 
where interactions are more formal and less continuous in nature. References 
groups expose people to new behaviour i:hrough which they develop membership 
behaviour by using products and servicE:s similar to the group members. So, new 
groups exert pressure to confirm to gr<)up norms, which influences the brand 
choice behaviour. People are also influenced by the aspirational groups to which 
they are currently not members but ex1pect to belong at future period of time. 
Similarly individuals reject ideas and membership norms of certain reference 
groups. They are called dissociative groups. 

Reference groups influence consumption decisions, which can be studied by 
analyzing factors like product category, i:eference group characteristics and group 
communication process. The kind of goods and services used by a reference 
group is also a determinant of influence on the consumption decisions of group 
members. People generally resent strong pressures and bold directives. However, 
a participative approach of communicating group norms regarding consumption 
tk r i-,ion" ran yield a better adoption by !People in a group. 

\I' t 11 ,,, 1, . 0f all the social factors, the one most important and effective in 
influencmg the consumption choice is the family. Aristotle in 4th B.C. defined 
family, as the association established by nature for the supply of man's everyday 
wants. It is defined as two or more people related 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 needs. 
Families are sometimes referred as households but not all households are families. 
A household might include individuals who are not related by blood, marriage or 
adoption such as unmarried couples, fai-nily friends, rnommates or boarders. We 
will use family and household synonymously. 

The simplest type of family in number of members is a married couple. A husband 
and wife and one or more children constitute a nudear family. The nuclear family, 
together with at least one grand parent Jiving within the household is called an 
extended family. When a couple creates a family with their children, it is called 
family of procreation and when they arei a part of family with their parents, it is 
called family of orientation. 

Families hav~ four basic functions, namely function of economic well being in 
which husband is the bread earner and wife is the home maker and child rearer, 
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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 entertainment and recreational activities. Family 
life cycle commitments including allocation of time for other members greatly 
influence the consumption pattem. 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 mothers in households of India; the 
fot1rth function the family member socialization especially for children, is the 
central family function. This process consists of imparting to children the basic 
values and modes of behaviour consistent within the culture. These generaUy 
include moral and religious principles, interpersonal skills, dress and grooming 
standards, appropriate manners and speech and selection of suitable educational, 
occupational career goals. 

Most marketers recognize the family as the basic decision making unit and 
therefore they most frequently examine the attitudes and behaviour of one of the 
family members whom they believ_e to be the decision maker. They are also likely 
to evaluate the consumption role and obsenre the behaviour of the member who 
is bkely to make the final decision. 

(c) Roles and Status: Consumers participate in different roles in different groups like 
family, professional and recreational association and formal organizations. Their 
role is defined in terms of role and status. A role consists of the set of activities a 
person is expected to perform in all .l:flese groups - as a father, as an employee, or as 
a member of the work organization. Each of these roles carries some level of status. 
A person working as the vice president of a company enjoys 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 status symbol each of the products and services carry 
for the consumer. In a modem society, status comes from achievements, source 
of income and materialistic owne.rship of products and properties, whereas• in an 
oriental and traditional society, consumers tend to get a status out of ascription 
and inheritance. Marketing managers develop favorable brand associations by 
linking their brands and products with the meaningful status connotations in 
society. 

Cultural Influence 
There is a subtle influence of cultural factors on consumer's decision process. Consumers 
live in a complex social and co.Itural environment. The types of products and services 
they buy can be influenced by the overall cultural context in which they grow up to 
become individuals. There is also influence of the immediate subculture with which 
consumer identifies himself as a member. Consumers also grow up in a social setting, 
which is characterized by the concept of social class. 

(a) Culture: Culture is the complex way of living of individuals. It represents the 
way consumers live and grow up to acquire cultural values and norms. Culture 
is defined as a complex of values, ideas, attitudes, and other meaningful symbols 
created by man to shape human behaviour and the artifacts of that behaviour as 
they are transmitted from one generation to the next. Culture is also the largest -
single grouping of people sharing a distinctJy unique social heritage. Each culture 
evolves over centuries and passes from one generation to other. Many of our 
consumption behaviour are manifested in our subconscious due to transformation 
from one generation to the other. Every culture has two components viz.. material 
and non-material component. Material artifacts are the products, tools, monuments. 
and structures that man has crel'lted from the natural resources which have come 
to stay as an indicator of a particular culture. 



Non-material cultural components exjplain the symbols, signs, semiotics and Consumer Behaviour - Personal 
rituals used by people to reflect thefr way of living and tell the life story of nations and Organisational 
and civiJjzations. Life in itself is caJled rites of passage. Every one of us has to 
complete these rites in the birth, gradu1ation, marriage and death of individuals. 
Marketing managers need to understand the cultural context in which consumers 
derive meaning from products and services. Religion being the foremost factor in 
deciding the cultural context allows or forbids certain consumption choices for 
instance Hindus are forbidden to use beef and Muslims to use pork. Colors and 
symbols also carry different meanings in different cultures. The symbol of Swastika 
is a sacred sym~ol of Hindus whereas iits slight modified version represents the 
tyranny of Nazi rulers of Germany and hence is a symbol of hatred in Europe. 

So, while studying consumer behaviour in any culture, one must tecognize 
products or services not only as materia.ls produced by the culture, but also as the 
culmination of abstract values, attitudes and related symbolism assoe-iated with 
the culture having a direct bearing on the consumption pattern of the user. 

(b) Sub Culture: Culture is a larger manifestation of a nation. People tend to identify 
themselves with immediate sub-cultural[ systems, whi,ch are reflected through the 
race, religion, nationality and geographkal locations. Sub-cultural factors help in 
providing an immediate identification and socialization to the consumer. 

People tend to identify and behave in a vety sjmilar manner when they come 
from the same state, practice similar faith and are from the representative race. 
A Punjabi wiJI always present himself a:s someone from Punjab and finds it more 
comfortable in the company _of Punjabis. There is more homogeneity in practices, 
rituals and celebrations among Punjabis than any other non-Punjabi community. 
Sub cultural identifications are irnmedia1te in consumption choices compared to a 
broader national culture. Below is a list of culturaJ values relevant in the context 
of consumption. 

(c) Social Class: More immediate identification and homogeneity in consumption 
is seen in the soda! classification system used to develop a hierarchical order in 
every society. In a developed and capit,llistic economy, the social classification is 
linked to the financial and material resources of the individual; the eastern nations 
like India have a different method of soda I classification through caste system. In 
an oriental society, social classification c:omes out of ascription, which is directly 
linked to the caste system. Irrespective of material and financial gains, Brahmihs 
in India are put in the highest echelon iltl the social laddei:, followed by warriors, 
businessmen or trade community and finally the scheduled castes whose job 
is to serve the upper three castes. The imcial classification and belongingness is 
not Jinked to the individual's economic success but to his birth or ascription to a 
particular class.. 

Social class is defined as a relatively permanent and homogeneous division(s) in 
the society to which individuals and fam ilies belong and they share similar values, 
lifestyles, interests and behaviour. These are very broad groupings of individuals 
who hold rough) y similar status levels ini society, arranged in a hierarchy from low 
through middle to upper class divisions. The individual can move up or down 
during his lifetime among the social classes depending on his success in career 
and business. People in one ~ocial class tend to show very similar behaviour and 
there is a variation of behaviour betwt~en each class, Since social classification 
is enduring and is a part of a broader social system, it is always studied in the 
context of broader cultural influence on consumer behaviour. The following 
factors contribute to the social class of an individual. 
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Figure 7 .2: Factors Explaining Individual's Social Class 

Caselet: Rituals Drive Market Opportunities 
around the World 

Th~re are few rituals as ~urious a_s ~ b~auty p~geant. ~ecent glo~alisation of 
this phenomenon provides a v1v1d 11Justrahon of the connechons among 
rituals, values, and consumption behaviour. Just ask the young women of 

India, most of whom look up to role models like Aishwarya Rai who win beauty 
contests, and mqve through modelling into a career in films. 

If rituals are about a culture affirming and expressing its values, then the rituals 
embedded in a beauty pageant are probably pretty obvious, and some would argue 
pretty superficial as well. Be that as it may, when Lara Datta was crowned Miss 
'Universe in May 2000, many young women in India took notice and apparently 
approved of the outcome. The beauty pageant ritual and Miss Datta's subsequent 
emergence as a role model for women in India changed the way these women 
thought about themselves. With this change came a new set of values concerning 
personal appearance that no longer was restricted to traditional ways, but instead 
reflected a more international ·concept bf beauty. 

Is there hard evidence frOfO the marketplace that values have shifted in India? 
Without a doubt! Analysts estimate that India's "beauty market" is worth in 
excess of $1.5 billion and is growing 20% each year - which is twice as fast as this 
market's growth in United States and Europe. The cosmetics business in India is 
booming with familiar players like L'Oreal, Revlon, and Clarins in hot pursuit 
of the opportunity. Additionally, Indian women are participating in health and 
fitness activities as never before. Gyms are opening from Bombay to Calcutta -
and to do the gym thing the right way, one also needs all the appropriate workout 
gear. Even cosmetic surgeons in India have seen their business benefit from the 
new passion for beauty. When values shift in a culture, consumption shifts are 
sure to follow.. Look to rituals as a way to better comprehend when and where 
these powerful forces are likely to manifest in the marketplace. 

S011rce: '' From the Runaway to Runaway Sales.'' Business Week, June 19, 2000. 

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 buying. These factors are motivation, learning and 
perception and attitude. Let us discuss each of these factors and how they influence the 
consumer decision process. 



Motivation 
Motivation leads people to move from a general level of need awareness to pursuing 
a specific goal and to take action towards achieving that specific goal. Psychology 
helps in understanding how the consumer learnt about a brand and how tus memory 
influences his buying habits. Consumers 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 ne,ed becomes motive only when the need is 
strong enough to drive the person to act in a desired way. Various theories are available 
in literature to explain the concept of motivation. 

Maslow's hierarchy of needs model explains that individuals follow a typical pattern of 
need structure. In order to fulfill their needs, they follow a hierarchical model in which 
once a lower order need is fulfilled, the customer pursues the next order of need. 

The human factor always moves towards satisfying certain basic needs as explained 
by Maslow. Therefore, a study of why and how a consumer is motivated to buy certain 
products and services helps us in understandiITTg consumer behaviour. Maslow classified 
the needs of individuals as physiological needs, safety needs, social needs, esteem 
needs and self-actualization needs. A person would first satisfy his physiological need 
and then move higher in the order to satisfy the tugher order needs. The physiological 
needs include basic needs like hunger, thirst and sex. Safety needs include needs related 
to security and protection. SociaJ needs indude sense of belonging and love. Esteem 
needs include self-.esteem and recognition need. Self~actualization need covers self
development and realization need. People i..vill try to satisfy the most pressing need 
first and then move to the next level. Market1'!.rs help in giving signals and cues to make 
the ir brand as fulfilling the most pressing ne,ed of the consumer. 

Perception 
Perception is a process through whkh a consumer's mind receives, organizes and 
interprets physical stimuli. It is influenced by various factors such as color, size 
and brand. Perception e.xplains how consumer's process information. A motivated 
customer is ready to take a purchase decision for which he will search, process and 
interpret available information about products and services. It is a process of customers 
painting their world with meanings about the products and services. Product or brand 
perception also depends on external enviroirunent, biases and loyalty of individuals 
towards other products and brands. The problem of perception is that it is dependent on 
each individual's ability to process and interpret the physkal stimuli, so the meanings 
for the same product or brand will vary from person to person. This happens because of 
three processes involved in perception, namely selective attention, selective distortion 
and selective retention. 

We are exposed to a huge amount of information about the world everyday, which 
also indudes information about products and services. Due to the advent of Internet, 
there has also been an information explosion. Unfortunately, ability of consumer to 
process this huge information and interest in evaluating this information is limited. 
His interest is in evaluating information, which is pertill1ent 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 conisumption problem currently, he evaluates 
information passively due to his interest or expectation that a need may arise in future. 
His information processing is more passive and ongoing in na,ture. This behaviour of 
consumers is called selective attention. 

Thus, individuals wiJI process that i.nformation and notice that stimuH which relates to 
one of their current 11eeds; individuals will notice those stimuli which they expect to 
use in future and finally, they wm notice a stimuli which is largely deviating from the 
conventior,ial and traditional models of information for delivery of physical product 
stimuli. An advertisement, which is very creative and different than others in a slot, 
is likely to catch consumer's attention because of this deviated behaviour. Although 
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individuals continuously evaluate information they are also influenced by unexpected 
stimuli such as sales promotion programs and events organized around products and 
brands. 

The information stimuli sent by the marketer or sender gets modified and distorted 
due to various external factors and the availa_bility of previous information with the 
individuals. This is called selective distortion process, which explains the likelihood 
of consumers to modify and twist the information and interpret information in a way, 
which is different than the way the company wanted it to be interpreted and which wiJI 
fi t better into their preconceptions. Marketer_'s role in the selective d istortion process is 
very limited. 

Finally, people do not have such a powerful memory box to remember all the 
information aimed at them through various marketing and commwucation programs. 
In that case, they are likely to reject huge amount of information and prioritize what set 
of information, they are going to retain for future use. This process is called selective 
retention. Due to the process of selective retention, individuals tend to remember only 
key benefits or attributes of products and brands and reject a major part of marketing 
information. 

Learning 
Leaming is closely related to knowledge, skill, and intention - three basic behavioural 
characteristics. It appears that knowledge and intention acquired through experience 
and skills, come from practice. Learning is not directly observed, but rather is inferred 
.from a change in performance. Th.is indicates that learning and performance are related 
but distinct concepts regarding the consumer. 

Learning brings changes in people's behaviour due to experience ot application of 
insight. Most human behaviour is learned and people acquire new behavioural patterns 
and meanings through the learning process. Leaming occurs due to interplay of drives, 
stimuli, cues and responses. Drive is a strong stimulus that impels customers to take 
action. An important desire or pressing motivation takes the form of a drive, which 
breaks the inertia and activates consumers to take decisions. A cue is a weak stimulus, 
which in itself has no ability to generate a response but has ability to guide the direction 
of the effect of a stimulus. rt is like a catalyst in a chemical reaction. Ambience in a 
store and color of packaging are examples of cues. People learn to discriminate between 
various similar stimuli. Discrimination is defined as the process in which the individual 
lea.ms to recognize differences in sets of similar stimuli and can adjust his response to 
each differentiating stimulus. 

Leaming theories help marketers design marketing programs and design programs to 
make customers learn about selective consumption in favor of company's products and 
brands. The marketing manager can associate the offer with the desired expectations of 
consumers, use cues to hasten the process of decision-making and manage the response 
pattern in the form of higher mind share and market share. There are two approaches 
of learning as explained in the following paragraphs. 

1. Conditional Learning: Th.is 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 reiationship through experience. This may happen involuntarily or 
may happen due to the consumer's actions. Pavlov's experiment on the dog and 
bell is an example of involuntary learning 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, bell is the conditioned stimulus and the salivation 
of the dog is the desired response. In BF Skinner's experiment of instrumental 
conditioning, the bird voluntarily tried ,to press one of the switches and learnt to 
connect the particular switch with the food and developed the learning over trial 
and error method. 



2. Cognitive Learning: This kind of learning occurs without previous experience and Consumer Behaviour - Personal 
by use of insight and cognition. There i:s no need to have an earUer conditioning and Organisational 
between stimulus and response for learning. Wolfgang Kohler's experiment with 
the chimpanzee is based on the cognitive learning in which the animal used his 
own insights for using the tool kept in the cage to reach th~ bananas. It used 
insight and self estimation for the goal and developed learned response pattern 
th.rough 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, etc., to try to sollve their problems and derive sati~faction. 
Consumer learning based on applicatioll1 of marketing knowledge is an example 
of cognitive consumption learning. 

Attitude 

Consumers develop favorable or unfavorablle attitudes towards products or brands 
before they decide to buy the product or brand in the market place. Formation of 
positive attitude is a necessary condition for the completion of the purchase process. 
Attitude is defined as a favorable or unfavorable predisposition that people hold 
towards objects in the environment. An attitude is a tendency to respond to a given 
product in a particular way. Awareness about attitudes helps the marketing managers 
in deciding what product attributes and service components should be there in the 
marketing program to create a positive disposition. 

Attitude has three distinct components, namely cognitive, affective and behavioural or 
connative. Attitude is an individual's enduring favorable and tl11favorable evaluations, 
emotional feelings and action tendencies towards some objects. The cognitive 
component addresses the rational and logical ,evaluations whereas affective component 
addresses the emotional feeling that consumers hold towards the objects and products 
and finally the connative components addres1ses the action tendencies. Attitude leads 
people towards a consistent way of viewing and responding to objects. 

Personality 
The next set of personal factors influencing the purchase decision of consumers 
is personality and self-concept. Personality refers to a person's consistent way of 
responding to a wide range of situations. Maiketers are interested in personality as 
a way to target consumers. Are people with particular personalities more likely to 
buy certain prod ucts? Personalities are stable atnong people and do not change under 
normal circumstances. However, behaviours shown under conditions of intoxication, 
medication cannot be taken as part of personality. lndi vi duals tend to show a systematic 
pattern of response and also demonstrate a stable set of characteristics to be considered 
under one personality type. Our idea is to ,only make the reader understand what 
personality is and how a marketing program can influence the consumer's behaviour. 

There are various theories on personality. They are grouped as psychological,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 ego and 
the personality is shaped by interplay of these three internal forces. While id addresses 
the hedonistic desires of individuals, super ego attempts to play the moral policeman; 
ego is the executive that tries to bring a balance between these two opposites. PersonaJity 
of individuals is shaped by interplay of these three forces. 

The sociological theories of personality takes a radical view and assume that personality 
of an individual is shaped by how he interacts and learns from his environment. So it 
has more to do with a person interacting with society ;;ind seeking power, love, care 
and appreciation, which in turn will form his personality, characteristics. Karen Harney 
propounded the sociological school of personality, which was subsequently supported 
by many others. 
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Quite contrary to the above two propositions, marketers follow the trait and factor theories 
for developing consumer stereotypes for the purpose of application of personaJity 
ideas in the context of marketing. Traits are relatively stable set of characteristics 
that individual's show in all possible situations like aggression, patriotism or power
seeking behaviour. Many traits have a high degree of relationship and they explain 
a broader variable called 'Factor of Personality.' Factors are independent variables or 
characteristics explaining the personality of the individuals. 

Marketing application of personality theories is very evident in the field of advertising. 
While trait and factor theories propagate stereotyping personalities in brand 
communication, sociological theories a re used in adver tisements e.g. Raymonds' 
campaign in which the child appreciates the dress of father, Santoor brand of soap in 
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 in cases where some 
element of sex is hidden in the context of marriage 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 wiU take in 
particular situations. 

Personal Factors 
Personal factors include those aspects that are unique to a person and influence purchase 
behaviour. These include demographic factors, Jifestyle, and situational factors. 

Demographic Factors 
Demographic factors include individual customers' age, gender, education, occupation, 
income, marital.status, family size, etc. These characteristics affect the purchase and 
consumption behaviour of persons. Demographic considerations have given rise to 
broad ways of looking at markets, such as child market, teenage market, youth market, 
and senior citizen market. Similarly, marketers also look at markets from the income 
angle: low-income group, middle~income group, high-income group, and dual income 
households. In general, income affects purchases because it determines how much 
people can afford to spend. 

Buyer behaviour also varies among urban and rural consumers in conjunction with 
other characteristics such as education and income. It .is believed tha,t consumers with 
common demog,raphic characteristics behave in relatively similar manner and tend to 
have similarity in many aspects, such as product and service preferences. 

Demographic characteristics may affect purchase behaviour during specific stages of 
purchase decision process. In the present scenario, a person's age and income may 
affect the nUOlber and types of information sources used. For example, a university 
professor's and a ta.xi driver's income may be the same but their purchases of dresses 
and other discretionary products would be different. Composition of household and 
stage in family Life cycle aJso influence purchase behaviour. 

Younger generation in cities, with resources, use the Internet to search a variety of 
information and often make purchases on-line for some types of products, They are the 
ones who mainly patronise fast food outlets. The effect of occupation and education is 
also seen on consumer buying behaviour. Educated consumers seek more information 
and better quality products. 

Life Style 
Lifestyle is an indicator of how people live and express themselves on the basis of their 
activities, interests, and opinions. Lifestyle dimensions provide a broader view of people 
about how they spend their time, the importance of things in thei.r surroundings, and 
their beliefs on broad issues associated with life and living and themselves. To some 



extent, people determine their own life sty)les, but the pattern is also influenced by Consumer Behaviour - Personal 
demographic factors and personality. and Organisational 

Marketers use lifestyle research to segment markets, as lifestyles have strong effect 
on many aspects of consumer .purchase decisions, including product needs, brand 
preference, media habits, and how and what types of shopping outlets they choose. 
Consumers in different countries and cultures may have characteristic ljfestyles. For 
example, lndian women are home focused, less likely to visit restaurants, more price· 
sensitive, spend time preparing meals at ho,me and are fond of movies. (Lifestyle is 
discussed in detail later in this urut). 

Situational Factors 
There are three broad types of situational variables: 

1. Commurucations situation. 

2. Purchase situation. 

3. Usage or consumption situation. 

The Communication Situation 
The communication situation refers to the setting in which consum~rs are exposed 
to information from interpersonal or commE!rcial sources that has an impact on their 
behaviour. Whether the consumer is alone a,r in a group, in a. good or foul mood, in 
a hurry or relaxed; it may determine the dE!gree to which the consumer will notice, 
understand and retain the information. K. R. France and C. W. Park report that some 
key questions that the management must answer with respect to communications 
situation focus on answering whether it wouJ.d be better to advertise on a happy or sad 
iV programme, or a calm or exciting programme. 

Three types of communication situations ma)' influence consumer response: 

1. The exposure situation 

2. The context of the communication 

3. The consumer's mood while exposure to communication occurs. 

Considering the exposure situation to advertitsing, there may exist several possibilities, 
such as: 

1. The consumer may read a certain maga;z;ine when at hotne or outside. 

2. The consumer reads t:he magazine as a pass-on issue. 

3. The co~1sumer views a TV commercial a lone, with family members, or friends. 

4. TI1e consumer views the TV commercial in the middle of an involving 
programme. 

5. He hears a radio commercial while driving his car or while relaxing_ in his living 
room. 

6. He will appear for his final exam tomor.row. 

7. He is suffering from common cold. 

Purchase Situation 
Situations may also affect consumer decision about p roduct selection. Three factors 
particuJarly influence marketing s trategy with regard to purchase situation: 

1. In-store purchase situation. 

2. Whether or not the purchase situation nelates to gift giving. 

3. Whether or not the purchase situation is anticipated or unanticipated. 85 
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In-store environment 

Several stimuli present in the _in-store environment include decor, sounds, aroma, 
lighting, dress and behaviour of sales personnel; product availability, shelf position, 
price deals, displays and physical space are important factors. 

Service atmosphere is an important factor in influencing consumers' consumption 
behaviour. J. D. Herrington and L. M Capella found that music, particularly the type 
consumers liked, increased their perception of how long they waited for a service. 
Musk increased their emotional response to the service environment, to waiting itself 
and also enhanced their willingness to continue using and recommending the service 
provider to others. 

Gift-giving Situation 

Whether the product is being purchased for personal consumption or for giving a gift 
also influences purchases. Marketers offer a wide range of products for gift-giving 
occasions. 

Consumers are likely to be more involved while purchasing a gift than purchasing 
the same item for personal consumption. Research shows that wedding gifts tend 
to be utilitarian such as durable, useful, based on .newlyweds' need and often high 
performance; while birthday gilts are often enjoyable, unique, durable and tend to be 
fun. Thus, both gjft giving and gift-giving occasion influence consumers' purchase 
behaviour. Also, the relationsNp between the giver and the recipient too. influences 
purchase behaviour. 

Unanticipated Purchase Situations 

Sometimes, purchase situations occur which are not anticipated. A common situation 
is when unexpected guests arrive and consumers have to rush for special shopping. A 
product failure or going out-of-stock are important situations and precipitate the need 
for making purchase decision. For example, the cooler fan suddenly stops working on a 
hot summer day, or the consumer finds a food item out of stock and may have to make a 
purchase trip immediately if the item is really important. It frequently happens in India 
that consumers learn about sudden hike in the prices of fuel and rush to petrol pumps 
to get their auto tanks filled before the new prices become applicable. 

Usage or Consumption Situa tions 
The consumption situation refers to the occasion of consumers' product use . . When 
guests arrive, the type and number of items served d uring meals change than what is 
generally consumed in the famil y. People use different dresses to wear at home and at 
work. A consumer may use a particular brand of deodorant for a special occasion aod 
another one for everyday use. 

Social s1,rro1mdings refer to the presence of other individuals during the purchase or 
consumption process. As already pointed out elsewhere, social influence is a significant 
force that affects our behaviour. Presence of guests, the social occasion, the importance 
of friends and neighbours at the time of a purchase or consumption influence behavfour. 
Individuals tend to meet group expectlltions, particularly when the behaviour is visible. 
Salespeople know that they can frequently use the shopper's companion as an effective 
sales aid by asking her /his opinion and advice. 

Antecedent states are momentary conditions such as shopping when in a bad mood, 
tired or anxious, or buying on impulse. Since consumers actively manage their 
moods, marketers often advertise their products or services by communicating "mood 
enhancement" as one of t'1e.benefits. Marketers use statements in their ads such as "You 
deserve a break," or "Give yourself a treat1' in an attempt to induce positive mood. 



Involvement Level 
Purchase involvement is the level of concern for, or interest in, the purchase process 
stimulated by the need to cQnsider a certain purchase. It is important to realise that 
consumer involvement can lake many forms and a broad distinction is that it can be 
cognitive, such as a consumer may .be motivated to learn about the latest specifications 
of the new iMac or emotional when a consumer is considering the purchase of a gift for 
his wife on their first marriage anniversary. A consumer may be very involved with a 
product category (coffee) or brand (Maruti Zen) and yet have very low -involvement 
with a particular purchase because of brand loyalty, time pressure, or other reasons. Or, 
a consumer may have low-involvement with a product such as car _tyre but is highly 
involved because of her/his desire to save money. According to Marsha L. Richins, 
Peter H Block and Edward F. McQuarrie, the1re are several broad types of involvement 
related to the product, the message, or the perceiver. 

Selection or Channel Members 

Training of Channel Members 

MoHvotion of Chon1nel Members 

Evoluot1on of Chon11el Membe~ 

Modification of Channel Arrangements 

Figure 7.3: Channel Monogeme_nt Dec;isions 

Product involvement refers to a consumer':s level of interest in a certain pmduct. 
Marketers communicate many sales promotions to increase consumer involvement in 
a product. Tata Indica V2 sponsored a contest in which participants were to submit five 
words that describe the car starting with the l,etter "V." 

Advertising involvement refers to the consumer's interest in processing the ad 
messages. Television is said to be a medium of' low involvement and consumers process 
in.formation in a passive manner. In contrast,. print is a high-involvement medium as 
the readers actively process information. 

Purchase situation involvement may occur while buying the same item in different 
contexts. For example, when a consumer wan1ts to impress someone, she/he may buy a 
different brand that reflects good taste than the usual one that she/he buys. 

Nominal Decision-Making 
At one end of choice continuum is nominal dedsion-making, also referred to as nominal 
problem solving, habitual decision-making, or routine problem solving. Recognition of 
need is likely to lead directly to an intention to buy. Information p-rocessing is very 
limited or non-existent. There is.generally low-involvement with most low-priced and 
frequently purchased products, which are consumed on an ongoing basis and involve 
nominal decision-making. A problem is recognised, consume.r's internal search from 
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long-term memory comes up with a single preferred solution, the preferred brand 
is purchased and no brand evaluation occu,-s unless the brand fails to perform as 
expected. Some of these decisions are so nomjnal that the consumer does not even think 
of purchasing an alternative brand. For example, a consumer notices that she/ he is 
nearly out of Close-Up toothpaste. When at the store, the consumer simply picks it up 
from the shelf or asks for it w ithout any consideration of alternative brands, their prices, 
or other relevant factors. 

Nominal decision-making is generally the outcome of continued satisfaction with a 
brand which was Wtially chosen after an extended decision-making process, or the 
consumer does not attach much importance to the product category or purchase. The 
consumer buys Aquafresh toothpaste without further consideration because it meets 
her / his overall needs, even though using the best avaHable toothpaste is important 
to her / him. In the second situation, consumers may not attach much importa.nce to 
salt or sugar they buy for household consumption. Having tried Tata Salt and found 
it satisfactory, they now repeat purchase it without any thought when needed, In this 
category, sales promotions can lead to considerable brand switching. 

Joseph W. Alba and J. Wesley Hutchinson note that such choices characterised by 
automatic behaviour are made w ith minimal effort and without conscious control. To 
some, such thoughtless behaviour may seem stupid, but it is actually qwte efficient 
in most cases of i-outine purchases. The development of such routinised, habitual, 
or repetitive behaviour helps consumers to minimise the time and effort devoted to 
mundane purchase decisions. · 

Nominal 
decision making 

Low-cost products 

Frequent purchoses 

Low -involvement 

Fomillor product/brand 

Little thought, search or 
time given to purchase 

Limited 
decision making 

Extended 
decision making 

More expensive products 

lnfreq_uent purchases 

High,involvemenl 

Unfomiltor product/brood 

Extended thought, seorch 
ond 1,,11e given to purchase 

Figure 7 .4 : Manufacturer Sponsored Vertical Marketing System 

Limited Decision-Making 
Limited decision-making is usually more straightforward and simple. It involves 
inte.maJ (long-term memory) and limited external search, consideration of just a few 
alternatives, simple decision rules on a few attributes and little post-purchase evaluation. 
As pointed out earlier, it covers the middle ground between nominal and extended 
decision-making. Buyers are not as motivated to search for information, or evaluate each 
attribute enthusiastically, but actually use cognitive shortcuts. According to Wayne D. 
Hoyer, when the level of consumer involvement is lowest, limited decision-making may 
not be much different than nominal decision-making. For example, w hile in a store, the 
consumer notices a point-of-purchase display of Nescafe and picks up one pack based 
on her / his memory that its aroma and taste is good. If the consumer's decision rule is 
to buy the cheapest brand of instant coffee available, sh~/he looks at different brands 
of coffee for prices and buys the least priced brand. Sometimes, emotional factors may 
influence limited decision-making. For instance, a consumer may buy Colgate Total 
toothpaste instead of her /his regular brand just because she/he desires a change and 
not because of dissatislaction with the earlier brand. Such a decision may involve just 
reading of what is written on the carton and noticing that it has some different flavour 
than the brand she/he had been using. 



Extended Decision-Making 
Consumer purchases involving extended decision-making correspond most closely to 
the tradition~! decision-making perspective. Such decisions involve extensive internal 
(long-term memory) and external (outside sources) information search foUowed by 
a rigorous evaluation of several alternatives because consumers do not possess any 
rneaningfu I iniorrna tion about the product or service and need much of it. The evaluation 
often involves careful consideration of attributes of one brand at a time and taking 
stock of how the attributes of each brand meai,ure up to a set of desired characteristics. 
All trus happens in response to a high level of consumer's invol_vement in making a 
putchase decision. Such complex decisions are relatively few and may relate to buying 
a computer, stereo system, washing machine, laser printer, or a new house etc. Post 
purchase evaluation is more likely to be complex and dissonance causing. 

Extended decision-making may also be involved in certain emotional decisions such as 
choosing a birthday gift for the girlfriend, decision to buy jewelry for the wife, choosing 
a designer dress, or going on a holiday abroad. with family etc. Some of these decisions 
may appear to be related to cogn.itive effort. However, the needs being met and the 
criteria being evaluated are largely emotions or feelings rather than product or service 
attributes. Because of the involvement of emotions or feelings, there is less external 
information to search for. 

Consumer Decision-makin!J Process 

Need Recognition 

lnfonnation Search 

Alternatives' Evaluat.ion 

l 
Store Selection and 

Purchase 

Post-purchase action 

Nisha is fed up with her now 
obsolete computer with CRT 
monitor. Sbc needs a 15'' laptop 
for easy mobility and comfort. 

Nisha surfs lhe Internet to 
learn about laptops. 

Nisha considers several brands 
in terms of reputation, feanues' 
service support, and price. 

Nisha chooses one model of 
IBM laptop. ll has fean1res that 
appeal to her, dealer gives her 
Rs. 800 discount, and she buys it 

Dissonance and evaluation. 

Figure 7.5: Stages in Consumer Decision Process 

Consumer Behaviour - Personal 
and Organisational 
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For certain product categories, the consumer takes his buying decision immediately 
without much consideration. These are items of daily consumption. When consumers 
buy products and services without much consideration, they tend to show impulse 
buying behaviour. For some other product categories, mainly 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 need or problem recognition, information search, alternative 
evaluation, purchase decision and post purchase behaviour. 

Stage of Problem Recognition 

A buying process starts when a consumer recognizes that there is a s ubstantial 
discrepancy between his current state of satisfaction and expectations .in a consumption 
situation. Need is an internal state of felt deprivation. A consumer must have a countless 
set of needs but he becomes aware about few of them when a feels devoid of certain 
experiences of product or service, whose existence would have otherwise made him 
satisfied. This explanation assumes that consumers always become aware of their needs 
through internal process of realization of deprivation. But in reality, the marketer can 
make the consumer aware about 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, are the needs that 
have the capacity of self-arousal. Whereas social needs like ownership of products and 
services related to social class belongingness and status are aroused by the individual 
customer's socialization process. Through marketing communication program 
marketers expose consumers to new products and services for the satisfaction of some 
latent hidden need. 

A need can be activated through internal or external stimuli. The basic needs of a 
common man rise to a particular level and become a drive and he knows from his 
previous experience how to satisfy these needs like hunger, thirst, sex, etc. This is a case 
of internal stimulus. A need can also be aroused by an external stimulus such as the 
sight of new product in a shop while purchasing other usual p roducts. There is a two
fold significance of need arousal stage to a marketer 

1. The marketer must identify the drive that might actually or potentially cotmect 
with the product dass or brand and make the buyer feel that the product can 
satisfy his needs. 

2. He should also recognize that the need levels for the product fluctuate over time 
and are triggered by different cues. The marketer can arrange cues to conform 
better to the natural rhythms and timing of need arousal. 

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

Stage of Information Search 
After need arousal, the behaviour of the consumer leads towards collection of available 
information about various stimuli i.e. products and services in this case from various 
sources for further processing and decision-making. Depending upon the intensity of 
need discrepancy and urgency of the problem, an individual reaches two states. The 
first state is called heightened attention where the consumer becomes more receptive 
to the information regarding the products and services he needs. He becomes alert to 
information related to his need as well as on alternatives about their gratification. If a 
consumer needs to purchase a teJevision,he will pay more attention to TV advertisements. 
He keeps remembering the remarks made by friends and associates about TVs. In this 



case he is slowly collecting the information through an ongoing or passive information Consumer Behaviour - Personal 
search process. · and Organisational 

If need is 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 attributes, qualities of various brands and about the outlets. where they are available. 
His information search is direct and is also observable through his behaviour. 

The first source of consumer information is the internal source. The consumer searches 
for any relevant product information from his memory box. If the information is not' 
available and in the case of supporting available information from internal source for 
making a purchase decision he may collect information from external sources. External 
sources for desired information can be grouped into fo!Jr categories. 

1. Personal Sources (family, friends, neighbors and peer group). 

2. Commercial Sources or Market Dominated Sources (advertisements, salesmen, 
dealers and company owned sales force). 

3. Public Sources (mass media, consu,meir rating organizations, trade association 
publications). 

4. Experiential Sources (handling, examining and using the product). 

At this stage the consumer is actively involved in the buying p rocess and pays attention 
to the product. However, if he loses interest during thi's involvement, his attention wrn 
be diverted and the buying-decision process will break down. In our example of the 
housewife requiring a washing-aid, she may· look for further information about these 
machines once she becomes aware of such machines. The kind of information she may 
look for are the alternative washingm.achines available in the market place, their relaJive 
prices, operational eiJiciency and warranty and service facilities. 

Stage of Alternative Evaluation 
Once interest in a product(s) is aroused, a consumer enters the subsequent stage of 
evaluation of alternatives. The evaluation stag«? represents the stage of mental (cognitive) 
and emotional (affective) trial of various product alternatives. During this stage, the 
consumer assigns relative value-weights to different products/brands on the basis of 
accumulated stock of product information arnd draws conclusions about their relativ-e 
potential for giving satisfaction to his taeeds. When the consumer uses objective choice 
criteria, it is known as cognitive evaluation. In the case of using emotional reasons for 
evaluating the alternatives, we call this as affective evaluation. Consumers evaluate 
brands by using either or both the criteria in purchase situation. 

Eva,luation leads to formation of buying intention that can be either to purchase or 
reject the product/brand. Intention is the foirecasting of future course of action. The 
final purchase will, however, depend on the strength of the positive-intention, that is 
the intention to buy. In our example of the housewife, after arousal of 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 of them before she develops the intention to buy, However, if she feels that a 
washer-man/woman would serve the need then she may aHogether reject the idea of 
buying any washing machine. 

On the basis of the evaluation of behaviour of consumers, the marketer can improve or 
develop 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 those factors for each alternative. 

Stage of Purchase Decision 
Finally the consumer arrives at a purchase di~ision. Purchase decisions can be one of 
the three viz. no buying, buying later and buy now. No buying takes the consumer to 91 
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the problerr, recognition stage as his consumption p roblem 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 motivation or evolving personal and economic situation that forces 
the consumer not to buy now or postponement of purchase for future period of time. If 
positive attitudes are formed towards the decided alternative, the consumer will make 
a 'purchase. 

There are three more important considerations in taking the buying decision: (a) 
attitude of others such as wife, relatives and friends. Interestingly, it depends more on 
the intensity of their negative attitude and the consumer's motivation to comply with 
the other person's wishes (b) anticipated situational factors such as expected family 
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 towards purchase process and motivations of the buyer to overcome 
these influences will influence a no-purchase situation. The customer in this case is 
likely to go back again to problem recognition stage. 

Purchase is a consumer commitment for a product. It is the terminal stage in the buying 
decision process that completes a transaction. It occurs either as a trial and/ or adoption. 
If a consumer is buying something for the first time then from the behaviour viewpoint, 
it may be regarded as a trial. Th.is trial enables him to accumulate experience about the 
product purchased. If this experience is positive in terms of the satisfaction derived, 
then repeat purchases may occur, 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 its performance. But the possibility of a trial purchase is 
not available in all cases. In the case of consumer durables such as scooters, refrigerators 
and the like, a trial is not possible, because once a product is purchased, it has to be 
adopted and repeatedly used. Adoption means a consumer decision to commit to a full 
or further use of the product. In our example of the housewife, the washing machine is 
not open for a trial purchase; it wiJl have to be adopted only. If the customer decides to 
make a purchase, his post consumption behaviour is studied in the next stage. 

Stage of Post Purchase Behaviour 
If the product matches his expectations, the consumer is satisfied. If the performance of 
the product exceeds the expectations, the consumer is delighted and if the performance 
falls short of expectations, he is dissatisfied. So post purchase behaviour leads to three 
sjtuations, namely customer is satisfied; custom':?r is delighted or customer is dissatisfied. 
In the event of dissatisfaction, the consumer goes back to the problem recognition stage 
and again undergoes the process of information search, evaluation of alternatives and 
final 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 to the behaviour of a consumer after his commitment to 
a product has been made. It originates out of consumer experience regarding the use of 
the product and is indicated in terms of satisfaction. This behaviour is reflected in repeat 
purchases or abstinence from further purchase. A satisfied product-use ·experience 
leads to repeat purchase, referrals from satisfied customers to new customers, higher 
usage rate and aJso brand advocacy. Post purchase behaviour study also includes 
how consumers use and dispose the product after consumption. Disposal of products 
explains the emerging environmental issues related to package disposal and its impact 
on the environment. 

A consumer's decision to buy a product or service is the result of the interplay of many 
forces or stimuli. The starting point is the marketer 's stimuli in the form of product 
offering through a marketing program, which is communicated through integrated 
marketing communication methods, and the products are made available at retail 



outlets at a price. The marketing stimuli for the product include developing a marketing .Consumer Behaviour - Personal 
program by locating target markets and segmenting markets as per the customer's and Organisational 
needs and requirements. 

Organisational Consumer 
The goals of organisational buyers and person~1l consumers are different. Organisational 
goals are concerned with producing a good ox· providing a service, or reselling an item 
and all the purchases are made to effectively perform the organisational activities. 

Webster, Jr and Wind have defined organisational buying as ''the decision-making 
process by which organisations establish the nieed for purchased products and services 
and identify, evaluate and choose among alternative brands and suppliers." 

(Frederick E Webster; Jr., and Yoram J Wiind, Organisational Buying Behaviour, 
Prentice-Hall, 1972.) 

Organisational purchases are described as ''rational" or "economic." Whether for
profit or not-for-profit, organisations make decisions ranging from routine replacement 
purchases, to frequently purchased commodity, products such as pencils or paper. On the 
other extreme, the decisions might involve new, complex purchgi.se decisions requiring 
careful problem definition, extensive internall and external search for information, a 
detailed and often highly technical evaluation process, a negotiated purchase and a 
long period of use and post-purchase evaluation. 

Organisational Buyer Characte1ristics 
Organisational buyer characteristics differ froim final consumers in several important 
aspects. 

1. Group-based Decision-making: Many organisational purchases are often costly 
and complex and may involve a group of personnel from engineering, production, 
finance, purchasing and even top management in making a purchase decision. 

2. Technical Knowledge: Professional buyers, called purchasing agents in industrial, 
governmental and institutional organis,ations, make purchases and are highly 
knowledgeable about products or services. In case of resellers suchassupermarkets, 
these individual experts are referred to as buyers and make purchases on their 
behalf . 

. 3. Rational Motives Dominate:Organisational buyers are generally strongly directed 
by rational motivations because of the technicaJ nature of purchases involved. 
Such factors are usually economically based and can be translated into monetary 
terms to carefully weigh the costs and benefits. For example, factors such as 
quality specificatlons and consistency, as1surance of prompt delivery, price, tenns 
of credit, warranty and post-sale service, etc., are all rather objective criteria that 
influence buyers in their selection of vendor. 

Decision Approach and Purchaise Patterns 
Organisational purchases and buying pattems differ from final consumers in many 
ways: 

1. Formality: Since many organisational purchases are ill<ely to be complex and 
technical and financial risks are consid,erably high, buying behaviour is much 
more complicated as compared to final consumers. Due to these reasons, there is 
greater formality in decision-making and often proposals, quotation requests and 
purchase contracts are involved. 

2. Negotiations: In most cases of organisational buying, there are extensive 
negotiations between buyers and suppliers over a longer period of time. Some of 
the important reasons for lengthy negotiations include (1) the product complexity 
requires that specifications must be carefolly spelled out and agreed upon (2) the 93 
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people are involved in reaching a final purchase decision. According to Paul A 
Dion and Peter M Banting, negotiations tend to be a cooperative process between 
buyers and suppliers. 

94 

3. Less Frequent Purchases: Organisations generally make purchases less frequently 
than do final consumers, Firms might buy capital equipment that will be used 
directly in the production process for a m®ber of years. Similarly, computers, 
photocopying machines, printers etc., are infrequently purchased. Even office 
supplies consumed every day are purchased at intervals of a month or more. Raw 
materials and component parts are used continuously in production and replaced 
frequently but contracts for the sale and supply of these items arellkely to be long
term agreements that are negotiated every few years. 

4. Reciprocity:Sometimes organisational buying transactions involve an arrangement 
in which two organisations agree to buy from each other. For instance, a computer 
software manufacturer ought agree to buy computer hardware from a company 
that is buying its softwru-e and computer supplies. 

5. Service: In many instances, organisational products must be customised for 
a specific organisational buyer. Product support activities, such as service, 
installation, technical assistance and spare parts are criticaL 

Types of Decision Situations 
The purchase decision process in organisations is significantly influenced by the 
complexity and difficulty of a given purchase situation. At one extreme, individuals or 
small groups make routine decisjons without much effort because they are perceived 
as less complex and involve very Little ot no risk. At the other extreme end are 
organisational purchase decisions that are v iewed as quite complex, entail much risk 
and have important implications for the organisation. The situation is slightly different 
in case of organisations as their purchases involve a larger range of complexity as 
compared with most individual or household decisions and involves three ca,tegories. 

1. Straight Re-buy: It is like makmg habitual purchase and involves an ai.tomatic 
choice, as happens when the inventory leveJ reaches a predetermined reorder point 
Most organisations maintain an approved vendor list. These are rather routine 
purchases to meet continuing and recurring requirements and are usually under 
similar terms ancl conditions of purchase. The purchases are of minor importance, 
involving little uncertainty because satisfaction exists with past products, terms 
and service. The buyer is likely to have limited purchase power such as purchase 
of paper for printers and photocopiers. The typical purchase process involves no 
search for information, no evaluation of alternatives, no consideration is given to 
long-term issues and procedural control is substantial. 

2. · Modified Re-buy: These are somewhat important and involve limited decision
mak.ing. There is moderate level of uncertainty as the organisation wants to 
repurchase a product or service but with some minor modifications. There might 
be limited or many choices. For example, an ice cream producer might seek lower 
prices, faster delivery and higher quality of cream from suppliers to meet the 
changing market conditions, In case of a modified re-buy situation, competing 
suppliers may see an opportunity to obtain the company's business and regular 
s~ppliers might become more aggressive and competitive to retain a customer's 
business. P Doyle, AG Woodside and P Michell are of the opinion that new tasks 
and modified re-buy are rather similar but straight re-buys are quite different. The 
decision may involve limited information search, usually by speaking to a few 
vendors and moderate evaluafion of alternatives that might probably involve one 
or few people. 

3. New Task: Such purchase involves extended decision-making, as the decision is 
new because the item is being purchased for the first time to perform a new job 
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perform as it should or that it will be to,o costly. New task purchase may involve and Organisational 
development of product specifications, vendor specifications and procedures for 
future purchase of the product. In all such purchases, the organisational buyer 
needs a great deal of information and c,areful establishment of criteria on which 
to evaluate the product for purchase. This kind of purchase is quite significant for 
the supplier because, if the organisational buyer is satisfied with the new product 
and supplier's services, it may develop into a continuing profitable relationship 
between supplier and the buyer o rganisation. 

Organisational Buyer Decision Process 
The size of a decision-making unit (DMU) may vary according to how new, complex 
and important the purchase decision is; and how centralised, structured and specialised 
the organisation is. Large and relatively more formal organisations usually involve 
more individuals in a purchase decision than smaller and less formal organisations. 
For non-routine decisions, such buying centres are often formed on an ad hoc basis but 
for routine decisions, these centres are relatively permanent. In case of more important 
buying decisions, individuals from various functional areas and organisational levels 
take part in decision making than in case of less -important purchase decisions. 

The decision-making unit can be divided on the basis of functional responsibility 
and type of influence. Functional responsibility can include specific functions such 
as production, engineering, research and development, purchasing and general 
management. Each function evaluates the organisational needs differently and uses 
different evaluative criteria. 

Problem Recognition 
The first stage of organisational buying decision involves recognising a need or problem. 
Just like the consumer decision-making process, one or more people in the organisation 
perceive a dilference of sufficient magnitude between the desired state and the actual. 
state of affairs. Problem recognition may occur under a variety of internal or external 
circumstances such as breakdown of an old packaging machine, modifications to 
a currently manufactured product or the development of a new product that needs 
different packaging equipment. The organisation may a\soleam about the new packaging 
equipment from external sources through a visit to a trade fair, an advertisement seen in 
an industrial magazine, or a salesperson's call from a supplier. 

Product Specification 
In this stage, participants involved in the decisiion-making process assess the problem or 
need and determine what is required to resolv•~ or satisfy it. The using department must 
prepare the detailed specifications of the product and communicate precisely what is 
needed. Product specifications may pertain bi> technical attributes, quality, durability, 
availability, warranty, support services, etc. For complex products, besides users, 
technical experts and financial executives wi,tl also be involved. For example, when 
a paint-spraying machine breaks down, in a two-wheeler auto manufacturing plant, 
engineers, technicians and machine opetators assess the situation and determine the 
replacement needs. They finalise a set of attributes for a replacement machine, specify 
that it must paint 25 autos per hour, change colours of paint quickly and require only 
one operator. Finance executives then specify a price range for the machine. 

Product and Vendor Search 
At th.is stage, the organisation tries searching for possible products to solve the problem, 
and also to locate firms who may qualify to he suitable suppliers for those products. 
To collect information, the members of buying centre may look into company files 
and trade directories, contact suppliers for infortnation, solicit proposals from known 
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suppliers and examine catalogues and trade publications. Sometimes, in order to write 
specifications on complex products, the organisation must start with what products and 
vendors currently exist or, at times, the company may even decide to make the product 
in-house rather than buy it. Search efforts should generally result in a list of several 
alternative products and vendors. For example, the buying centre members of two
wheeler auto producer look for paint-spraying products that meet the set specifications 
and develop a list of paint-spraying machines available from various vendors. 

Product and Vendor Evaluation 
In this step, the buying centre makes an evaluation to determine which products meet 
the laid down specifications. Various vendors are also evaluated on criteria such as 
price, delivery, service, warranty1 credit terms, etc. In our example of two-wheeler auto 
manufacturer, members of the buying centre evaluate the paint-spraying machines in 
the evoked set accordjng to the evaluative criteria set by the engineers and technicians. 
The members also evaluate the vendors of these products to determine their ability to 
supply and provide after sales service. Some typical attrjbutes listed below may be used 
by the buying centre for each vendor in order to choose the most suitable candidate. 

• Overall reputation of the vendor 

• Financing terms 

• Vendor's flexibility in adjusting to buyer organisation's needs 

• Experience with the vendor in comparable situations 

• Techni.cal service offered 

• Confidence in the sales personnel 

• Conven,i.ence of placing the order 

• Data on reliability of the product 

• Price 

• Technical specifications 

• Ease of product operation or use 

• Preferences of principal user of the product 

• Training support offered by the vendor 

• Training time required 

• Reliability of delivery date assured 

• Ease of maintenance 

• Expected post-purchase service from the vendor. 

Product and Vendor Selection 
Information gathered during evaluation stage is used to finally select the product to be 
purchased, as well as the vendor from which the purchase will be made. At this stage, 
the decic;;ers and the buyers from two-wheeler auto manufacturer's buying centre 
finally decide to purchase a particular brand of paint spraying mathine from XYZ 
vendor because the product and the supplier measure up to the established evaluative 
criteria. Terms and conditions, such as payments, delivery dates, warranties, etc, are 
both complex and critical in industrial markets. 

Performance Evaluation 
The last stage in purchase decision process involves an evaluation of the product as
well as vendor performance. In case of organisational purchases, such evaluations are 
more formal than are household purchase evaluations. This stage is important in that it 



provides feedback so that the buying organisation and the vendor will be better able to Consi~mer Behaviour - Personal 
work as a team. Management personnel from different departments may periodically and Organisational 
rate the vendor's performance on criteria such as product quality, delivery and post-
supply service. A major component of post-purchase evaluation is the service the seller 
provides during and after sale. Just like hous.ehold buyers, dissatisfied organisational 
buyers may change vendors and/ or engage i.n negative word-of-mouth. Suppliers seek 
to minimise dissatisfaction and to encourage those who become dissatisfied to complain 
to them and to no one else. 

Student A,ctivity 

1. Define consumer behaviour. 

2. Define performance evaluation. 

Summary 
Consumer behaviour refers to action and decision processes of buyers involved in buying 
goods and services to satisfy personal or organisational needs. Social, psychological, and 
personal factors influence consumer purchase decisions. Social factors are forces exerted 
by other people and include culture and subculture, roles and family, social dass, and 
reference groups. Psychological forces are internal to individuals that affect purchase 
behaviour and include motivation perception, learning, attitudes, and personality. 
Personal factors are forces unique to an individual consumer and include demographic 
factors, lifestyle, situational factors, and an individual's involvement in purchase. 

Consumer decision-making process involves five stages that include need/problem 
recognition, information search, evaluation of alternatives, store selection and purchase, 
and post-purchase actions. 

Organisation buying behaviour refers to decision-making processes by which 
organisations establish the need for products and services, and identify, evaluate, and 
choose among alternative products and suppliers. Buying behaviour of organisations 
differs in important respects from personal consumers. Their purchases are made to 
accomplish certain organisational goals and 1~ffectively perform the activities such as 
producing a good or service, or reselling an item. Organisational purchases are described 
as 'rational' or 'economic'1 and generally rela1te to considerably larger purchases and 
often more than one person is involved in decision-making. 

Keywords 
Socia·l Factors: Social factors refer to forces that other people exert and which affect 
consumers' purchase behaviour. 

Reference Groups: A reference group refers to a group of people with whom an individual 
identifies herself/himself and the extent to which that person assumes many values, 
attitudes, or behaviours of group members. 

Motivation: Th.is refers to driving forces within an individual produced by a state of 
tension caused by unfulfilled needs, wants, allld desires. 

Perception: Perception is the process by which an individual selects, organises, and 
interprets stimuli into a meaningful and coherent picture of the world. 

Learning: Learning is viewed as a relatively permanent change in behaviour occurring 
as a result information or experience, both dinect and indirect. 

Attitude: An attitude is an enduring organisation of motiv_ational, emotiona I, perceptual, 
and cognitive processes with respect to some lispect of our environment. · 

Personality: Personality refers to a dynamic concept that describes the growth and 
development of an individual's whole psychological system, which looks at some 
aggregate whole that is greater than the sum of the parts. 
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Consumer involvement: Consumer involvement is considered as an important variable 
that can help explain how consumers process the information and how this information 
might influence their purchase or consumption related behaviour. 

Review Questions 
1. Discuss two 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 buying behaviour? 

4. Discuss the impact of attitudes on consumer behaviour, with examples, 

5. What are the important types of decision-making approaches that consumers 
use? 

6. How can different situational factors influence the purchase behaviour? 

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

8. What is post-purchase dissonance? Do consumers experience this anxiety after 
every type of purchase? 

9. In what ways does organisational buying behaviour differ from that of personal 
consumers? Discuss the factors that influence organisational buying behaviour. 

10. Discuss different types of organisational purchase situations. What type of 
purchase behaviour is likely to occur? 
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Leaming Objectives 
At the conclusion of this unit, you should be able to: 

• Realise how products are classified 

• Discuss product related concepts like product line and product mL'< af\d related decisions 

• State the concept of product positioning and! its importance 

• Discuss the process of developing a positioning strategy, and errors to avoid 

• Explain frequently used positioning approaches 

Introduction 
Taking a narrow perspective, a product can be defined as a set of attributes assembled 
in a distinct and identifiable form. One cain. distinguish a product by a commonly 
understood generic name such as salt, steel, computer, entertainment, or creche. Other 
attributes such as brand name and any added services are not a part of thls description; 
for instance, both Dell and Zenith are the same product - a PC. 

The need of marketing is to have a more comiprehensive definition of product to clearly 
understand that consumers don't really buy a ttributes. What consumers really buy are 
specific benefits that they perceive as solutic1n.s to problems and satisfactions for their 
needs. Thus, consumers want the instant sticking benefit, and not just a thick liquid
filled tube named Fevi Kwik. It is important to appreciate that any product featute 
can be meaningful only to the extent it delivers an expected benefit and satisfaction. 
Therefore, a product that provides the desir,ed benefits can be some other alternative 
than j'ust a tangible good. For example, to relieve pain there c<1-n be several alternatives. 
other than painkiHer drugs. 

Concept of Product 
This book adopts a sufficiently broad definition of product given by Philip Kotler. 
According to this definition, "A product is anything, tangible or intangible, which can 
be offered to a market for attention, acquisition, use, or consumption that might satisfy 
a need or want." Thus, a product can be a physical entity {e.g., computer, shirt, or soap), 
some s~rvice (e.g., healthcare, tuition, or bank), a retail store (e.g., music store, locality 
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grocer, or supermarket), a person (e.g., a singer, physician, or politician), an organisation 
(e.g., business organisation, trade organisation, or not-for-profit organisation), a place 
(e.g., village, city, or country), or idea (e.g.,socialissues, concepts, or population control). 
We use the word 'product' innumerably in everyday life. 

A product can be described at five levels: 

• The first level is the core b~nefit that customers seek and is just a basic version of 
a product or service designed for the purpose of addressing and satisfying some 
fundamental need. 

• The second level is a generic product, one that provides necessary attributes or 
properties to address the core need. At this level, depending on whether the product 
is durable, non-durable, or service, the product will have certain attributes such 
as a brand name, quality, styling, packaging, colour, and perhaps an instructions 
manual. 

• The third level is the expected product that boasts of a set of attributes or 
characteristics that buyers normally expect in a product and whlch persuade 
consumers to buy it. 

• The fourth level is the augmented product and refers to well thought out and 
deliberate additions of features, benefits, and services (such as in case of durable, 
complex products) delivery, installation, customer education and training, after 
sales service, guarantees or warranties, payment options, customer complaint 
redressal, etc. Marketers deliberately instigate.the design and production of goods 
or services that meet or exceed customers' expectations. 

• The fifth level is the potential product. This refers to all the possible augmentations 
and changes that the product can undergo. 

Tobie 8. 1 : Five Product Levels 

Level Air-Conditioner 

l . Core benefit Cooling and comfort. 

2. Generic Product Sufficient cooling copacity and acceptable ene1gy efficiency roting, reasonable 
air intakes, emousrs and so on. 

3. Expected product Al leosl two cooling speeds, expandable plastic slide panels, odjustuble louvers, 
removable oir flher, vent for e~housting air, power cord at least 60-inches long, 
relatively sole refrigerant, one-year ports warranty ond on-sile service warranty, 
ond live-years' _warranty on the r!lfrigerotion system. 

4. Augmented Produci Optionol feolures might include elecJric touch-pod controls, a display to show 
indoor ond outdoor temps. and the thermostat setting, on outomolic mode lo 
odJust fon speed based on the lhetmostot set1ing ond room temperature, ond a 
toll-free number for customer service, one or two free-services, etc. 

5, Potential Product Silenl operolion, lempe1oture completely balanced across the room, ond energ)' 
self-sufficient. 

Product Classification 
Products can be broadly classified into consumer products and business products. 

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

Convenience Goods: These aJe goods frequently purchased by consumers. They often 
buy them in frequent consumption situations a,nd they are purchased immediately and 
with minimun, efforts. Examples include toiletries, soaps, cigarettes and newspapers. 
These goods can be further classified as 



Staple Goods: Consumer purchases on regular basis. There is a high level of routinjzed 
response behavior for this kind of products . Toothpastes and soaps fall under this 
category. 

Impulse Goods: Consumer purchases without any planning or search effort. Purchase 
of a magazine or a chocolate candy are examples of situations in which customers buy 
on impulse. 

Emergency Goods: Consumer purchases on llirgent need. There is no previous decision 
to buy them but consumer is forced to buy due to the emerging situation. These include 
purchase of umbrella, antiseptic creams like Burnol or knife to cut down trees during 
the rainy season. 

Shopping Goods.· These are goods that the1 customer purchases by undergoing a 
comparative process of selecti<;>n and purchase on such bases as price, psychological 
fitment, suitability, style and quality. Examp)E~ include furniture, electrical appliances, 
home furnishings and clothing. Shopping gocKis can be classified as: 

• H,omogeneous Shopping Goods which are the goods that are similar in quantity 
but differ in price levels, justifying a pricing comparison by the buyer 

• Heterogeneous Shopping Goods whieh are the goods, which differ in product 
features, and services and these differences, are more important than price for a 
decision. 

SpecialttJ Goods: These are goods with uniq1ue characteristics or brand identification 
for which the buyers need to make a speciial purchasing effort. Examples include 
music systems, televisions, cars and men's clothing. There is hardly any comparison in 
specialty goods as each brand is unique and d:ifferent than others. The buyer is ready to 
spend more time and effort while making a purchase decision for this kind of goods. 

Unsought Goods: These are goods the consumer does not know about or does not 
normally think of buying. These goods need .advertising and tnore of personal selling 
efforts for making a sale. These include life insurance products, coffins and fire alarms. 

Organizational Products 
Many of the goods coming out of a firm enter another firm's production process, so that 
the final goods can be made ready for consumption by individual or family consumers. 
Many of these products go to the production process as raw materials and spare parts; 
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 class customers. 

FoUowing is tl'le classification of industrial gcxxls applicable for the purpose of product 
management. 

Materials and Parts: These are goods that ente1r the manufacturer's product completely. 
They are of two types namely raw materials and manufactured materials and component 
parts. Raw materials can be of fann products like rice, maize, cotton, starch or natural 
products like fish, petroleum, gas, iron and aluminum ore. Farm products are renewable 
as they involves agricultural production. The, natural products are very often limited 
and often available in great bulk and low unit value. There are a few but large producers 
and marketers supplying natural products. Long-term supply contracts are a common 
phenomenon in these categories, as the industry needs an uninterrupted supply of 
products and services for running their business process. Manufactured materials can 
be classified as .component materials like irnn, steel, zinc and component parts like 
motors, printed integrated citcuits. The component materials are further fabricated like 
from alwnina to aluminum, pig iron to steel and cloth from yarn. Components enter the 
final product without being changed or modified. In this case price, quaUty and service 
are important factors while making a decision, 
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Capital Items: 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 equipments like 
earthmovers, trucks, drillers, servers and mainframe computers. Installations are major 
purchases for the organization. Equipments include hand tools and office equipments 
like personal computers, laptops. These equipments are not permanent and they need 
to be replenished at different period of time. 

Supplies and Business Services: These are short-term goods and services that facilitate 
managing or developing the finished product supplies. They can be of two kinds 
namely maintenance and repair items and operating supplies. Maintenance supplies 
include painting, nailing and 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. 

Product Line and Product Mix 
Most comparties generally market several products rather than just one or two. 1t is 
necessary for them to understand the relationship among all their products to coordinate 
their marketing of total group of products. Product item, product line, and product mjx 
concepts help us understand the relationships among a company's different products. 

A product item refers to a pa~rticular version of a product that is distinct, such as Surf 
Excel is a (premium) product item offered by Hindustan Lever Limited. A product 
line is a closely related group of products for essentially similar use, and technical and 
marketing considerations. Colgate product line includes Colgate Dental Cream, Colgate 
Gel, Colgate Total, Colgate Herbal, etc. Product mix is the total number of products 
that a company markets. Product mix consistency means how closely related different 
product lines are in end-use, production requirements, distribution, etc. A company 
may have many product lines in its product mix. The term product mix width refers 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. 

Product Line Decisions 
Many companies start as a single product item or product line business. After getting 
a taste of success and with availability of more resources, companies decide to expand 
their product line and/or introduce newer product lines in consonance with market 
opportunities or in response to competitors' moves. For example, for quite some time, 
Nirma had only a single detergent brand and subseguently added a new product line 
by introducing a bathing soap. HLL realised the serious threat from Nirma washing 
powder and introduced cheaper versions of detergents. 

Companies make decisions that concern either adding new items in existing product 
lines, deleting products from existing product lines, or adding new product lines. 
Another aspect relates to upgrading the existing technology either to reduce the product 
costs or to improve quality, for stretching (downwards, upwards, or both ways), or line 
filling. 



Product 
Line 
Length 
(Number 
of product 
item within 
a product 
line) 

Product Mix Width (No. of Product Lines) 

Product Product Product Product 
line - I Line-2 line- 3 line-4 

Bathing Laundry Beverages Cosmetics 

Soaps Products 

Dove Surf Lipton Green X 
Lux Rin Label 
Pears Sunlight Brook Bond y 

Liril Wheel Red Label 

Rexona 501 Taj Mahal z 

Lifebuoy Bru 
Breeze Taaza (Lipton) 

Moti Super Dust 

Hamam 
Jai 

Figure 8. 1: Selected Product Mix Elements in Just Three Product lines of HLL 

Product managers need to closely examine thE! sales and profits of each item in a product 
line. The findings wiJl help them decide whe,ther to build, maintain, harvest, or divest 
different items in a particular product line. 

Product Extention 
1. Product line extensio,t is the strategy of iintroducing variations of the same product. 

This variation may be simply of colour, packaging, size, or flavour etc. but the core 
product value remains the same. For exatmple, Palmolive soap is available in pink, 
white and lig.bt bluish pack. Maggi noodles are available in different flavours. 

2. Product form extension means that the same product is available in different 
physical forms such as Dettol soa,p caki? and Dettol liqujd soap. Many drugs are 
available as tablet, syrup, injections, or ilS inhalers. 

3. Product category extettsion i.s diversifying into producing products in different 
categories and using the same established brand name. For example, Maggi 
noodles and Maggi tomato ch.i.lli sauce. Similarly there is Lux toilet soap and Lux 
shampoo, Ponds talcum powder and Ponds soap etc. 

Line Stretching 
Product lines tend to lengthen over the years for dHferent reasons such as excess 
manufaeturing capacity, new market oppo1rtunities, demand from sales force and 
resellers for a r,icher product line to satisfy customers with varied preferences, and 
competitive compulsions. Lengthening of lines raises costs in many areas and decisions 
are based on careful appraisal. However, at ~,me point in time somebody, often the top 
management intervenes and stops this. 

1. Downward Line Stretch: Companies sometimes intr<Y.luce new products with an 
objective of communicating an image of technical excellence and high quality and 
locate at the upper end of the market. Subsequently, the company might stretch 
downwards due to competitor's attack by introducing a low-end product in 
response to competitive attack, or a company may introduce a low-end product 
to fill up a vacant sJot that may seem attractive to a new competitor. Another 
possibility is that market may become more attractive at low-end. due to faster 
growth rate. For example, P&G introduced its Ariel Microsystem detergent at 
hi,gh-end assuring high quality. Customer response was not encouraging and the 
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2. Downward stretch sometimes poses risks: For example, low-end competitors may 
attack by moving into high-end, or for a prestige-image company introduction of 
a low-end model may adversely affect its product-image. Parker pen stretched 
downward and introduced ballpoint pen at low-price. This hurt Parker as a high
class product. Another risk is that introducing a lower-end item might cannibalise 
(eat away sales) the company's high-end item. 

High 

Price 

Low 

Present 
Product 

/ 
New 

Product 

Low 

High 

Price 

Low 

High 

Quality 

Downward Stretch 

New 
Product 

/ 
Present 
Product 

Low 

High 

Price 

Low 

High 

Quality 

Upward Stretch 

Low 

New 
Product 

/ 
Present 
Product 

/ 
New 

Product 

High 

Quality 

Both-Way Stretch 

Figure 8.2: l ine Stretching Decisions 

3. Upward Stretch: ln this situation, companies operating at low-end may opt to 
enter high-end because of better opportunities as a result of faster market growth, 
or the need to create an image of full line company. For example, Videocon entered 
the market with a n,vin-tub low-end washin.g machine. Subsequently, after the 
introduction of IFB automatic washing machine and entry of other players the 
market expanded. The average household income of middle class also showed 
positive trends. To take advantage of a market growing at the higher-end, Videocon 
also introduced an automatic washing machine. Maruti Udyog introduced its 
medium-priced models such as Maruti Zen, M.aruti Esteem, Wagon R, Alto, and 
Swift after it had entered the market with its low-end Maruti 800 and Maruti 
Omni. Toyota introduced its Lexus luxury car as a staAdalone product (with no 
outward link to Toyota) for just this very reason. lt did notwantit to be in anyway 
affected by Toyota's no-doubt superb, but mass market image. 

There may be certain risks associated with upward lin.e stretching. These may 
it:lclude prospective customers' perceptions that the newcomer in the high-end 
category may not produce high-quality products, or competitors already well 
established in the high-end market may retaliate by introducing items in the low
end of the market. For example, long established footwear company Bata failed in 
its attempt when it tried upward stretch and finally introduced its Power line of 
economicaJ sports shoes. 

4. Both-Way Stretcli: Companies operating in the medium range of the market may 
decide to stretch product line(s) both ways for reasons of opportunities arising in 
different market segments. The main risk is that it may prompt some customers 
to trade down. However, companies often prefer to retain their customers by 
provid.ing low-end alternatives rather than losing them to competitors. 

5 . Line Filling: A company may decide to lengthen the existing product line(s) by 
adding more items. The possible objectives leading to line filling may include 
realising incremental profits, meeting dealers' demands in response to their 



complaints that they lose sales because of missing i terns in the lines, ex<:ess capadty 
pressures, and trying to fill up vacant :item slots to keep out competitors. For 
example, Videocon and some other TV and AC manufacturers have introduced 
models at various price-points right through rugh-end to low-end. Similarly, IBM, 
HPCompaq, Acer, and Sony etc. have introduced laptop PCs at various feature
price points ranging from high-end to low-end. 

Line filling may sometimes lead to cannibalisation, apart from confusing 
customers about the products' positioning unless the company succeeds in clearly 
differentiating each item meaningfully in customers' minds. 

Line Pruning 
Line pruning is just the opposite to line stretching and involves a deliberate decision to 
cut down the number of items in product line(s). Over a period of time, market conditions 
and customer preferences change, and cornpan.ies find that some of their product lines 
contain some unnecessary variants and pack sizes. Another reason for line pruning can 
be the shortage of current production capacity. It is necessary for product managers 
to periodically review their product lines by ,examining sales and costs to spot items 
that are negatively impacting the profits. Procter and Gamble (P&G) was known to 
have very lengthy product lines but decided to rationalise and pruned its product lines. 
For example, the Head & Shoulders shampoo, line had 31 items; P & G subsequently 
pruned this product line to only J 5 variants. The company now believes that it is better 
to maintain simpler product lines and do away with unnecessary complexity. If the 
company can use any existing product formula1 or package to enter a new market, it can 
save precious resources and move faster. 

Product Mix Decisions 
Most business entities have many products in their portfolio. By dealing in many 
products, companies aim to serve a much larger and varied group of customers who 
look for solutions to different types of needs. This also helps minimise the risks for a 
company across different products. For example, ITC diversified from tobacco-based 
products to hospitality products, financia l services, and consumer non-durables such as 
edible oil and atta. Keeping in view the growi1ng opposition from consumer advocates 
and restrictions being imposed by governments on certain types of promotional 
activities concerning cigarettes, ITC with only a single product line of different brands 
of cigarettes would have experienc~d h.igh business risk. 

Companies make decisions concerning product mix based on competitive situations, 
existing or emerging market opportunities, and changes in consumer lifestyles and 
preferences. As pointed out earlier, HLL faced! competitive pressures from low-priced 
washing powders and introduced low-end brands at various price-points. 1n response 
to opportunities in medium-price segment of passenger cars, Maruti introduced 
suitable models. ITC introduced sports wear keeping in view the lifestyles of younger 
generation, seeing it as a logical extension of it:s positioning itseli as a lifestyle products 
company. Bajaj Auto introduced its Pulsar motorcycle, and Apple computers introduced 
its iPods offering a high-quality portable digiital music gadget. For quite some time, 
iPod was available as a high-end product. The market opportunities emerged and the 
company introduced medium-priced variants. These companies are operating in rughly 
competitive markets and have two or more product lines. Morem·er, there is a degree of 
convergence o f various needs that are being met by products that combine the features 
of a mobile phone, camera, PDA, on-line communicator and music system. 

Student Aictivity 

1. Define a product. 

2. Define line pruning. 
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Summary 
A product is anything that can be offered to a market for attention, acquisition, use, 
or consumption that might satisfy a need or ,want. A good is a tangible product that 
can be seen and touched. In contrast, a service represents an intangible product that 
may involve human or mechanical effort in its delivery. Services are being consumed 
increasingly both by individual as well as organisational consumers. 

Products can be dassiiied as consumer products and organisational products. Consumer 
products are those that we buy for our personal or family use or consumption. 
Organisational products are those that are purchased by firms and institutions to 
produce other goods and services, or to resell and to run their day-to-day operations. 

Most companies market more than one product. A product item refers to a particular 
version of a product that is distinct. A product line is a closely related group of products 
for essentially similar use, and technical or marketing considerations. Product mix is the 
totaJ nwnber of products that a company markets. Product mix consistency means how 
dosely related different product lines are in their end use, production requirements, 
and distribution. A company may have many product lines in its product mix. The term 
product mix width refers 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. 

Keywords 
Durable goods: Durable goods are tangible products and usually survive extensive 
use over prolonged periods of time, such as washing machines, footwear, autos, and 
clothes. 

Non-durable goods: Non,durable goods are also tangible goods but usually get 
consumed in one or a few uses such as soap, wheat flour, candy, or soft drink. 

Line Pruning: Line pruning is just the opposite to line stretching and involves a deliberate 
decision to cut down the number of items in product line(s). 

Review Questions 
l. What is the difference between tangible products and services? Give two examples 

of each category. 

2. What important attributes would you look for in a medium-priced car? 

3. How would you differentiate between a convenience good, shopping good, and 
speciality good? 

4. How would you classify organisational products? Can an organisational product 
also be a consumer product? 

5. On what basis can products be differentiated to decide a brand's position? 

6. What is brand positioning? How does it differ from target marketing? 

7. How can the use of positioning concept benefit the marketer? Mention some 
examples. 

8. Discuss what you understand by positioning strategy. 

9. Discuss some important positioning strategies with examples. 

10. What make marketers reposition their brands? Discuss two examples of successful 
repositioning. 
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Unit 9 

Unit Structure 

• Introduction 

• Concepts of Branding 

• Brand Identity 

• Brand Equity 

• Brand Image 

• Types ofBrand 

• Brand Name Selection 

• Branding Strategies 

Branding, 
Pac.kaging and 
Labelling 

• Factors Influencing Branding Strategies 

• Competitive Situation 

• Company Resources 

• Brand Building 

• Packaging 

• Labelling 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Leaming Objectives 
At the conclusion of this unit, you should be able lo: 

• Discuss concepts of brand equity, brand personality, brand image, and identity 

• Jdentify different types of brands 

• Realise the importance of brand name selection 

• Expla1n different branding strategies 

• State the significance of packaging and labelling 

Introduction 
Branding is a major decision 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-leyal market. According to Business Week, the lntel brand 
is one of the top 10 global brands, with a brand equity value of more than US 30 billion 
dollars. 



The history of branding goes back centuries in time, when craftsmen wanted to be 
identified for their skills and placed their distinct and identifiable marks on goods they 
crafted. Trus was the earliest form of branding to build reputation of particular artisans 
by word-of-mouth. Buyers learnt to look for distinctive marks just as we look today for 
brand names and trademarks on products. A1~cording to George S. Low and Ronald A. 
Fullerton, such O\arks have been found on early Chinese porcelain, on pottery jars from 
andent Greece and Rome, and on goods from India dating back to 1300 B. C. The origin 
of "brand" is the Norse word brand, that mieans, "to burn," and owners of livestock 
mark their animals to identify them. 

Concepts of Branding 
The traditional orientation of branding suggests that brand name is a part of the brand 
consisting of words or letters that form a means to identify and distinguish a firm's offer. 
A brand market is the symbol or pictorial diagram that helps in the identification of the 
product. There are. generic brand names also like branded names that have become 
a generically descriptive term for a class of products like Nylon, Aspirin, Kerosene 
and Zipper. A trademark is a brand mark to which the owner legally daims exclusive 
access. Trademark protection confers the exclusive right to use brand name with any 
trademark, logo, slogan or product name abe1rrations. 

A brand provides distinct benefits to consumers. It promises and delivers a high level 
of assurance to consumers. It is a mental guarantee that the product will deliver the 
desired value promise. It is a mental patent as it promises certain amount of value to the 
customers. A brand serves as an assurance to the customer about product performance. 
A brand helps customers to identify the product on the shelf and helps in making an 
informed choice. A brands as symbols of status and social significance give psychological 
satisfaction to the consumers. A brand ~ so serves as a medium of social stratification, as 
it reflects a person's choice and social class du1e to specific usage and value orientation. 
It essentially helps in brand choice. 

Brand Identity 
Different brands vary in the power and value !they command in the market place. Many 
brands are largely unknown to consumers and for some others, there is very high level 
of awareness in terms of name recall and recognition. David A. Aaker defines brand 
identity as, "a unique set of brand associatiions that the brand strategist aspires to 
create or maintain. These associations represi~t what the brand stands for and imply 
a promise to customers from the organisation members." Brand identity and brand 
image are sometimes used iriterchangeably in different texts. Brand identity refers to an 

. insider's concept reflecting brand manager's decisions of what the brand is all about. 
Brand image reflects the perceptions of outsiders, that is customers, about 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, 
its performance, the functional benefits, the kind of people who use the product, the 
emotions and associations it develops, and the imagery ot the symbolic meanings it 
generates. To put it differently, how a consumer perceives a brand in its 'totality' is 
the brand image and encompasses both physical and perceptual components. It is a 
concept that drives customer behaviour with .respect to brand. 

According to Jean-Noel Kepferer, a brand is complex symbol and capable of conveying 
up to six dimensions or meanings: 

P1iysique: Physique dimension refers to the tangible, physical aspects. The physical 
dimensions are usually included in the prodm;t such as n.:me, features, colours, logos, 
and packaging. The physique of IBM brand would be data system, serve.rs, desktop 
PCs, notebooks PCs, and service, etc. 

Branding, Packaging and 
Labelling 
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Personality: Marketers deliberately may try to assign the brand a personality; or people 
on their own may attribute a personality to a brand. It is not surprising that people often 
describe some brands by using adjectives such as "young," "masculine," "feminine," 
exciting," "rugged," "rebel," "energetic," etc., as if they are living persons. Brands 
usually acquire personalities because of deliberate communications from marketers 
and use of endorsers. Bajaj Pulsar ads communicate "Definitely male." The personality 
of Boost is seen as young, dynamic, energetic and an achiever. 

Culture: Culture includes knowledge, belief, rites and rituals, capabilities, habits, and 
values. A brand reflects its various aspects and values that drive it. Culture manifests 
various aspects of a brand. For instance, Apple computers reflect its culture. It is a symbol 
of simplicity, and friendl.i.ness. Its symbol (munched Apple) connotes being d ifferent 
from others and not following the beaten path. Mercedes symbolises disciplined, 
efficier.it, high quality German engineering. 

Relationship: Brands are often at the heart' of transactions and exchanges between 
marketers and customers. The brand name Nike is Greek and relates to Olympics, and 
suggests glorification of human body. "Just Do It" is all about winning, the unimportance 
of age, and encourages us to let loose. Apple conveys emotional relationship based on 
friendliness. Relationship is essentially important in service products. 

Reflection: This refers to defining the kind of people who use it. It is reflected in the 
image of its consumers: young, old, rich, modern and so on. For example, Pepsi reflects 
young, fun loving, carefree people. The reflection of AUen Solly's brand is a typical 
young executive. However, it does not by any ahance mean that they are the only users. 
The concept of target market is broader than reflection. 

Self-Image: This means how a customer relates herself/himself to the brand. Self
image is how a customer sees herself/himself. The self-image of users of Bajaj Pulsar 
motorcycle is believed to that of be tough, young males. Users of Nike see their inner 
reflection in the br~nd's personality. 

Brand Equity 
A clear brand identity when reinforced over a period of time in the customer's mind 
to develop a high level of customer frartchisee, leads to creation of brand equity. As 
explained earlier in the brand identity section, brand equity is a set of bra11.d assets and 
liabilities linked to a brand, its name and sym.bol that a.dd to or subtract from the value 
provided by a product or service to a firm and/or to that firm's customers. If the brand's 
name or symbol will change, some or all of the assets or liabilities will be affected; and 
they may even lose significance in business. These equity components can be grouped 
into five categories, namely brand loyalty, brand name awareness, perceived quality, 
brand association, in addition to t:he perceived quality and other proprietary brand 
assets Hke patents, trademarks, and channel relationships. 

To simplify the definition, we can conclude that it is the incremental that the customer 
has to pay for a brand in place of a commodity. It is the additional premium charged by 
the marketer that the customer is ready to pay when confronted with a buying situation 
between a commodity and a brand. 1t is simply the price premium that a company 
can charge customers or the impact of the name on customer preference or stock price 
movement or future earnings or a combination of any of the factors that has given a 
firm its brand equity. 

Brand equity is the added value that the consumer assigns to products and services. 
It is based over what the consumer thinks, feels and acts with respect to the brand 
and is often reflected in company's sales performance, market share and profitability. 
Kevin Keller proposed a consumer based brand equity model, which is defined as the 
differential effects that bcand knowledge has on consumer response to the marketing 
of that brand. A brand is believed to have positive consumer: based brand equity when 
consumers react favorably to the marketing strategy of the brand and vice versa for 



negative brand equity. Consumer based brand equity is based ov•~• . , ... 11,c1r ' ::; brand 
knowledg~. Brand knowledge is based on the thoughts, feelings and images that 
consumers associate with the brand. They are based on consumer awareness, brand 
associations and brand image that the consumer holds of the brand to generate a 
positive consumer based brand equity. 

Iconic Brands 

All these brands fulfilled three important irequirements of being an iconic brand: 

Create an identity myth: For any brand to attain iconic status, it has to create an 
identity myth, Every society invariably goes through phases of prosperity and 
crisis. Brands that resonate and show direction to the masses through the brand 
stories and brand activities gets etched into the culture. These brands, by creating 
an identity for themselves, provide identity to the whole society. 

Involve multiple storytellers: Dissemination of brand information through the 
many participants of the society is critical for an iconic brand. The four major 
au tho rs of these brand stories are: companit~s, the culture ind us tries, intermediaries 
and customers. Each of these authors facilitates the brand to blend into the fabric 
of the society. By associating the brand and its identity with the prevalent events 
in the society, these authors create an iconic stature for the brands. 

Weave powerful brand stories: Great brands always have resonating stories 
that touch the lives of consumers. These stories could be of the brand's unique 
history (Shanghai), myth Oim Thompson), culture (Harley-Davidson), fashion 
icon (Giorgio Armani), struggle (Li Ning), and underlying philosophy (Singapore 
Airlines). These brand stories offer consumers a good reason to elevate the brand 
beyond their mere utilitarian role in the market. 

(Source: Martin Roll, Official Weblog for Asian Brand Stt·ategy, Februacy22, 2006). 

five Dimensions of Customer-ll>ased Equity 
WaJfried Lasser. Banwari Mittal, and Anm Sharma identified five dimensions of 
customer-based brand equity: 

1. Performance: The aspect of brand equity focuses on the physical and functional 
attributes of a brand. Customers are concerned about how fault free a.rid durable 
the brand is, based on their judgement. 

2. Social image: This focuses on what social image the brand holds 1n terms of its 
esteem for customer's social and reference groups. 

3. Value: This refers to the customer's value perception of the brand. This is the ratio 
between what are the involved costs and the perceived delivered value. 

4. Tmstworthiness: This means the cus,tomer's extent of faith in the brand's 
performance, quality, and service. Thi:s reflects reliability of the brand, that it 
would always take ca.re of customer's iinterest and the people behind the brand 
can be trusted. 

5. Identification: To what extent customeirs feel emotionally attached to the brand. 
Their association with the brand is important because it matches their self-concept 
and aspirations. This means psychological association with what the brand stands 
for in the customer's perceptions. 

Leveraging brand Equity 
It is naturaJ for the companies to constantJly search for ways to leverage assets. A 

brand is an asset. Some brands become very ]Powerful asset for companies providing a 
signjficant amount of equity. 

A decision to leverage brand equity is, of course, aJways a good idea but deciding how 
exactly to do that should not be made withou1t very thoughtful consideration, especially 
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in a categories where the competition is dependent entirely on the power of brands. 
For example, the sugar-water products are entirely dependent on the strength of their 
brands so tampering can be deadly. 

Building customer loyalty through brand equity 
Loyalty is at the heart of equity and a very important brand equity asset. Few customers 
are fiercely brand loyal to this degree. Based on customer's degree of commitment toward 
brands, David A. Aaker categorised customers in five groups based on their attitudes 
toward a brand, from the indifferent or switcher at one extreme and most committed on 
the other extreme. The other three categories fall in between the extremes: 

1. No brand loyalty. Such customers will change brands, particularly for price 
reasons. 

2. Satisfied but change the brand. They are satisfied with the brand but apparently 
have no reason to remain attached with it. 

3. The customer is satisfied and stays with it because changing brand would incur 
costs. 

4. Customer values the brand and considers it as a friend. 

5. Customer is devoted to the brand with intense feelings. 

Brand Image 
Brand image is the key concept intervening between the brand and its equity. ft is 
the driver of btand equity. The image of a brand can adjust brand value upwards or 
downwards. When the coconut oil is "Parachute', its value moves upwards. This shjft 
is the result o f brand name. The name adds visual and verbal dimensions in consumer's 
mind and acts as intervening variable moving the value upwards. The name Rolex, or 
Omega add radical value to the product. A customer who is not familiar with brands 
like Rolex or Omega will most probably assess the value of these brands as just another 
watch (a product) because these brands mean nothing to her /him. In such a case, these 
brands are unlikely to alter value because there is no intervening 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 brand associations can be hard and soft and brand sub
images consist of three elernents: image of provider, image of product, and image of 
user. 

Hard Associations: Hard associations include consumer's perceptions of tangible 
or functional attl'.ibutes of a brand. These involve brand's physical construction and 
performance abilities such as economy, quality, reliability, sturdiness, etc. For ex.ample, 
the hard associations of an automobile can indude its power, speed; fuel economy, etc. 

Soft Associations: Associations of this type are emotional in nature. Such associations 
can be positive or negative. A motorcycle can be visualised as male, tough, exciting, 
youthful, etc. For instance, Bajaj Auto has managed to associate its Pulsar motorcycle 
with maleness, toughness, youthfulness and excitement. As a consequence of negative 
associations, consumers associate Indian Airlines with dullness, old age, indifference 
and inefficiency. 

Image of Provider 
This. refers to the image of manufacturer. Consumers al.So carry in the"ir memories a 
network of associations about companies. For example, Apple computers create 
associations such as unconventional, exciting, user friendly, creative, innovative, ·and 
cool. When consumers visuailise Delhi Cloth Mills (DCM), the kind of associations that 
may emerge a re likely to be old, dull, cloth; Rath Vanaspati (vegetable oil): unchanging, 
and unexciting. Aninappropriatecorporate image may tarnish the image of an otherwise 
good product. 



Image of Product 
Products also carry an image of wha.t they carry and have aspects such as functional 
characteristics, technology intensiveness, emotionality, old, or modern that go with 
them. Products such as laW1dry detergents, cold remedies, mosquito .repellents etc., 
tend to be driven by functional attributes and rationality. On the other hand, fashion 
clothing, perf urn es, cold drinks, expensive watches, and many alcoholic beverages tend 
to be associated with emotions and substantial symbolism. Therefore, brand image has 
to be shaped within structural limits imposed. by the product image. · 

Image of the User 
The brand image brings to consumers' minds the image of its users. The image of brand 
may indicate the age, sex, occupation, lifestyle, interests, and personality attributes. For 
example, the image of Raymond suitings is that of a "complete man." The user image 
dimension reflects the brand's personality. According to Leon G. Schiffman and Leslie 
Lazer Kanuk, a study found that beer, coffe,e, cigarettes, cars, credit cards, haircuts, 
legal services, scotch, sneakers, and toothpaste wen~ found to be masculine. Products 
perceived as feminine included bath soaps,, shampoo, facial tissue, clothes dryers, 
washer, and dishwashing liquid. 

Types of Brand 
There are several brand options that include manufacturer brand (also called national 
brand), private brand (also called distributor, reseller, store, or house brand), or a 
Licensed bcand. 

Manufacturer brands are initiated by manufacturers and identify the producer. This 
type of brand generally requires the initiator involvement in its distribution, promotion, 
and pricing decisions. The brand quality is assured and guaranteed, and the aim of 
promotion mix is to build company and brand image and encourage brand loyalty. 

The major feature of private brands is that they are resellers initiated brands. 
Manufacturers are not identified on the products. Wholesalers and retailers use 
private brands to develop more efficient promotions to build store image and generate 
higher gross margins. Shoppers' Stop is a pri,vate brand. Wholesalers or retailers have 
the freedom and advantage of buying specified quality at an agreed upon cost from 
the manufacturer without disclosing manufacturer identity. In most markets around 
the world, manufacturer brands dominate. In developed countries such as U.S., 
supermarkets average more than 19 per cent private brand sales. The trend of private 
biands is slowly catching on in India, This is likely to speed up, with increasing numbers 
of large retail stores appearing in major cities of the country. Mukesh Am bani' s Reliance 
Retail is planning to invest~ 25,000 crores into its forthcoming retail operations. 

Paul S. Richardson, Alan S. Dick, and Arun K. Jain found that formerly, consumers 
viewed brands in a category in a ladder-like manner. The top rung was occupied by the 
most preferred brand and the remaining branids were arranged in descending order of 
preference. There are now indications that consumer perceptions of brand parity are 
replacing the brand ladder. 

Licensed brand is a relatively new trend and iitwolves licensing of trademarks. Entering 
into a licensing agreement, a company allows approved manufacturers to use its 
trademark for a mutually agreed fee. The royalties may range anywhere between 2 per 
cent to 10 per cent or more of wholesale revenues. The company obtaining the license 
would be responsible-for all production and promotional activities, and would bear the 
costs j n case the licensed product fails. The benefits of thls arrangement can bring extra 
revenues, free pubHcity, new images, and protection of trademark. For example, P&G 
licensed its Ca.may brand of soap in India to Godrej for a few years. The disadvantage 
is that the licensing company loses its control on manufacturing and at times th.is may 
hurt the company's name and lead to overstri~tching the brand. 
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Some manufacturers prefer to have branded products as well as their generic brands. 
Generic brands indicate only the product category, such as aluminium foil. Another 
form of generic brands is that the generic name of the product is mentioned and the 
manufacturing company's name is written just to conform to legal requirements, such as 
paracetamol, or tetracycline. They do not include any other identifying marks. Generic 
brands are usually sold at lower prices than their branded versions. Generic brands are 
fairly common in the drug industry. 

Brand Name Selection 
The choice of brand name is fundamenta lJy important because it often captures the 
key concept or association of a product in a compact and economical manner. Brand 
names can be an -effective way of communication because they become attached to the 
products in consumers' minds. It is critically important to be very careful in selecting the 
brand name, as changing this brand element in future is extremely difficult. Brand name 
selection for a new product is certainly a combination of art and science. Companies 
have four strategic options in choosing a brand name: 

Company Name 

Companies that have built a reputation for product quality and commitment to 
customer satisfaction and have become househoJd names sometimes use this strategy. 
All products are sold under the company name. This approach is less expensive, as it 
avoids research to select an appropriate name. It does not require heavy advertising 
expenditures to create brand name awar:eness. The name takes advantage of good 
corporate image. Many Indian and global compc1nies use this approach. For example, 
Nirma, Escorts, HMT, Philips, GE, Mercedes, LG, Samsung, Sony, Canon, Nikon and 
others use this approach. 

Individual Names 
Some firms adopt thjs policy and each brand has its own individual name. The 
advantage is that the company does not tie its reputation to the product. In case the 
product fails, or its quality is low, the companyis name or image is believed to be safe. 
'The company can introduce lower quality products under an individuc1l name without 
diluting the image of its higher quality product. For example, HLL introduced a low
priced detergent (Wheel) without hurting Surf. 

The company also uses separate brand names for its range of bathing soaps (Lux, Liril, 
Pears, Dove, Moti, etc.). Procter &Gamble also uses this approach for its products (Ariel, 
Tide, Head & Shoulders, Pantene, and Vicks). The company searches for new nc1mes for 
its individual brands and this could mean name research expenses. 

Separate Brand family Names 
Some companies producing many different products adopt this approach to select 
brand names. Such compames use different brand names for a category of products. 
For example, Denim brand of HLL has several products: Derum Deo, Denim Shaving 
Cream, After Shave, Denim Soap, and Denim Talc. The company's Orchid brand 
includes several women's beauty products. HLL's Lakme brand has several personaJ 
care products. 

Combination of Company Name and Product Name (also 
called umbrella or endorsement brand names) 
Some companies foJfow this policy, such as Maruti Esteem, Maruti Zen, Fiat Palio, Ford 
Ikon, IBM ThinkPad, Acer TravelMate, Apple Powerbook, Hao,1dard Rooh-afza, etc. 



Desira ble Qualities of Brand Names 
Kim R. Robertson is of the view that brand names selected are simple and easy to 
pronounce; familiar and meaningful; and are d ifferent, distinctive, and unusual. Kevin 
Lane Keller, Susan Heckler, and Michael J. HOluston caution that brand name elements 
that are highly descriptive of the product category or i ts attributes i:ind benefits may be 
potentially quite restrictive. for example, attempts at extending the Burno! brand so far 
have failed because of consumers very strongly associate Bumol with burns. 

Sometimes a unique name becomes intimately connected to a product category and may 
threaten a company's exclusive rights to that name. For example, consume~s now use 
names Aspirin, Xerox, Luna, Scotch Tape, Surf, and Dalda to describe product category, ' 
Xerox means photocopy, Aspirin means acetylsalicylic acid, Luna means any moped, 
Scotch Tape means adhesive tape, Surf is synonymous with detergent category, and 
Dalda is any vegetable oil. In other words, the brand names have metamorphosed into 
generic names that cover entire categories of products. 

The following qualities of a brand name are considered desirable: 

• The name should be suggestive of some product benefit, such as Fair & Lovely, No 
Marks, Hajmola, Fair Glow, and Roohafaa. 

• The name should be suggestive of product or service category, such as Himalaya 
Ayurvedic Concepts, Kleenex, Tatafone, Businessworld, and First Flight. 

• The name should be suggestive of imagetry that projects qualities, such as Gillette 
Mach 3, Nike, Moods, etc. 

• The name should be simple and easy to spell, pronounce, recognise, and remember, 
e.g., short names like Lux, Surf, Tide, and Vlill. 

• The name should be distinctive, such as Apple, Kodak, Sony, Palio, etc. 

• The name should not resemble or suggeslt negative associations in other languages 
and countries. 

To choose a brand name, companies generate a comprehensive list of possible names. 
Each name is evaluated for its merits, and ulti1mately a few most suitable ones are Left. 
These names are tested with target consumer groups to arrive at a final choice. 

Companies sometimes hire outside marketing reseaTch firms specialising in this field. 
These. specialist firms use techniques such as brainstorm.mg sessions and extensive 
computer databa~es, sounds, etc. Name-research process employs a variety of tools and 
techniques, such as association tests (images that emerge in the mind's eye), learning 
tests (ease of pronouncing the word), memory tests (is the name remembered well?), 
and preference tests (the most p referred nam~is). Research also ensures that the chosen 
brand name has not already been registered. 

Building brands is not easy. It usually requires huge expenditur:es and effective 
communications. Keeping in view the product category, its target markets, and 
competitive situations, companies use an array of communication tools that include 
advertising, public relations/publicity, trade shows, event marketing, sponsorships, 
celebrity endorsements, factory visits, social c1ause marketing, etc. 

Branding Strategies 
With the passage of time, successf~l companies grow and the number of products 
handled by most compan.ies also grows. Thes,e companies face the question as to what 
kind of branding relationships these product:, will have. The bqmding strategies tha t 
companies adopt reflect this relationship. There is no best branding strategy and the 
choice is not easy. Diffetrent companies adopt different strategies, and since thete is 
no best strategy for all types of products, a company may adop t different branding 
strategies across its product mix. 
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Companies differ in their approaches to branding. A casual look at Western World and 
Eastern World shows that companies of the Western World generally adopt product
branding strategies (one product one brand or many products many brands). At the 
top of this approach are three giant and familiar companies, P&G, HLL, and Xerox. 
Eastern companies, such as those from South Korea and Japan adopt a mega branding 
approach. The company tagline covers all products "Chips to Ships." Examples are 
Hyundai, Samsung, LG, Hitachi, Mitsubishi, Toyota, etc. These two general approaches 
reflect customer or market-oriented logic, or cost-oriented logic. 

Companies enlarge their product mix by either stretching existing product lines or 
adding new product lines, or both. In these situations they either use existing 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 termed as generic 
branding strategies, each having its own set of pros and cons. 

Product Branding Strategy 
This approach is driven by customer-orientation. The thinking focuses on customer 
perception and information processing and the company believes the most effective 
method to differentiate its offer in a customer 's mind is to gjve the product an exclusive 
position and identity. What the brand represents is clearly comprehended and 
internalised by its target market. -Placing several products under one brand name may 
cause confusion among consumers. Al Ries and Laura 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 Jike 
your product." · 

(Al Ries and Laura Ries, The 22 Immutable Laws of Branding, 1998). 

This strategy focuses on promoting the brand exdusiveJy so that it reflects its own 
personality, identity, associations, and image. The brand does not take on company 
associations and any benefits from its name. 

Product branding approach is also followed by ITC for its tobacco-based products. 
At the product level, most cigarettes generally tend to be the same and what counts 
really is the perceived differentiation among consumer groups who show strong 
brand preference. This is more distinct in the upmarket segments. The basic product 
by itseJf does not offer much opportunity for differentiation. This differentiation has 
to be created in consumers1 perceptions of a brand. This is the major reason why ITC 
adopts the product differentiation approach for cigarettes. lTC's brand portfolio of 
cigarettes includes India Kings, Classic, State Express, Benson & Hedges, Gold Flake 
Kings, Wills, Navy Cut, etc. Each brand is highly differentiated and occupies a distinct 
position. However, TTC seems to have dlluted its product branding approach in case of 
its powerful Wills brand and has extended the brand into ready-to-wear clothes. 

Product branding delivers certain advantages. It helps create an identifiable brand 
enjoying a unique pooition and directed. at a well de(ined target segment, and the 
company can cover an entire market composed of several segments by creating multiple 
brands eac_h addresslng a different segment. This leaves very little 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 tries to minimise its 
risks and excessive prom-otional expenditwes. When a new product is given a familiar 
and established brand name, consumers are likely to feel more confident about the new 
product such as HLL extended the Lux name to introduce its shampoo. HLL's brands 
Signal (toothpaste), and Blue Seal (peanut butter) failed and most people did not even 
know these were from Hindustan Lever Ltd. All brands of P&G are stand-atones in all 
of its SBU's, leaving the company to venture into many unrelated fields. 



Tobie 9.1: Product Branding Strategy of P&G (incomplete list) 

Brands Category Poi,ition 

Ariel Detergent Hi9 h-tech delergent. 

Tide Delergenl Whiteness no o)her con deliver. 

Head & Shoulders Shampoo Ant idondruff shampoo with micro ZPTO 

Pantene Shampoo Hei:ilthy & Shiny hair. 

Whisper Sanitary Napkin Hmienic protection. 

Vicks Balm Cle,or blocked nose by touch therapy. 

Old Spice After shave Sig n of manliness. 

The. major disadvantage of product branding is excessive costs that may be as high 
as t 5 to t 50 crores in building a successfu.l brand in 1ndia. In developed markets, 
these costs may run into hundreds of million d ollars. Another disadvantage is that new 
brands miss the opportunity of exploiting the: strengths of a powerful company name 
or its brands 

Line Branding Strategy 
The term 'line branding' is altogether different than what product line refers to in the 
context of product mix. Companies often liiave several product lines in the product 
mix. For example, Gillette India has three product lines: personal care, oral care, and 
alkaline batteries. In line branding, products share a common concept. Line brands start 
with a single product conveying a concept an1d later the brand name extends to other 
complementary products. The core concept ~mains unchanged. For example, the core 
concept of Denim brand is, "The man who doesn't have to try too hard._" All products 
sporting the Denim brand name share the same concept. La.kme concept is ''the source of 
radiant beauty." The-brand concept appeals to a distinct target group of consumers and 
Lakme offers a number of additional products that go together, complement each other, 
and form a whole such as winter care lotion, cleansing lotion, body lotion, lipsticks, eye 
make up, and nail enamels. All products in line branding draw their identity from the 
main brand. Park Avenue is a lso an example of line branding with severa l products that 
complement each other addressing the upward mobile man. 

Range Branding Strategy 
Th.is strategy seems to resemble line branding but is significantly different. It is also 
called brand extension. Product categories are different but brand name is the same, 
such as ca.r_rying the brand name Maggi is a range of different products: noodles, sauce, 
soup, Dosa mixes, etc. The range represents the area of expertise, which is fast food. In 
line branding, every product originates from the "product concept." Lakme concept is 
''the source of radiant beauty," and all products surround this· core product concept. 
Line branding is restrictive to brand expans'ion into products that do not surround 
this core p roduct concept and complement e.s,ch other in this regard. In case of range 
branding, it is not the ptoduct concept but" the area of expertise." This strategy permits 
expanding into products that do not complement each other. For example, a company's 
area of competence might be microprocessors ,md it can develop expertise in some other 
area over time such as software and expand i:ts brand. Himalaya Drug Company has 
range of Ayurvedic home remedies like Health Care, Body Care, Skincare, Hair Care, 
etc., under Ayurvedic Concepts. Certainly, deep cleansing lotion does not complement 
digestive capsules, and antiseptic cream does not complement face wash. The focus is 
on expertise. Himalaya Drug Company's area 1of 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 ma1ny different products under one brand 
banner. Promotional expenditures are low because promoting one brand helps a1J 
products in the range. However, the same brand name for too many products may lead 
to overstretching, may confuse consumers and weaken the brand. 
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Umbrella Branding Strategy 

In general, umbrella branding is favoured among Eastern World companies but is 
not exdusively confined only to this part of the world. Giants like GE and Philips 
are examples of non-Eastern companies ,that use umbrella branding. The approach is 
driven by economic considerations. The company name itself 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, its associations, and goodwill. Ever increasing number 
of brands, and information overload makes it a very difficult to get noticed. Consumers 
are more likely to take notice of something familiar. 

Apparently, umbrella branding appears to be flawless, but it has several disadvantages. 
A major shortcoming with this approach is that it is not customer or market focussed. 
Cost advantage does not get translated into better margins. It is a low-cost strategy but 
earnings are also low. Research indicates that average profit of top Eastern companies 
adopting 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 level of aggregation. But when markets are composed of distinct 
segments in terms of buyer needs and preferences, companies start offering specialised 
need solutions to different segments. This precipitates a difficult situation for companies 
using umbrella branding, From the consumer's point of view, a spedalist brand is 
appealing and makes more sense. This is the reason that auto companies offer small 
and mid-sized cars such as Alto, Esteem, Santro, Getz, Palio, etc. 

Sharing a common brand name 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 stretch brands upwards (as happened in case of 
Maruti Baleno). Downwards stretch in case of Parker failed because of Parker's high~ 
end image. Horizontal stretching is relatively less likely to pose too much of a threat. 

Double Branding Strategy 
This approach combines umbrella branding and product branding. Along with the 
product brand name, the company name is associated to create double branding, such 
as Tata Indica and, Bajaj Pulsar. Tata is the company behind lndica car brand. Maruti 
also follows this strategy. Both names are equally important and are given equal status 
in the brand's communication. Double branding serves two objectives. The product 
gains from the company name awareness, expertise, and reputation. And Pulsar adds 
some unique value of its own: "Definitely male." Thjs is customer focus and the brand 
can communicate something in addition to what Bajaj name stands for in customers' 
perceptions and appeal to a new segment. The product's brand name helps differentiate 
the offer. 

His only th.e 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 field of expertise is not consistent, 
such as trucks, or computers, double branding may not always be a suitable branding 
strategy. 

Endorsement 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 lower profile. The company 
name appears in smaller letters and takes a back seat. The brand largely seeks to exist 
on its own. The company name is mentioned to identify who owns it just by way of 
endorsement to the product bran4 such as Godrej Cinfho~ or Nestle Kit-Kat identify 
the owners of these brands. 



In case of double branding, the company name is an integ.r:al part with equal status. 
Endorsement signifies assurance of quality lby transferring certain associations that 
increase consumers' trust. 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 Chocos. 
Company name acts as a familiar signage to reassure consumers by communicating the 
company's associations and image. 

Endorsement branding is nearest to product branding, allowing more freedom to the 
brand to get its own distinction. When endorsement branding is tried in inconsistent 
areas, it is quite likeJy to fail. For example, some time back Nestle launched Mithai 
Magic and it did not work. 

Factors Influencing Branding Strategies 
A company must carefully examine its situation before making a decision about 
adopting a certain b randing approach. Six factors seem to be more relevant and include 
the assessment of market size, competitive situation, company resources, product 
newness, and innovativeness and technology. 

Market Size 
In a large and expanding market, some minimum investments are necessary to build 
up brand to a level that its sa les generate sufficient revenues to support its growth. If 
the market size is smaller and the growth is very low, achieving sizable sales would 
not be easy. This would extend the payback period. Large _investment in promotion is 
not called f9r and would also further extend payback period. In this situa tion, taking 
assistance from an established name may be diesirable. Th.is would reduce e:Xpendih.tre 
on promotion in brand building and may favourably reduce payback period. 

Competitive Situation 
When the competition is intense, customer focus gains importance to win their 
confidence. It becomes necessary to strongly differentiate the brand and be a specialist 
in some meaningful and persuasive way. This requires communicating specific 
customer benefits and brand's matching pe:rsonality dimensions. Individual brand 
identify creation gains importance. ft may be desirable for companies to choose between 
product branding, endorsement branding, or double branding, depending on available 
resources. 

In case the level of competition is low, companies may not be motivated to create 
distinct brand identity for each brand and simply a company's identification may seem 
desirable. Thirty or forty years ago, brand buillding was not a priority concern in India. 
More concern about branding became appari~nt only after eaonomic liberalisation in 
our country. 

Company Resources 
Branding in most cases is a highly expensive proposition. It is certainly not meant for 
resource-starved companies. Com.m.itment to branding suits firms having deep pockets 
to create and support brands in the long-rem. The companies opting f-or umbrella 
branding aim to create a common equity pool and their products exploit this equity. 
Most companies in this group tend to ensure consistent product quality and high degree 
of customer service. 

Product Newness 
As companies grow, they tend to add new products to expand product mix. The market
place is getting more and more crowded because of brand multiplication and customers 
tend to group them into categories to simplify their purchase decision. This crowding 
makes it increasingly difficult for marketers ta, make brands distinct. 
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Creating a unique, differentiated identity and image for some product boasting really 
unique attributes and benefits requires focusing on brand building. This requires 
adopting a branding strategy that suits this objective, such as product, endorsemenf, or 
double branding and certainly not umbrella branding as it may dilute and cloud image 
and confuse customers. 

Innovativeness 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 of uncertainty about a product's success. High on a company's agenda 
are effective commwucations of product's uniqueness and to protect the company's 
equity. Such potential risks favour strategies towards product branding continuum 
such as product, or endorsement branding. Highly innovative companies such as 3M, 
App1e, and DuPont adopt either product branding or endorsement branding. 

Brand Building 
A brand image creates expectations. It defines who you are, how you operate, and how 
you're different from your competitors. In essence, your brand image is a promise - a 
promise that must be kept. 

If the brand is a promiseyoumake, then the customer experience is the fuliillment of that 
promise. The customer experience can't be left to chance. It should be actively designed 
and controlled in a manner that enhances your brand image. It must consistently 
reinforce the brand promise across every customer touch-point or the value of the brand 
itself is at risk. 

A company can build a strong brand by following these simple steps: 

1. Make believable brand promises: Your brand promise is irrelevant if your customers 
do not believe it. Therefore, your promise must be supported by reasons-to
believe. This will automatically add substance to the promise and define specific 
expectations for the customer. 

For example, an air conditioner manufach.trer promises potential customers that 
its brand is an "intelligent cooling solution" then what makes it an intelligent 
brand? Why should the customer believe this promise? 

2. Recognize what ·influences the customers: Each individual step in a business 
process contains a number of influences when the customer comes in contact with 
your brand. Your ultimate goal is to have each influence reinforce and fulfill your 
marketplace promise. 

3. Detenninethe mostinfluentiali11fluence: All influences are not created equaL Some 
will naturally play a larger role in determining your company's overall customer 
experience. For example, if your product is deodorant, fragrance is typically more 
important than package design. Both are influences, but each has a different effect 
on our customers' experiences as a whole. 

To determine the influences driving your customers' overaH experience, a 
company can use a wide array of techniques ranging from quantitative research 
to institutional knowledge. The methods you use will depend on the complexity 
of your products, commercial processes, and your existing knowledge base. 

4. Give the customers what they want or create a,i experience: Once you have 
completed the above three steps to building a brand, you should be able to design 
your optimal customer experience. 

5. Innovate to consistently deliver theei!Cperience: A company should constantly come 
up with new and improved ideas to consistently deliver the optimal experience to 
the customers. 



Building a brand requires the company to gain name recognition for its product, get 
the consumer to achtally try its brand, and then convince the buyer that the brand is 
acceptable. Only after those triumphs can the company hopes to secure some degree of 
preference for its brand. 

Packaging 
Some texts consider packaging so important that they place it in the marketing mix as a 
fifth 'P.' Most texts consider packaging as a part of product policy. Packaging includes 
all activities that focus on the development of 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 secondary package is the box of cardboard or 
some other material containing the primary package; and the last is shipping package 
that contains more units of secondary package. 

Packaging of a product is important and can make a product more visible, desirable, 
versatile, safe, or convenient to use. Good pac.kaging has the power to i.n.Ouence 
customers' attih1des and p urchase decisions. Often, customers have one of the strongest 
associations with a brand based on the looks of its packaging. Package attractiveness 
can become an important means of brand recognition. Also, the information conveyed 
or inferred from the package can help build or reinforce valuable brand associations. 

Packaging is much more than just putting the product in a container and covering it with 
a wrapper. Packaging materials serve the purpose of not only protecting the product 
but also keeps it in functional form, such as milk, juices, and sprays. Packaging helps 
prevent damage and loss. Packaging also helpi1 to chec.k tampering. A reusable package 
often makes a product more desirable. In a country like India, reusable packages are 
often used in sales promotion, such as Boumvita container was a glass jar that could 
be used for other purposes, or 4kgs Surf was packaged in a plastic bucket. Housewives 
used the container (bucket) to wash clothes and for other purposes. 

Packaging Cons·iderations: A variety of packagring materials, processes, and designs are 
available. Marketer's primary concern is to consjder the costs involved. With increasing 
incomes, customers show different degrees oJf willingness to pay more for improved 
packaging. The question is how much target CQnsumers are willing to pay, and research 
can determine this. 

Present day environmental concerns are also a consjderatio:n. Many consumer pressure 
groups in developed and developing countries show increased environme.nta1 concerns. 
Discarded plastic packaging is a major source of garbage. Many packages are thrown 
away indiscriminately, such as crumpled can/; and broken bottles, which can be seen 
almost anywhere in Indian cities. The problem of waste is rampant across almost all 
countries of the world. Experts point out that plastic is non·biodegradable and paper 
requires valuable inputs from forests. Some companies are shifting to environment 
friendly packaging and some others are usj1'g recycled (and recyclable) material for 
packaging. 

Labelling 
Labelling is closely related to packaging and iis used in many different informational, 
legal, and promotional ways. A label may be a part of package or it may be a tag attached 
to the product. Depending on the product category and specific laws of the country, 
the label might include only the product's brand name or more detailed informatjon 
desired by the marketer, or 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 product's source, its contents, important 
features and benefits, use instructions, cautiorn, Or warnings, storage instructions, batch 
number, date of manufacture, and date of expiry. 
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Many product labels contain a Universal Product Code (UPC). It consists of a series 
of thin and thick lines that identifies a product and provides pricing and inventory 
information. An electronic scanner reads this UPC information at retail check counter 
that is used by retailers and marketers for inventory and price control purposes. 

Student Activity 

l. Define brand equity. 

2. What do you understand by brand image? 

Summary 
A brand is a name, term, sign, symbol, or design, or a combination of them, intended 
to :identify the goods and services of one seller or group of sellers and to differentiate 
them from those of the competition. The key to _be able to create a brand is to choose 
a name, term, s~gn, symbol, logo, design, package, or other attributes to identify and 
dilferentiate a product from others, 

Brand identity refers to a unique set of brand associations that the brand strategist 
aspires to create or maintain. 

Brand image reflects the perceptions of outsiders, that is customers, about 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. 

Brands have equity because they have high awareness, many loyal consumers, a 
high reputation for perceived quality, proprietary assets such as access to distribution 
channels or to patents, of the kind of brand associations. Brand equity is the marketing 
and financial value associated with a brand's strength. 

Brand loyalty refers to a customer's favourable attitude towards a specific brand. 
Loyalty is at the heart of equity and a very important brand equity asset. 

Companies differ in their approaches to branding. As companies grow, they enlarge 
their product mix by either stretching existing product lines or adding n~w product 
lines, or both. In these sjtuations they either use company name, existing product brand 
names, new brand names, or some combination of company name and product brand 
name. The six generic branding strategies include product branding, line branding, 
range branding, umbrella branding, double branding, and endorsement branding. 
Each branding strategy has its merits and demerits. 

Packaging includes all actjvities that focus on the development of 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 secondary package is the 
box of cardboard or some other material containing the primary package; and the last jg 

shipping package that contajns more units of secondary package. 

Labelling is closely related with pae.kaging and is used in many different informational, 
legal, and promotional ways. The label can facilitate product identification by presenting 
the brand and a distinct graphic design. 

Keywords 
Brand Mark: A brand mark refers to that part of brand which is not made up of words, 
but can be a symbol or design. 

Brand Equity: Brand"equity is one oi the popular and potentially important concepts in 
marketing that emerged in the 1980s. 

Social image:'This focusts on what social image the brand holds in terms of its esteem 
for customer's social and reference groups. 



Brand image: Brand image is the key concept intervening between the brand and its 
equity. It is the driver of brand equity. The ~image of a brand can adjust- brand value 
upwards or downwards. 

Line Branding Strategy: The term ' line branding' is altogether different than what 
product line refers to in the context of product mix. Companies often have several 
product lines in the p rod uct m ix. · 

Labelling: Labelling is closely related to packaging and is used in many d ifferent 
informational, legal, and promotional ways. A label may be a part of package or i t may 
be a tag attached to the product. 

Review Questions 
1. Elaborate on what constitutes a brand. What is the significance of brand for 

marketers? 

2. Do you think the standard definition of brand completely covers a ll djmensions of 
what a brand stands for? 

3. How does branding benefit consumers? 

4. Explain what you understand by the term 'brand equity'. 

5. What do you understand by brand 1oya1lty? Do you think in the modern market
place where most products are perceived as being more or less similar, brand 
loyalty exjsts? 

6. Distinguish between brand identity, brand personality, and brand image. 

7. What important factors should be considered while choosing a brand name? 

8. What are the advantages and d isadvantages of product branding compared to 
umbrella branding? 

9. What is the significance of packaging and labelling in modern day marketing? 

Further Readings 
''The Top 100 Brands," Business Week, August 2002. 

Low George S. and Ronald A. Fullerton, "Brands, Brand Management, and the Brand 
Manager System: A Critical Historical Evaluati,m," Journal of Ma1·keting Research, (May 
1994). 

Levitt Theodore, "Mnrketing Myopin," Harvard Business Review, July-August 1960. 

David A., Aaker ''Building Strong Brands", 1996. 

Kepferer Jean-Noel, "Strategic Brand Managentent: Creating and Sustaining Brand Equil:y 
Long Term", 1st South Asian Ed., 2000. 

Keller Kevin Lane, ''Strategic Brand Management: Building, Measuring, and Managing 
Brand Equity", 2nd ed., 2003. 

Biel Alexander L , "How Brand Jmage Drives Brand Equity," Journal of Advertising 
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Unit 10 New Product 
Development 
and Adoption 
Process 

Unit Structure 
• Introduction 

• Developing New Products 

• Organising for New Product Development 

• Commercialisation 

• New Product Adoption Process 

• Time Factor and Diffusion Process 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Leaming Objectives 
At the conclusion of this unit, you should be able to: 

• Realise how companies deliberately organise to develop new products 

• Discuss different steps involved in developing a new product and launching if in the 
market 

• Know how consumers with different types of psychoiogical make up adopt a new product 
and at what rate 

• State important factors that influence consumers in the adoption proeess 

• Discuss the characteristics of innovators, early adopters, early majority, late majority, and 
tllose who are the last to adopt a new product 

Introduction 
The human race has always wanted and looked for better, comfortable, and more 
satisfying things. Consumers' thirst for better and.more effident products and services 
seems insatiable. With the passage of time, the list of innovations keeps going on and on. 
Truly new breakthrough products are comparatively rare. During the last nearly three 
decades, some product innovations have created huge markets such as fax machines, 
computers, guartz watches, Internet, cellular phones, wonder drugs, etc. Innovations 
bring "bout a change in consumers, consumption patterns. 

Developing New Products 
Developing new products could be both advantageous and risky for firms. Despite 
.risks, failure to introduce new products is risky, too. Why have compu ters and cellular 



phones become so successful? Highly successful new products are always superior 
to competing products, are fine-tuned to consumer needs and wants, and enable 
consumers to do unique tasks. According to Robert G. Cooper and Elko J. Klei.nschmdt, 
a unique and superior product becomes sucrnssful 98 per cent of the time. Products 
with moderate advantage have 58 per cent success rate, and products with minimal 
advantage only 18 per cent. 

Connotations of the Term 'New Product' 
The term 'new product' has many connotations. So, what should we call a ''new" 
product? Most definitions of new-product have a common feature that new products 
offer innovatjve benefits. Everett M. Rogers observes that some researchers have 
favoured a consumer-oriented app·roach in defining new products. Consulting firm of 
Booz, Allen, and Hamilton in their survey found that products introduced by 700 US 
companies over a period of five years were not equally "new." The study identified 
six new product categories based on their degree of newness as perceived by both the 
company and the customers in the target mark,ets. 

1. 'New to the World' Products: 10 per cent were true innovations, not just new to 
the company. Such products create an entirely new market. 

2. New Product Lines: 20 per cent constituted new product category for the company 
introducing it, but the products were not new to customers in the target market, as 
one or more competitive brands already e:xisted. 

3. A,dditions to Existing Product Lines: 26 per cent were actually new items added 
in the existing product lines. These items may be moderately new to both the 
company and the customers in its established product-markets. They may help 
extend the market segmer:tts to which the product line appeals. 

4. Improvements in or Revisions of Existing Products: 26 per cent items provide• 
improved performance or enhanced perceived value brought out to replace existing 
products. These items may present mod,erately new marketing and production 
challenges to the company. Unless thes,e items represent technologically new 
generation of products, customers are likely to perceive them as similar to the 
products they replace. 

5. Repositioning: 7 per cent products are targeted at new applications and new 
market segments. 

6. Cost Reductions: 11 per cent products are modifications providing similar 
performance at low costs. 

Organising for New Produc1t Development 
Major innovations such as computer, cell phones, and the Internet occur now and 
again and transform the market place. Jt seern:s unlikely that any standard marketing 
approaches would have been instrumental in developing such innovat,ions. For example, 
if potential customers had been approached to learn their likely· interest in buying 
such unheard of products, probably they would not have understood the concept and 
its importance in their lives. Many innovative· products are the result of presence of 
'product champion' in a company. A champio:n perseveres and presses the case for a 
new product to be developed. Without such people, many innovations we have today 
would probably not have been seen through to the development and finally the launch 
in market. 

For organisations, it is proper to have a formal new product development process in 
place and more likely to be effective than adoptimg a haphazard approach to this critical 
activity. 

New product development requires supporJ from top management and budget 
allocation, definition of business activity, product categories of interest, and specific 
criteria of ROI. 
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Table 10. 1: New Product Development Phases 

Pha~es Marketing Activities 

Idea Generolion Searching for new product ideas lrorn internal and extemol sources, 

Idea Screening Select the most promising ideas ond drop those with only limited polenriol. Srudy the 
needs and-wonts of potential buyers, the environment, ond competilion. 

Concepr Testing Describe or show product concepts end their beriefils to potential customers ond 
determine their responses, Identify ond drop poor producl concepts. Gather useful 
information from producr development or1d 11s marketing personnel. 

Business Analysis Assess the product's potenffol pro fltobility ond sultobility for the morket-ploce. b.om-
ine rhe company's research, development, ond product,on capabilities. Ascerlo,n 
rhe reql/i rements ond ovollobility of funds for development and commerciol,solion. 
Proje::t ROI. 

Producr Development Determine technicol and econom,c feos,b,liry to produce rhe producr. Convert rhe 
product ideo into o prototype. Develop ond lesr various marketing mix elemenrs. 

Test Morkering Conducr marker testing. Determine larger customers' R.eocHons. Measure ils soles 
-performance. Identify weaknesses iri product or marketing mix. 

Commerd olisotion Moke necessary cash outlay for production fociliries. Produce ond market the prod-
ud in the target market ond effectively commvn_icote i ts benelirs. 

The steps involved in the development of a new product are presented in the Table 
10.1. 

Idea Generation 
The focus .in this first stage is on searching for new product ideas. Few ideas generated 
at th.is stage are good enough to be commercially successfu l. New product ideas come 
from a variety of sources. An important source of new product ideas is customers. 
Fundamentally, customer needs and wants seem to be the most fertile and logical place 
to start looking for new product ideas. Th.is is equally important for both personal 
consumers and industrial customers. Other sources of new product · ideas include 
scientists, resellers, marketing personnel, researchers, sales people, engineers, and other 
company personnel. 

Producers of tech.nicaJ products sometimes study customers making the most advanced 
use of supplied products and recognise the need for improvements. Toyota employees 
are said to contribute more than 2 million new ideas annually, and about 85 per cent of 
these are implemented. By studying competitors' products and services companies can 
find ideas. 

Some other creative methods companies use to gain new product ideas include 
brainstorming, synectics, attribute listing, forced relationship, and reverse assumption 
analysis. 

Sometimes, new product ideas just 'happen.' Akio Morita' s story about the development 
of Walkman is well-known. He used to observe an employee carrying a heavy stereo 
record player with headphones. Th.is prompted Morita to conceive the idea of a 
lightweight personal stereo. 

No one was very hopeful about the idea. The doubts expressed included the market 
potential, and the inability of such a stereo to record, but Morita was very optimistic 
about the market potential of such a stereo. When the experimental unit was ready, 
marketing people were not at all enthusiastic and said that it would not sell. 

Idea Screening 
The aim of screening is to reject the poor ideas as early as possible because the costs 
of new product development keep rising sharply with each successive development 
phase. Many companies use a standard format for describing new-product ideas by 
the review committee and includes descriptions of new-product idea, its target market, 
anticipated competition, assessment of market potential, price, estimate of development 
ti.me, costs, and ROI. 



Each promising idea is researched to assess its potential. Committee members sort 
out the ideas into three groups: promising ones, marginal, and rejects. The committee 
evaluates the ideas against a set of criteria. The criteria seek the answers to questions 
such as: 

• Does the product meet a genuine need? 

• Would it offer customers a superior value? 

• Can it be distinctively communicated? 

• Does the company have enough resources in terms of know-how and finance? 

• Will the new product bring in expected sales volume, sales growth, and ROI? 

These criteria differ across different companii~s. 

The extent to which a company responds to new product ideas depends much on its 
financial resources, availability of productio,n capacity to meet with likely demand, 
availability of suitably trained personnel, and availability of raw materials and 
components required for producing the new product. 

Time is another major consideration because the development process can take a long 
time from idea generation to production and. market launch. Some developments can 
take as little as a few months while others ca;n take years of effort to finally launch the 
product in market. This is particularly true for cases where safety testing is prolonged, 
such as new drugs. Screening should ensure that the new product would not cannibalise 
existing company products. The new product should lit with.in the company's overall 
marketing strategies. 

Concept Testing 
Concept testing of a new product idea refers to a more detailed version of the idea. It 
involves describing the product concept through oral or written description and the 
benefits to a small number of potential customers, and make an assessment of their 
responses regarding the product. For a single product idea, a company can test one or 
more concepts of the same product. It is a low-cost procedure and helps the company 
to decide whether to commit con@derable resources in research and development. 
Positive consumer response to product concept also helps decide which particular 
product attributes and benefits are most important from a potential customer's point 
of view. 

Concept testing prov-es useful in mos t cases, butt in certain cases it may not be appropriate. 
In case the major benefit of a product is something intangible and subjective, concept 
testing often fails. It is difficult to communica,te the concept of such a product in a way 
that respondents would be able to visualise in such a product. Simi1arly1 it is d ifficult to 
test a new service unless it can actually be demonstrated bcing performed. for instance, 
it would have been very difficul t to test the concept of a fax machine just because 
potential users would not have been able to visualise and understand its technology. 
Because of this difficulty, some concepts with huge potential of success are killed before 
further consideration. Concept testing is difficult in case of major innovation simply 
because customers have no experience of sudh an idea. · 

Customer preferences for alternative concepts can be measured through conjoint 
analysis wherein respondents are asked to rank varying levels of product's attributes to 
determit,e the most attractive product offer. 

Box l 0. 1: Concept Testing of <l New Mosquito Repellent 

Product Description 

A consumer product company is considering the development and launch of a 
new mosquito repellent. This product would consist of a liquid dispenser, much 
Like deodorant containers you are familia1r with. The mosquito repellent easily 

Contd .... 
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comes out from the nozzle and rapidly spreads in vapo.ur when its push-button 
release is pressed lightly. Only a small amount of repellent is dispensed with each 
press and is mildly perfumed. The chemical used is completely non-toxic for 
humans and pets. Only 5 ml. of repellent is enough for a room measuring 14x12 
sq. feet and its effect persists for two days after the room is sprayed just once. 

Please answer the following questions: 

1. How do you feel about using this type of product in your home? 

2, What major advantages do you see over existing products that you currently 
use to get rid of mosquitoes? • 

3. What attributes of trus·product do you particularly like? 

4. What suggestions do you have for improving this product? 

5. If it is available in pressurised 300 ml. containers at an appropriate 
price, how likely are you to buy his product? 

Very likely Moderately likely Unlikely 

6. Assuming that a container will last for 15 days in a 3-bedroom · house, 
approximately how much would you pay for this product? 

Business Analysis 
ltisanassessmenttodeterminethenew product's potential contribution to the company's 
sales, costs, and profits and for this reason a financial analysis is necessary. An income 
and expenditure statement needs to be prepared and requires secondary and primary 
data from the market concerning consumer surveys. The aim of this financial analysis 
is tha-t the new product should at least break even over a period of time. Obviously, at 
this stage any forecasts can be based on crude approximate assumptions about likely 
sales volume, the selling price, d.istdbution costs, and production costs. This is not only 
difficult but also speculative part of the process, and this stage is particularly difficult 
for innovative and new-to-t.he world products. 

The evaluation process focuses on answering a number of qu~stions such as: Does the 
product fit in with the company's existing product mix? Is the demand likely to be strong 
and enduring enough to justify its introduction in the market? What kind of change 
with regard to environment and competition can be anticipated and what is likely to be 
the impact on product's future sales, costs, and profits? Are the R&D, engineering, and 
manufacturing capabilities of the company adequate? In case there is need to construct 
new facilities, how quickly can they be built and what would be the costs involved? Is 
the finance available or can it be obtained consistent with a favourable ROI? 

Accurate sales forecasting at this stage is difficult. Companies use break-even analysis 
to assess how many units must be sold to customers before any profits start. They 
also sometin1es use payback analysis to determine the time to recover investments. 
Companies often use sensitivity analysis to assess the impact on overall profitability of 
changes in underlying assumptions. 

Product Deve lopme nt 
This stage refers to when the new product concept moves to test stage. The company 
determines the technical feasibility to produceitatcostslowenough to sell itat reasonable 
price. If the answer is negative, the costs incurred so far are lost and the company may 
gain perhaps some useful information. This phase involves substantial increase in the 
investment of resources. The product concept is converted into a prototype/working 
model to evaluate its acceptability. The prototype development may take anything 
between a few days to even years in some rare cases. Advanced modern virtual-reality 
technology greatly helps to speed up the development process. 

A critical decision at this stage is how much quality to build into the product. Hlgher 
quality 'often requires better quality materials and expensive processing. This adds 



to product costs and consequently its selling price. It is necessary to ascertain target 
customers' views on acceptable price range of the product.. In this regard, the quality 
of existing competing brands should also be considered. Product development is 
expensive and only few products concepts reach development stage. 

The prototype should reveal its tangible and i1ntangible attributes that consumers might 
associate with i t to meet their needs and wants. Marketing research and concept testing 
reveals product attributes that are important from a consumer's point of view. The 
product design sh.ould be such that it must ccimmunicate these characteristics. 

Laboratory and field tests are conducted for the product's performance, convenience, 
safety, and other functional characteristics. Testing consumer responses to intangible 
elements of a new product is difficult. This is particularly an issue when developing 
new services. The product should be subjected to rigorous and lengthy enough testing 
for verifying its functional attributes. The !term alpha testing refers to conducting 
laboratory tests, and bet.a testing means that: a sample of customers use the product 
prototype and give their feedback. Many computer companies offer customers to 
download a new or modified software for tes.ling that remains functional for a limited 
period of time. Apple computer subjects its PowerBook to many rigorous tests and one 
such test involves heating the computer notebook in ovens to 140 degrees. 200 Gillette 
employees test company products such as razors, blades, shaving creams, or aftershave 
under instructions of technicians every day and afterwards fiU out a questionnaire. 

If the product qualifies as sufficiently successful and considered eligible for test 
marketing, then marketers make decisions about branding, packaging, labelling, 
pricing, and promotion during test marketing;. 

Test Marketing 
Test marketing is essentially a limited il7ltroduction in some carefully selected 
geographic aiea that is viewed as representing the intended marl<et. Test marketing is 
a sample launching of the entire marketing mix. i'he aim is to assess how large is the 
market and determine the reactions of consumers and resellers in an authentic setting. 
Most companies use test marketing basically to lessen rhe risk of product failure. Test 
marketing can furnish valuable information about buyers, dealers, and effectiveness of 
promotional efforts. 

Test marketing is a fairly time-consuming !Process and has to be conducted for a 
sufficiently Jong period to collect reliable information. The period of testing may be 
anywherebetweenafewmonthstooneyear.M1uchdependsonthecompany'sinvesanent 
level and risk perceptions as well as time pressures. Designing the programme for test 
marketing involves making a number of decisions: 

• Where and in how many markets should the test marketing be carried out? 
Markets should be representative of targ;et markets. Marketers generally consider 
two to six markets in which to conduct test marketing. 

• What should be the duration of test marketing? Much would depend on the 
nature of the product. For example, in case of consumer non-durables, average 
repurchase period should be considered. 

• What to test? Marketers are interested in information that concerns consumer 
response to promotion, trial rate, usage, satisfaction level, repurchase, and reseller 
reactions. 

• What criteria should be used to determine success or otherwise? the decisions 
would concern trial rate, repurchase rate, adoption, and frequency of purchase. 

Companies use various testing methods. Some of the more popular ones are: 

l . Sales-Wave: Consumers are offered fme samples for trial and they may also 
be exposed to one or more ads. Subsequently, they are offered the product at a 
reduced price. The product may be re-offered three to five times. The number of 
consumers who select the product again, and their satisfaction level, is recorded. 
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2. Controlled Test Marketi11g: An independent research providing company is hired 
and it is asked to test the product by placing the product in a geographic area and 
in the s?ecified number of stores. The research firm decides the product's price, 
promotion and store displays, etc. Finally, electronic scanner data is collected at 
the check out point. The research firm also interviews a sample of customers to 
learn their responses. 

3. Simulated Test Marketing: A sample of thirty or more customers is interviewed to 
determine their familiarity and brand preference in a particular product category. 
This sample is then shown a mixed bundle of commercials or print ads of 
company's test-product as well as competing brands. Consumers are then given 
a small amount of money and invited in a store to buy any item. The researcher 
notes how many of these consumers buy the test-brand and competing brands. 
This points out the advertisement's relative effectiveness against competing ads 
of other brands. Subsequently, consumers are interviewed to learn their reasons 
for buying or not buying the company's product-. A free sample of company's 
product is given to consumers who did not buy the test-produd and some weeks 
later are interviewed on telephone to learn their responses concenung satisfaction 
and purchase intentions. This is a good method to evaluate the effectiveness of ads 
and trial rate of the company's product. 

4. Test Market: The company test-marketing the new product selects a few cities 
representing target markets, employs all final national launch promotional tools, 
including advertising and sales promotion, etc., and also employs sales force to 
motivate resellers to keep the product. It is like a mini national launch, and is quite 
expensive. 

Commercialisation 
The decision to commercialise involves the largest costs to a company. Quite often, a 
new product replaces an old one that may still have a customer base and mistakes 
can occur~ This is what happened when Coca-Cola replaced its existing Coke with a 
new formulation. l11ere was error in interpreting the results of marketing research and 
ultimately the company had to reintroduce the earlier version as 'Classic' Coke. 

After reviewing the results of test marketing, it is determined if any changes in the 
marketing mix are needed before its full-scale introduction. Cyndee Miller reports that 
only 8 per cent of new-product projects reach the commercialisation stage. Outing this 
stage, the plans for full-fledged production and marketing must be refined and set, 
and budgets for the new product must be p repared. The size of manufacturing facility 
would be a critical decision. Marketing is another area of major consideration. To 
launch packaged consumer products nationwide, the company needs huge resources 
to undertake advertising and promotion for at least one year. Timing of market entry of 
a new product is also important. Microsoft spent more than $200 miJJion on its media 
advertising campaign when it introduced Windows 95. 

Companies generally do not launch new products overnight, but adopt the rollout 
method. They introduce the product in stages. It is first introduced in a region (it 
could be a country for global players) and subsequently in adjoining areas; states, or 
countries. Cities where test marketing has been conducted are sometimes chosen as 
the initial marketing area as a natural extension of test marketing. The major factor that 
may favour this approach is if the product fails, the company will suffer smaller losses. 
Also, if the company does not already have a wide network in place, it would take 
considerable time to set up a distribution network. . 

New Product Adoption Process 
New product introductions and their adoptiol), particularly in case of new-to-the
world products often takes a very Jong ti.me.. Customers are sometimes suspicious, even 
sceptical about adopting new products. 



New-to-the~world products bring about changes in consumers' use or consumption 
patterns. For example, a comparatively recent· innovation is Tntemet shopping, which 
has altered the way we buy certain types of products. Other innovations may radically 
change the way we use products or servicei;. For example, microwave ovens have 
changed the way food is cooked and e-mail, voice mail, and cetlul-ar phones have 
changed the way we communicate. 

The diffusion process identifies innovators in the introductory phase of a product's 
life cycle; there are early adopters during growth period, the early majority and late 
majority adopt the product in its maturity period and laggards (late adopters) are the 
last to adopt the product. These life cycle phases are important, because they are linked 
to different marketing strategies duri.ng the pn::iduct life cycle. 

During the introductory phase, the marketer's objectives are related to establishing 
distribution, building brand awareness among members of the target market and 
encouraging trial to begin the adoption process. As the product gai.r\s some acceptance, 
the marketer can define its early adopters. 1lhe company now tries to strengthen its 
foothold i.n the market by shifting from the a>bjective of creating brand awareness to 
one of broadening product appeals and incre,asing product availability by i.ncreasing 
its distribution. 

As the product matures, competition intensit)r graduaUy increases and sales begin to 
level off. The marketer starts emphasising priice appeals, starts sales promotions and 
may consider modifying the product to gai.n competitive advantage. Majority of the 
adopters enter the market at this stage largely because of the influence of early adopters. 
The majority that has already gone through the process of product adoption does not 
rely much on mass media any more for information. When the product is viewed to 
have entered its decline phase, lower prices become more re1evant and the marketer 
considers revitalising the product, or adopts the strategy of harvesting or divesting. 
It is during the decaying maturity and the decline phase of the product life cycle that 
laggards enter the market. 

Tobie 10.2: Product Lifecycle Phases of Adopter Groups 

PLC stages lntrodvclion Growth Maturity Decline 

Adopler lnnovolors Early Early late loggords 
groups adopters majority mojo(ity 

Percenloges (2.5%1 [13:5%) (34 .0%) (34.0%) (1 6.0%) 

Adoption Decision 
The adoption of an innovation requires that an individual or a group of consumers 
decide buying a new product. The diffusion of adoption starts when early adopters 
influence their reference group members and other acquaintances. Therefore, it is 
reasonable to view adoption as the first step iJn the proce.ss of a product's widespread 
acceptance in the target market. 

The adoption of an innovation is likely to be a reasonably involving decision for most of 
those who are among the first to buy the product and can be represented by a hierarchy
of-effects model. Thus, the adoption process is basically a term used to describe extended 
decision-making by consumers when a new product, service, or idea is involved. For 
example, the decision to buy a DVD writer or- have laser eye surgery will most likely 
be a high-involvement decision. Most modifo?d or upgraded new products probably 
trigger limited decision-making. In case of low .. cost, low-risk new products, consumers' 
involvement level is likely to be low. 

The process shows that the consumer becomes aware and recognises the need for the 
product. In the next step, to acquire knowledge about the product, the consumer gets 
involved in in.formation search. The third step is brand evaluation. Next is trial of the 
product before making a purchase decision and finaJJy, the consumer decides whether 
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to adopt the product or not. As a consequence of using the product, the consumer makes 
post purchase evaluation. In th.is process of adoption, product trial is more important 
than in most other decisions because the perceived risks are likely to be much higher 
with the use of a new product. Certain types of products or services are difficult, or even 
impossible to try on a sufficient basis such an electric cars or laser eye surgery. 

Post purchase evaluation is likely to have important implications because of the expenses 
involved or the complexity of many products and the rapid changes in technology. f or 
example, if many adopters had discontinued the use of personal computers after their 
first purchase as a result of unfavourable post purchase evaluation, the mark.et for PCs 
would be sh.rinking instead of expanding rapidly. As a result of favourable evaluation, 
many of the PC adopters have either upgraded their old machines or discarded their 
original machines and bought third or fourth generation computers. 

Stages ln adoption process 

Awareness 

Knowledge 

Evaluation 

Tria l 

Adoption 

Stages in extended dec,sion-moking 

Bro nd evo I uotion 

Purchase 

Post purchase 
evoluolion 

Figure 10.1: Adoption Process and Extended Decision- making 

The outcome of consumers' decision process can be adoption or rejection of the product. 

Factors Affecting New Product Adoption Rate 
The chances of a product's adoption and subsequent diffusion are largely dependent 
on its nature. The rate at which the diffusion of an innovation takes place is a function 
of the following 10 factors: · 

1. Type of Target Group: The target market for the new product is an important 
factor in influencing the rate of adoption. Some groups are more inclined to accept 
change than others. ln general, affluent, young and highly educated groups te.nd 
to try and accept new products readily. 

2. N1'mber of People Involved in Decision-Making: This refers to whether the 
decision is made by an individual or a gr~mp. If fewer individuals are involved in 
making the purchase decision, the adoption is likely to spread more rapidly. When 
two or more family members are involved in making the purchase decision, the 
adoption rate will be slower than purchases that primarily affect one individual. 

3. Extent of Marketing Efforts Involved: The rate of adoption is very significantly 
influenced by the extent of marketing efforts undertaken. No matter how 
wonderful a new product, unless sufficient numbers are informed and convinced 
of what it can do for them, the adoption process would be adversely affected. 
Thus, the rate of new product adoption is not completely beyond the control of the 
marketer. 



4. Need Fulfilment: The more involving and obvious the need that the new product 
satisfies, the faster the rate of adoption . The rate of adoption of antidandruff 
shampoos has been fast as they gainied rapid trial among those who were 
uncomfortable with dandruff. Sildenafil Citrate (Viagra), the male impotency 
drug gained rapid trial and its adoption irate has been very fas t. Rogaine, believed 
to be a ctue for certain types of hair loss o r baldness, gained rapid trial among 
those who felt uncomfortable with their hair loss problem. 

5. Compatibility: This refers to the degree to which the new product is consistent 
with the individual's and group's needs, attitudes, beliefs and pasf experiences. 
The more its consistency, the faster its adoption rate. Microwave ovens were 
introduced about three decades back in India but since it was not compatible ·w ith 
Indian family values, its adoption rate has been rather slow. lnternet banking or 
shoppin.g is not consistent with established habits of most Indian consumers, 
resulting in very slow adoption rate of this innovation. 

6. Relative Advantage: If consumers perwive a new product as better in meeting 
their relevant need compared to existing ones, the adoption rate wi 11 be more rapid. 
While considering the relative product advantage, consumers consider both the 
cost and the performance. To be success.ful, a new p roduct must have either the 
performance or the cost advantage over ,~xistingaltematives. For example, newer 
versions of computer processors have performance advantage over earlier ones 
and hence their adoption rate has been r:apid. 

7. Complexity: If a new product is difficult tea understand and also difficult to use, its 
adoption rate would be slower. Product simplicity and ease of use are important 
factors in speeding up the process of adoption. Computer manufacturers such as 
IBM and Apple have tried to overcome the initial complexity of using personal 
computers by communicating with consumers that their computers are user--
friendly. -

8. Observability: This refers to the ease with which consumers can observe the 
positive effects of adopting a new product. The rate of adoption will be more 
rapid if the positive effects are easily observable. Products such as cellular phones, 
fashion items, and autos are highly visib.le. 

9. Triability: It is the degree to which a pr,oduct can be tried before adoption. This 
is much less a problem with low-cost diT low-risk items such as cold remedies, 
but cellular phones, fax machines, computers, etc., can be demonstrated in actual 
use and tried on a limited scale. If consumers can purchase a product in small 
quantity, then trial is relatively easy and the rate of adoption is rapid. 

10. Perceived Risk: The more risk associated with trying a new product, slower the 
rate of adoption. The risk in adopting a new product can be financial, physical, 
performance, or social. For example, when microwave ovens were introduced, 
consumers expressed worries about physical risk from radiation. Technological 
improvements and consumer education1 overcame this perceived risk. Initially, 
adopters of personal computers perceived economic and performance risks which 
have been largely overcome by decreasing prices and imp roved software. In case 
of fashion items, consumers feel social 1risk until opinion leaders in consumersr 
peer group adopt them. The most effective way to reduce percejved risks in 
adopting a new product is through trial. Free samples are an eftective tool in case 
of consumer non-durables - low cost ittems such as detergents, toothpaste, etc. 
Sony offered trial of its high-priced inno\J"ation ProMavica electronic photography 
system.It distributed 150 prototypes to large newspaper and magazine publishers. 
This allowed publishers to try and experience the product and encouraged its rate 
of adoption. 
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Time Factor and Diffusion Process 
Time is an important component of new product diffusion and concerns the time of 
adoption of a new product by consumers considering whether consumers are earHer 
or later adopters and the rate of diffusion, that is, the speed and extent with which 
individuals and groups adopt the new product. 

Time of Adoptio,z: Everett M Rogers examined more than 500 studies on the rate of new 
product adoption and concluded that there are five categories of adopters classified by 
time of adoption: 

1. Innovators. 

2. Early Adopters. 

3. The Early Majority. 

4. The Late Majority. 

5. Laggards. 

Innovators 
Innovators constitute, on an average the first 2.5 per cent of all those consumers who 
adopt the new product and are technology enthusiasts. They seem to have an eagerness 
bordering almost an obsession to try new products and ideas. They are venturesome 
risk takers, willing to live with bugs and deficiencies. According to Thomas E. Weber, 
innovators represented the primary market for the WebTV developed and marketed in 
1996. By the end of that year's holiday season, only about 30,000 to 100,000 of the 97 
million households with TVs had purchased WeblV. Innovators tend to be younger, 
better educated, have higher incomes, are cosmopolitan and active outside of their 
community as compared to non-innovators. They also tend to be less reliant on group 
norms, use other innovators rather than local peers as a reference group, are more self
confident and make more extensive use of commercial media, saJes personnel and 
professional sources in learning of new products. 

Early Adopters 
Early adopters tend to be opinion leaders in local reference groups and represent, on an 
average the next 13. Spercent who adopt the new product. Theyadmirea technologically 
new product not so much for its features as for its ability to create a revolutionary 
breakthrough in the wa.y things are normally accomplislled. Though they are not among 
the earliest individuals to adopt the product, yet they adopt the product in the early 
stage of its life cycle. They are successful, weJl educated and somewhat younger than 
their peers. They tend to be more reliant on group norms and vaJues than innovators 
and are also more oriented to the local community rather than having a cosmopolitan 
look. They are willing to take a calculated risk on an innovation but are concerned with 
failure. Early adopters also use commercial, professional and interpersonal information 
sources. Since they tend to be opinion leaders, they are likely to transmit word-of
mouth influence and, due to this reason, they are probably the most important group in 
determining the success or otherwise of the new product. 

Early Majority 
The early majority tend to be deliberate and cautious with respect to innovations and 
represent 34.0 per cent. They look for new products that offer .incremental, predictable 
improvements of an existing technology. They adopt innovations earlier than most 
of their sociaJ group but only affer the innovation is viewed as being successful with 
others. They tend to collect more information and evaluate more brands than is the case 
with early adopters and, therefore, the process of adoption takes longer. They tend to 
be price sensitive and like to see competitors enter the market. They are socially active, 



somewhat older, less well educated and less socially mobile than early adopters and are 
seldom leaders. They rely heavily on interpersonal sources of information and are an 
important link in the process of diffusing new ideas because of their position between 
earlier and later adopters. 

Late Majority 
The late majority (34.0 per cent) are somewhats,ceptical about innovative products. They 
are conservative, wary of progress, rely on tradition and generally adopt innovations 
in response to group norms and social pressure, or due to decreased availability of 
the previous product rather than positive evaluation of the innovation. They tend to 
be older, with below average income and education and have less social status and 
mobility than those who adopt earlier. In many developing countries, consumers who 
are just now learning to use the Internet are late majority consumers. They tend to p lace 
high value on bundled products that include everything they need to connect to the 
lnternet, 

Laggards 
Laggards represent the last 16.0 per cent of adopters. Like innovators, they are the least 
inclined to rely on the group's norms. Laggards, are tradition bound, tend to be dogmatic 
and make decisions in terms of the past. By the time they adopt an innovation, it is old 
and has been superseded by something else. They tend to be suspicious of new products 
and alienated from a technologically progress.ing society and adopt innovations with 
reluctance. In the personal computer market, consumers who can afford and have yet 
to buy a PC are likely to be regarded as laggards. 

Student Aictivity 

1. Define test market. 

2, Define commercialisation. 

Summary 
Successful new product development requires a company to establish an effective set 
up for new product development. Companies organise for new product development 
on the lines of product managers, new product managers, new product committees, 
new product departments, or new product development venture teams. 

New product development involves seven sta1ges: idea generation involves searching 
for new product ideas; idea screening refers Ito selecting the potential ideas, concept 
testing is presentingproduct concepts and product benefits to target customers to assess 
their responses to identify and eliminate poor product cam:epts, business analysis 
step assesses the new product's profit potentiial and compatibility with markets, test 
marketing involves testing the product in some types of settings to evaluate consumer 
responses towards the product and the marke1ting programme, and commercialisation 
is fuU-fledged p roduct launch in the market. lJse of modern virtual reality technology 
may be of help to shorten the duration involved in new product development. 

The adoption process refers to the decision process th.rough which consumers adopt a 
new product. Diffusion is the manner in which innovations spread over time to other 
consumers through communica tions across a market. Innovators adopt the product i.n 
its introductory phase of life cycle; early adopiters during growth phase, early and late 
majority during its maturity period, and laggards are the last to adopt the product. 
These life cycle phases are important because they are linked to different marketing 
strategies during the product life cycle. 
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Keywords 
Idea Screening: The aim of screening is to reject the poor ideas as early as possible 
because the costs of new pro<;Iuct development keep rising sharply with each successive 
development phase. 

Concept testing: Concept testing of a new product idea refers to a more detailed version 
of the idea. 

Sales-Wave: Consumers are offered free samples for trial and they may also be exposed 
to one or more ads. 

Cotrtrolled Test Ma-rketing: An independent research providing company is hired and 
it is asked to test the product by placing the product in a geographic area and in the 
specified number of states. -

Adopters and Non-adopters: Whatever has been discussed so far is based on Everett M 
Rogers' classification dealing only with adopter categories. 

Rate of Diffi1sion: Rate of diffusion of a new product refers to the cumulative level of 
adoption of an innovation over time among groups. 

Low-context cultures: Low-context cttltures are those that rely primarily on verbal and 
written communication in transmitting meaning. 

Review Questions 
1. What is the significance of innovations for the society? 

2. If developing new products is risky, why do companies bother to spend huge 
sums of money in this effort? 

3. Define a new product. Give example of three products you consider as new. 

4. What steps would you recommend for generating new product ideas for a car 
manufacturer? 

5. Evaluate different methods companies use to conduct test marketing. 

6. Why do companies conduct test marketing when the product concept has already 
shown promising potential? 

7. Discuss the adoption process of an innovation. 

8. What is the role of communications in the product adoption process? 

9. What are the personality characteristics of early adopters? 

10. Discuss the chai:acteristics of different types of innovators. 
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Unit 11 Product Life 
Cycle 

Unit Structure 

• Introduction 

• Product Life Cycle-Shapes 

• Whether to be a Pioneer or Follower? 

• .Introduction Stage 

• Growth Stage 

• Maturity Stage 

• Dec.line Stage . 

• Implications and Limitations of Product Life Cycle Concept 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Learning Objectives 

At the conclusion of this unit, you should be able to: 

• Identify different stages through which most products pass during its existence 

• Realise market behaviour towards the product and accordingly sales volumes increase or 
fall 

• State the different strategic options for each stage of a product's life cycle 

• Explain implications of the product life cycle concept 

Introduction 
There is general agreement that products have life cycle much the same way as living 
organisms do. This concept of life cycle appHes to product category, sub-category, 
and brands in the sub-category. For example, computer represents a prod uct category; 
desktop, and laptop represent product sub-category, and Apple PowerBook, and Sony 
Vaio are brands in the sub-category. A product is introduced among consumers, and 
if consumers perceive it as meeting thei.r needs and want, it experiences a period of 
growth. Subsequently, it reaches the stage of maturity and when it loses its appeal, 
its decline starts and eventually is may be taken off the market (demise). The classical 
product life cycle curves are depicted as "S" shaped and generally divided in fou r 
stages: Introduction, growth, maturity, and decline. Some authors distinguish more than 
four stages. For instance, Chester W. Wasson views an additional stage of competitive 
turbulence or shakeout at the end of growth period and just before the start of maturity 
phase. During this competitive turbulence, the growth rate starts declining and leads 
to strong price competition. This may force some companies to exit the industry or sell 
out. 



Product Life Cycle-Shapes, 
Products go through different life cycle patte:ms. There are several shapes that can be 
observed in practice. The shapes commonly reported are classical bell shaped curve, 
growth-slump-maturity pattern, cycle-recycle pattern, scalloped pattern; style, fashion 
and (ad. Growth-slump maturity pattern, e,>:hibits an initial growth for the product, 
followed by a decline in sales and subsequent stability for fai rly long time. Growth
slump-maturity pattern displays a multi-modal shape due to the different promotional 
mechanisms adopted by the marketers· at different points of time. Style pattern of 

· product life cycle conceptualizes sales in cyclical order where gro~th-saturation-slump· 
re-growth-saturation and decline happens over a period of time. The fashion cycles are 
slow growth, saturation and decline pattern whereas a fad has in instant pick and sharp 
fall. The latter creates a high level demand in short term but as the customers complete 
the trial process, they don't go for adoption a:nd fall comes sharper than a style curve. 
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Figure 11.1: Product llife Cycle-shapes 
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Whether to be a Pioneer or Follower? 
The question whether to be a pioneer or a follower often conironts companies. Being a 
pioneer can be highly rewarding, but entails high risks and expenditures. Entering the 
market as a follower can also tum out to be advantageous if a company can bring in 
superior technology, and higher quality. 

Many research reports support the view that being a pioneer or ''first-mover'' offers 
several key advantages. A study conducted by Gregory S. Carpenter and Kent Nakamoto 
found that 19 out of 25 firms who were leaders in 1923 stayed as leaders even after 
60 years. 

'there are also examples of successful followers; such as Microsoft who was not a 
pioneer with products like Word, Excel, and Powerpoint. Lotus 1, 2,. 3 was the leading 
spreadsheet software, WordPerfect and other programmes led the word processing 
category, and Apple's Macintosh was the first affordable PC introduced and customers 
bought it with great zeal. However, today Microsoft is the leader because it developed 
and offered improved products with better performance. Microsoft also had superior 
financia l resources and promoted its products aggressively. Lotus faced financial 
difficulties and IBM acquired it. Apple made some marketing blunders and had to 
choose being a ruche marker in PCs. Many still view Apple operating system as superior 
than Microsoft Windows. 

Table 11 . 1: Pioneer and Follower Advantages 

Pioneer Follower 

firs! choice of market segmen1s, Con bring in superior technology. 

Influence on consumer otlitudes and Con toke odvontoge of pioneer's product mislokes. 
choice criteria. 

Pioneer defines lhe rules of the gome. Ability lo lake advantage of pioneer's positioning 
mistakes. 

Switching costs higher for early · Ability lo toke odvontoge of pioneer's morketlng 
adopters of pioneer's product. mistakes. 

Gaining distnbutlon advantage. Con toke odvontoge of pioneer's resources limitations. 

Economies of scole and more experience. 

Possibility ol pre-~mpting scarce resources 
and suppliers. 

Introduction Stage 
Research or engineering skilJ leads to new product development. The product is put 
on the market at the stage of commercialization as mentioned in the previous chapter 
on New Product Development. The concept of product life cycle starts from the 
'commercialization' s tage of new product development. At this stage, product awareness 
and acceptance among prospective customers are minimal. As the sales are low, there 
are high promotional costs. This is due to the fact that the company has to spend money 
for advertising, sales promotion and other forms of promotion. The major obstacle to 
rapid market penetration at th.is stage is poor distribution strategy. Many retailers will 
not support a new product launch and will wait till they hear we1l about the brand. 
Many companies prefer regjonal roll outs in which the new product is introduced 
market-by-market, region-by-region. This system of new product introduction often 
brings physical distribution and logistics problems to the forefront. 

The consumer acceptance of a new product is also low as very few customers are ready 
to accept the new product. As explained in the diffusion process, only innovative 
customers buy the product. The newer the product, the more the marketer needs to 
spend .in terms of financial resources and efforts to create demand for the product. 
Length of the introductory stage will depend on the complexity involved in the product, 



its degree of newness, its fit into the existing customer need structure, the presence 
of competitive products, either as perfect or imperfect substitutt..s and the nature, 
magnitude and effectiveness of the introductory marketing expenditure. 

It is assumed at this stage that the product does not have a perfect competitor. The 
competition will be in the form of imperfect substitutes available in the market and by 
the availability of existing products. In many instances two firms working on a similar 
technological platform may also launch competing products at the same time. So 
mapping competition at one point of time may not give much help to the new product 
marketer as competition may emerge from new products launched at the same time. 
Alternatively, a company observes the test marketing results of its competitor and may 
launch the competing products at the same tin:te when the test marketing company is 
finalizing its launch. When two or more firms !launch a product at the same time, then 
the introductory stage is likely to be shorter. 

At this stage, since the product is new, all competitors focuses on building d istribution 
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. This strategy will yield high profit per unit and also keep the marketing costs 
down. This strategy will succeed when competition arid market sizes ar~ limited. There 
is some level of product awareness in the market and customers are willing to pay a 
premium. 

The second possible alternative strategy is tow price and heavy promotion. This will 
help in cornerin,g a bigger market share and faster market penetration. This strategy is 
possible when the size of the market is big and buyers are sensitive to 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 operation to the customer and follows a 
low cost per unjt production process. Though Hyundai launched its premium brand 
caJJed 'Sonata', it still offers the product at a comparatively lower cost in its category. 

Growth Stage 
. The product begins to make rapid sales gains because of the cumulative effects of 
introductory promotion, distribution and wordl-of-mouth influence. High and sharply 
rising profits are witnessed at this stage. However, for sustained growth, consumer 
satisfaction must be ensured at this stage. This stage begins when demand grows . 
rapidly. In the case of repeat buying situation, the innovators move from trial p urchase 
to adoption stage. If the innovators are satisfied with the products, they influence other 
buyers through word of mouth and referral communication. Deeper penetration in 
market by intensive distribution strategy and increase in store visibility and usage tend 
to bring new buyers in the market. The competittors also start their advertising and sales 
promotion making the total category demand lto increase in the market. Growth stage 
also contributes in increasing profit' levels. 

At the growth stage, the marketer follows diffeirent kinds of strategies compared to the 
earlier staj$e of product life cycle. As sales and profi t grow rapidly, compared to the 
introduction stage, companies use varying stra~egies in the growth stage. Lured by hlgh 
sales and the correspondingly high profits,, competition enters the market. Therefore, 
improving 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 attract more buyers. 

Increased emphasis on promotions will p lay a very important role in educating the 
market as well as in meeting the challenges of the competition. Distribution channels 
need to be strengthened and new channels slhould be opet1ed to handJe additional 
volumes and new markets. In advertising, sotne emphasis would shift from product 
awareness to product conviction. The marketer needs to prepare an overall strategy 
and face a trade-off between high profits ;md h igh market share. As mentioned above, 
increased investment on product improvement,, promotion and distribution may loweJ 
the current profits but the company can make it up in the next stage. 
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Maturity Stage 
Most products after surviving competitive ba ttles, winning customer confidence and 
successfuJ through growth phase enter their maturity stage. The sales plateau, and this 
flattening of sales usually lasts for some time because most p roducts in the category 
have reached their maturity stage, and there is stability in terms of demand, technology, 
and competition. Sales slow down, competition is intense; price and promotional wars 
erupt, and profits decline. The demand for the category is at its highest during maturity. 
Strong market leaders manage to gain high profits and large positive cash flows because 
they have the advantage of lower-cost and have no need to expand their facilities. 1n 
general, if the maturity stage is protracted, a company cannot ignore the possibility of 
changes in the market-place, the product, the wstribution, production processes, and 
the nature and structure of competition. 

Marketing Mix Changes During Maturity Stage 
Different brands in the product category tend to be more similar due to technical 
maturity. Companies use every trick available either to increase users or rate of usage 
or both, to gain volumes. Some comparues try to carve out a niche in a market segment 
and become a niche specialist and earn high profits. Attempts to modify product gain 
more importance and only a major breakthrough in R&D or engineering can help in 
differentiating the product, or reducing product costs can have significant payout. One 
option is to add value that benefits the consumer to make it easier to use the product. 
For example, Radio-Internet connectivity for laptop PCs, or voice-activated dialling for 
cell phone is convenient for consumers. Firms are increasingly using additiona l services 
in an attempt to differentiate the offering. Prices and expenditures on promotion during 
the maturity stage generally remain stable. However, the promotion emphasis shifts 
from advertising to various tools of saJes promotion such as discounts, coupons, 
premiums, and store promotions etc. The impact of experience on costs and prices 
narrows down. Severity of competition to gain market share leadershjp or defend 
leadership position forces prices down. For consumer goods companies, distribution 
and shelf space acquire more importance. 

Table 11 .2: Product Life Cycle Stages, Characteristics and Standard Responses 

Choroderistics Introd uction Growth Maturity Decline 

Market Growlh Rote(~ Moderate High h1sig nllkont Negative 

Technical Change High Moderate Limited Limited 

In ProdvcJ Design 

Market ·segments few Few to many Few '10 many Few 

Competilor'S Fe"" Many limited Few 

Pro1Hobil1ty Negative High High for Markel- low 
share leoders 

Company's Standard Stimulate primary Goin morlcet shora Gom morlcel shore Harvest 
Responses demand 

Product Improve quality Continue quol,ly ,m. Concentrate on No change 
provements features 

Product line Narrow Brood Hold line length Reduce line 
length 

P,i,.e Skimming or Pen- Reduce Hold or reduce Reduce 
etrollon 

Promotion High High High or reduce Reduce 

Distribution Seledlve Intensive lnrensive Selecllve 

Decline Stage 
Decline stage sets in when customer preferences change due to the availability of 
technologicaJJy superior products and consumers' shift in values, beliefs, and tastes to 



products offering more value. The number of competitors dwindles and genei-ally few 
product versions are available. Those who stay; may cut their promotional budgets and 
further reduce their prices. The onset of decline stage may be gradual or fast. There may 
still be a small residuaJ segment that remain loyal to the product. 

Sales take a nosedive, costs increase, and profi1ts,are almost non-existent. All these factors 
create overcapacity. If the industry has low-~xit barriers, many companies leave the 
market. Titis may increase the sales volume of remaining companies to the extent that 
their exit may be delayed, and for a short time strong contenders may even prosper. 

Marketing Mix Cltanges During Decline Stage: In this stage if the decline is slow and 
exit barriers are low, prices tend to remain stable because there are still some enduring 
profitable segments, customers are fragmented and weak in bargaining power, and 
there are only few single-product competitors. In case the exit barriers are high and 
decline is fast and erratic, price-cuts are stiff, there are no enduring segments, only a few 
large single-product competitors are present., and customers exercise high bargaining 
power. Consumer goods companies try to persuade distributors to rontinue keeping 
the product. Companies consider the options of harvestirtg or divesting the product. 

Implications and Limitations of Product Life 
Cycle Concept 
Product life cycle concept shows a framework to spot the occurrence of opportunities 
and threats in a product market and the industry. This can help firms to reassess their 
objectives, strategies, and different elements c~f marketing programme. 

A new product launch requires investment of considerable resource, and most companies 
have to contend with substantial short-term losses. During the growth stage, sales rise 
rapidly and competition increases, and large· investments are reql..lired. The company 
that captures largest share of the market should have lowest per unit cost because 
of economies of scale and experience. If the market-shaie leader reduces the price, it 
discourages aspiring new entra.nts and low-share firms. Such low-share firms as well 
as new entrants have not only to invest to take advantage of market growth but also to 
increase market share. The "first starter" company is likely to lose some market share 
duriJ:lg this stage but its sales keep on increasing. 

During the maturity phase, companies with larger market share enjoy the rewards of 
their earber investments. Product price is sufficient to keep even high-cost companies 
in business because they do not need investments, as was the case during growth stage. 
Most competitors are content with the present position and do not trying to increase 
their market share. Market leader keeps inve;,ting to improve product and attain more 
efficiency in production, marketing, and physical distribution. 

The major weakness of product life cycle con,cept is that it is prescriptive in nature and 
focuses on strategies based on assumptions about different life cycle stages. Besides, 
jt is difficult to tell what stage the product is in. A product may -seem to have reached 
the maturity stage but it might be a temporary phase before it takes another upsurge. 
It ignores the fact that market forces drive the PLC reflecting consumer preferences, 
technology, and competition. Mary Lumpkin. and George Day have strong views that 
greater emphasis on competitive issues and 1mderstanding the dynamics of competitive 
behaviour can help better understand how product-market structures evolve. 

Student ,~ctivity 

1. Define PLC 

2. Define growth stage of life cycle. 
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Summary 
The concept of product life cycle is concerned with the sales history of a product. It 
portrays the changes in sales and profits over time. Most products generally follow the 
classical "S" shaped curve when their sales are plotted_ against time. It is necessary to 
assess the life cycle of a product category and sub-category while examining the life 
cycle. Profits max.imise before the sales are highest because the intensity of competition 
increases at the end of growth period and before the start of maturity stage. 

Each PLC stage requires different· strategic elements. During introduction the saJes 
growth is slow and profits are almost always non-existent because company spends 
large s1.,1ms of money on product improvement, promotion, arranging distribution, and 
enlarging production facilities. The successful product during growth stage shows rapid 
increase in sales and increasing profits. The competition intensifies, and companies try 
to capture the largest market share. During the maturity phase sales growth slows down 
and profits may stabilize or decrease. Weak companies may start leaving the market, 
and market leader still spends money to remain a leader. The last stage is decline, and 
the product sales and profits ,take a nosedive. Companies generally think of harv~sting 
or divesting. 

Keywords 
Introduction stage: After successful test marketing of a new product, the company 
introduces the product in the market with full-scale marketing programme. 

Skimming Pricing: For this strategic decisjon to be effective the product awareness is 
viewed as low, those who are aware or become aware are willing to pay a high price to 
own the product. 

Penetration Pricing: This strategy allows the company to strive for fast market 
development and the focus is on long~term objectives of market share and profit 
maximisation. 

Maturity Stage: Most products after surviving competitive battles, winning customer 
confidence and successful through growth phase enter their maturity stage. 

Decline stage: Decline stage sets in when customer preferences change due to the 
availability of technologically superior products and consumers' shift in values, beliefs, 
and tastes to products offering more vaJue. 

Review Questions 
1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Describe different stages of product life cycle. Do all product follow this pattern? 

What is the importance of product life cycle for companies? 

Suggest marketing strategies for a consumer durable product during its growth, 
and maturity stages. 

Identify the stage of life cycle of computer notebooks in India. Give your reasons. 

What are the advantages of being a pioneer company and a follower company in 
a product category? 

How might a company's promotion mix dilfer during different stages of product 
life cycle? 

For what types of products companies might stress life style and fashion in their 
marketing programme? 

Identify three products whkh you think are in their dee.line stage of life cyde. 
Why do you think companies are not discontinuing them? 

Identify one brand that has entered its decJjne stage. Do you think it is permanent? 
Can there be some remedy to spark life jn it? 



10. Name two products and two services that you think are in their introductory stage. 
What are their chances of success to reach growth stage? Give your reasons. 
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Unit 12 Developing 
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Pricing 
Methods 
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• Pricing Objectives 

• Factors Affecting Pricing Decisions 

• Price Setting Procedure 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Leaming Objectives 
At the conclusion of this unit, you should be able to: 

• State meaning of price in general terms 

• Explain the importance of pricing objectives and factors that affect pricing decisions 

• Know the kind of information businesses need before setting prices 

• Discuss different pricing strategies and price setting methods 

• Explain the selection of suitable pricing approaches 

Introduction 
Price setting is a very critical area in marketing mix decisions of a company. The meaning 
given to price sometimes creates pricing difficulties. It is the only element that genera tes 
reve_nues for the company, and all others involve onJy costs. The aim of marketing is to 
faci litate satisfying exchanges between the marketer and consumers at a profit. 

Price represents the value that is exchanged in a marketing transaction. A marketer 
usually sells a specific combination of need-satisfying product or service, and additional 
services like warranty or guarantee. Donald Lichtenstein, Nancy M. Ridgeway, and 
Richard G. Niemeyer say that in most marketing transactions price is very evident, and 
buyers and sellers are aware of the value that each must part with in order to complete 
the exchange. Howevet, price may not always be in monetary terms. Barter is the oldest 
form of exchange and still used occasionally for a variety of goods between countries. 
From the earliest times when people learnt to engage in barter to affect exchanges, 



settJements were based on bargaining. Bargaining is still used in markets in majority of 
the countries. Certain websites, such as Priceline.com and eBay.com basically use the 
idea of bargaining between buyer and seller for a variety of products and services. 

Pricing Concept 
Price is everywhere all around people. For a variety of marketing situations price is 
expressed in different terms. For example, iI11surance companies charge a premium, 
colleges charge a tuition, a lawyer or physician charges a fee, taxis charge a fare, banks 
charge interest for a loan, taxes are paid for g,~vernment services, a toll is charged for 
some bridges etc. 

Pricing should never be seen as an isolated component of a company's marketing 
decision-making. Companies spend large amounts of money on product development, 
promotion, and distribution and face risks. Price is often the only marketing mix 
element that can be changed quickly to respond to changes in demand or competihve 
moves. Developing new products or modification of existing products, any changes in 
promotional programme, or distribution syst,em involves much time and efforts. As 
mentioned above, price is the only element diriectly related to total revenue generation. 
A miscalculation of selling prices in high tumc,ver and low profit margin in businesses 
can have a large impact on a company's profits. The following equation is significantly 
important for the entire company: 

Profits= (Prices x Quantitii~s Sold) - Total Costs 

Thus, prices have impact on a company's pmfits and are important for its long-term 
survival. Price also has a psychological impact on customers and can reflect product 
quality and user status. This is especially true for ego intensive products. A company 
can rughlight the product quality and user status by keeping the price high. 

For most companies, setting prices can be a complex task involving both scientific 
analysis and intuitive trial and error. This is part:icularly true when a company launches a 
new product and there are no historical data or precedent on which to base expectations 
of how much consumers are prepared to pay for the product-. 

Price Competition 
There is tremendous price competition in free market economies all around the world. 
A company can use price to compete by changing its prices or by reacting to price 
changes by competitors. This influences decjisions concerning other marketing mix 
variables. Typically, price-based competition ,occurs when consumers cannot readily 
differentiate between competitive offerings. lio this situation companies use price as 
a tool to differentiate its products from compE~titors' products to beat or match p rices 
set by competitors. To adopt this competitive a1pproach, a company should be low~cost 
producer. In case all competitors charge the same price, then the company producing at 
the lowest-cost would be most profitable. Companies adopting price-based competition 
tend to market standardised products and are generally adept at frequently adjusting 
prices or quite willing to do so. 

Non-price Competition 
Non-price competition focuses on other than pr ice factors of a product such as distinctive 
product features, quality, service, packaging, and promotion to make it meaningfully 
differentiated from competing brands. The company attempts to add more value to 
its brand to push sales rather than changing iits price. It is important that consumers 
must be able to perceive these distinctions and view them as important.. When we go 
to buy an otherwise ordinary product toothbrush, we find significant differences in 
prices ranging between f 5 to~ 38. Major companies differentiate their brands on the 
basis of bristle-head flexibility and tiny shock absorbers to benefit teeth and gums. 
This approach is more appropriate when customers primarily do not buy a product 
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only for price reasons such as those products, the customers consider a commodity. 
When the customers prefer a brand because of its features, quality, or service, they are 
less likely to shift to competing brands and sales are less dependent on price. Despite 
this, a company cannot completely ignore prices of competitive products. Price is an 
important marketing mix element even when market environment and product nature 
favours non-price competition. 

Pricing Objectives 
Pricing objectives focus on what a company wants to achieve through establishing 
prices. TI,ese objectives should be clear, concise, and understood by ail involved in 
pricing decisions. 

Survival 

This is the broadest and most fwidamental pricing objective of any company because 
staying in business is important Wlder ctifficult conditions such as overcapacity, intense 
cut-throat competition, and changing consumer's wants and preferences. Most firms 
will tolerate difficulties but only as long as prices cover variable costs and even a small 
part of fixed costs, they can stay in business and devise methods of adding value. 

Profit 
Many companies set profit maximisation as their pricing objective. Profit maximisation 
is likely to be more beneficial over the long-run. The firm, however, may have to accept 
modest profits or sometimes even losses over the short-term. The major problem with 
maximisation objective is tha t it is difficult to measure whether profit maximisation has 
been accomplished. It is a lmost impossible to establish what could be the maximum 
possible profit. Because of this difficulty, maximisation objective is rarely set and 
companies settle down to a profit figure or some percen tage change over previous 
period tha t its decision- makers view as optimum profit. 

Return on Investment (ROI) 
ROI is also a profit objective and aims at achieving some specified rate of return on 
company's invesbnent. Large companies such as Tata or Reliance are in a better position 
to set pricing objectives in terms of ROI. They may decide to establish pricing objectives 
usually independent of competition than do smaller companies. Return on investment 
pricing objectives are set by trial and error because all relevant cost and revenue data 
are not available to project the ROJ at the time of prke setting. ROI pricing objectives do 
not take into account competitive prices and consumers' perceptions of price. 

Table 1:2 .1 : Pricing Objectrves and Typical Company Actions 

Objectives Typical Actions 

Survival Price adjustment to enable company lo increase sol~ volume to meet company expenses. 

Profit Determine price and cost levels lhot permit company lo realise ma~lmum profits. 

Return on lnves!- Determine price levels that allow com pony to yield targeted Return on Investment. 
ment 

Market Shore Ad1ust prices lo maintain or increase soles volume relative to competitors. 

Product Quality Company sets prices to rec~ver R&D expenditures and high product quality. Establish 
hlgh-quoltty image. 

Market Share 
A large number of companies establish their pricing objectives in terms of market share 
they want to capture of the total industry sales. The objectives can be to maintain existing 
market share or increase in percentage terms. Companies want to maximise market 
share believing that a higher sales volume will consequently bring down unit cost and 



lead to higher profits in the long-run. The prices are set at the lowest possible level to 
generate higher sales and larger market sha:re. As the unit costs dip, prices are further 
reduced. Intel follows a different approach. When it develops a faster better processor, 
it keeps the prices high aiming to skim the market. Subsequently, with decreasing unit 
costs it keeps lowering its prices at intervals to capture the largest market share. Both 
market share and product quality influence a1 firm's profitability. Because of this reason, 
companies often state their pricing objectives primarily in terms of market share. 
Mamtaining or increasing market share may not necessarily be dependent on growth 
in industry sales. 

Product Quality 
A company might have the objective to be a product quality leader in the industry. 
Consumers directly relate price to quality, particularly in case of products that are ego 
intensive of technology based. Such companies consistently strive and maintain high 
quality and accordingly set higher prices to cover quality and high cost of research and 
development. Caterpillar, Nikon, and Canon. products set prices high to reflect quality. 

Factors Affecting Pricing Decisions 
A nwnber of different internal and external factors affect pricing decisions and this 
may pose some complexity. In general, there is uncertainty about how consumers, 
competitors, resellers etc. would react to prices. Price considerations are important in 
market planning, analysis, marketing m.ix variables, demand forecasting, competitive 
structure, costs, and government actions. To illustrate the point, let us just look at one 
factor, the competitive market structure and. what kind of affect this single factor can 
have on pricing decisions. However, it is necessary to appreciate that all internal and 
external factors interact to influence pricing decisions. 

Competitive Structure 
The market conditions vary considerably aind market structure affects not only the 
pricing decisions within a company but also the kind of likely response from other 
players in the same industry. Much depends on the number of buyers and sellers 
operating in a market and the extent of ent1ry and exit barriers. These factors affect a 
company's level of flexibility in setting price:s. 

Nurnber of 
Buyers/Sellers 
In the Morkel 

High 

lo w 

x Pe,rlect Competitiori 

x Monopolistic 
Competltion 

x Oligopoly 

Monopoly l\ 

Low------1► High 

Influence ol on lndividuCJI Buyer/ Seller on Market 

Figure 12. 1 : Number of Buyers/Sellers and their Influence on Market 

A non-regulated monopoly can set prices at any level it determines to be appropriate. 
However, in case of regulated monopoly there is less pricing flexibility and the 
compa.ny can set prices that generate a reasonable profit. In case of oligopoly, there 
are few sellers and market entry barriers are high, such a.s auto industry, computer 
processor industry, mainframe-computer, and steel industry etc. If an industry member 
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company raises its price, it hopes others will do the same. A similar response is likely to 
result when a company reduces its price in an attempt to increase i ts market share, other 
companies too follow suit and the initiator company gains no appreciable advantage. 
Monopolistic competition market structure means numerous sellers with differentiated 
offerings in terms of tangible and i.nta.ngible attributes, and brand image. This allows a 
company to set different price than its competitors. In most successful cases, the nature 
of competition is likely to be based on non-price factors. Under perfect competition 
there are very large number of sellers and buyers perceiving all products in a category 
as the same. All sellers set their prices at going market price as buyers are unwilling to 
pay more than the going market price. Sellers have no flexibility in price setting. 

Price Setting Procedure 
The steps involved in price setting include: 

(1) Development of Pricing Objectives 

(2) Determination of Demand 

(3) Estimation of Costs 

( 4) Examining Competitors' Costs, Prices, and Offers 

(5) Selecting a Pricing Strategy 

(6) Selection of Pricing Method 

(7) Final Price Decision. 

Development of Pricing Objectives 
In the beginning of this lesson various pricing objectives have been looked at. 
Developing pricing objectives is necessary because all subsequent decisions are based 
on objectives. Objectives must be consistent with company's overall objectives and 
marketing objectives. As stated earlier, companies generally have multiple pricing 
objectives keeping in view their short-term and long-term interests. No company can 
remain satisfied with just one unchanging pricing objective. All companies typically 
alter their pricing objectives over time in response to changes occurring in the market
place, In terms of priority of objectives, most companies set their pricing objectives in 
terms of profit optimisation, market share, or return on investment. 

Determination of Demand 
Where cost factors are internal in nature, demand based factors are external factors and 
emerge out of marketing factors. The pricing policy of a firm would depend upon the 
elasticity of demand as well. If the demand is inelastic, it would not be profitable for 
the firm to reduce its prices. On the other hand, a policy of price increase would prove 
profitable if the demand is inelastic. Conversely, if the demand is elastic, it is a policy 
of price reduction rather than a policy of price increase, which would be profitable for 
a firm _to adopt. 

Estimation of Costs 
Over the long-run, prices m1:.1st exceed average unit costs to earn a profit Cost set the 
lower Jim.its of price. The reality of free market economy is such that customers now pass 
up certain brand names in case they pay less without sacrificing quality. The purpose 
of price setting for a company is to set a price to cover costs involved in a product's 
production, selling, and distribution and some desired level of profit for its efforts and 
risks. A product's costs set the lowest point below which a company would not set price 
and demand sets a ceiling on the price. 

1. Fixed costs do not vary with changes in the number of units produced or sales 
revenues. The cost of hiring a production facility does not change if a company 



switches from one shift to two shifts iln 24 hours, or because the company sells its 
total increased produced quantity. Average fixed cost is calculated by dividing the 
fixed costs by the total number of unit:s produced. 

2. Variable costs, as the name suggest,s, vary di.rectly with the level of product 
quantities produced or sold. Such as, the extra costs that occur because of wages 
for a second shift, the costs of more raw materials, and el~tricity etc. to produce 
more quantities represent variable costs. Variable costs are usually constant per 
unit. The average variable cost per unit produced is calculated by dividing the 
total variable costs by the number of units produced. The average variable cost is 
typically relatively high at the start butt gradually declines as a company achieves 
efficiencies in production and purchas;ing. The average VaJ'iable cost again rises at 
some point in time as company hires more workers and purchases more maJerials 
to produce more units. 

Total cost is the sum of total fixed cost and total variable cost. Average total cost is 
the sum of average fixed cost and average variable cost. The average total cost can 
be determined by dividing the total cost by the number of units produced. 

3. Marginal cost refers to the additional cost that a company incurs for producing one 
additional unit of a product. As the number of product units produced increases, 
the average fixed cost falls. The averag;e variable cost and average total cost fall till 
it reaches a specific point with increased production and then increases. As long 
as the marginal cost remains less than the average total cost, the average total cost 
decreases. A rise in marginal cost above average total cost also raises the average 
total cost. A company management must examine average total cost, marginal 
cost, and other costs before setting the, price of a product. 

Examining Competitors Cost!,, Prices and Offers 
Examining the market demand and company costs, a range of possible prices can be 
considered. However, the company must also examine the cost, prices, and possible 
responses 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 industry, such as De Beets 
Consolidated Mines Ltd., or Intel in case of computer processors. The company must 
appreciate that other companies in the ilndustry can change their prices in reaction 
to prices set by the company. Obviously, the nearest competitor is the first choice to 
consider for setting a price. The first step is to ascertain what positive differentiation 
features the company's offer cont'l!ins and not offered by the nearest competitor. The 
second step is to a ascertain the worth of additional positive features to consumers 
and this worth should be added to the comJpetitor's price to set the company's product 
price. If the worth of positive differentiatia,n features of competitor's product is more 
and the company's product does not have those features in its offer, then the value 
should be subtracted from competitor's price for setting the company's product price. 
This exercise can help whether to keep the price higher, or Lower than the competitor, 
or the same. 

Selecting a Pricing Strategy 
A pricing strategy is a course of action fraoiled to affect and guide price determination 
decisions. These strategies help realising pridng objectives and answer different aspects 
of how will price be used as a variable ini the marketing mix, such as new product 
introductions, compehtive situations, government pricing regulations, economic 
conditions, or implementation of pricing objectives. More than one pricing strategy 
may be selected to address the needs of ,different markets or to take advantage of 
opportunities in certain markets. 

There are many different strategies companies adopt for accomplishing pricing 
objectives. Some of the important ones .md often used are discussed here. 
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1. New Product Pricing: The base price of a new product is easily adjusted in the 
absence of price control by government. A pioneer can set the base price high 
to recover product development costs quickJy. While setting the base price, the 
company also cor,siders how quick will be the entry of competition in the market, 
what would be the strength of entry campaign, and what impact this will have on 
primary demand. If the company concludes that competitors will enter with heavy 
campaign, with limited effect on primary demand, then the company may opt for 
penetration pricing policy and set a low base price to discourage competitors' 
entry. 

Price skimming refers to charging the highest possible price that a sufficient 
number of most desirous customers for the product will pay. This approach offers 
the most flexibility to a pioneer in the product's introduction stage because the 
demand tends to be inelastic during most of this period due to the absence of 
competitors. Skimming approach ·generates -much needed cash flows to offset 
high cost of product development. Most companies, who introduce successful 
pioneering products, usually adopt price-skimming approach. 

Price skimming can generate quick returns to cover up the product's research and 
development costs. This strategy restricts product's market penetration because 
only the most desirous customers buy the product. Possibility of earning large 
margins encourages competitors to enter the market. 

Penetration pricing approach. requires the price to be set less than the competing 
brands and aims at market penetration to capture large market share quickly. 
Companies adopt this strategy when the dema.nd tends to be elastic. Sometimes 
companies use penetration pricing to rapidly capture a large market share. 
Increased demand makes it necessary to produce more and this decreases per unit 
production costs, 

1. Ps-ychological Pricing: Psychological pricing approach is suitable when consumer 
purchases are based more on feelings or emotional factors rather than rational, 
such as love, affection, prestige, and self-image etc. Price sometimes serves as a 
surrogate indicator of quality. Technological advancements are making product 
differentiation dlfiicult and many companies attempt to differentiate their offers 
based on non-functional product attributes, such as image and lifestyle etc. 
Psychological pricing is not appropriate for industrial products. 

Marketers set artificially high prices to communicate a status or high quality 
image. This pricing method is appropriate for perfumes, jewellery, aufos, liquor, 
;md ready-to-wear garments etc. John C. Groth and Stephen W, McDaniel found 
that marketers use prestige pricing and consumers associate a higher price with 
higher quality. Acer and Sony have adopted this type of pricing for their range of 
Ferrari and Vaio Lifestyle notebook PCs. Apple adopts this method of pricing for 
its high-end Power Book laptop computers. This pricing method requires creation 
of strong brand image through promotion programmes that reinforce the brand's 
quality and image of total exclusiveness. 

3. Odd-Even Pricing: Marketers sometimes set their product prices that end with 
certain numbers. The assumption is that this type of pricing helps seU more of a 
product. It is supposed that if the price is~ 99.95, consumers view it not as~ 100 
and certain types of consumers are attracted mol'e by odd prices rather than even. 
This assumption is not supported by substantial research findings, but still odd 
prices seem to be farmore common than even prices. Also, supposedly even prices 
favour ex.elusive or upscale product image and consumers view the product as a 
premium quality brand. 

4. Promotional Pricing: Companies can choose a variety of pricing techoiques to 
motivate consumers to buy early. As the name suggests, these techniques are 
considered as an important part of sales promotions. Some of these techniques 
include loss leader pricing, special event pricing, low-interest financing, longer 



payment period, cash rebates, free auto insurance, warranties, increased number 
of free services, etc. Generally, these techniques do not lead to significant gains 
because most competitors can copy them in a hurry: To illustrate, just three 
techniques are briefly discussed. 

5. Loss Leader Pricing: Sometimes large retail outlets use Joss leader pricing on 
well-known brands to increase store traffic. By attracting increased number of 
consumers to store the retailers hope that sales of routinely purchased products 
will rise and increase sales volume and profits. This compensates for the lower 
margins on loss leader brands. Firms whose brands are chosen as loss leader 
oppose this approach as the image of their brands gets diluted and consumers 
resist paying list price to retailers selling the same brands. 

6. Superficial Discounting: 1t is superficial comparative pricing. It involves setting 
an artificially high price and offering the product at a highly reduced price. The 
communication might say, "Regular price was~ 495, now reduced to~ 299." This 
is a deceptive practice and often used by retailers. Occasionally we come across 
advertisements that show f 495 crossed. {X) and a fresh price written as~ 250. 

7. Special Event Pricing: This involves coordinating price cuts with advertising for 
seasonal or special situations to attract consumers by offering special reduced 
prices. For example, before the beginning of a new session for young children at 
school, we see ads of shoes generally viewed as part of uniform. 

Selection of a Pricing Method 
After selection of the pricing strategy or strategies to accomplish the pricing objectives, 
a company decides about a pricing method. A pricing method is a systematic procedure 
for setting the prices on a regular basis. The pricing method structures the calculation of 
actual price of a product based on considerations of demand, costs, and. competition. 

l. Cost-based Pricing: Cost-based pricing methods are fairly common. Price is 
determined by adding either rupee amount or a percentage to the product's cost 
to achieve the desired profit margin. Cost-based pricing methods do not take into 
consideration factors such as supply and demand, or competitors' prices. They are 
not necessarily related to pricing policies or objectives. 

2. Markup Pricing: In markup pricing a certain predetermined percentage of 
product's cost, called markup, is added to the cost of the product to determine the 
price. 

Let us suppose a watch manufacturer has the following costs and sales forecast: 

Fixed Costs""~ 4000,000 

Average Variable Cost Per Unit ;; t 300 

forecasted sales= 40,000 units. 

The watch manufacturer's unit cost is given by: 

U . C V . bl C Fixed Cost 300 4000,000 Rs 00 rut ost = Average ana e ost + ----:: + ---= . 4 
Unit Sales 40,000 

If the watch manufacturer aims to earn 20 per cent markup on sales, the markup 
price is given by: 

k P 
. Un.it Cost Rs. 400 R 

500 Mar up rice = ----------- = ---= s. 
(1 - Desired Rate of Return) (1 - 0.2) 

The watch manufacturer would sell its watches to resellers at f 500 per unit and 
earn a profit oft 100 on each unit sold. If the resellers want a markup of 20 per 
cent on their selling price, they wouJd sell for f 625 per unit. Prescription drugs are 
generally sold at very high markup prices-. Manufacturers also use markup prices 
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3. 

on speciality items, and seasonal pr<,?ducts. 

Target Return Pricing (Cost-Plus): Some companies use target-tetum pricing 
method and find out the price that would ensure a certain fair rate of return on 
investment (ROI). 

Supposing the watch manufactl.lJ'er has invested~ 8 million in business and wants 
a 20 per cent return on investment. 

Then the target-return price can be calculated by: 

. . ROI x Capital Invested 
Target Return Pnce = Urut Cost + --'-' - ---''--- - 

Forecasted Unit Sales 

0 .2 X Rs. 80 ,0()() ,000 = Rs. 400 + --- --- - = Rs. 800 Price Per Unit 
20,000 

The watch manufacturer will get 20 per cent ROI if the company sells forecasted 
units. With the help of breakev.en analysis, the company can examine different 
prices and their likely affect on sales volumes and profits. This method ignores 
considering price elasticity as well as competitors' reactions to prices. 

4. Competition-based Pricing: This approach is also called going rate pricing. 
Competition-based pricing pushes the costs and revenues as secondary 
considerations and the main focus is on-what are the competitors' prices. Trus 
pricing acquires more importance when different competing brands are a lmost 
homogeneous and price is the major variable in marketing strategy, such as cement 
or steel. 

Depending on the level of product differentiation a company can achieve, the 
company can keep the price higher, lower, or the same as the nearest competitors. 
This approach may make it n~cessary to adjust prices frequently. However, this 
approach can help keep prices stable in the industry. 

5. Demand-based Prici11g: Companies using trus method mainly consider the level of 
\'.femand. The price is high when the product demand is strong and low price when 
the demand is weak. Trus approach is fairly common with hotels, telephone service 
companies, and museums etc. The marketer must be in a position to accurately 
estimate the product amount consumers will demand at different price levels. 
Demand based pricing can help a company to aerueve more profits if consumers 
perceive product's value sufficiently above its cost. Demand based pricing can be 
favourable when the company is able to accurately estimate demand at different 
prices, and it is often quite difficult to forecast the demand accurately at different 
prices. 

6. Perceived-valrte Pricing: Many companies perceived-value pricing. In trus 
approach the price is based on customer's perceived value of a product or service. 
The company must deliver the promised value proposition it communicates to its 
target customers. And of course, it is important that customers must perceive this 
value. Marketers ca11efully use different elements of promotion mix to effectively 
communicate and enhance customers' perception of product or service's perceived 
value. 

7. Product Range Pricing: Many companies sell a range or line of products and price 
of each individual item should consider the prices of other products in the range. 

(a) Optional Additional Items: These additional items or features a customer may 
or may not choose to add to the ma.in product purchased. The basic stripped
down product carries a low price, and the margin on additional components 
is more. Por example, some computer and auto companies keep a lower price 
for- the basic model and for additional components such as LCD monitor, 
larger RAM, power windows, or power steering etc. charge additionally. 



8. 

(b) Captive Product Pricing: Some companies produce products that need the use 
of ancillary products such as razors and manufacturers of Inkjet or Laser 
printers. Gillette manufactures different types of razors and for each type 
the company has different blades that fit a particular type of razor. The razor 
is priced low but the margins are high on blades. Inkjet or Laser printer 
manufacturers seU their printers at a low initial price and price their ink or 
toner cartridges at a price to earn higher margins. 

Two--part Pricing: This pricing method is fairly common with service providing 
companies. They charge a fixed price for providing the basic service plus a variable 
usage rate. For example telephone service providers charge a monthly fixed 
price plus variable per call charges for calls beyond a certain number. Internet 
broadband service providers charge a fixed amount for cable model installation 
and variable charges for number of usage hours. The pricing decision for such 
firms involves problems about deciding how much to charge for the basic service 
and what rates should they keep for variable usage. The fixed price should be at a 
level that would attract sufficient number of customers and profits can be earned 
through varying usage charges. 

9. Bid Pricing: Thls type of pricing involves submitting either a sealed or open bid 
price from the marketer for buyer's consideration. The buyer notifies potential 
supp Hers to submit their bids by a fixed date. The buyer evaluates these quotations 
in terms of quoted prices, product specifications, and the ability of suppliers to 
deliver specified products according to the buyer's schedule when and where 
needed. Usually the lowest bidder is awarded the contract. Generally, central, 
state, or local government departments, and construction companies use this 
method. 

10. Discount Policies: Discowits refer to reductions from list price that a seller gives 
to buyers. These buyers either give up some marketing function or provide the 
function themselves. Discounts can be useful in developing marketing strategy. 
Marketers use various types of discounts. Some of them include the following: 

Sellers offer quantity discounts to encourage customers to buy more quantities. 
The seller gets one or more of the advantages such as getting more of customer's 
business, shifting some of the storing function to buyers or reducing se!Jing and 
shipping costs. Cumulative quantity discounts apply to total purchases over a 
given period of time - such as one year - and the discount increases with the 
increase in purchase quantity. Cumulative discount encourages customers to 
repeat purchase and reduces the customer's cost for additional purchases. Thi.s 
helps build customer relat;ionship and loyalty. A <:umuJative quantity discount is 
generally attractive to business buyers who don't want to increase their inventory 
costs. Individual orders are smaller but the total quantity purchased ~Uiing 
the given period goes up. Non-cumulative discount is applicable to individual 
orders. This type of discount encourages buyers to buy larger quat\tities in one 
go and the buyer is not obliged to repeat purchase from the same seller. Such a 
discount is usually a price cut, but sometimes it can be in the form of free goods. 
Seasonal discount encourages customers to purchase eartier than present demand 
requires. This can help fluctuating sales to s tabilise. This type of ctiscowits helps 
manufacturers to shlft storing function further along the channel. Cash discount is 
a reduction in price and aims to encourage business buyers pay the bills quickly. 
A trade or functional discount refers to price reduction given to resellers for the 
job they are going to perform. Trade discount is offered by manufacturers to 
wholesalers and/or retailers, and by wholesalers to retailers and is deducted from 
the suggested retail price to cover their cost for retailing function and their pro.fit 
margin. 

11. Allowa,ice Policies: Allowances are Jik<? discounts and offered to consumers or 
chamnel members either to do something or accept less of something. 
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Marketing Management Advertising allowance is given to reseJlers to encourage them to advertise 
producer's products in the local market. Stocking allowance (slotting allowance) 
is offered to resellers to get the shelf space. A producer sometimes offers push 
money (SPIFFS) to sales people of a wholesaler or retailer for aggressively selling 
the company's particular products. A trade-in (exchange) allowance is given when 
customers bring in used durable products and buy the company's similar new 
products. This is an easy way to reduce the effective list price. 
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12. Price Discrimination: Many companies sell the same product or service to different 
customer groups at different prices. Price discrimination enables some customers 
or segments to pay less. This brings in more overall contribution to company than 
if one price is charged to all. For example, lndia.n Railways offers reduced railways 
fares to senior citjzens. Some airlines offer reduced fares to more frequent users 
of their service, or passengers in luxury and economy class pay different fares. 
Some companies charge reduced prices for larger quantities purchased, or many 
branded computer sellers offer students and teachers their products at reduced 
prices. Coca-Cola supplies its coke to McDonald's at reduced prices. To practice 
price discrimination for short- term, sales promotion techniques, such as coupons, 
or short-term discounts etc. are also used, 

Final Price Decision 
Final price setting is guided by company's pridng policies. The final price is set 
according to company's pricing objectives and the needs and wants of target customers 
to accomplish the marketing and company objectives. 

Student Activity 

1. Define a pricing strategy. 

2. Define competition based pricing. 

Summary 
Price setting is a very critical area in marketing mix decisions of a company. It is the 
onJy element that generates revenues for the company, and all others involve only costs, 
The aim of marketing is to facilitate satisfying exchanges between the marketer and 
c-0nswners at a profit. 

Pricing should never be seen as an isolated component of a company's marketing 
decision-making. Companies spend large amounts of money on product development, 
promotion, and distribution and face risks. Price is often the onJy marketing mix 
element that can be changed quickly to respond to changes in demand or competitive 
moves. Developing new products or modification of existing products, any changes in 
promotional programme, or distribution system involves much time and efforts. 

A pricing strategy is a course of action framed to affect and guide price determination 
decisions. These strategies help realise pricing objectives and answer different aspects 
regarding to how wiJI price be used as a variable in the marketing mix, such as new 
product introductions, competitive si.tuations, government pricing regulations, 
economic conditions, or implementation of pricing objectives. More than -one pricing 
strategy may be selected to address the needs of different markets or to take advantage 
of opportunities in certain markets. 

There are two approaches for setting price of a new breakthrough product: price 
skimming and penetration pricing. Price skimming means the company charges a price 
that customers who are in dire need of the product, will pay. Penetration price is a 
lower price charged to penetrate the market and capture a large sales volume quickly. 
Psychological pricing aims to encourage purchases that are based on emotional rather 



than rational responses. Promotjona1 pricing approach means that it is coordinated 
w ith promotional efforts. 

A pricing method is a mechanical procedure for setting prices for specific products on 
a regular basis. The methods include cost-based pricing, demand-based prici.hg, and 
competition-oriented pricing. In case of cost-based pricing, accompany determines 
price by adding a monetary value or perq:!ntage to the cost of the product. This cost
based approach includes two common pricing methods - cost-plus and mark-up 
pricing. Demand-based pric.ing relates to the level of demand for the product. When the 
product demand is strong, the price is high,. and the price is kept low when the demand 
is weak. In case of competitor-based pricing, costs and revenues become secondary to 
competitor' s prices. 

No matter how carefully.a product's price has been set, there would be occasions in a 

product's life cycle to change the existing price for a variety of reasons such as need 
for additional business, product improvement, sales slow down, loss of market share, 
competitive pressures, economic conditions, and change in government policies etc. 
Before raising or decreasing the price of a brand, the company must consider possible 
reactions of customers, competitors and others. 

Final price setting is guided by company's pri.ci.ng policies. The final price is set 
according to company's pricing objectives imd the needs and wants of target customers 
to accomplish the marketing and company objectives. 

Keywords 
Demand detennination: Demand determination of a product is the responsibility of 
marketing manager, aided by marketing research personnel and forecasters. 

Fixed costs: Fixed costs do not vary with changes in the number of units produced or 
sales revenues. 

Variable costs: Variable costs, as the name suggests, vary directly with the level o f 
product quantities produced or sold. 

New Product Pricing: The base price of a new product is easUy adjusted in the absence 
of price control by government. 

Psychological Pricing: Psychological pricu1g approach is suitable when consumer 
purchases are based more on feelings or emotional factors rather than rational, such as 
love, affection, prestige, and self-image etc. 

Cost-based Pricing: Cost-based pricing methods are fairly common, Price is determined 
by adding either rupee amount or a pem~ntage to the product's cost to achieve the 
desired profit margin. 

Review Questions 
l. There is usually inverse relationship between the price of a product and the 

quantities sold. Explain the reasons for this kind of relationship. 

2. Does product quantity demanded a1lways decrease when the price is raised? 
Illustrate your a11swer with examples. 

3. Discuss price elasticity of demand for ,conunoctities, shopping products, and status 
products. 

4. 

5. 

6. 

7. 

What important factors should a marketer consider before setting a product's 
price? 

Using examples, discuss the advantages and disadvantages of cost-plus pricing. 

What is breakeven analysis? Why is ilt important? 

What is price skimming? Under what condilions price skimming and price 
penetration is advisable? 
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8. Discuss psychological pricing strategy. nlustrate with examples the application of 
psychological pricing strategy. 

9. Compare cost based and demand based pricing methods with examples. 

10. What is promotional pricing? Wlrnt are its advantages and disadvantages? 
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Leaming Objectives 
At the conclusion of this unit, you should be able to: 

• Identify important channel functions and! common types of channels for consumer and 
industrial products 

• Know the intensity of desired market cove:rage affects channel arrangement 

• Discuss channel-related terms and conditiJons 

• Describe vertical and horizontal marketing system 

• State the causes of channel conflict and its management 

• Explain physical distribution, inventory, management, warehousing, and transportation 
arrangements 

• Discuss the sales promotion mix 
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Introduction 
Producing and offering a good product o r service to customers at a reasonable price is 
not the whole story. The third 'P' of traditional marketing mix represents place. Place 
decisions concern marketing channel or distribution channel arrangements. It is crucial 
to ensure availability of goods and services to customers when they want, at places 
they want, and in the rlght quantities. This is an integral part of satisfaction delivery 
to customers and marketing channel arrangements can have dramatic implications 
for competition in a product ma rket. Most marketing channels are composed of 
intermediaries who perform a number of very useful functions. These intermediaries 
or channel members include firms and individuals, such as wholesalers, retailers etc. 
that facili tate the distribution of goods or services to ultimate customer. Wholesalers 
buy larger quantities of products and resell to retailers, and industrial customers. In 
turn, retailers buy from wholesalers and sell to consumers for personal or home use. 
Each channel member performs a set of different functions within the overall-channel 
structure. Channel members ·cooperate with each other and earn profits and success. 

Marketing Channels 
"A marketing channel is a system of relationships existing among businesses that 
participate in the process of buying and selling products and services." 

- Bowersox and Cooper 

Marketing channel decisions are critical and influence all other marketing mix 
decisions. These decisions are usually long-te.rm and determine product's market 
presence and ensure customer's accessibility to the product. The same product may 
require different approaches to set up channel arrangements if different customer 
segments view it differently. For example, a computer is a consumer product as well as 
an organisational product and may require separate approaches to establish channels 
for different segments. Marketing channel decisions are often harder to change than 
price, promotion, and product decisions, 

Channel Functions 
Most manufacturers do not sell their products directly to end-users. Between the end
user and the producer tnere are channel members performing a variety of functions. 
Some of these resellers such as wholesale.rs and retailers purchase from producers, 
take ownership title, and in tum resell the products to parties or consumers a t the next 
level. They are called merchants. In contrast brokers, agents, and producer's sales
persons search and negotiate with buyers on behalf of the producer and do not acquire 
ownership title to merchandise. Other channel members work as facilitators in the 
process of distribution and include transporters, privately owned warehouses, banks, 
and others who neither negotiate with buyers or sellers on behalf of p rod ucer nor take 
ownership tile of merchandise. 

A single channel member may perform all these functions in certain situations. However, 
in most of the sjtuations, channel members at different levels are involved in performing 
the following functions jointly: 

Channel Members Create Utility 
Marketing channels create time, place, and possession util ity. Time u tility refers to 
making products available to customers when they want them. They create place 
u tility by making products available in location s where customers desire them to be 
available for buying. Possession utility means customers having access to obtain and 
have the right to use or store for future use. This may occur through ownership or some 
arrangements such as rental or lease agreements that entitle the customer the right to 
use the produ~t. 



Channel Members Facilitate JF:xchange Efficiencies 
Channel members offer exchange efficiencies and help reduce the exchange costs by 
providing certain functions or services. Let us assume that three customers seek to buy 
products from four producers. If there are no middlemen involved, the to tal transactions 
wi th three customers will be twelve. If these four producers sell to one reseller, the total 
transactions for producers will come down to four (one for each producer), and in turn 
the reseller will handle three transactions with customers. The costs of three transactions 
for each producer are likely to be more tha:n just one transaction with reseller for each 
producer. In this s ituation just one reseller serves both producers and the customers. 
Cost is a major factor coupled with better s,e.rvice to customer needs for using channel 
intermediaries. 

Channel Members may Reduc:e Discrepancies and 
Separat ions 
For most customers, producers are located far from t.hem and customers may want 
different product assortment and q uantity of the manufacturer's produce. Customers 
too may not be very dear about their produd choices and channel members help adjust 
these d iscrepancies. 

Assortment d iscrepancy refers to the diffetence between the p roduct lines a company 
produces and the assortment customers warn t. A company may be specialist i.n prod ucing 
cricket balls only, but a typical cricket enthusiast would also be interested in cricket bat 
or gloves, and other complimentary prod,ucts and may not prefer to shop for these 
items elsewhere. The resellers adjust these discrepancies. 

Quantity d iscrepancy means the d ifference between what quantity is economical for the 
company to produce, which in most cases is quite large. The cricket ball manufacturers 
might be producing 10 o r 15 thousand balls in a given period. The average buyer would 
buy far less number of balls at a time. Channel members may also help in handling 
this discrepancy. Middlemen collect and accumulate products from various producers. 
Wholesalers buy in bulk, break it into diffe:rent grades or qualities desired by different 
customer groups, and sell smaller quantities to retailers, who sell to the customer one 
or few units at a time. 

Other Functions 
Distribution channels share financial risk by financing the goods moving through 
pipeline and also sometimes extend the ,credit facility to next level operators and 
consumers as well as handle personal selling by informing and recommending the 
product to consumers, and partly look after physical d istribution such as warehousing 
and transportation, provide merchandising support, and furnish market intelligence. 

The main criticism about using intermediaries is that this .increases prices. Customers 
prefer lower prices and would like the channels as short as possible. The assumption 
is that lower the number of intermediaries, the lower the prices. This thinking ignores 
the fact that channel members perform cerl:ain functions and producers carmot escape 
these functions by not involving iotermedi,1ries. The functions an.d associated costs are 
simply transferred to producer. 

Levels of Channels 
By channel level we mean how many intermediaries are there between the producer and 
consumer. Distribution channels are usuall)/ of two types, namely zero level channel or 
d irect marketing channel and indirect marketing charuiel. 

Direct Marketing Channel or ;zero Level Channels 
This type of channel has no intermediaries. Iri this djstribution system, the goods go 
from the p roducer direct to the consumer. Com panies use their own sales force to reach 
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consumers. They do all the channeJ functions. A successful direct marketing company 
is Eureka Forbes, which markets vacuum cleaners in lndian market. 

.___Pt_o_d_t1_ce_r _ _:-----1~~1 Cons\Jmer 

0 Level Channel 

Indirect Marketing Channel 

These are typical channels in which a third party is involved in the distribution of 
products aRd services of a firm. Depending on the distribution intensity, the indirect 
marketing channels can be classified into following categories. 

One-Level Ch~nnel: In this type of channel there is only one intermediary between 
producer and consumer. This intermediary may be a retailer or a distributor. If the 
intermediary is a distributor, this type of channel is used for specialty products like 
washing machines, refrigerators or ind us.trial products. 

Producer H Rc1ailer H Consumer 

Producer H Distributor H Consumer 

1 Level Channel 

Two-Level Channel: ThJ.s type of channel has two intermediaries, ,namely, wholesaler/ 
distributor and retailer between producer and consumer. 

Producer Wholesaler/ Distr1but(ir Retailer Consumer 

2 Level Channel 

Three-Level Channel: This type of channel has three intermediaries namely distributor, 
wholesaler and retailer. This pattern is used for convenience products. 

Producer H Di,;1ribu1t,11 H Wholc,mlcr ~I .... __ R_c_in_ilc_r _ _.H Con~umcr 

3 Level Channel 

Four-Level CJiannel.: This type of channel 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 products. 

Product'!' ~.___A_g:_en_l __, Distributor Wholesaler Reiailer Consumer 

4 level Channel 

In addition to 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 product under consideration. For 
a consumer non-durable and perishable product the channel should be short and for 
consumer durables it can be longer. 

The industrial products are marketed through zero level or direct marketing models. 
Agricultural products have longer channels due to the distant and distributed location 
of consumers. Companies can also select manufacturer representatives and sales branch 
offices for marketing industrial products and services. So for different products, there 
can be different kinds of channeJs. A traditional channel symbolizes forward movement 



whereas a backward channel covers centers like redemption center, community groups, Managing Marketing Channel 
trash collection specialists, recycling centers and central processing warehouses. and Physical Distribution 

Channel Objectives 
The· channel objectives should be explained in terms of desired service output 
expectations from each of the channel members. The channeJ members should be 
evaluated on the basis of the cost s tructure of maintaining the channel. A channel with 
low cost is a lways preferred. The marketing manager can find out each market segment 
available c}nd service expectations in each segment before deciding which segment to 
serve and then decide which channel will best serve t,he segme1;1.t. The objectives of 
channel design are heavily dependent upon the marketing and corporate objectives. 
The broad objectives include: 

• Availability of product in the ta_rget market 

• Smooth movement of the product from the producer to the customer 

• Cost effective and economic distribution 

• Information communication from the producer to the consumer. 

Channel objectives will vary depending on the nature and characteristics of the product. 
For a consumer perishable, the channeJ has to be short and inventorying function. They 
need more direct marketing compared to bulky and heavy products, which need longer 
distribution channels. For non-standardized and customized products, the company 
prefers to have direct marketing network than indirect distribution. The marketing 
manager should take into consideration strengths and weaknesses of different types 
of intermedi~ries in provicting desired service output levels. The channel so designed 
should adapt to the larger environment. When the overall economy is passing through 
recession, companies wiJJ prefer shorter channels. The channel design objectives 
should pass through the existing legal and ethical practices followed in the country of 
operation. 

Factors Affecting Selection of Marketing 
Channel System 
In developing distribution strategy, any producer should be able enough and fle~ible 
in responding to the changing maI"ket conditions. A company has to take into account 
a number of factor~ that influence channel design decisions. This includes product, 
company, customer, competition factors, PLC stages, objectives, and desired market 
coverage intensity and control etc. 

Intensity of Distribution 
The marketing manager should decide how many intermediaries he should use for 
distributing his products. The decision on number of intermediaries should largely 
depend on the distribution strategy followed by the firm. After a producer has selected 
the type of channel that makes the most sense for his products, the next step is to 
determine the level of distribution intensity, which specifies the nwnber of marketing 
intermediaries that will carry t,he products. Depending on a firm's product, objectives 
and customers, the levels of intensity may differ from case to case. Distribution intensity 
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. 

1. Intensive Distribution: A channel strategy that seeks to make products available 
in as many appropriate places as possible. This strategy is used for fast moving 
consumer goods and products, whjch are.of high and frequent demand, like food 
items and daily use personal care product categories. For example, HUL, P&G, 
ITC, Dabur, Coca Cola, Pepsi etc. 163 
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2. Selective Distribution: A channel strategy that limits availability of products to 
a few carefully selected outlets in a given market area. This kind of distribution 
strategy is followed by established brands and new to the market products. The 
company prefers to make the product available at selected outlets and promote 
with adequate marketing resources and more control on the market. For example1 

Citizen Watches, Toyota Motors etc. 

3. Exclusive Distribution: An extreme case of selective distribution in which only one 
outlet in a market territory is allowed to carry a product or a product line. This is 
a case when the company wants to ma.i.ntain control over the market and channel. 
In many instances such arrangements are exclusive in nature and companies do 
not allow the intermediaries to carry competitor's product(s). For example, Mont 
Blanc Boutiques, Rolls Royce Showrooms etc. 

Channel Terms and Conditions 
The producer stipulates terms and condition and responsibilities of channel partners 
to develop better mutual understanding and usually include price policy and trade 
margins, payment terms, and territorial demarcation, guarantee and returns policy, and 
mutual responsibilities etc. 

Price policy and trade margins should be fair rutd require manufactures to establish a 
price list, trade margins and allowances. Intermediaries' margins should be sufficient 
enough so they can earn a reasonable margin for their efforts and high return on 
investment. Simplicity and clarity helps in avoiding strained relations between the 
produce and intermediaries. 

Payment terms include a.ny d iscounts on quantity and early payments. Th.is may also 
indu_de guarantees producer offers against defective goods or breakages during transit, 
or price declines, and producer policy on taking back date expired products. 

Territorial demarcation establishes territorial boundaries and rights of company 
appointed distributors or dealers. Th.is avoids conflicts and strained relations between 
dealers operating i.n different territories, and also between the producer and the dealers. 
Muh1al responsibilities and services should be dearly laid down in case of exclusive 
dealerships or where the producer has franchise arrangement. The producer should also 
dearly state what kind of promotional support, standards, services, records the dealers 
or franchisees must maintain, and what the dealers and frandrisees should expect from 
the producer in terms of training and .other mutually beneficial activities. 

Evaluation of Channel Alternatives 
1n making a decision about channel alternatives, producers' evaluation criteria is 
generally based on some combination of the following factors: 

L Product characteristics. 

2. Buyer behaviow and location. 

3. Severity of competition. 

4.. Cost effectiveness and channel efficiency. 

5. Degree of desired control on intermediaries. 

6. Adaptability to dynamic market conditions, 

Channel Selection and Training 
After determining the most appropriate channel alternative, the producer selects the 
most qualified parties and arranges for their training. 1n case of exclusive dealerships 
and franchisees whe.re personal contact with customers and service delivery are 
important, company appointed dealers play an important role. They practically 
become the company for the customers and -any negative impressions may severely 



damage company image and reputation. Companies vary in their ability to attract top 
rung dealers. For a respected name like Tata, it was not difficult to attract qualified 
intermediaries to handle Titan showrooms. Others try but may not attract the better 
ones. No matter what, the company should at: least be able to identify some criteria that 
distinguishes better agents/dealers, such as duration in business, financial strength, 
lines handled, number and quality of sales or technical personnel, growth and profit 
record, and service reputation etc. 

Producer must carefully outline training programmes for dealers. They have to be 
competent to provide excellent service to customers. The purpose of imparting training 
is to sharpen dealers' product knowledge and selling skills to better serve and satisfy 
customers. Apple arranges training programmes for its dealers and authorised service 
providers. Some companies, such as Hyundai conducted trai_ning programme for its 
dealers at parent company's headquarters· in Korea before launc.hlng its Accent in 
India. Microsoft arranges structured training for third-party service engineers and 
they complete a set of courses and then appear in a test. Those who clear the exam are 
awarded a certification recognising them as Microsoft Certified Professionals. To provide 
excellent service to customers, all manufactt11rers of complex technical machinery and 
consumer durable appliances train their deal,ers' personnel. 

Motivating Intermediaries 
Motivating channel intermediaries is a challenging task for producers, but essential to 
obtain best possible performance from them. Getting cooperation from intermediaries 
is the main challenge for producers. As in 9ther situations, developing motivational 
programmes for intermediaries begins with first, understanding their needs and wants. 
Bert Rosenbloom writes in his book ·that intermediaries base good relationship on 
cooperation and partnership. 

Motivation programmes for channel intem,ediaries focus mainly on financial and 
no11-finandal rewards. Financial rewards usually include higher margins, extended 
credit facilities, bonuses and allowances, special deals, and sharing intermediaries' 
promotional expenses. Intermediaries sometimes pass on part of their better margins to 
customers as inducements. 

Non-financial rewards include training pro1grammes at company expenses in India 
and abroad for intermediaries in areas such as technical sl<iJls and service. Company 
also arranges training in India in areas of selling and territory management, hwnan 
resource, and to acquaint them about company's future outlook, plans-and policies. 
Other non-financial rewards include sales, and djsplay contests, recognition for, 
outstanding performance, company paid holidays in India and abroad, spending 
money on arranging lavish distributors/ deallers' meet at exotic places. To name a few 
manufacturers who conduct training programmes a_re Reliance, JTC, Bajaj Electricals, 
Parle Exports, Videocon, Godrej-GE, PhiUips, and others. 

Performance Evaluation of lnt◄armediaries 

Producers must periodically evaluate performance of dealers against laid down and 
agreed upon parameters. The evaluation criteria differ across industries and from one 
company to another in the same industry. Companies may use a set of criteria that 
may include some combination of factors with differing weight giv.en to each element 
in order of its importance, such as achieve;ment of sales targets, average inventory 
maintained, performing promotional activities, customer service, and attending training 
programmes etc. 

In certain cases it may not be easy to terminate the contract with dealers due to legal 
implications. In certain industries, trader groups form trade associations and without the 
approval of their apex body that looks into s·uch matters, a company cannot terminate 
dealership. 
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The purpose of evaluating intermediaries' performance is to plan ways to improve 
performance of individual parties, In certain cases, a company might decide to terminate 
a dealer. Periodicafly the producer should also evaluate the effectiveness and suitabili ty 
of the selected channel system with major changes in the marketing environment. 

Channel Modification 
Evaluation of channel system in place may sometimes make it necessary for the fitm 
to modify it as a result of changes in buyer behaviour, market conditions, availability 
of new and more effective and suitable alternatives, and later PLC stages. For example, 
when Wipro introduced its PCs for home users the first time in 1997, its authorised 
dealers used sales people to call on prospects and sell its computers. When Apple 
launched its computers in India, the company appointed authorised dealers with 
service facilities. Subsequently, with negligible or no demand in many areas, dealers 
were not interested to carry on and the company did away with dealers in these areas. 
Authorised dealerships were maintained in metros and few other large cities. To focus 
on its targeted tech-savvy customers with in-store product demonstration, full range of 
products, software, accessories, and staffed by Apple trained specialist, Apple opened 
its own Apple Store in Bangalore. Later, with increasing acceptance and popularity of 
its iPod and latmch of low-priced Macs, the company opened its own Apple stores in 
some other important locations. Tobi Elkin reported that roughly 25 per cent Apple's 
sales comes thro14gh wW\-v.appJe.com, its own retail shops are a natural choice. 

A particular marketing channel is unlikely to remain appropriate throughout the entire 
life cycle of a product. As mentioned earlier, different adopter groups acquire products 
during different product life cycle stages. For instance, innovators and early adopters of 
cell phones were from the business and moneyed class and cell phones were available 
at few places. Now three-wheeler auto driver and even locality vegetable shops use 
cell phones and retail stores dealing in electronic goods sell these phones and prepaid 
service cards. 

Low 

Market Growfh 
Rote 

High 

Value Addition by Channel 

High Low 

Introduction Decline 

Personal Computer Personal Computer 

Lobbyist store Moil order 

Designer Apparel Desfgner Apparel 

Boutlques Dis.counf stores 

Growth Maturity 

Persooal Computer Personal Computer 

Speciality stores Mass merchandisers 

Design er Apparel Designer Apparel 

Better departmental stores Moss merchandisers 

Figure 13.1 : Milind M. Lele Matrix 

Milind M. Lele proposed a matrix (Figure 1.3.1) by studying changes in the case of PCs 
and designer apparel channels al different stages in the product life cycle and suggested 
how a company should consider market growth and value addition by the channel. 
During introductory period of innovative products and designer apparel, specialist 
channels attract innovators and early adopters. Early and rapid growth period shows 
growing interest and higher-volume speciality stores and up-market departmental 
stores providing services are appropriate. Growth slows down during maturity stage 
and companies place their product into lower-cost mass merchandisers. Finally, in the 
decline stage least-co.st dlarmels such as mail order resellers and discount stores sell the 
product. 
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Over a period of time existing channel loses its relevance and the gap between existing 
and ideal system widens. In case of low-enitry barrier industries with high intensity of 
competition, channel aTrangement changes over a period of time. These changes could 
be addition or dropping of some individual resellers, particular market channels, or 
developing an entirely new channel structure. 

Vertical, Horizontal and IVlultichannel 
Marketing Systems 
With the passage of time and changes in business environment and strategies, marketing 
channel systems evolve and new wholesatli.ng and retailing institutions appear. The 
traditional marketing channels we discussed include members who are independent 
entities and no party has complete control over others in the channel system. Each seeks 
to maximise its own profit goals without much concern for others in the same system. 
Some recent changes in channel systems that have emerged include vertical marketing 
systems (VMS), horizontal marketing systems, and multichannel marketing systems 
(also called hybrid channels). 

Vertical Marketing System ("rMS) 
Vertical marketing system refers to an arran,gement in which the whole channel focuses 
on the same target market at the end of the clhannel. This includes produce~ distributors, 
wholesalers, and retailers acting in an integrated manner. Any channel member, a 
manufacturer, distributor, wholesaler, or retailer can become a channel captain who 
helps direct the activities of the entire charunel and trjes to eliminate or resolve conflict. 
The channel captain assumes the leadership role because the captain is either the owner, 
a franchisee, or wields so much power that all others cooperate. This single channel 
captain concept seems quite logical since VMS offers economies of scale due to its size, 
bargaining power, and eliminates duplica!tion of services. Such a system also makes 
sense because if in the end, the customer does not buy the product, the entire channel 
suffers. Channel captain arranges for the necessary functions to be performed in the 
most effective manner. There are three types of VMS - corporate, administered, and 
contractual. 

1 . Corporate VMS refers to the producer's ownership of the entire channel, right from 
manufacturing to wholesaling, and rntailing. One ma¥ say the company is going 
direct. m India Vimal Fabrics, Titan watches, and Bata etc. are some examples. 
Manufacturer can accomplish this through vertical integration (acquiring firms 
at different levels of channeJ activity). This offers greater buying power, stable 
sources of suppUes, better control of distribution and quality, artd lower executive 
o'1erheads. Many experts fe.el that it is difficult to be good at performing such 
diverse functions and it is better to stick to what they know and do best. It is better 
to concentrate on ways to gain increased cooperation from channel members for 
effective and efficient distribution rather than entering into so many functions. 

2. Administered VMS is achieved when some members because of their position, size 
and power in the industry are in a ci)mmanding position to secure cooperation 
and support from resellers at diffeirent levels. Members informally agree to 
cooperate with each other on matters like routine ordering, sharing inventory 
and sales information over networks, standardise accounting, and integrate their 
promotional activities. The agreement is informal and the members retain some 
of the flexibility of traditional distribution system. Companies with strong brands 
command substantial market power and are able to get cooperation from resellers 
at different levels of distribution. Seve:ral examples can be cited such as Hindustan 
Lever Ltd., Procter & Gamble, Maruti Udyog, ITC, IBM, Sony, Apple, and TELCO 
etc. 

3. Contractual VMS consists of independent businesses at different levels in the 
channel including production and distribution, and is most popular. Members 
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agree to cooperate with each other by entering into contract that spells each 
member's' rights and obligations and gain economies of size and sales impact. 
Contractual VMS can be franchiser, wholesaler, or retailer sponsored, such as Coke 
and Pepsi have bottlers with distribution set up, some educational institutions 
appoint franchisees, Body Shop, Shahnaz Herbal, some retail chains, and others. 

Hori~ontal Marketing ·systems 

Horizontal marketing system occurs when two or more related or unrelated companies 
working at the same level come together to exploi t marketing opportunities. By 
comfng together they have the option to combine their capital, production capabilities, 
marketing strengths to gain substantial advantage than by each company working 
alone. This kind of joining forces is viewed as symbiotic relationship and can be between 
non-competitors as well as competitors. This arrangement can be on a temporary or 
permanent basis. Some competing credit card businesses, competing ban.ks, retail petrol 
businesses, anq consumer goods companies have joined hands. Auto manufacturers 
have joined hands with finance institutions to finance customers. Coca Cola and Nestle 
joined hands to pool Coke's marketing and distribution strengths in global markets 
and Nestle's strong brands, Nescafe and Nestea to market ready-to-drink coffee and 
tea worldwide, TVS"Whirlpool and Onida joined hands to market washing machines, 
Whirlpool manufactured the machines and Onida promoted and distributed them. 
Horizcntal marketing system particularly offers efficiencies and economies of scale in 
promotion, marketing research, and bringing together specialists. 

Multichannel Marketing System 
Some companies use several marketing channels simultaneously to reach diverse 
target markets. This system is also called hybrid channels or multichannel. Each 
channel involves different group of intermediaries. Hybrid or multichannel marketing 
arrangement is also called by another name, dual distribution, when a company uses 
two or more channels to distribute same products to the same target market. Hybrid 
channels may involve selling direct to large sized customers, use telemarketing to reach 
medium sized customers, direct mail selling to smaJI customers, retailers sell to persona I 
consumers, and company also uses on-line selling. The on-line bookstore operating 
from Delhi, www.iirstandsecond.com sells on-line to the same target market and also 
has retail shop in Delhi. LG sells its goods through retailers, company shop, and on
line. Coca Cola supplies direct to McDonald's, an.d the fast food chain sells no other 
soft drinks but Coca Cola. Think of other places where you can buy Coca Cola or Pepsi? 
KellyShermach is of the opinion that hybrid ot multichannel distribution can maximise 
market exposure. MultichanneJ distribution can sometimes cause dissatisfaction among 
wholesalers and small retailers in the face of competition from large stores who buy 
directly from producers. 

Channel Conflicts and Cooperation 
According to Louis W. Stern and J. L. Heskett, ''Channel conflicts a situation in which 
one channel member perceives another channel member(s} to be engaged in behaviour 
that prevents or impedes it from achieving its goals. The amount of conflict is, to a large 
extent, a function of goal incompatibility, domain djssensus, and differing perceptions 
of reality." 

To m~nage conflict, itis first of all necessary to understand the type, cause, and intensity 
of the confHct. 

Types of Conflict 
In any distribution channel arrangement there can possibly develop three kinds of 
conflicts: 

1, Vertical channel conflict refers to a situation when conflict occurs between 
members at different levels within the same distribution channel, such as conflict 
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between the producer and distributors, or between wholesalers and the retailers. Managing Marketing Channel 
This is between parties one-level up o:r one-level below each other. and Physical Distribution 

2. Horizontal channel conflict describes a conflicting situation developing between 
channel members at the same level, st11ch as when one stockist starts price-cutting 
and others a t the same level start complaining, or when stockists start sending 
goods to other stockists' designated territories in adjoining or other territories. 

3. Multichannel conflict results when tlhe producer has established two or more 
different channels to sell the product to the same target market. For example, a 
computer company may have its own retail showroom, authorised dealers, and 
also sells on-line. The conflict may arise if the company store or on-line prices are 
lower than what dealers charge for the same products. 

Causes of Conflict 
It may not always be easy to resolve conflicts. The best that can be done in certain 
cases is to minimise the seriousness of the conflict. Major causes of conflict indude goal 
incompatibil ity, roles and rights ambiguity, and differing perceptions. 

1. Goal incompatibility is a major . cause of conflict between producer and the 
channel members. Channel members almost always want to earn hefty margins 
on p roducts they sell. The producer's goal might be to keep the price low and go 
for rapid market penetration to captu1re a larger market share and earn profits in 
the long-term. The dealers may want· to have more margin and profitability in 
the short-term. Such situations often create strained relations and both sides start 
accusing each other. In some extreme cases, demands for more margins nave led 
to entire channel boycotting a company's products. 

2. Roles 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 of customers. This may occur whe-n a producer uses multichannel 
arrangement. For example, if both the company sales force and dealer 's sales 
people sell products to institutions, ol.I\ unnecessary conflict may arise because 
there is no clarity regarding such situations. 

3. Differing perceptions about the economic outlook may sometimes become a cause 
of conflict between the producer and tlhe deaJers. The company may be optimistic 
about the economy and income growlth in ]ndian middle class and want dealers 
to carry higher than usual inventories. Companies may also appoint more dealers 
and may come out with line extensio111s. The dealers, on the other hand may be 
pessimistic and refuse to comply what company wants and may oppose appointing 
more dealers. All this may give rise to a conflict. 

Intensity of Conflict 
This refers to how serious is the conflict. In some cases, the intensity of conflict might be 
just mi.nor and at other times the severity m,ight demand immediate attention from the 
producer otherwise the consequences might be serious if it is not resolved. For example, 
managing incidences of price-cutting or territory jumping can be handled relatively 
easily. In other instances if channel members threaten to boycott company products, the 
consequences of sales loss might be serious. In such situations postponing or delaying 
negotiations with channel members to resolve conflict can lead to considerable loss of 
sales, market share, and goodwill. The company must take the initiative to resolve the 
conflicting issue. 

Managing the Channel Conflic::t 
Most companies, particularly FMCG companies have large dealer networks rjght 
up to far-flung rural areas. In certajn other industries, many companies use multiple 
channels and conflicts develop occasionaIJy. Managing conflict in certain cases may be 169 
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quite a demanding task. Conflict magnitude can range from minor to serious leading 
to termination, lawsuits, or company boycotts, The frequency of conflicts can range 
from infrequent disputes to long drawn bitter relations. The frequency and seriousness 
of conflict determines how speedily the situation must be managed. Authorities have 
suggested several approaches for effective conflict management. 

Regular Communication 
Regular communication between producer and channel members can minimise the 
chances of conflict. Top and middle-level management executives of forward-looking 
companies maintain regular personal contacts and also arrange formal meetings once 
or twice a year to listen to them and understand channel dynamjcs, resolve channel 
problems, and acquaint them with future plans. Some companies also develop in-house 
newsletters containing updates on market conditions and company's perspective. These 
newsletters are regularly mailed to their appointed dealers. 

Forming Dealer Councils 
There are some misgivings about forming dealer councils that this may turnout to be 
a platform for dealers to unite and pressurise manufacturer with some unreasonable 
demands. It is difficult to completely rule out the possibilities. However, if these councils 
are formed on regional or state basis and company remains focused on the laid down 
agenda, listens and accepts constructive suggestions, these councils can be an effective 
means of managing conflicts . 

.. 
Co-option 
Th.is approach refers to include channel association leaders in the company's advisory 
council or board of directors etc. to win the channel support. This can be quite an 
effective method to minimise conflicts if the channel concerns and opinions are Listened 
to. 

Arbitration and Mediation 
When conflict becomes serious or other efforts have not been successful, then each 
party can send their representative or a team of representatives to meet and resolve the 
conflict, or conflicting sides can approach a neutral third party to listen to both sides 
and resolve the conflict. Sometimes conflicting sides approach government agency to 
resolve dispute, or finally conflicting sides may approach the court of law for deciding 
the matter. 

Physical Distribution 
The term physical distribution is more appropriate to outgoing (outbound logistics) or 
forward movement of products, services, and information from a firm's manufacturing 
facility to customers, and involves defined network of transportation links, warehousing 
and storage, and finally delivery at the destination in a cost effective manner and 
within the desired time. Some texts use terms supply chain management, and logistics 
management which ar-e much broader concepts than physical distribution. As discussed 
earlier, supply chain management starts from ttie supplier of raw materials, then 
conversion at factory into finished products, storage at warehouses, and finally, supply 
to distribution channels to meet the demand of end-user for a fini.shed product at an 
acceptable cost and service level. Physical distribution starts in a forward movement of 
goods from the company's production facility to end-user and supply chain management 
starts before physical distribution. According to Stern, EL-Ansari, and Coughlan, '1111.e 
term logistics management and supply chain management are widely used to describe 
the flow of goods and services and related information from the point of origin to the 
point of consumption," Some authors view logistics as the transporting, sorting, and 
handling of goods to 01.a.tch target customers' needs with a company's ma.rket.ing mix 



- within individual companies and along a channel of distribution. 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 management includes both materials 
management and physical distribution. More and more companies are reaJising the 
importance of managing the entire supply chain rather than just transportation and 
warehousing decisions atone. The focus of managing supply chain is on removing 
inefficiencies and hurdles in meeting customer demand at the time when it occurs. 

Meeting Customer Service Requirements 
Marketing strategy aims at satisfying customers' needs and wants. Physical distribution 
is invisible to most consumers. They pay attention to it only when something goes 
wrong and it may be too late for the company to cheer them. It is not unusual in 
India, particularly for service providers failing to meet customer service delivery 
expectations. 

Physical distribution systems must meet the factory needs towards supply chain and 
the customers. first of aJl it is necessary to find out 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. Customers' inventory requirements affect the expected level of physical 
distribution service. The company must determine the relative importance of these 
aspects. Paying attention to customer needs and.preferences is necessary for increasing 
sale and getting repeato:rders. For example, an auto manufacturer with a low inventory 
of replacement parts requires fast, dependable supply from suppliers of component 
parts. Repair service facility and time for car buyers is very important. Anne G. Perkins 
found that even when the demand for products is u_npredictable, suppliers must be 
prepared to respond fast to inventory needs. Under these situations, distribution costs 
may be a mihor consideration compared to the impOitan.ce of service, dependability, 
and timeliness. 

Minimising Total Distribution Costs 
Companies strive .to minimise their distribution costs associated with order processing, 
inventory management,materialshandling, warehousing,and transportation. However, 
decreasing costs in one area often increases them in another, The company has to develop 
an economical system withoutcomprom.isingthem.inimum guaranteed service delivery 
level and to achieve this trade~offs between service level and costs becomes unavoidable. 
Taking a systems approach to distributfon, the focus from lowering costs of individual 
activities shifts to minimising overall distribution costs. Adoption of total cost approach 
requires analysing costs associated with distribution alternatives, suc:h as comparing 
inventory levels against warehousing costs, materials cost against expenses involved 
with various modes of transportation, and aJ1 distribution costs against customer 
service requirements. Lowest overall distribution system cost should be compatible 
with company's stated minimum expected level of customer service objectives. This 
regu.ires trade-offs costs because higher costs in one area of distribution system may be 
necessary to obtain lower costs in another. In many cases accounting procedures, asking 
customers to rank their preference and employing statistical procedures, and computer 
simulations are used to determine total costs. 

Curtailing· Time-cycle 
Time-cycle refers to the time it takes to complete a process. It is an important objective 
of physical distribution to reduce time-cycle to reduce costs and increase customer 
service. Many businesses such as ovemight delivery companies, and major news media 
strive to slash time-cycle to gain competitive advantage. For example, FedEx overnight 
delivery service conducts research and employs new techniques and procedures to 
be the fastest overnight delivery service. FedEx offers its customers package-tracking 
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software so that they can track the progress of their package. In such situations, speed 
is important than costs. 

Order Processing 
The receipt of order and transmission of sales order information is an important function 
of physical distribution. In developed and developing countries, computerised order 
processing furnishes a database for all channel members to increase their productive 
efficiency. Efficient order processing contributes to customer satisfaction, reduces costs 
and time-cycle, and increase profits. 

Order entry starts when customers or sales people place purchase order by telephone, 
computer, or mail. Electronic ordering system reduces procurement costs. After 
receiving order, it is passed on electronically or by whatever system is in p lace to 
warehouse to verify product availability, to credit department for checking prices, 
terms, and customer's credit rating. After credit department's approval, warehouse 
personnel assemble the order. If the product is out of stock, production order is sent to 
manufacturing or the customer is offered a substitute. 

After assembling the order and packing for shipment, the warehouse arranges delivery 
though an appropriate carrier. The customer is sent an invoice, inventory records are 
updated, and order is delivered. 

Managing Inventory 
Inventory managing involves building and maintaining enough product assortments to 
meet the-customer demand. Investment in inventory forms a significant part of company 
asset and affects physical distribution costs in a major way. Very little inventory can 
create shortages of p roducts or out•ot~stock situation. This is detrimental to company 
and can lead to brand switching, lower sales, and the most serious consequence of 
losing customers. When too much inventory of products is carried, particularly of slow 
moving products, costs and risks of product obsolescence, damage, or pilferage increase. 
To strike a balance, companies focus on determining when and how much to order. 

To find out when to order, the marketer must know the order lead time, the usage rate, 
and the safety stocks required. Order lead-time refers to average time lapse between 
placing the order and receiving supplies. The usage rate represents the rate at which the 
inventory of product gets sold during a specified time period. Buffer stock is the extra 
inventory that is maintained toe guard against out-of-stock situation from increased 
demand or to cover longer lead-time than expected. Following formula can be used to 
calculate when to reorder: 

Reorder Point= (Order Lead Timex Usage Rate) + Buffer Stock 

To ilJustrate, let us assume that order lead-time is 15 days, usage rate is 2 units per day, 
and buffer stock is 10 units. The point to place the order is when there are 40 units in 
stock. 

1n certain cases, marketers employ a fixed order-interval approach and stocks are 
ordered at predetermined intervals when rate of usage is fairly constant and cost per 
unit is small. 

To determine how much to order, it s necessary to examine inventory carrying costs 
and order processing costs. Considering both sets of costs determines Economic Order 
Quantity (EOQ), which is the o rder size that has the lowest totaJ of both inventory 
carrying and order processing costs. However, the aim of minimising total inventory 
eosts must be weighed against meeting or exceeding customer service level objectives. 

Some organisations use Just-in-Time GIT) approach in countries where this is possible. 
This system means that products arrive as and when they are needed for use in 
production process or for resale. This allows companies to maintain very low inventory 
levels and purchases at that time are also jn smaller quantities. JJT system reduces 
physical distribution costs, especially inventory and handling related costs. 



Handling Materials 
Physical handling of products is necessary for efficient warehouse functions, 
transportation from the point of manufacture to final points of consumption. The nature 
of product often influences how a product should be moved and stored. For example, 
perishable goods, liguids, and gases have unigue characteristics that determine their 
movement and handling. 

Techniques and procedures used for material hanrl.Ung can increase warehouse capacity 
reduce the number of times a product is handled, improve customer service, and their 
satisfaction. Various activities such as packaging, loading, movement, labelling systems 
must be coordinated to reduce costs and increase customer value and satisfaction. 
Correct internal packaging of materials is important to prevent any damage during 
handling and transportation. Companies use di.fferent methods of loading such as unit 
loading or containerisation. Unit loading i~ grouping one or more boxes on a pallet 
and use forklifts, trucks, or conveyer system. Container helps consolidate many items 
within the large inside space of one huge box, which is sealed at its originating point 
and opened after arriving at its.destination. 

Warehousing 
Warehousing is an important physical distribution function and refers to the design 
and operation of facilities for storing and moving goods. Producers have to make 
arrangements to store products until they are sold because production and consumption 
cycles differ. Warehousing functions offer time utility and help companies to adjust for 
dissimilar production and consumption rates. Of necessity, mass produced products 
·create a much greater stock of products than can be sold in the market itnmediately and 
companies store excess stocks till the time, customers are ready to buy. Warehousing is 
also.necessary for seasonal products such as woollens and others. · 

,,.,.---
JMtrehousing function is not just limited to storing of items. Wagonloads and truckloads 
~ of products are received at .warehouses where, they are broken down into smaller 

quantities for customers, or smaller lots r~eived are sometimes consolidated into 
bulk loads for shipping economically. Some basic physical distribution functions of 
warehouses are given below: 

1. Receiving goods and assuming responsibility. 

2. Recording quantity of each item and marking with codes, tags, or physical 
property etc. 

3. Sorting goods to store in an appropriate area. 

4. Dispatching goods for storage. 

5. Holding products in properly protected condition until needed. 

6. Recalling and picking products ordered by customers from storage. 

'/. CoUecting for a single shipment, checking for completeness or explaining 
omissions. 

8. Dispatching suitably packaged shipment to the right transport vehicle along with 
necessary documents. 

The choice of warehouses can range between company's own dedicated warehouses or 
share space with others in third party owned warehouses. A company can also decide 
to have some kind of combination of both. By making the right choices, a company may 
minimise physical distribution costs. The firm decides the number, location, and which 
type of warehouse is most suitable, 

Company Owned Warehouses 
Companies operate these for sorting and shipping its products. These are usually leased 
or sometimes purchased when a company has justification to have its own warehouse .. 
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in a geograph ic market area based on substantial and stable demand to make long-term 
commitment to fixed facilities. When products reguire special handling and storage 
features and control of warehouse design and operation, a company may have its own 
warehouse. 

Cindy Muroff reported that to reduce inventory costs, companies are s triving to move 
products as quickly and directly as possible from producer to customers. 

Third Party Warehouses 
Some companies construct warehouses and offer on rent, or offer rented space to 
producers, such as cold storage for vegetables and fruits etc. to farmers and wholesalers 
in such busjnesses. Sometimes third party warehouses also provide distribution services 
such as receiving and unloading products or reshipping. 

Outsourcing Physical Distribution 

Recent non,:onventional approach to physical distribution is outsourcing total physical 
distribution. Marketers make arrangements with outside physical distribution service 
-providers and allow them to operate independently, more like an extension of the 
company's physical distribution arm. They may handle only physical distribution or 
may also function as a distribution channel. Outsourcing may help to achieve more 
efficiency, better service standards, and cost effectiveness compared to company's own 
handling of all physica1 distribution functions. Air express companies provide such 
services and should not be confused with couriers or freight forwards. Just one agency 
handles all responsibility to move freight faster and provide convenience of door-to
door transportation. Some of them even qffer additional warehousing facility and 
function as a complete system. In India, AFL, Elbee, and Blue Dart are some examples 
of companies providing air express services. 

Transportation 
Companies are concerned with transportation decisions because choices affect product 
pricing, delivery time, and condition of goods when they arrive at destination. 
Transportation is the most expansive of physical distribution function and offers the 
time and place utility value to the product. Product availability and on-time deliveries 
depend on transportation choice and have direct impact on customer service and 
ultimately satisfaction. 

There are five main transportation modes for moving goods that include railways, 
roadways, wa.terways, airways, and pipelines. Each of these offers certain advantages. 
Some companies prefer to use a combination of these modes, depending on product 
nature, delivery schedule_, and geographic locations. 

Railways 
Railways carry heavy, bulky goods, that need shipping to long d istances over land, such 
as mineral ores, lumber, sand, farm products, heavy and bulky machinery, chemicals, 
petroleum, and autos etc. Railways are particularly efficient for transporting full 
wagonfoads at lower rates and require Jess handling. 

Tobie 13. l: Typical Means of Transporting various Products 

Railways Roadways Waterways Airways Pipelines 

Cool Paper 9oods Petroleum Overnight moil O il 

Lumber Clothing Iron ore Flowers Natural gos 

Chemicals Computers Chemicals Emergency Chem,cols 

Autos lives1ock Groin ports Processed 

Steel Cement Bauxite lnslrvmerits cool 

Groin Scooters Perishable lood Water 



Roadways 

Trucks are providing a tough competition to railways. Roadways offer most flexible 
schedules of all major modes of transp,ortation. Trucks can go almost anywhere, 
including rural market areas where just kachcha roads are available. To reach Indian 
rural markets in some areas where trucks cannot be used, tractors with trolleys and 
bullock carts are used to haul goods for slhort distances. Trucks are generally used to 
transport small shipments of high-value g;oods. Trucks are unique in a way that they 
can move goods directly from factory or warehouse to customer. Trucks transport 
goods much faster than railways, they a11e relatively more expensive and somewhat 
vulnerable to bad weather conditjons and accidents. Common goods carriers are often 
criticised for loss and damage to freight and for delays. 

Waterways 
For heavy, low value, non-perishable goods such as ore, and petroleum etc., waterways 
is the cheapest mode of transportation. Water carriers offer lar,ge capacity Ocean going 
vessels can move thousands of containers., powered barges travel along inter-coastal 
routes and inland rivers to haul more tlhan a railway wagonload. Waterways are 
s)ow, less dependable than other transportation means, and limited in the number of 
locations served. In colder regions, it may come to a standstill during freezing weather. 
Droughts and floods can create problems for inland waterway transportation of goods. 
Waterways are often used in conjunction with railways and roadways. 

Airways 

This is the fastest of a ll modes of transportation, most expensive, and relatively quite 
dependable. Perishable, low-bulk, high value products, such as overnight packages, 
emergency parfs and supplies are frequently shipped by air. New jet cargo planes can 
carry goods weighing few thousand kg. FedEx, OHL, United Parcel Service, TNT, 
Overrught Express, Elbee Airlines etc. are g,orne well-known names of air cargo service 
providers. Some airlines carry a combina1:ion of passengers, mail, and freight. Some 
kind or road carrier is 'Used to pickup goods at the airport. The high cost is a major 
limitation of airways as goods carrier. 

Pipelines 
Pipelines are the most automated means of transportatjon and usually carry petroleum, 
natural gas, anq.chemicals.Acompany or group of companies generally own the pipe.line 
for transporting the proctuct. Pipelines offer uninterrupted movement at a relatively 
low-cost. They are dependable, fuel-efficient, and involve less losses and damages. The 
use of pipelines is limited. They are extremely slow means of transportation and serve 
very limi ted number of locations. 

Sales Promotion 
Sales promotion utilises a variety of incentive tools for a p redetermined, limited period 
of time in order to stimulate trial, increase consumer or trade demand, and motivate 
and reward sales force, such as samples, coupons, discounts, prerruums, refunds and 
rebates, contest and sweepstakes, trade de,ils, and sales contests for sales people etc. In 
most cases, the objectives are generally short-term sales r~lated rather than long-term 
brand building. 

Reasons for Sales Promotion Growth 
The role of sales promotion has increased dramatically within the last 15 years. Consumer 
goods firms and many services are high users of sales promotions. No definite figures are 
avaHable, however, it is estimated that 60- 70 per cent of the total-advertising and sales 
promotion budget goes to sales promotion. Increased sophistication and more strategic 
role and focus have elevated its importanci~ in promotion mix of many companies. 
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1. Intense Competitfon: Intensifying competition in almost all consumer product 
categories has led to greater use of sales promotions because consumer respond 
favourably to the promotional incentives. An obvious reason for favourable 
consumer response is that they save money. Buying a brand on sale or display 
simplifies decision-making process. 

2. Brand Proliferation: Products are becoming more and more standardised. Every 
year, numerous new brands are introduced and most do not seem to have any 
significant point of meaningful. or persuasive ctifferentiation to become the basis 
of sustained advertising. Thus, companies find no option but to depend heavily 
on sales promotion to induce product trial of these brands with the fond hope that 
initial trial may lead to repeat purchases at full price. 

3. Declining Brand Loyalty: Consumers today are getting better educated, are more 
selective, and have become less loyal to brands than in the past. They purchase 
products based on pdce, value, and convenience. Even otherwise, loyal consumers 
switch back and forth among a set of brands they perceive as almost equa I. 

4. Growing Power of Resellers: The shelf space available with resellers is limited. 
They demand extra incentive to let the product enter their store and occupy some 
space. Companies who desire prominent shelf space have to offer some incentive 
to retailers. Obviously, when consumers enter a store, products prominently 
displayed attract their attention and consumers often make many unplanned 
purchases. 

5. Advertising has Become Less Effective: Consumer markets are becomU1g more 
fragmented and traditional mass media advertising is Jess effective. The costs 
of mass media have escalated considerably. A 10-secortd spot on prime time TV 
might cost more th.an f 100,000. Audience are bored with advertising clutter and 
avoid looking at ads. Some people even consider advertising as an intrusion in 
their privacy. Sales promotion increases the attention-getting power of ads. 

Sales Promotion Tools 
Sales promotions are announced both, by manufachuers and retailers. Manufacturer 
announced promotions might be directed at consumers, resellers, or both. Manufacturers 
may aJso announce sales promotion for its sales force. Sales promotions may also 
originate from retailers aimed at consumers. The retailer-originated promotions' main 
objective is to increase store traffic rather than sell any specific brand. Manufacturer 
announced consumer promotions constitute "pull" strategy and retailer promotions 
are based on "push" strategy. Sales promotions are more effective when combined with 
apvettfaing and "pull-push" strategies are used at the same time. 

Sales Promotions directed at consumers 
We present herewith a selected list of consumer promotion tools. 

• Prize Schemes: Prize schemes are one of the most hnportant 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 the product packagesI 
retailer store point of purchase promotion, advertising in press, posters and 
televisions. 

• Fairs and Exhibitions: Fairs or melas are very common in India. They play a 
substantial role in selling goods of different varieties to different people. District 
exhibitions have been arranged on an annual basis since 1930s to promote sales of 
Indian products. These e>eh.ibitions attract a Jot of people especially from rural areas 
who find the exhibitions and fairs as a convenient place to make tlleir purchases 
of consumer goods. Many state governments announce relief or concession in 
sales tax if products are sold through fairs, melas and exhibitions. Though the 
objective of vi.siting a fair is social in lndia, marketers use these fairs and melas as 
an opportunity to promote their products and services. 



• Free Samples: These are used for sales promotion of consumer goods and fast 
moving consumer goods in particu.lar. Free samples are generally used to 
introduce a new product and as a sales tool to attract the attention of prospective 
buyers. Such sample distribution not only saves time but also eliminates the need 
for inspection or testing of goods by ithe buyer. As a promotional device, it has 
limitations for e.g. it is very expensive, to sample products. When buyers receive 
samples, generally they pay no attention to them. Many of the customers who 
receive free sample may not be the actual target buyers. 

• Correspondence: This is an effective device for sales promotion. Companies send 
letters, brochures and other kinds of correspondence to prospective customers 
through correspondence. A specialized mail order and correspondence section can 
communicate very effectively with pobential customers and established customers 
thwugh its professionally written letters and documents. 

• Catalogues: Catalogues play a dominant role, both in advertising and sales 
promotion campaigns. Catalogues are largely used when a firm manufactures 
different types of products with distinguished size, shape and other features. It is 
from the catalogue files that one can g,et the information required about different 
products of a particular manufacturer. A catalogue helps in getting orders, makes 
customers aware of the specifications; iprovides detailed product information and 
solicits product sales. 

• Advertising Novelties: Small, interesting, and persona Uy useful items can be used 
for sales promotion. To be effective, an advertising novelty should not be a high 
cost item; the novelty item should be usually eye-catching and should be useful to 
customers. 

• Entertainment of Customers: Entertainment is essential when a standardized 
product is sold in bulk costs. In such ,a case, entertainment of customers acts as 
a primary promotional device. However, when the product is sold on a routine 
basis, customer entertainment is neitheir necessary not justified. 

• Sales Contest: The main aim of sales contests is to motivate the sales personnel 
and increase sales, and bring more profit to the company._ Under this scheme, 
special incentives in the form of prizes or awards a.re offered. Some of the contest 
prizes are cash awards, merchandise prizes, and special honor, e.g., winners could 
be requested to appear in a TV show. 

• Price-off. A price~off is simply a reduction in the price of the product to increase 
sales and is very often used in introducing a new product. A reduction in price 
aJways increases sales but the use of this technique should be carefully considered 
in the cu.rrent market situation. Ac,::ording to various researchers on sales 
promotion, price-offs should generally be considered for introducing new brands 
or existing brands with new uses; for products/brands, which are already doing 
better than the competing brands and in conjunction with sales activities aimed 
at increasing retail distribution. In 1997, price cuts of as much as~ 4,000 tot 5,000 
on almost all product lines led to a whopping growth of 25 per cent ifl television 
and refrigerator sales. Again, in 1998, Videocon announced a price reduction in 
color TV and refrigerator prices. The. same price war continues in the Indian w hjte 
goods industry and the customers are deriving value by continuous reduction in 
prices. 

• 

• 

Refund: A refund may consist of straight cash, coupon values or a ·product 
offered to the consumer in return for a proof of purchase of a specified product or 
service. Refund is also an effective tool of sales promotion. It is an offer made by a 
manufacturer to give back a certain amount of money to a consumer. 

Point~of PP-,,rcltase. Material: Point-<)f-Purchase (POP) materials are sales 
promotion material displayed at t.he p,oint of saJes. The POP display persuades, 
reminds and gives details to the consumers ab-out a specific brand. Many fast 

Managing Marketing Channel 
and Physical Distribution 

177 



Marketing Management 

178 

• 

• 

• 

• 
• 

moving consumer goods and personal care product category companies use this 
method. 

Coupons: These are certificates entitling the owner of the certificate to a stated 
saving on the purchase of a particular item. The coupon can be with the product, 
attached to the product, with the advertisement and can be sent by mail. The 
coupon redemption rate in India is low. Coupons are an effective tool for promoting 
mature products and inducing trials for new products. 

Price Packs: These are special packs given by the company in which consumers 
are offered a saving on the regular purchase. The amount of saving is flagged off 
in the package of the product. They can be reduced price packs (a pack sold at a 
reduced price, branded packs (two related products banded 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 free 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 trials invite prospects to try the product without cost with a 
hope of closing the sale in future. 

Patrynage Awards: These are the value in cash or in other forms that are 
proportional to patronage ofa certain vendor or group of vendors. 

Sales Promotions directed a t trade partners 
Following are some of the popular trade promotion schemes used in the Indian 
context. 

• Sales Competition: In this case, the dealers are motivated to participate in the 
trade promotion program with a reward program linked to their performance. For 
dealers, sales competition 'is arranged, prizes are announced or special offers are 
made if they show a substantial progress in sales. 

• Boosters for Dealers: In a bid to reduce its mounting inventories and boost the 
sagging morale of its dealers, companies offer two per cent discount to dealers on 
purchase of a truck if payment is made up-front. Also concessions on interest rates 
are offered to expedite payments. These incentives are drawn up after getting a 
feedback from the intermediaries. These kinds of programs are called boosters for 
dealers. 

• Price Offs: If the tradesman purchases a certain number of w:uts within an 
announced period, he obtains a straight price off or discount on the quantity 
purchased. This motivates the dealer to buy larger quantities and also support 
a new product. The trade is free to use this money for greater profit booking, 
advertising or consumer price reduction. 

• Free Merchandise: These are the free goods given to intermediaries who buy a 
desired quantity of the product. The intermediaries are free to sell these goods or 
use for personal consumption. 

• Allowances: Many companies provide different kinds of trade allowances in the 
form of advertising allowances and display allowances. The manufacturer bears 
the cost of store advertising and sometimes rewards for displaying I-us product or 
brand in the store. 

• Tradeshows and Conventions: These are the tradeshows and conventions 
organized by industryassociationsand govemmentwithin and outside the country. 
Companies sponsor their dealers and other intermediaries for participating in 
trade s·hows and conventions. This serves both as a motivator and display for 
company's products and services. 



• Specialty Advertising: These are adv,ertisements consisting of useful, low cost 
items bearing the company's name anid address that people in the trade give to 
the prospects and customers. 

Sales Promotions directed at sales force 
The other key player in product and brand promotion is the sales force, which also 
carries the message and the product to the end consumer. Companies organize sales 
force promotion programs to motivate them to support the company's offerings. 
The tools used for sales force promotion in,clude sales and contests, conferences and 
seminars, higher commissions and bonus and international tours. Many of the trade 
promotion tools are also used for sales force promotion. 

Promotions that Blur the Line 
Some promotions such as speciality advertising, event marketing and sponsorsh.ip ·are 
activities that blur the line between ad vertisilng, sales promotion, a.nd public relations. 

Speciality Advertising 

Promotional Products Association International has now given a new definition to this 
term: 

"A medium of advertising, sales prom()tion, and motivational communication 
employing imprinted, useful, or decorative products called advertising specialities, a 
subject of promotional products. 

UnHke premiums, with which they are sometimes confused (called advertising 
specialities), these articles are always distributed free - recipients don't have to earn the 
speciality by making a purchase or contribultion." 

Speciality advertising is often viewed both a means of advertising and sales promotion. 
According to Promotional Products Associiation International, the increased use of 
speciality advertising makes it the fastest growing of promotional methods. These items 
normally have a promotional message pri..nti~d on them. 

It is used to reinforce the name of an exist:ing company, product, servjce, or brand. 
Speciality advertising is used in creating awareness, as reminders, to thank customers 
for patronage, introduce new products, and often support other forms of product 
promotions. Advertising speciality items include ballpoint pens, pen stands, calendars, 
key rings, matchboxes, T-shirts, caps, coffee mugs, glasses, bags, and numerous other 
items with advertiser's name or brand name- printed on them .. 

Event Marketing and· SponsorJr;hip 
lt has become quite a popular promotional approach and is often considered as part 
of sales promotions, especially if a product: is sold through the event. However, the 
objectiv_es and decisions concerning such events are often the responsibility of public 
relations manager. Event marketing refers to promotion where a marketeer ot brand 
is linked to an event or an activity based on a theme and aimed at creating some 
experiences by associating a brand personality with a certain lifestyle. Companies often 
associate their product with a sporting evenlt, festival, music concert, .or fair. Marketers 
sometimes create their own events to celebn:1te milestones, such as 50th anniversary, or 
new product-introduction event where they ofganise some contest and winners get a 
pack of new product. An event sponsor develops sponsorship relations with an event 
and extends financial support to obtain in return the rights to display brand name, 
company logo, or advertising message and to be identHied as a financial supporter of 
the event. 
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Sales Promotion Planning Guidelines 
Planning process starts with si tuation analysis. To start with, the promotion planners 
must first consider the corporate policy with regard to sales promotion. Joseph S. Mair 
has recorded one such policy statement in Handbook of Sales Promotion, ed. StanJey 
M. UlanofL The policy says: 

1. "Sales promotion is an integral part of the marketing mix." 

2. "Sales promotion should be used as an offensive weapon in the brand's marketing 
arsenal, not merely as a defensive reaction when a problem arises." 

3. "Sales promotion should extend and reinforce the brand's advertising and 
positioning, whenever possible." 

4. "Sales promotion should be developed as campaigns, not as single, unrelated 
events." 

5. "Good sales promotions are built upon sound strategic planning." 

The first step in promotion planning is situation analysis. This would include product or 
brand performance analysis, competitive situation including the promotion activities of 
major competitors, distribution situation, and consumer behaviour with respect to sales 
promotions. Political/legal aspects concerning sales promotion are also considered. 
Based on marketing objectives and strategies, the promotion objectives would be 
developed. It is critically important to set unambiguous and measurable objectives and 
these should be developed in coordination with advertising and other promotion mix 
elements. The next step would be the allocation of budget to sales promotion out of the 
combined total budget for advertising and sales promotion. 

Sales Promotion Objectives 
Some of the impoi:tant objectives of sales promotion include: 

l. lncrease sales volume 

2. Attract new customers 

3. Launch new product and increase trial 

4. Encourage repeat purchase 

5. Clearance of excessive inventories 

6. Motivate dealers to stock and sell more 

7. To gain advantageous shelf-space 

8. To increase store traffic 

9. To block competitors' moves 

10. Motivate sales force 

Important Considerat1ons in Sales Promotion Decisions 
Once the objectives are set, there are some important decision areas that must be 
considered critically: 

1. Type of' Promotion to Use: There are three types of promotions that can be used, 
singly, or in combination: 

(a) Consumer promotion 

(b) Trade promotion, <\nd 

(c) Sales force promotion 

There are two major approaches for consumer and trade promotions: 

(a) Same for less, and 



2. 

3. 

(b) More for the same 

Immedfate Value Offer vs Delayed Value Offer: Sales promotions can offer 
immediate value to consumers or the re-sellers, such as a discount, extra goods, 
or a premium. The delayed value promotions reward the consumer or re-seller 
sometime afterthe purchase of the product or service, such as rebates, contests and 
sweepstakes, frequent flier offer, or after making multiple purchases. Immediate 
value offers produce a stronger impact, stimulate customers for unplanned 
purchases, and encourage brand switching at the point-of-purchase. For example, 
there is significant brand switching in toiletries, laundry products, soft drinks, 
and cooking oils, etc. 

Price-Cut vs Extra Value Offer: The manufacturer or the retailer may offer "same 
for less" in the form of a price discount on the promoted prpduct. Or, there could 
be an offer of extra value, which would be "more for the same". For example, a 
special bonus-pack that-contains more ,quantity of the same product without any 
increase in the price, or a premium offered free with the purchased product. This 
extra value offered is independent of th•~ promoted product and has more value to 

· the customer than the cost to the marketer. Such premiums can be quite helpful in 
building the long-term brand strength of certain brands. Conswner promotfons, 
which frequently offer price cut, or ext-i-a quantity of the same product, generally 
degrade the perceived value of the brand and may weaken its brand strength. 

4. Which Product to Promote: Resellers perceive inventory risk associated with 
stocking or not stocking the product on promotion. The following conditions may 
be the cause of risk perception: 

(a) When the consumer demand for the product is unpredictable. 

(b) When the inventory holding costs are high. 

(c) When the product is seasonal. 

(d) When the product is likely to go out of fashion quickly. 

5. i oi Market Areas: Strong brands are good traffic builders and when such 
ds are inexpensive and low bulk to1 transport and store, there is considerable 

forward buying and diversion in non-d1eal areas by the trade. Sales promotions of 
similar value should be announced at the same time everywhere. Higher inventory 
risk would require that promotions bE;: developed for separate markets. Excess 
product stocks from one market can be shifted to another market with more sales 
potential. 

6. Promotion Timing, Duration, and F:requency: When the product or brand 
inventories are less than normal in trade channels, the objective of the promotion 
would be to build inventories. When the, inventories with the t:raders are high, then 
the objective would be to dear the inventories. It is inadvisable for the producer 
to announce a promotion when the ret:a.i.ler shelves are full with the competitive 
brand, because the promotion is quite likely to prove unprofitable. If the product 
use were linked to weather conditions, lthen this factor would affect the consumer 
demand and the timing of promotion. 

7. Rate of Discount, Terms and Conditions: What should be the minimum level of 
benefit in terms of price-cut or value addition that would attract the attention of 
the target customers to induce the desire·d change in purchase behaviour.? Planners 
have to ascertain the j.n.d (Weber's Law) and answer this question. 

Asmaller discount figure on high priced products would translate in high monetary 
figure and would appear significant eniou.gh to attract customer attention and is 
likely to influence purchase behaviour. In case of low priced products, a higher 
percentage figure can be associated with the purchase of multiple units of the 
product. Generally, the price elasticity of low priced products is high because 
consumers do not perceive much difforence between brands, and do not mind 
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switching to another brand. Customers can also stock more units of low priced 
and low bulk products i.n response to promotion offer. Higher discounts should be 
considered to achieve Jarge short-term sales of low priced products. Strong brands 
in general do not involve any inventory risk, serve as traffic builders, and would 
not require higher discounts. 

In case of trade promotion, the producer may specify the minimum purchase 
value or the quantity of product to avail the benefit of promotion. Payment terms 
may be specified, or the terms may be related to display arrangement and its 
timing. Consumer pr:omotion may require coupon expiry date, or rebate claim 
date. Contests and sweepstakes would require spelling out the conditions of 
participation, etc. Depending on the specific type and technique of promotion, 
market conditions, and consumer response pattern, there would be different terms 
and conditions associated with sales promotion. 

8. Protection from Competition: Sales promotions in general are easily imitated by 
competitors and legally there is nothing that any manufacturer can do about such 
moves. The very purpose of gaining short-term competitive advantage is lost to 
the manufacturer. For example, if a marketeer announces "one cake of soap.free 
with three cakes purchased" and other competitors announce the same or some 
similar deals on their brands then the ad_vantage is Jikely to be lost. One way 
to gain some protection is to develop a promotion, which would be complex to 
copy and allow reasonably lengthy start to the innovator. Another way is to join 
hands with other well-known non-competing firms and develop an exclusive 
joint promotion (tie-in promotion) that cannot be imitated in a hurry. For example, 
ArieJ and Vim.al Suiting developed a joint promotion. 

9. Promotion Evaluation: Sales effect before, during, and after the sales promotion 
can be measured by studying the sales figures. In case of objectives related to trial 
purchase, or change in consumer awareness and attitude as a result of increase in 
perceived value of the product, measurement may be difficult. 

Pretesting can be conducted by using focus groups and consumer panels. Portfolio 
test is relatively expensive but a more effective method. A portfolio of sales 
promotions is prepared and shown to consumers in person and their responses 
are noted, It is often quite helpful to evaluate the response of resellers before 
implementing the promotion programme. The simplest way is to seek resellers' 
opinion and suggestions. 

Concurrent testing is done when the sales promotion is in progress. Concurrent 
testing may permit the promotion manager to modify the sales promotion if 
needed. tn case of consumer contest the response to promotion can be adjudged by 
the number of entries recejved at some interval and if need be the contest period 
can be extended. 

Student Activity 

l. Define a Marketing Channel. 

2. Define Channel objectives of a company. 

Summary 
Distribution channels a.re composed of wholesalers, retailers etc., and facilitate 
distribution. of goods or services to ultimate customers. Channel decisions are usually 
long-term and detennine product's market presence and ensure customer's accessibility 
to the product Merchants take ownership title. Brokers, agents, and salespersons do 
not acquire title to rnerchllJldise. Producers can go direct or may involve two or more 
channel levels to serve end-users. 



Producers' select channels generally based on considerations of product characteristics, 
buyer behaviour, competition, cost effectiveness, desired control, and adaptability to 
dynamic market conditions. Motivation of channel members focuses mainly on financial 
and non-financial rewards. Dealers' performance criteria include sales target, inventory 
maintained, p romotional activ.tties, customer service, and attending training etc. 

Physical distribution manages the flow of products from producers to consumers in 
a cost-effective manner. To satisfy customers' needs, a company must set customer 
service standards. A distribution centre iis a large, private warehouse designed to 
provide movement of goods, in and out of storage as fast as possible. Fjve major modes 
of transportation indude railways, roadways, waterways, airways, and pipelines. A 
new trend is outsourcing physical distributtion. 

Sales promotion utilises a variety of incentive tools such as samples, coupons, discounts, 
premiums, refunds and rebates, contest and sweepstakes, trade deals, and sales contests 
for sales people etc. for a predetermined, :limited period of time in order to stimulate 
trial, increase consumer or trade demand, aind motivate and reward sales force, In most 
cases, the objectives are ge·nerally short-term sales related rather than long-term brand 
building. 

Keywords 
Vertical Marketing System (VMS): Vertical marketi..ngsystem refers to an arrangement in 
which the whole channel focuses on the same target market at the end of the channel. 

Corporate VMS: It refers to the producer's ownership of the entire channel, right from 
manufacturing to wholesaling, and retailing. 

Administered VMS: Administered VMS is achieved when some members because of 
their position, size and power in the indus:try are in a commandil1g position to secure 
cooperation and support from resellers at different levels. 

Contractual VMS: It consists of independerlt businesses at different levels in the channel 
including production and distribution, andl is most popular. 

Horizontal Marketing System: Horizontal marketing system occurs when two or more 
· related or uruelat€<i companies working ,at the same level come together to exploit 

marketing opportunities. 

Multichannel Marketing System: Some companies use several marketing channels 
simultaneously to reach diverse target markets. This system is also called hybrid 
channels or multichannel. 

Warehousing: Warehousing is an important physical distribution function and refers to 
the design and operation of facilities for storing and moving goods. 

Sales Promotion: Sales promotion utilises a variety of incentive tools for a predetermined, 
limited period of time in order to stimulat•e trial, increase consumer or trade demand, 
and motivate and reward sales force. 

Consumer Promotions: Sales promotions directed at end-users are called consumer 
sales promotions. 

Review Questions 
1. What are marketing channels? What is the difference between merchant middlemen 

and agent middlemen? 

2. Describe different channel systems for consumer products with examples of 
products that are distributed by these channels. 

3. Describe the major functions of marketing channels. Why are distribution channels 
more suitable for performing these futnctions? 

4. Why some marketeers use more than one channel? 
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5. Explain the difference between intensive, selective, and exclusive distribution. 

6. Under what conditions would you suggest using channels with different 
intensities? 

7. Under what conditions would using franchise system be appropri_ate? 

8. What are the most common types oi channels industrial marketeers use? Describe 
the products and situations that prompt manufacturers to use these channels. 

9. Describe the characteristics of different types of VMS. 

10. Why do conflicts develop between channel members? Suggest a method to resolve 
conflict between a producer and a wholesaler. 

11. Discuss three important consumer promotion tools. 

12, Discuss various methods of trade saJes promotions. 1n your view, which method 
is more suitable? 

Further Readings 
D. J. Bowersox and M. 8. Cooper, Strategic Marketing Channel Management, McGraw
Hill 1992. 

E. Raymond Corey, Industrial Marketing: Cases and Concepts, Prentice-Hall, 4th ed. 1991. 

Sumit K. Majumdar and Venkatram Ramaswamy, Going Direct to Market: The Influence of 
Exchange Conditions, Strategic Management Journal, June 1995. 

James D. Hlavecek and Tommy J. McCuistion, Industrial Dzstributors: When, Who, and 
How?, Harvard Business Review, March-April 1983. 

Kelly Sherm.ach, Retail Catalogues Designed to Boost In-store Sales, Marketing News, July 
3, 1995. 
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Learning Objectives 
At the conclusion of this unit, you should ibe able to: 

• Discuss communications process 

• Explain the important communications models relevant to promotion planning 

• State message related concepts 

• Discuss media and communication system1s 

• Realise how marketing communications bndget is allocated 

• Identify marketing communications mix e),ements 

• Describe selection of promotion mix and feedback 

Introduction 
The marketplace is becoming an increasingly complex arena of competitors' activities 
within a rapidly changing international environment. Companies try to be heard in 
these sophisticated and cluttered market ca,nclitions. They make every effort to speak 
with clear voices about their activities, produLcts, and services. It is critically important to 
ensure that whatever is communicated readhes their intended audiences in a clear and 
consistent manner. Communication is a uniique tool used by marketers in an attempt 
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to persuade consumers to act in a desired manner. The purpose of communications 
is to directly or indirectly influence individuals, groups, and organisations to 
facilitate exchanges by informing and persuading one or more audiences to accept a 
company's products and/or services. Organisations' indirectly influence exchanges 
by communicating suitable information about their activities and products/ services to 
interest groups such as current and-potential investors, regulatory agencies, financia l 
institutions, and society in general, Marketing communications help a company justify 
its existence and maintain a positive and healthy relationship with different groups. 

Marketing Communications 

What is Communication? 
Everyone knows what communicatjon is, yet definitions of communication vary 
in different textbooks. There always has been a search to formulate more precise 
definitions of communication. After examining 126 definitions of communication and 
Dance, Larson concluded: 

'' Although there are several points of difference in many definitions of communication, 
upon at least one aspect the vast majority of scholars seem to be in relative agreement. 
Most students view communication as a process." 

Frank X. Dance and Carl E. Larson, The Functions of Human Communications: 

A Theoretical Approach (Rinehart and Winston, 1976) 

Terence A Shimp and Wayne Delozier say, "Communication can be defined as the 
sharing of a common meaning." 

Donald Baak says, "Communication occurs when the message that was sent reaches its 
destination in a form that is understood by the intended audience." 

Communication as a process would mean that it has~ beginning, middle and ending. 
That is, communication is the transmission of a message from a sender to a receiver 
by means of a signal of some sort, sent through a channel of some sort communicating 
the intended idea and meaning. No matter how great an idea, it is useless until it 
is transmitted and understood by others. Communication must include both the 
transference and the understanding of meaning. 

The marketing communications support the marketing plan and help the target audience 
understand and believe in the advantage of marketer's offer over competition. This 
is possible only Utrough designing and implementing persuasive communicat.ions. 
Marketing communications has an external flow and an internal flow. 

External Flow 
The external flow of marketing communications is directed at the past, current and 
potential customers; at the channel members; at competing and non-competing firms 
and at various other audiences who may influence the firm's operations such as 
government agencies, private agencies and experts in the field. The communications 
mix may include advertising, personal selling, direct mail, point-of-purchase display, 
warranties, product updates and publicity, etc. Suchcommunicationshelp in developing 
and maintaining mutually healthy relationships with different audiences outside the 
company. 

Internal Flow 
This aspect of marketing communicati.ons flow involves various departments in 
the company, all the company employees and stockholders. When the company is 
introducing new produ,cts or dropping some existing products, product prices are 
revised, or company enters new markets or enters new distribution outlets, company 
employees often need to know what the marketing is doing. Convincing and persuasive 



marketing communicationscan help in influencing employee perceptions and shape their 
.morale and performance. If the employees feel that their company is producing highly 
regarded advertisements, they are motivated to work harder, their turnover decreases 
and they become a source of effective public relations. Different departments, such as 
research, engineering, production and marketing need to share product information 
among them. Stockholders also need to be informed about various marketing actions, 
as they must be comfortable with the information that marketing decisions are in their 
best interests and buying company stocks would be a positive investment. 

Communications Process 
In any communication there are four basic components, asource,a destination, a medium 
and a message (Figure 14.1). The source, as the initiator or sender of the message, may 
wish to communicate a feeling, an attitude, a belief, or some fact to another person 
or persons. To accomplish this, the initiator must fust find some way to encode the 
desired message so that it will accurately convey the message to the desired destination. 
The source may use words, pictures, symbols, some kind of familiar body language, or 
some other recognizable code or signal. Whatever the method, the important goal of the 
source or sender is to encode the .message in a way that will maximise the likelihood 
that the receiver will interpr-et it in a way -that would enable the receiver to understand 
the intended meaning. 

The source or sender must then find a suitable channel or medium through which to 
transmit the message (sent message). In marketing, the potential channel alternatives 
are many and varied; therefore, considerable deliberation must be taken to select the 
channel with characteristics most appropriate to the type of message involved. To make 
the message delivery efficient, the channel must have direct access to the receiver and 
be relatively free from noise and distortion. 
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Figure 14. l: Communications and Feedback Mechanism 
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The sent message may reach one or more receivers. Rarely, if ever, are received messages 
identical to sent messages. Channel characteristics and noise present in the system are 
important factors that account for this difference. For example, it is quite difficult to 
accurately reproduce colours and textures on audio-visual medium and in newspapers,. 
and for this reason the received message may differ from the original sent message. 

The sender's message after being received by the target audience is transformed into 
a perceived message. The perceived message (decoded message) is the outcome of 
receiver's information processing activities leading to interpretation of thoughts or 
meanings by the receiver. SeveraJ factors affect decoding. The nature of the relationship 
between the sender and receiver, the sender's and receiver's experiences, attitudes, 
values, biases and the context in which the message is perceived, will influence the 
decoded message and also i:Afluence any meaning derived by the individuaJ from it. 
Any actions OJ changes in the receiver's attitude will be the result of this perceived 
message. 

The feedback lo0p (Figure 14.1) recognises that the communications process is a 
two-way information flow, This shows that the feedback can be viewed as the beginning 
of another communication in which the receiver of the communication can be thought 
as the message sender. The sender's and receiver's roles are reversed as they interact 
with each other. The feedback mechanism helps the original sender to monitor how 
accurately the intended meaning of the message was conveyed and received. In case 
of many marketing communications, mass media is used to reach widely scattered 
audience and in such s ituations, accurate feedback information is rare and very difficult 
to obtain. 

Barriers to Communication 
The element o f noise in the communications process refers to any type of unplanned 
disruption or interference that may hinder the communications. The source of noise 
may be other competin,g messages vying for audience attention. The sender may have 
difficulty in formulating the intended message, or there may be some flaw in encoding 
the message. The.selected channel may itself be the source of noise, such as disto:t~on ~ 
in a radio or television signaJ, or distractions at the point of reception. While wat~ 
a programme on TV or listening a radio programme a problem may occur in the signal 
transmission that interferes withieception and may lessen the impact of any commercial. 
Any of the three factors, selective attention, selective distortion, or selective recall may 
play a role and as a result of this, the audience may not receive the intended message. 
SeJective attention helps audience to pay attention to only some messages. Because of 
selective distortion., the audience may distort the message to hear it the way they want 
to hear. In case of selective recalJ,audience members retain, in permanent memory, only 
a small fraction of messages that reach them. 

Barriers at the Source 
Improper derinition of objectives at the source is a barrier to effective communication. 
This faiJure is most likely to develop an ad message that does not focus on consumer 
needs. 

Barriers in Encoding 
The process of encoding could also be a possible factor for communications failure. 
Sometimes the creative people are more focused on creating an original ad message than 
in conveying meaningful product benefits. Basically, advertising creativity needs to be 
disciplined and purposeful from the marketer's point of view to offer some compelling 
reasons to cousumers to buy the product or service. A message may be very effective in 
gaining attention but may (ail in communicating the benefits to consumers. 



Barriers in Transmission 

Careful selection of media to reach the target audience is essential. Marketers must 
match the demographic and other characteristics of their user group to the profile of 
media consumers. 

Bar~iers in Decoding 

A failure to develop a distinct product posi.tioning or ad message related to consumer 
needs is likely to create barriers in the decoding process. Consumers selectively ignore 
messages that fail to stimulate their interest. Besides competitive advertising clutter, 
continued use of the same ad for a long periiod is often boring to the audience and may 
prove to be a barrier and decrease ad effectiveness, 

Communications Objecti,res (Marketing 
Communication Models) 
Marketers seek any one or rhore of the following responses to their communications: 

Cognitive Responses 
The audience should pay attention to mi~ssage and comprehend it. llis refers to 
thinking, belief, and other rational aspects. 

Affective Responses 
The message should lead to formation of new attitude or bring about a change in 
attitude. This represents feelings such as liking and preference. 
Conative or Behavioural Responses 

The message should achieve some degree- of desired change in behaviour, such as 
product trial or purchase action. 

Researchers and scholars have developed several marketing communication models 
to suggest how message recipients move through a series of sequential steps to finally 
purchase decisjon. 'Noise' due to competing messages, psychological, or social factors 
hinders the smooth progress through the stages and the probabilities of communication 
succP.ss decline in each stage, reducing the chances of actual purchase. 

Hierarchy Models· 
Marketing commtmications model implyin.g that consumers pass through a series of 
sequential steps leading to purchase of a product or service are called hierarchy models 
(Figure 14.2). The AIDA model was develop1~d in 1920s (E. K. Strong), suggesting that an 
effective sales presentation should attract a.ttention, gain interest, stimulate desire, and 
precipitate action (purchase). Ideally, an ad would prove to be really effective if it takes 
this route, however, in the real world of advertising, ads rarely take the consumer all the 
way from awareness through purdlase. Tius model, however, suggests the desirable 
qualities of an effective ad. 
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Figure 14.2: Four Best-known Hierarchy Models 

Hierarchy-of-effects Model 
Research findings in the area of consumer behaviour and communications has led 
many scholars to view communications effects in terms of hierarchy-of-effects model 
and many such models have been developed over the years. Hierarchy-of-effects model 
developed by Lavidge and Steiner has stood the test of time well and is the best known. 
'This model helps in setting promotional objectives and provides a basis for measuring 
results. This model also suggests that communication produces its effects by moving 
the consumer through a sedes of steps in a sequence from initial awareness to ultimate 
purchase of product or service. This sequential order indicates the basic premise that 
communication effects are elicited over a period of time and that advertising may not 
precipitate the desired effects immediately because a series of effects must occur before 
the consumer possibly moves to the next stage in the hierarchy. 

lnnovation .. adoption Model 
According to Everett M. Rogers, this model evolved from work on diffusion of 
innovations. The model depicts various sequential steps ,U1d stages that a consumer 
moves through in adopting a new product or service. Marketers face the challenge of 
creating awareness and interest in the product or service among target audience and 
evaluate it favourably. The best way to persuade consumers to evaluate a brand is by 
inducing product trial or sometimes product-in-use demonstration. This can lead to 
product adoption as a result of consumer satisfaction or rejection if the consumer is not 
satisfied. 

Information Processing Model 
William McGuire developed this model, which assumes that target audiences are 
information processors and problem solvers. The first three stages in the model; 
presentation, attention, and comprehension are similar to awareness and knowledge, 
and yielding means the same as liking. Up to this point, there is similarity with Lavidge 
and Steiner's model. The next stage, retention is unique to this model and is not pre~en_t 
in any other model. Retention refers to the ability of tlie consumer to accept and store in 
memory the relevant information about the product or service. Retention of information 



is important, because most communications, except some types of sales promotions, 
are designed to motivate and precipi.tate action not just i·mmediately and the retained 
information is used at a later time to make purchase decision. 

Implications for Managers 
Any stage in the response hierarchy may serve to establish communications objectives 
and the effects can be measured. The targeted audience may be at any stage in the 
hierarchy and the communicator's tasks may be different iJ1 each stage. For example, 
popular and mature brands of the company may req·uire only reminders to reinforce 
consumers' favourable perceptions. Every day there are ads about products such as, 
Coke, Pepsi, brands of toilet soaps, detergents, and many other'products, which are in 
mature category and enjoy popularity among consumers. 

If the research reveals th.at a significant number of target audience have low level of 
awareness about the brand and its benefits, then the task is to increase awareness of the 
brand, attributes, and the resulting benefits. 

All the four models presented in Figure 14.2, show that in each case the starting stage 
is cognitive, leading to affective stage and finally to conative or behavioural stage. This 
progression shows the following sequence: 

Learn ---►~ Feel ---► Do 
(Cognitive) (Affective) (Conative) 

These lraierarchy-of-effects models are sometimes referred to as standard learning 
models. The consumer is considered as an active participant and gathers information 
through active learning. This type of leam.ing is usually more relevant when consumer 
is highly involved in the purchase situation and perceives much differentiation among 
competing brands. Communjcations for these types of products or services usually 
are detailed and attempt to furnish a great deal of meaningful information to target 
audience. 

The research in the last more than two decades has shown that this high-involvement 
sequence may not hold true in case of different product categories. Some convenience 
products that are consumed daily and purchased routinely do not require high
involvement of consumers. 

Persuasive Communication 
Comnumicationamong people takes place almost constantly and in i.J\numerable number 
of ways. Persuasive communication, however, is a spedfic type of communication in 
promotion. If a particular ad is intended to achieve an intermediate objective, such as 
to build awareness, deliver information, or remind the target audience, the ultimate 
objective of promotional strategy is to persuade the audience towards some desired 
goal of the marketer. Persuasion through advertising or PR/publicity requires longer 
period of time and may involve several intermediate steps, while personal selling or 
sales promotions take much less time and a shorter route. 

Message Design 
Marketing is all about satisfying consumer needs and wants at a proht and at the 
same time protecting the larger and long-run interests of society. The message is often 
considered as the most vital component in. the communications process. The message 
is the though~, idea, attitude, image, or other information that the marketer wishes to 
convey to the targeted audience. How a message is presented is critically important in 
determining lts effectiveness. Brand or promotion managers must focus on what will 
be the message content, how this information will be structured for communication and 
what kind of message appeal will be appropriate. 
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Message Appeals 
Through the use of a variety of appeals, a marketer attempts to communicate and 
influence the purchase and consumption behaviour of the existing and potential 
consumers. One of the most critical decisions about message design involves the 
choice of an appropriate appeal. Some communications are designed with the intent 
of appealing to the rational, logical aspect of the consumers' decision-making process, 
and others attempt to stimulate consumers' feelings with the intent of evoking some 
desired emotional response. Many professionals believe that effective promotional 
message is created by combining practical reasons for purchasing a product or service 
with emotional values of the audience. 

Often the promotional appeal_s are _classified as rational appeals, emotional appeals, and 
moral appeals. Rational appeals are those that focus on the audience's self-interest and 
are directed at the thinking aspect of decision-making process. Such appeals attempt 
to show that the product or service will produce the desired benefits. Examples are 
ad messages that promise economy, assurance of resale value, quality, durability, 
reHability, and ease of use, etc, Rational appeals are particularly relevant for ind us trial 
buyers who choose products according to some of the mentioned criteria. In case of 
general consumers, they confidently rationalise most of their purchases even when the 
purchase decisions are based on emotional grounds. Most of us probably have a keen 
desire to be regarded as rational human beings and for this reason we usually extend 
socially acceptable reasons for our purchases. 

Emotional _ appeals are put under two categories: positive emotional appeals, and 
negative emotional appeals, depending on what kind of emotions are to be triggered. 
Love, affection, joy, pride, humour, prestige, status, etc., are some examples of positive 
emotiona l appeals. Examples of negative emotional appeals are fear, shame, guilt, 
embarrassment, rejection, etc. Such appeals motivate audience to do things they should 
do, such as deaning teeth (Colgate commercial), or to stop doing things they should 
not, such as smoking and using other tobacco products. 

Moral appeals attempt to draw audience a ttention to what is "right." Moral appeals are 
generally used to urge people to support .social causes such as, envfronmental concerns, 
population explosion, donating money to help victims of some natural calamjty, or 
equal status for women, etc. The aim of all marketing communications is to capture 
audience attention, hold interest, precipitate their desire, and elicit desired action. 
This requires focusing on four. important message issues: what should be said, how 
should it be said and what would be the message execution style, and who should say 
it (spokesperson). 

Message Structure 
Message structure refers to how the elements of a message are organised. Extensive 
research has been conducted to understand how the message structure influences 
its effectiveness and includes message sidedness, order-of-presentation, conclusion. 
drawing and verbal versus visual message characteristics. 

Message Sidedness 
A message can be either one-sided or two-sided. A one-sided message rnentions only 
benefits or positive attributes of the p roduct or service. For example, advertisements of 
Maruti 800 only address its advantages and don' t mention any possible weaknesses. 
If the audience is favourably predisposed, or if i t is not likely to hear an opposing 
argument, the~ a one-sided message is most effective. A two-sided message presents 
not only the strong points of the product or service, but also admits to any weaknesses. 
The negative part of the information ~s. usually relatively unimportant compared to 
positive information. Such messages become more effective because they help increase 
the source credibility and there.by reduce resistance to message acceptance. 



Two-sided messages can be refutational or non-refutational. In a refutational message, 
the negative information is presented firs1t then refuted. On the other hand, a non
refutational message would simply mention various pros and cons about the product 
or service in a straightforward manner. 

Two-sided messages are often seen in- the case of comparative advertising, where the 
name of one or more competitors are openJy mentioned for the purpose of claiming 
overall superiority or superiority on a selective attribute basis. To enhance credibility, 
the advertiser usually mentions an independent research organisation as the supplier 
of comparison data. 

One-sided messages tend to confirm what the audiences already believe about the brand 
and therefore consumers generate cognitive responses in the form of support arguments, 
which reinforce their initial position. When theaudlencesarenotfavourably predjsposed, 
a two-sided message is more effective because it acknowledges their initial position and 
the consumers tend to view the advertiser .as more honest or credible. This minimises 
the audience's use of counter arguments as the advertiser is perceived trustworthy, 
which should then result in more acceptabillity of the advertiser's message. 

Order of Presentation 
Order of presentation of message arguments is an important consideration in the design 
of promotional message (Figure 1,4.3). Important message arguments can be presented 
in the beginning of the message, in the midclle, or at the end. Research show,s that items 
presented in the beginning or the end of the message aie remembered better and stand 
a much better chance of recall than those p11esented in the middle. 

Climax versus Anticlimax OrCJFer 
When the strongest message arguments ar!? presented at the end of the message, it is 
called climax order. But when the most important message points are presented at the 
beginning of the message, it is referred to as anticlimax order. 

The main message points when presented in the middle are called pyramidal order. 
Based on research fmdings, the following guidelines can help in deciding the message 
order. 

• When the audience is likely to have low-involvement in a product category, an 
anticlimax order tends to be most effective. 

• In case of audiences having high level of interest in the product category, a climax 
order tends· to be most effective. 

• The least effective order of presentation is believed to be pyramidal order. 

Strong Strong Strong 

Strength of Strength of -~ Strength of I\ Argument Argument Argument 

Weak Weak Weak 

Time Time Time 
a. Climax Order b. 1".nlicllmax Order c. Pyramidal Order 

Figure 14.3: Grophicol Present1Jtion of Three Message Orders 

Recency and Primacy Effects 
When many competing messages are involved, as is the case in print or TV ads, different 
advertisers often consider primacy effect ar)d recency effect. The primacy effect occurs 
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when the message presented first creates greater opinion or attitude change. But if 
the message arguments presented last produce greater opinion or attitude change, it 
is recency effect. lt appears that both primacy and recency effects work at different 
times. So far, research findings are not conclusive on this issue. There are advertisers 
who believe either in primacy or the recency effect and accordingly decide about the 
message order or the ad placement. · 

Conclusion Drawing 
It is an important issue for marketers to decide whether the message should allow the 
audience to draw their own conclusions about the product or service or the message 
should draw a firm conclusion for the audience. Research shows that drawing a firm 
conclusion or leaving the conclusion drawing to audience largely depends on the nature 
of target audience, the type of product or service and the nature of communication 
situation. 

Sometimes, conclusion drawing may be affected by the complexity of the product where 
even the highly educated audience may need assistance. For example, in the present 
conditions in our country, many highly educated people, in certain disciplines, may not 
be fuUy conversant with the complexities of computers. 

Verbal versus Visual Messages Characteristics 
No one can deny the importance of visual and non-verbal elements in advertising. A 
good number of ads use very little written information and mainly focus on visual 
elements to covey the message. Pictures used in ads convey meaningful information 
and also reinforce the ad claims. According to Andrew A. Mitchell, the verbal and 
visual portions in an ad have their influem:e on ad processing by audiences, who often 
develop imag~ based on illustrations and pictures. Research by H. Rao Unnava and 
Robert E. Bumkrant has shown that verbal information was low in imagery value while 
the pictures providing examples increased immediate as well as delayed recall of the 
product attributes. Advertisers often create ads where the visual image supports the 
verbaJ appeal to develop strong a'nd persuasive impressions in the audience's mind. 

Message Source 
The company seeking to promote a product or service is the ultimate message source. 
Sometimes t(1e message source identity may be quite clear, but at other times the 
company may use some distinctive individuals as the apparent message source. A 
message source is quite distinct from the message itself and the distinct individual may 
have considerable impact on the communication effectiveness. If the target audience 
identify with endorser and perceive closer link between the source personality and a 
product, the stronger the message effect. Quite a few companies marketing consumer 
durable and non-durable produc,fs are using popular sports persons and film stars in· 
their advertising to endorse their products. It has been a common sight to see Sachin 
Tendulkar, Rahul Dravid, Saurav Ganguly, Amitabh Bachchan, Shahrukh Khan and 
many others - the list goes on and on -endorsing some well-known brands. Companies 
expect to derive three types of benefits from endorsers: 

• Endorsers increase viewing of TV ads and readership of newspapers and 
magazines, etc. 

• Endorsers can influence positive attitude change towards a company and its 
brands because of their credibility. 

• Endorser's perceived personality characteristics can get associated with a brand's 
imagery. 

Source Credibility: Source credibility means the extent to which the audience perceives 
the source as having relevant knowledge, expertise, or experience and believe that the 
source will provide unbiased and objective information about the. product or service. 



Source Expertise 

Research findings show that expert and trustworthy endorsers are more persuasive 
than others considered Jess knowledgeable or trustworthy. A credible source's message 
influences beliefs, opinions, attitudes and behaviour because the audience believes that 
information from such a source is accurate .and becomes integrated in the belief system 
of individuals and may be maintained even after the message source is forgotten. An 
expert is likely to be the best choice when the product nature is technical and consumers 
need to be assured about safety and reliability. Th.is is a typically high-involvement 
decision situation and consumers need solid reassurance. 

Marketers use a number of approaches to communicate source expertise. Endorsers are 
often chosen for their expertise and expe(i,~nce iJJ a particul,ar product or service area. 
The sources can be scientists, doctors, professors, engjneers, athletes, famous musicians, 
artists, a typical housewife and many others. Research shows that celebrity endorsers 
are most persuasive when they are knowledgeable, qualified and experienced to talk 
about what they are endorsing. 

Source Trustworthiness 

Expertise is fine, but consumers must also be convinced about the expert's 
trustworthiness. Finding endorsers with an image of being tmstworthy is at times 
difficult. Such figures hesitate to endorse a brand because of the potential effect on their 
reputation and image. It often helps if trustworthy individuals say things that are not 
only favourable to the brand but also talk about some insignificant limitation of the 
product, as no product can be thought to bi~ one hundred per cent perfect. 

Another approach to enhancing credibility is to use the company chairman or chief 
executive officer as the spokesperson in the firm's advertising. Many advertisers 
believe that the ultimate commitment to q1uaJity and customer service is to use CEO 
or the company president as the spokesperson. Eric Reidenback and Robert Pitts have 
suggested that ·the use of company president or CEO can improve consumer attitudes 
and increase the likelihood that they will enquire about the company's product or 
service. For example, the ad of Khaitan Marathon fan used the Khaitan chairman as the 
spokesperson. 

Marketers use a typical satisfied consumer (Lalitaji in Surf ad), which often is the best 
choice when consumers strongly identify with the role involved. A typical satisfied 
consumer is considered as sincere and trustworthy. 

Source Attractiveness 

Attractiveness of a source surrottnds similarity, familiarity and likeability. Similarity 
is an assumed resemblance between the source and the members of audience and 
familiarity means the knowledge of the source through exposure. Likeability is the 
affection developed for lhe message source as a result of physical appearance and 
behavioural aspects. Consumers often admire the source's looks and other personality 
traits and thus the source's a ttractiveness becomes persuasive through a process of 
identification. This means that the audienc1~ develops a need to search for some type of 
resemblance or relationship with the source. 

Overexposure 
According to Valerie Folkes, consumers are often sceptical of endorsers because they 
know that the endorsers are paid to appear in an ad. Th.is problem is relatively more 
serious when the same endorser appears in ads by different companies, leading to 
overexposure. Marketers often include some dause in the contract banning the endorser 
from appearing in any other ad for a peri()d of tune to check overexposure, but such 
clauses are generally expensive. When a celebrity appea.rs in many different ads, the 
credibility of the endorser goes down. It is not unusual, to v iew in TV commerciaJs in 
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our cmmtry the same rather senior looking lady in the role of a mother, or mother-in
law endorsing a detergent, a cooking medium, a hair-oil or an Ayurvedic cough-remedy. 
The same familiar faces are seen in too many ads for d ifferent products. The point being 
emphasised is that consumers are unlikely to be impressed with such ads. 

Likeability 

Advertisers often use physicaJJy attractive persons in their ads as a passive or decorative 
model to compel audience attention. Attractiveness generates positive in.fl uence and can 
lead to favourable evaluations of products as well as ads. The relevance and suitability 
of the model depends on the nature of the product. For example, Cindy Crawford 
appears in Revlon ads. Since physical appearance is quite relevant for cosmetics and 
fashion clothing, a ttractive female models are more appropriate for such products. 

Message Execution Style 
The message needs to be powerfully p resented with regard to headline, copy, visuals, 
colour, sounds, and non-verbal clues. William Bernbach strongly believed that the 
element of message execution )s just as important as the message. There are various 
ways in which a message can be presented in different promotion mix elements, such as 
factual message,scientific or technical evidence, testimonial, demonstration, comparison, 
slice-of-life, lifestyle, fantasy, humour, etc. 

Communications Media 
In an advertising context, the medium means the channel used to communicate the 
messages, for example, the broadcast media and the print media. Both these media 
are non-personal in nature. The various merua used by advertisers to communicate 
with audiences are different in a number of aspects, such as the type of audience, the 
number of audience they can reach, costs and qualitative factors1 etc. There are basic 
differences among media concerning the rate and the manner in which the information 
is communicated and can be processed by audiences. When the readers are jn a position 
to read as long as they desire and process the ad message at their own convenience, such 
as ads appearing in newspapers, magazines, or direct mall, the information processing 
is 'self-paced'. On the other hand and in sharp contrast, the information from broadcast 
media of television and radio cannot be processed at the audiences' convenience because 
it is 'externally paced' and the rate of transmission of the messages is controlled by the 
medium itself. These differences in the processing rate for print and broadcast media 
are important and have significant implications for advertisers in media choice. In case 
of personal seUing, the salesperson is the message carrier and can make adjustments 
according to the situation and customer requirements. This allows face-to-face dialogue 
between the salesperson and the customer. 

Print media offers the advantage of being self-paced and makes it easier for the 
message recipients to read and process a detailed and complex ad message. It is often 
advantageous for advertisers to use print media in case of high-involvement products 
that require a rather Lengthy copy in an attempt to communicate detailed information. 
Broadcast media, jn most cases, are more appropriate for shorter messages. For example, 
TV is more suitable when pictorial information along with words and movement is 
important. Often shorter and attention arresting messages on broadcast media are 
followed by print ads to furnish more detailed and complex information. For immediate 
recognition of the ad message in print, advertisers use the same version of the ad as in 
broadcast media. 

Marshall McLuhan says, "The medium is the message." This means that an ad message is 
interpreted and influenced by the environment in which it is received and communicates 
an image that is independent of the message content. This effect is known as qualitative 
media effect. For example, the ad for a des.igner dress for women is likely to have more 
of an impact in a magazine like FemiI\a ot Vogue than India Today or Reader's Dtgest 



The image of media vehicle is independent of the type of message it carries and can 
have significant effect on reactions to message. 

Advertisers are also concerned with clutter in media environment. Besides the actual 
programmes in broadcast media-, there are large numbers of commercials competing 
for the consumers' attention. This clutter is quite annoying to consumers and poses 
difficulties to advertisers in effectively communicating ad messages. TI1e problem is 
more intense during prime time or popular TV shows due to the increasingly popular 
trend of shorter commercials of 10 or JS seconds duration. 

Types of Communications Systems 
Different communications systems vary in complexity, level of communicator and 
receiver contact, feedback time and adjusting to feedback. The types of communication 
can be basically classified under two heads, interpersonal communication and 
impersonal communication. The impact and influence of each differs significantly. 

Interpersonal Communication 
Communication occurring at a personal level between two or more people is termed 
as interpersonal communication. This communication may be face to face between two 
people, on the telephone, or through mail. 

Wormal communication conceming products or services is more likely between two 
friends. Such word-of-mouth communication is likely to be highly persuasive because 
one friend apparently has nothing to gain from the other friend's future reactions. For 
this reason, marketers ~lise that positive word of mouth about their product or service 
can be very beneficial. On the other hand, negative word of mouth can be disastrous, 
more so because it is difficult for marketers to control this s ituation. In many situations 
of high-involvement purchases or before buying services, consumers often rely more on 
informal communication. 

Tobie 14.1: Choroderrstics of Different Types of Communications Systems 

Communication Characteristics 

Types or Communications Complexily Contact Feedbacl< ume Adjustments 

Mass Communicallon High Low Long Low 

Interpersonal Low High Short High 

- ---
Organisational Moderate Moderate Moderate Moderate 

Public Communication High LOIN Long Moderate 

Formal interpersonal communication takes place between a salesperson and a potential 
customer. The salesperson is the sender of the message and the customer is the receiver. 
This communication, when face to face, tends to be moreeffe.ctive because the salesperson 
can immediately notice the customer's reaction, verbal or non~verbal, indicating 
whether the intended message is received. In case of telephonic communication, only 
the words or voice tones, etc., do provide quick feedback Mail aJso permits feedback 
but it is slower and much depends on the receiver's willingness and ability to answer. 

Marketers are incre.isingly realising that non~verbal messages are sometimes more 
important than verbal messages particularly in personal selling and advertising. 

Feedback, bcith verbal and non-verbal, in interpersonal communkations, enables the 
message initiator to have some indication concerning acceptance of message a.nd if 
required, the sender can explain, repeat, or modify the message in more detail. Marketing 
communicators are generally quite a ttentive to feedback and modify messages based on 
what they see or hear from the audience. It is only through feedback that the message 
initiator can know the impact of intended message and for thls reason feedback has 
been shown as an integral part of communications model. 
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Impersonal Communication 
Communications directed to large and scattered audience is called impersonal 
communications. An example of impersonal communications is mass communication, 
such as advertising or publicity. There is no direct contact between the sender and the 
receiver. The organisations, both for profit and non-profit, are usually the source of 
mass communications. They develop and transmit suitable messages through specific 
departments or spokespersons. These messages are usually meant to reach targeted 
audience or audiences to inform, influence, or persuade them. For example, a toilet 
soap or detergent marketer may wish to persuade individuals and households to use its 
brand of toilet soap or detergent. GeneraJJy, the objective of marketing communications 
is to induce purchase of a product, to create a positive attitude toward its product, to 
impart the product a symbolic meaning, or to convince that it can satisfy consumers' 
needs or wants in a better way than the competitive products. 

The typical mass media used are newspapers, magazines, billboards, radio, television 
and transit media, etc. Mass communication is used both by profit and non-profit 
organisations. Marketing organisations use mass communication usually for commercial 
purposes, while non-proiit organizations' objectives are social or cultural in nature. 

Budget Allocation to Marketing Communications 
Rarely, if ever, are theoretical approaches to budgeting used. In practice, firms use one 
or more methods developed th.rough practice and experience that have been somewhat 
resistant to change for more than a decade. Some firms use more than one method, and 
approaches to budgeting vary among companies depending on size and sophistication 
of the company. 

Top-down approach Build-up approach 

Top management sets COmmunicatlons 
the spending t1mtt. ebJect1ves are set. 

+ 
Actlv,tles r,eeessary to 
achieve obJenttves are 

planned 

t 
COsts of different 

eommuolcatio!\s elements 
are budgeted. 

i 
{Communications budget) 
budget set to stay within 

allocation limits. 

l,Total oommun1c:allons budget) 
budget is approved by top 

managemenl 

Figure 14.4: Top-down and build-up Budgeting Approaches 

In practice, companies use two totally different approaches to budget" setting, top
down approach and build-up approach (also called bottom-up approach). In case of 
top-down approach, the budgetary amount is established by higher management and 
passed down to various departments. There is no real theoretical base for th.is approach. 
Top-down methods of budgeting include the affordable method, arbitrary allocation, 
percentage of sales, and competitive parity method. 



Top-down methods are judgmental in approach and the budget is apparently not linked 
to the objectives and the stra tegies decided to attain them. The build-up approach takes 
into account the company's communications objectives and budget is allocated on the 
basis of what is considered essential to accomplish the goals. This approach includes 
objective and task method, and quantitative models. 

The affordable method (also called all-you-can-afford method): This is quite a simple 
method. After all other allocations have been made to cover other relevant company 
expenditures whatever is left is allocated to communications considering that this is 
what the firm can afford to spend. No consideration is given to what is expected of 
communications. One may reasonably think that the chances of under or overspending 
are high with this method. 

This approach is fairly common among small firms; high-tech firms in particular focus 
on new product development and engineering and believe that if the product were 
good it would sell on its own. Surprisingly, this method often produces good results. If 
a company is doing proper allocation to other elements of business, then probably the 
amount left over for communications is adequate to meet the company's advertising 
needs. 

The thinking seems to be "we can't be hurt with this method as we are allocating what 
we can afford and not get into any financial problems." This method is not based on 
sound decision-making principles. 

Arbitrary Allocation 
This method of budget allocation seems to have no theoretical basis. The management 
determines the budget on the basis of what is felt to be necessary, however, there are 
no criteria to defining what is reaJly meant by "necessary" in the context of advertising 
budget allocation. This method does not offer any advantages but is used by many firms. 
It lacks any systematic thinking that may reflect some relationship with advertising 
objectives. Probably the managers believe that some amount should be spent on 
advertising and pick up a figure as advertising budget. Apparently there is no basis to 
explain this approach. 

Percentage of Sales Method 
Of all the methods developed and used to determine the marketing communications 
budget, probably the percentage of sales is the most commonly used method, especially 
by large and medium sized companies. The basis is the total sales of the brand or 
product. 

Ir, its simplest application, a fixed percentage of last year's sales figure is allocated as 
the budget. A variation of this is method is to use a percentage of the projected sales 
figures of the next year as the base. Yet another variation is to calculate the average 
sales of the last several years to decide budget allocation. In another slightly different 
approach, a fixed amount of the unit product cost is taken as the communication mix 
expense and multiplied by the number of projected sales units. 

For example, if the total sales in 2001-2002 were t 1000,000. The budget may be 
decided as 10% of this figure for 2002-2003, which would bet 100,000 (10% of 1000,000 
= J00,000). In case the ad budget is to be decided on the basis of sal'es units, let us 
assume the manufacturing cost per pair of jeans is f 200 and the money allocated 
per unit is f 20. The projected sales figure is 50,000 jeans for the coming year, then 
the total communications budget can be easily calculated and would be t 1000,000 
{50,000 X 20 = 1000,000). • 

Competitive Parity Method 
Many advertisers base their· promotion mix budget allocation on competitor's 
expenditures. Such information is easily available in trade journals and business 
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magazines. Adopting this approach, managers decide budget amounts by matching 
competitor's percentage-of-sales allocations. The logic behind this approach is that the 
collective wisdom of the firms probably generates communications budgets that are 
quite close to optimal. Not everyone would be too far from what is adequate in a given 
industry. This method also takes into view the competition leading to stability in the 
markt?t-place and minimising the chances of promotional wars. 

There are disc1dvantages in using competitive parity method. First, it ignores the fact 
that each firm allocates budget to accomplish specific communications objectives to 
solve certain problems or to take advantage of the present or emerging opportunities. 
The inherent assumption seems to be that all the firms have similar communications 
objectives, a.1:1d their allocations are correct, which may be far from reality. Second, the 
method assumes that all firms will have equally effective communications programmes 
because the expenditures are similar and ignores the contributions of media and creative 
executions. 

Objective and Task Method 
Setting objectives and budget decision are linked together and should be considered 
simultaneously. For example, it does not make sense to have an objective of creating 
awareness among 200 million audiences in the target market unless the firm is prepared 
to allocate minimal budget amount required to achieve this goal. The objective and task 
method is based on build-up approach. Three steps need to be taken: 

• Defining the cornm.unications objectives to be accomplished, 

• Deciding specific strategies and tasks necessary to achieve them, and 

• Estimating the costs involved in putting these strategies and tasks in operation_ 

The total of all the associated costs is the base to determine the advertising budget. 

Implementation of objective and task method in determining the communications 
budget requires a hjgher degree of managerial involvement. The whole process must 
be monitored throughout l<:eeping in view how well the objectives are attained and 
suitable changes in strategies made, if deemed necessary. This approach represents an 
attempt to introduce intervening variables such as awareness, knowledge, or attitude 
formation, etc., which are presumed to be indkators of immediate and, future sales. 

Experimental Approach 
The promotion or brand manager uses tests and experiments .in one or more selected 
market areas. The purpose is to determine the impact of input variations that might 
be used. The feedback data from these experiments and tests is used in determining 
the non•personal me'thods of communications budget. A brand may be simultaneously 
tested in several market areas with similar population, level of brand usage and brand 
share. Different expenditure levels are kept for each market. Brand awareness and 
sales levels, etc., are measured before, during, and after the test in each market. Results 
are compared and estimates can be developed on how the budget variations might 
influence the communications results nationwide. The managers may decide any level 
of budget depending on the firm's advertising objectives. Apparently, the experimental 
approach removes the difficulties faced by other budgeting methods. 

The major drawbacks of this approach are the expenses and time involved. The advertiser 
also cannot control the environmentaJ variables that may influence the outcome of such 
tests. The development and use of quantitative techniques, which are often used iii 
deciding advertising and other budget allocations but have met with limited success. 

Marketing Communications Mix 
The major elements of marketing communications mix (also called promotion mix) 
include advertising, sales promotion, personal selling, pub.lie relations artd publicity, and 



direct marketing. Each element of comrnunications mfa has its own unique attributes 
and associated costs. 

Advertising 

Advertising is any paid form of non-personal mass communication through various 
media to present and promote products, s◄~rvices, and ideas, etc. by an identified 
sponsor. 

Advertising can be extremely cost effective because it can reach a large population _at 
a low cost per person and the message can b,~ repeated several times. TV commercials 
combine movement, visuals, sound, and colour. A company can attempt to enhance its 
own image and that of its brand by including celebrity endorsers in its ads appearing 
in various media, · 

TV advertising is expensive in terms of actual target audience reached. TV commercials 
are usually very brief to furnish meaningful :informatioo to audience. Advertising can 
rarely provide rapid feedback, measuring its effect on sales is difficult. Advertising 
clutter in almost all media is making advertising less capable of attracting consumer 
attention. 

Sales Promotion 
More recently, the Council of Sales Promotion Agencies has offered a more comprehensive 
definition, "Sales promotion is a marketing discipline that utilises a variety of incentive 
techniques to structure sales-related programmes targeted to customets, trade, and/ 
or sales levels that generate a specific, measuLrable action or response for a product or 
service." 

Examples of sales promotions include freE~ samples, discounts, rebates, coupons, 
contests and sweepstakes, premjums, scratch cards, exchange offers, early bird prizes, 
various trade deals, etc. All such offers generally include specified limits, sach as offer 
expiry date or a limited quantity of merchand ise. Sales promotions are aimed at either 
increasing immediate sales, to increase support among marketer's sales force, or gain 
the support of resellers of company product. 

Personal Selling 
Personal selling is a face-to-face paid personaJ communication and aims to inform and 
persuade prospects and customers to purchase products, services, or accept ideas of 
issues. It involves more specific communication aimed a t one or several persons. 

Personal setling is most effective but also mme expensive than other promotion mix 
elements. It provides immediate feedback, a l1C1wing sellers to adjust their sales messages 
to improve the impact on customers. Personal selling helps sales people to determine 
and respond to customers' information needs, and also interpret body language. 

Public Relations and Publicity 
Public relations is a broad set of communication activities employed to create and 
maintain favourable relationships with employees, shareholders, suppliers, meclia, 
educators, potential investors, financial institutions, government agencies and 
officials, and society in general, such as annual reports, brochurt?S, events sponsorship, 
sponsorship of various programmes benefici,il for society. 

Publicity is a tool of public relations. It is noin-personal mass communication,, but not 
paid for by the benefiting organisation for the media space or time. It appears in the 
form of news story about an organisation, its products, or activities. Some common 
tools of publicity include news releases, press, conferences, and feature articles. 

Unpleasant situations arising as a result ofneg.aUveevents may precipitate unfavourable 
public reactions for an organisation. To minimise the negative effects of such situations 
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leading to unfavourable ·coverage, companies have policies and procedures in p lace to 
help manage any such public relations problems. 

Direct Marketing 

Direct marketing is vending products to customers without the use of channel members. 
It is a system by which firms communicate directly with target customers to generate 
the response or transaction. The response may be to generate an inguiry, a purchase, or 
even a vote. Direct marketing uses a set of direct-response media, such as direct mail, 
telephone, interactive TV, print, Internet, etc. Through these media, 'direct marketers 
implement the communication process. 

Most companies use primarily conventional promotion mix elements to move products 
through intermediaries, many companies are adopting direct marketing as well to reach 
customers directly to generate immediate behavioural response. 

Selection of Promotional Mix 
Different organisations vary in their composition of promotion mix. No matter which 
element of promotion mix or a combination they choose, they aim to inform, persuade, 
or move customer closer to making a buying decision. Depending o.n the type of 
customers and the kind of product, consumers sometimes rely to some extent on word
of-mouth communication from personal sources. 

Product Characteristics 
Promotion mix fo.r non-durable consumer products includes advertising, sales 
promotion, personal selling, and public relations. Many other products used both by 
personal consumers and also by industrial buyers such as computers, get advertising, 
sales prbmotion, and personal selling. Advertising and personal selling is used for 
many consumer durable products such as home appliances, autos, tractors, housing, 
etc. Industrial products, such as aircraft and heavy earth-moving and construction 
equipment are mainly soJd through personal selling. 

Product life cycle stage is another consideration. During the introductory stage, 
adve,rtising and publicity are most cost-effective. Advertising and publicity are powerful 
tools for creating awareness. Personal selling is very helpful in creating comp.rehension 
among consumers and gaining distribution coverage. Sales promotion can induce trial 
during introduc:tory stage o{ life cycle. During growth and maturity stages of consumer 
products, heavy emphasis on advertising becomes necessary and in some cases sales 
promotion is also used. Industrial products during these stages often reguire personal 
selling coupled with sales· promotion. During decline stage, firms generally decrease 
promotfonal support, particularly advertising. 

Market Characteristics 
This aspect is particuJa.rly important for industrial products. Allocation of promotional 
funds in order of priority goes to personal selling, advertising, sales promotion, and 
public relations. 1f business buyers are located only in oertain geographic areas, and 
are large buyers then personal selling is more cost effective. Companies operating in 
consumer markets, allocate more funds to sales promotion, advertising, personal selling, 
and public relations in order of priority. Generally, personal selling is more appropriate 
for high involvement expensive, complex, and risky products. 

Pull and Push Strategies 
Promotion mix decisions also depend on the choice of promotion strategy. Tn case of 
pull strategy, a marketer directs Its communications to consumers to develop strong 
copsumer demand for tl:te product or service. This is primarily accomplished through 
adv~rtising and sales promotion. This induces consumers to ask resellers of the 



product. Retailers in tum go to wholesalers or the producer to buy the products. This 
strategy intends to pull the goods down through the channel by creating demand at the 
consumer level. This strategy suits strong high-involvement brands, when conswners 
perceive high differentiation between brands✓ and the brand choice is made before going 
to the store. With push strategyj the manufactui:er promotes the product only to the next 
institution down the marketing channel. Each channel member promotes to the next 
channel members down the line. This strategy usually involves using personal selling 
and trade sales promotions to motivate resellers to stock the product and sell the product 
to' consumers. In certain cases, retailers pass on part of the benefit to consumers to clear 
the stocks early. Push strategy is suitable whern the brand loyalty is low, consumers are 
aware of brand benefits, and purchase dedsioi•s are made in the store. 

Integrated Marketing Com1nunications 
Different marketing and communication functions are generally managed as totally 
separate entities and such companies do not realise that marketing communication 
tools should be coordinated for communicatjo,n effectiveness and present a consistent 
image to target markets. 

Many companies recognise the need for incre~ased strategic coordination of different 
promotional elements. Integrated i:narketing communication (IMC) is an attempt 
to coordinate various marketing and promotional activities to make marketing 
communication to target customers more effective and efficient. The first definition of 
IMC by American Association of Advertising l ~gencies says: 

" ... a concept of marketing communications p.lanning that recognises the added value 
of a comprehensive plan that evaluates the strategic roles ofa variety of communication 
disciplines - for example, general advertising, direct response, sales promotion, and 
public relations - and combines these disciplines to provide clarity, consistency, and 
maximum communications impact." 

What marketers must understand is thateveryth.ing they door do not do sends a message. 
Every corporate activity has a message component. According to Duncan and Moriarty, 
consumers and other stakeholders receive f,our company /brand related messages 
(figure 14.5). 

1. 
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Figure 14.5: Say, Do, Confirm Modef 

Planned messages: Planned messages are say messages, representing what 
companies say about sell. These messages represent typical marketing 
communications such as advertising, personal selling, sales promotion, direct 
marketing, publicityf etc. Such messages ,often have the least impact because they 
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2. Product messages: Product or service messages are do messages, as they 
communicate what the company does. Messages from product, its price, and 
distribution elements are referred to as the product messages. Customers and 
others receive totally different messages from t 75 \akh BMW and '( 2.36 lakh 
Maruti 800. Product messages cause great impact because when a product performs 
as promised, the consumer gets a positive and reinforcing message. On the other 
and, if there is gap between the product's performance and the communicated 
promises, the customer is more likely to get a negative message. 

3. Service niessages: Company's employee interactions with consumers also become 
a source of messages. In many service-providing companies, customer service 
personnel are supervised by operations, and not marketing. The service rendered 
sends messages, which have greater impact than the planned messages. 

4. Unplanned messages: Such messages are con.firm messages as they represent what 
others say and confirm/not confirm about what the company says and does. 
Companies have l\ttle or no control over the unplanned messages that result from 
employee gossip, news stories not under the control of the company, comments 
that traders or competitors pass on, word-of-mouth conunw1ications, or major 
disasters. These unplanned messages, favourable or unfavourable, may influence 
consumer attitudes guite significantly. 

The objectives of integrated marketing communications are to coordinate all of a 
company's marketing and promotional efforts to project and reinforce a consistent, 
unified image of the company or its brands to the market-place. The IMC approach 
is an attempt to improve over the traditional method of treating promotion elements 
as totally separate activities. IMC is increasingly helping companies to develop most 
suitab.le and effective methods to contact customers and other interested groups. 

Communications Feedback 
Feedback helps marketers to evaluate the effectiveness of marketing communication. 
lt is difficult in most cases to determine the effect of advertising alone on consumer 
purchase behaviour and due to this reason marketers determine whether the ad results 
in exposure, attention, comprehension, message acceptance and retention. 

Measurement of Audience-exposure 
Exposure to a message can be measured by faking into account the circulation figures of 
print media and programme rating for broadcast media. These figures are conveniently 
available for newspapers, magazines and for difff rent broadcast media programmes. 

Measurement of Audience-attention 
These figures are measured by recognition of a message by the audience. Consumers 
are asked whether they have seen a particular message and can they associate it with a 
brand or manufacturer. Research agencies conduct recall and recognition tests in case of 
broadcast media to ascertain whether consumers recalled relevant message regarding 
the brand or company. 

Measurement of Audience-comprehension 
This is measured with the help of aided or unaided recall tests for specific message 
points in the communication. Researchers probe consumers to determine the level of 
comprehension of a message. 



Measurement of Audience's ME~ssage Acceptance_ 
Consumers' attitudes towards the brand are a good indicator of message impact. 
This can be done by measuring their attitudes. towards the brand before and after the 
exposure to ad message. Researchers compare matched groups of consumers exposed 
to the message and those not exposed to the message to determine the impact of 
advertisement on audience attitudes. 

Measurement of Audience's Me,ssage-retention 
Average consumers are likely to retain a message in their memory if it was successful in 
making an impact. They do not pay attention to messages that are not relevant to them. 
They are also likely to forget messages over time unless they are repeated. 

William J. McGuire has presented an advertising processing model that depicts the 
types of feedback that each step can possibly provide. These steps typically assume that 
as consumers move from exposure to other intervening steps, the probability that they 
will buy the promoted product increases with each succeeding step (Figure 14.6). 
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figure 14.6; Decoding Process and Feedback 

Purchase 
Bel'8Vlour 

Technological developments have created opportunities to help in establishing a 
link between consumers' exposure to company or brand related messages and their 
subsequent attitudes and purchase behaviour. In case of company products, electronic 
scanners record sales at checkout counters and furnish useful data. 

Despite several developments, it is still difficult to precisely record the impact of 
advertising and other promotions on consumer purchase behaviour. A major reason is 
that besides marketing communications, there are several other variables that influence 
consumers'. purchase behaviour. 

Student A4:tivity 

1. Define co111II1unication. 

2. Define external flow of Marketing Communication, 

Summary 
The purpose of communications is to directly or indirectly influence individuals, 
groups, and organisations to facilitate exchanges by informing and persuading one or 
more audiences to accept a company's products and/or services. 

The current view about marketing communkations is that it is an interactive dialogue 
between the organisation and its audiences and that every type of brand contact with 
customers is important because it communicates something that can strengthen or 
weaken customers' view of the company. 

In any comm uni.cation there are four basic components: a source, a destination, a i:ned ium 
and a message. Thesourceencodes the desired message so that it will accurately convey 
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the message to the desired destination. The source may use words, pictures, symbols, 
some kind of familiar bocly language, or some other recognisable code or signal. 

TI,e aim of all marketing communications is to capture audience attention, hold 
interest, precipitate their desire, and elicit desired action. This requires focusing on four 
important message issues: wh,at should be said, how should it be said and what would 
be the message execution style, and who should say it. 

Companies use different metbods to determine promotional budget that include 
aU-you-can-afford, percentage-of-sales, competitive parity, objective-and-task, and 
experimental methods. The most scientific approach is objective-and-task method. 

Major promotion mix elements include advertising, sales promotion, personal selling, 
public relations publicity, and direct marketing. Each has its advantages and )jmitations. 
Advertising is any paid form of non-personal mass communication through various 
media to present and promote products, services, ideas, etc. by an identi fied sponsor. 

Keywords 
Internal flow: This aspect of marketing communications flow involves various 
departments in the company, all the company employees and stockholders. 

Cognitive Responses: The audience should pay attention to message and comprehend 
it. This refers to thinking, belief, and other rational aspects. 

Affective Responses: The message shouJd lead to formation of new attitude or bring 
about a change in attitude. This represents feelings such as liking and preference. 

Conative or Behavioural Responses: The message should achieve some degree of 
desired change in behaviour, such as product trial or purchase action, 

Hierarchy-of-effects model: Research findings in the area of consumer behaviour 
and communications has led many scholars to view communications effects in terms 
of hierarchy-of-effects model and many such models have been developed over the 
years. 

lnnovation-atfoption model: According to Everett M. Rogers, this model evolved from 
work on diffusion of innovations. 

Persuasive communication: This is a specific type of communication in promotion. 

Message Structure: Message structure refers to how the elements of a message are 
organised. 

Advertising: Advertising is any paid form of non-personal mass communication 
through various media to present and promote products, services, and ideas, etc. by an 
identified sponsor. 

Sales Promotion: Sales promotion is a marketing discipline that u tilises a variety of 
incentive techniques to structure sales-related program.mes targeted to customers, 
trade, and/ or sales levels. 

Personal Selling: PersonaJ selling is a face-to-face paid personal communication. 

Direct Marketing: Direct marketing is vending products to customers without the use 
of channel members. 

Review Questions 
1. 

2. 

3. 

How would you define marketing communications? What are the main elements 
of communications process? 

Explain hierarchy model. For what kind of purchases do these models fail, when 
it comes to explaining the steps consumers take in. making buying decisions? 

What is message appeal? lllustrate your answer with three examples each of 
rational and emotiona:l appeals. 



4. Emotional appeals are appropiiate for what kind of products. Give your reasons. 

5. What is the significance of message source? 

6. How do market and produt:t characteristics affect promotion mix? 

7. What are the different methods for promotion budget determination? Which is the 
best method, in your view? 

8. How do advertising and publicity differ? Which one of these is more effective and 
why? 

9. What js the major strength of sales promotion? Under what situations is sales 
promotion mOie appropriate? 

10. What is integrated marketing communications? How can a company apply this 
concept? 

Further Readings 
Schramm WilbUI, How Communication Works, in t/le Process and Effects of Mass 
Communication, ed. Wilbur Schramm and Donald F. Roberts, 1971. 

·Burke Raymond R. and Thomas K Stull, Competitive Interference and Con.sumer Memory 
for Advertising, Journal of Consumer Research, June 15, 1988. 

Strong E. K., The Psychology of Selling, McGraw-Bill, 1925. 

Lavidge Robert J. and Gary A. Steiner, A Model for Predictive Measurements of Advertising 
Effectiveness, Journal of Marketing, October 1961. 

Rogers Everett M., Diffusion of Innovation, Free Press, 1962. 

McGuire William J., The Nature of Attitude and Attitude Change, in Handbook of Social 
Psychology, 2nd. Ed. G. Lintzey and E. Aronson, Addison Wesley, 1969. 

Kam ins Michael K., Celebrity and Non-Celebrity Advertising in a Two-Sided Context, Jou.ma I 
of Adveitising Research, June-July 1989. · 

Reidenback Eric and Roberts Pitts, Not All CEOs nre Created as Advertising Spokespersons: 
Evaluating the Effective CEO Spokesperson., Journal of Advertising, 1986. 

Hannah Darlene B, and BrianStrenthal, Detecting and Explaining Sleqier Effect, Jou(nal of 
Consumer Research, September 1984. 

CaFon Noel and Jame-s Hullbert, The Sleeper Effect: An Awakening, Public Opinion 
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Unit 15 Changing 
Trends in 
Marketing Mix 

Unit Structure 
• lnh·oduction 

• Relationship Marketing 

• Differences between Transaction and Relationship marketing 

• Consumer products 

• Increasing Importance of Relationship Marketing to Consumer Products 

• Service aspects of consumer products 

• Financial Accountability, Loyalty and Customer Value Management 

• Sharing knowledge thr0t~gh BP's Vi.rtual Team Network 

• Retailers and Systematic Relationships 

• Relationship Marketing in Organizational Markets: From Competition to Cooperation 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Learning Objectives 
At the conclusion of this unit, you should be able to: 

• Describe nature of relationship marketing 

• State role of value creating in marketing 

• Discuss strategies to develop relationships 

• Realise increasing importance of rela1:onship in consumer market and non consumer 
market 

Introduction 
One of the strongest advocates of relationship marketing is Christian Gronroos 
(1990a,b; 1994); he defines relationship marketing as follows: 'to identify and 
establish, mainta.in and enhance and terminate relationships with customers and other 
stakeholders, at a profit, so that the objectives of all parties involved are met. Th.is is 
done by a mutual exchange and fulfi llment of promises. [t is, however, important to 
emphasize that the relationship marketing perspective excludes neither the marketing 
decision-making activities associated with attracting customers, nor the processes 
that lead to innovation and new product development (Gronroos 1990b). Rather, it 
recognizes that these types of marketing activity need to be balanced with activities 
associated with the building of ongoing customer relationships. 



Relationship Marketing 
The relationship marketing perspective provides a broader and a longer-tem1 view 
of the role of marketing in an organization. In doing so, it leads to integration of 
other aspects of management, so that the division between what is ' relationship 
management' becomes somewhat arbitrary. This broader perspective is recognized 
by Christopher, Payne and Ballantyne (1991), who define relationship marketing as 
'the understanding, explanation and management of ongoing collaborative business 
relationships between suppliers and customers'. And Morgan and Hunt (1994) define 
it as 'all marketing activities directed towards establishing and maintaining successful 
relational exchanges. 

A similar classification was developed by Christopher et al (1991), who identify six 
'markets' with which organizations have relationships". 

• Customer market; 

• Referral market; 

• Supplier market; 

• Employee market; 

• Influence market; 

• Internal market; 

According to Christopher et al (1991), the traditional customer market is where the 
emphasis is on developing relationships to attract and retain customers. Secondly, 
the referral market includes all organizational contacts that have the potential to act 
as advocates for the firm, providing word-of-mouth support for the organization. 
Christopher et al gives the example of banks, whe,re referral groups include insurance 
companies, property brokers, accountants, solicitors, surveyors and valuers and other 
banks as well as existing customers, The third group is th~ Supplier market, where the 
need is to foster cooperative buyer, supplie1r relationships - relationships that reflect 
a 'win-win' situation rather than the traditional and somewhat adversarial focus on 
getting the lowest price from suppliers. Thus the emphasis shifts to achieving reliability, 
quality, on-time delivery, flexibility in delivery, lowering of costs and so on. 

The fourth group is the employee market. This recognizes-the vital role people play 
in an organization and, hence, the success of the organization depends on attra.cting a 
sufficient number of suitably motivated and trained employees. The suitably motivated 
and trained employees. The fifth group is the influence market - a market that includes
parties that may influence the business environment in which the organization operates. 
These parties include government policy-makers, the media, environmental and other 
lobbyists and the general public. The final g:roup is referred to as the intern.al market. 
This market explicitly recognizes employees as internal customers and the importance 
of developing strong relationships with them. Consistent with this is the view that, in 
every firm, marketing is becoming everyone's job (McKenna 1991). 

Moving from a discussion of 'who' relationships might be with, Bitner(l995) describes 
three 'types' of marketing activity in the conti~xt of 'promises'. Drawing from Gronroos 
(1990a), she suggests that the external, rathier traditional and transactional approach 
between the organization and its customers is about 'making promises' . Secondly, 
internal interaction occurs within the organi:zation and this is referred to as "enabling 
promises'. 

Finally, the interaction between employees and customers is described as 'keeping 
promises'. Organizations that have a relational perspective will focus also on internal 
and interactive marketing activity as well as ,on external marketing. These interactions 
are expressed in Figure 15.1. 
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INTERACTIVE 
MARKETING 

'keeping promises' 

Customer 

INTERNAL MARKETING 
'Enabllng promises' 

EXTERNAL 
MARKETING 

'Making promises' 

Corporate 

Figure 15. l: Three Types of Marketing 

Differences between Transaction and 
Relationship marketing 
ln the preceding discussion, no specific mention is made of how relationship 'ma·rkets' 
or types of relationships differ by industry. Is relationship marketing generic to all 
industries? Are the various types ofrelationships that may be developed, as discussed 
by Christopher et al (1991), Bitner (1995) and Gummesson (1995) relevant to all types 
of firms, be they in the consumer product or industrial and service sectors? Before 
answering these questions it is useful to clarify further the specific differences between 
transaction and relationship marketing. 

One und erlying difference between the two types of marketing is that transaction 
marketing tends to focus o:n the outcome and value distrfbution surrounding the product, 
while relationship marketing tends to focus on service processes and va I ue creation (Sheth 
et al 1988; Gronroos 1990b, 1994). This suggests that transaction marketing may be 
more appropriate for product-based industries such as fast-moving consumer goods 
(PMCG), where a lesser amount of service is usually involved in the differentiation 
process, as compared with firms in the industrial goods or services markets. · 

This distinction between product and service is also evident in the work of Christopher 
et al (1991), whose seven dimensions are used to distinguish between transaction and 
relationship marketing. In a similar manner, Gronroos (1990b) has identified eight 
dimensions. It is important to note, however, that the d istinction between product and 
service is less apparent in this categorization. Although Gronroos implies a product/ 
service difference in the discussion surrounding 'dominating quality' the characteristics 
distinguishing transaction from relationship marketing are more focused on the 
dimensions of the relationship per se. 

Consumer products 
Respondents suggest that changes to their marketing practice should include improved 
efforts to 'understand customer needs', 'listen more' and develop 'high-level contact 
with primary customers'. This might imply an effort to move beyond the emphasis 
on customer focus to a richer understanding of key customers (both trade and final 
consumers). further, respondents see a need for improved quality of planning, with 
greater emphasis on formal planning rather than a reliance on intuition or reacting to 
situations as they occur. A major fea ture of consumer products, including consumer 
d urables, is the growing concentration of retail power and the increasing need for 



manufacturers to develop strategies, structures and programmes specifically for these 
chains. 

Increasing Importance of Ftelationship Marketing 
to Consumer Products 
The research about marketing practice has s,hown that the dominant trend in the 
organizations studied is to develop relationships. However, there is considerable 
variation in the way relationship marketing is b1~ing practised (e.g., databqse, interaction 
and network) and in most organizations aspeicts of both transaction and relationship 
marketing coexist. Further, managers of all types of organizations, including consumer 
products, report a need actively to get closer to and better to understand their customers. 
Thus, although consumer product firms may appear to be less relational than industrial 
and service firms, relationship marketing, in fact, both practised in and relevant to 
them. 

As previously discussed, there are a number of changes taking place in the practice of 
marketing. These include: 

• Changing resources/ structure; 

• Developing a relational philosophy; 

• Increased segmentation and niche marketing; 

• A changing market orientation; 

• Increases me"surability / accountability; 

• Increased use of technology. 

The five trends that are related to relationship marketing are: 

• Increasing service aspects of consumer products - related to 'developing a 
relational p~ilosophy' and increased segmentation and niche marketing'; 

• Financial accountability, loyalty and customer value management - retajled to 
'increased measurability and accountability'. 

• Organizational transformation - related tp changing resources/structure. 

• Retailing and systematic relationships - related to 'a changing market 
orientatjon'; 

• Interactive media and mass customisation - related to 'increased segmentation 
and niche marketing'. 

Service aspects of consumer products 
The service sector now dominates Western and other developing economics and the 
service component of consumer products is increasingly used as the key point of 
differentiation or competitive advantage. Th:is is happening to such an extent that 
it may be becoming arbitrary where one draws the line between what is a product 
and what is a service organization. Once a firm takes on a service orientation, then 
the management of both the internal and exlternal relationships in an organization 
become increasingly important. Writers such as Heskett, Sasser and Hart {1990) in their 
description of the service delivery system identify these relationships. An important 
aspect of this system is the management of intE::rnal communications and relationships 
and the key performance indicator is employee motivation and satisfaction, 

ExampJes of the blurring of the boundaries between a product and a service are 
increasingly being shown in consumer - goods companies. For example, a footwear 
company includes a protective spray on its shoes, which minimizes the amount of 
cleaning, while a producer of breakfast cereals includes an automatic seal to keep the 
cereal fresh after use. Often the facilita ting fact1or is IT. An example is where consumer 
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product companies include web page addresses that can be used to provide on-line 
help and further information about the product. Another example is where consumer 
products are becoming 'wired' back to the manufacture. 

Financial Accountability, Loyalty and Customer 
Value Management 
As consumer product markets become more competitive, managers are being challenged 
to accept that an emphasjs on a limited range of performance. Financial measures now 
inadequate as a means of determining the overalJ well-being of a company and its 
brands. Increasingly, the argument is that 'what' is required is a balanced presentation 
of both financial and operational measures (Kaplan and Norton 1992:71). One issue is 
how to put 'hard' values on what may be considered 'soft' measures·. For example, in 
trying to improve loyalty rates, some organizations are rethinking the 'service-profit 
chain' interconnections. Thus, measures are taken to show the impact of employee 
satisfaction and loyalty on the 'value' of the products they make and deliver. This is 
based on the premise that these results might contribute to rugher customer satisfaction 
and loya.lty scores and, ultimately, greater 'lifetime value' results for the organization. 

Thus, with service management relationship marketing becomes a central activity. The 
white goods manufacturer and banking examples have common characteristics that 
further rughlight the importance of relationships. There are clear and focused objectives 
arid programmes that offer value and reward loyalty, powerful systems that measure 
and monitor performance and management structures and processes that support and 
refine the organization's activities. According to Mendonca and McCallum (1995), 
companies such as these now recognize tha tthe heavy initial expense of acquiring a new 
customer relationsrup as long as possible; indeed, excellent marketers view profitability 
on an individual customer lifetime basis. 

By using technologies such as interactive communications, computer networks and 
sophisticated software programmes, organizations are finding new ways to build 
closer relationsrups with both customer loyalty and thus provide an organizational 
structure that allows for the_ development of stronger relationships. British Petroleum 
is achieving this. 

Sharing knowledge through BP's Virtual Team 
Network 
Two important features of the old bureaucratic organizations was that they connected 
the leaders of the corporation to their businesses and they allowed businesses to 
exchange critical knowledge. Can these features be preserved in the newer flat, lean and 
decentralized organizations? British Petroleum believes it can because of the advances 
in information technology. BP is amazingly flat and lean. Its revenues in 1996 were 
$US 70 billion, with 53,000 employees and some go business units that span the globe. 
There is literally nobody between the general managers of the business units and the 
nine operating executives who.oversee the businesses with the cruef executive. In order 
to share knowledge about customers and the company's assets, BP has created virtual 
team networks, which are linked by computer technology. These networks aim to 
allow people to work cooperatively and share knowledge quickly and easily regardless 
of time, distance and organizational boundaries. 

Retailers and Systematic Relationships 
Retailing and consumer products go hand in hand and of particular interest to consumer 
product ma-rketers are the relationships that exist between the firm and retailers. Growing 
retail power is a relativeJy recent phenomenon, whether it be automobile megadeaJers, 
consumer electronics outlets, grocery supermarket chains, home furnishing depots or 



toy warehouse. It also has the potential to change the balance of power and the nature 
of the relationships between consumer goods companies and retailers. 

During the 1990s, in areas as diverse as Western Europe, North America and parts of the 
Pacific Basin, a small number of supermarket chains began, to dominate their respective 
markets. In doing this they were becoming increasingly competent and sophisticated 
in the development of their marketing stra1tegies including own branding. This is 
leading to retailers becoming dominant in their relationships with what they term their 
'suppliers'. For example, !n a study of major supermarket groups in the UK, Brookes 
(1995) identifies several major shifts by leading chains such as J.Sainsbury, Marks & 
Spencer and Tesco and their _impact on fresh -product suppliers. 

Retailers are also seeking to build long-terin 'co-operative partnerships' as opposed to 
'adversarial relationships' with their suppliers (Buzzell and Ortmeyer 1995) . In order 
to ensure continuous supply 'programme' butying on a globaJ scale is now the norm for 
many leading retail groups. To ensure ' tran~;parency of suppliers' cost structures they 
are likely to suggest ways of reducing costs and then ask for the savings to be passed 
on to them. Retailers expect to·be kept regularly informed and are often involved in all 
stages of quality assurance and therefore impose standards at every stage from when 
the particular produce is planted when it is placed onto supermarket shelves. They 
may want direct involvement with their suppliers R&D activities, and they may ask for 
exclusive rights to new products when it suits their purpose. 

Relationship Marketing in Organizational Markets: 
From Competition to COOfl1eration 
To achieve quality improvement, the buyer and seller had to change the basic 
paradigm from competition to one of coopeiration, so that both parties would gain in 
the relationship. The supplier base was reduced and the buyers focused on a limited 
number of suppliers with whom they developed deep and meaningful relationships as 
both parties gained in such an environment. 'This includes: 

• How do we pick partners? 

• Empirical models of buyer - seller relationships 

• Reputation 

• Performance satisfaction 

• Trust 

• Social bonds 

• Comparison level of alternatives 

• Mutual goals 

• Interdependence and power 

• Shared technology 

• Non-retrievable investments 

• Adaptation 

• Structural bonds 

• Cooperation 

• Commitment 

• Relationship building process 

• Partner selection 
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1. 

2. 

Student Activity 

Define relationship marketing. 

Whahs the difference between transaction marketing and relationship 
marketing? 

Summary 
'Price has typically become less crucial in supplier-manufacturer relationships, where 
long-term partnership, relationship marketing and single sourcing are now key 
elements. 

This cha11ge from a competitive to a cooperative relationship does not mean that buyers 
and sellers did not have good personal relationships under the old model. These 
personal relationships allowed a supplier to gain small advantages over his or her 
competitor. The s uppHer with good personal relationships with the buyer would a lso 
gain~ as, sometjmes, there was a shortage or, in the event of the supplier making an 
error, the buyer would pull all the stops to help the supplier. Nevertheless, the basic 
atmosphere was one of adversarial negotiation when it came to ptice setting and to 
gaining concessions on the size of orders and volume. A very competitive environment 
existed. 

The nature of relationship marketing is .interactive. Price has become less crucial in 
relationship marketing. Relationship marketing is about value creating network in 
the market. Relationship development is through partner selection, defining purpose, 
creating value and maintaining i t. Commitment is the most common dependent variable 
used in buye.r-seller ~ lationship. 

Keywords 
Customer market: The traditional customer market is where the emphasis is on 
developing relationships to attract and retain customers. 

R eferral market: Referral market includes all organizational contacts that have the 
potential to act as advocates for the firm, providing word-of-mouth support for the 
organi.za tion. 

S11ppliermarket: Supplier market, where the need is to foster cooperative buyer, supplier 
relationships - relationships that reJlect a 'win-win' situation rather than the traditional 
and somewhat adversarial focus on getting the lowest price from suppliers. 

Employee market: This recognizes the vi tal role people play in an organization and, 
hence, the success of the organization depends on attracting a sufficeint number of 
suitably motivated and trained employees. 

Influence market: A r:narket that includes parties that may influence the business 
environment in which the organization operates. 

Mega relationships: Relationships on levels above the market proper -e.g., political and 
economic alliances between countries. 

Review Questions 
1. Suggest a way in which a supplier can categorize his customers into those 

where a cooperative supply relationship should be sought and those where each 
transaction should be sought and those where each transaction should be treated 
as essentially an isolated case. 

2. Do all customers want close relationships with their suppliers? 

3. lt is often suggested that a supplier shouJd demonstrate his comuutment to those 
customers with which he wants to develop a close relationship. How can a service 
organization demonstrate such commitment? 



Further Readings 
Philip Kotler, Marketing Management, Pearson Education, 11th Edition 2003. 

Kieth Blois, Text Book of Marketing, Oxford Publication, 5th Edition 2005. 
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Unit 16 E-marketing 

Unit Structure 

• Introduction 

• Fundamental Concept of Web Marketing 

• Role of Internet in a Marketing Setting 

• Why the Internet is a Valuable Tool tn Marketing? 

• Developing an Internet Marketing Strategy 

• Current Challenges and Future Prospects for E-marketing 

• Summary 

• Keywords 

• Review Questions 

• Further Readings 

Leaming Objectives 
At the conclusion of this unit, you should be able to: 

• State the fundamental concept of Web Marketing 

• Realise the importance of Web Marketing 

• Discuss benefits of Web Ma1keting 

• Explain how Web Portal is developed 

• State how Traffic on Net is managed 

Introduction 
Th.is unit demonstrates why the lnternet is a valuable marketing tool. Further, it explores 
the multifaceted potential of marketing roles for the Intern.et and shows how to develop 
an Internet marketing strategy. It illustrates how the Internet is being utilized to enhance 
marketing strategies. The challenges of using the Internet in marketing and the future 
of e-marketing are also discussed. 

Fundamental Concept of Web Marketing 
According to a leading marketing consultant, John Graham, there are a few principles 
that companies should review when considering whether and how to use the Tntemet. 
Here i~ a description of severaJ of them: 

• E-commerce is Not for Everyone -A firm should not jump to the Web unless it has 
a vaJid and compelJing reason. · 

• The Web Does Not Stand Alone - A variety of marketing strategies are needed to 
make customers use a Web site, not just bookmarks or banner ads. 

• Traditional Marketing Channels are Still Valid - Direct mail, for example, is still 
very viable. 

• It is a Matter of Planning or Perish - Even with the best research, everything does 
not go as planned. Therefore, contingency planning is needed. 

• Look at the Web as Research - The Web is a reflection of what consumers do not 
like and what they want changed. It i_s excellent in transforming unpleasant and 
painful experiences (like cat-buying). 



• All that Counts is the Customer - Good Web-based firms know that they must 
treat consumers as individuals who need to be understood. 

• Let's Get Outside Ourselves - Greater attention should be paid to external forces 
of change. Firms must recognize that tnos.t breakthroughs are the result of looking 
outward at external trends. · 

• Jf you See it, Don't Believe it - E-commence is not "right'' for every firm. 

• Just Because it works Doesn' t Mean it's Ri,ght -A firm could be i(Ulnerable despite 
everything looking good. · 

• It's 24/7 for Everyone - The V\'eb knows no place or time-based boundaries. 

• The Customer is in Charge- The more information that firms have on customers, 
the better the service levels they can provide. 

Role of Internet in a Marke·ting Setting 
In this unit we will explore the role of the Inteirnet in a marketing setting. We will also 
look at how to develop an Internet marketing strategy and the challenges of using the 
Internet. 

Before delving into our discussion of marketing; and the Jnte.met, let us define four basic 
terms. 

Internet 

The Internet, also known as " the Net," is a global electronic superhighway of computer 
networks - a network of networks in which us,ers at one computer can get information 
from another computer and, sometimes, talk directly to users at other computers. It is a 
profit cooperative, self-sustaining system accessible to hundreds of millions of people, 
worldwide. 

WWW 
The World Wide Web (WWW), also known as" the Web," comprises all of the resources 
and the Internet, whereby people work with easy-to-use Web addresses and pages. 
Through the Web, users see words, colourful charts, pictures and video and here audio. 
Although the two terms have somewhat different meanings, they both relate to on-line 
activities - and they are both used interchangeably by the media and by companies. 
Thus, in this lesson (and book), both terms will have the same connotation; on-line 
actions. 

E-marketing 
E-marketing includes any marketing activity lthat is conducted through the lntemet, 
from customer analysis to marketing-mix components. 

E-commerce 
E-commerce refers to revenue-generating Internet transactions. E-marketing is the 
broader concept and it does not necessarily have sales as the primary goal. 

By virtue of its rather low costs, its wide geographic reach and the many marketing 
roles it can serve, the Internet should be a key part of any firm's marketing strategy 
regardless of the finn's size or characteristics. 1he broadened scope of marketing in the 
decades ahead will require virtually every firm to have a Web presence, much as they 
now have a telephone, an answering machine and other technological tools. 

Since the Internet's inception as a commerdally viable business resource just a few years 
ago, its importance and value have been misperceived by many. At first, a number of 
experts talked of how internet firms would scion overwhelm traditional retailers and 
drive them out of business. They predicted that, by 2001, annual on-l ine retail sales in 
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the United States a1one would reach hundreds of billions of dollars. They were wrong: 
on-line retail sales are only a fraction of what was predicted. So now, scores of experts 
are writing off the Internet as a short-lived fad; anJ they cite the high failure rate of "dot 
com" firms as evidence of the Internet's fall, Again, they are wrong about the Internet's 
impact. 

Why the Internet is a Valuable Tool in Marketing? 
Hundreds of millions of people around the globe are surfing the Web. This signifies 
great e-marketing opportunities for firms. 

People surf the Jntemet for a variety of reasons other than shopping. For instance, 
they seek out entertainment, financial, sports and news sites. They do product 
research. They "talk" to one another (many via AOL lnstant Messenger, www.aol. 
com/aim/home.html). They communicate with companies to register complaints 
and make suggestions. They send E-mails and greetings cards. The U.S Postal Service 
(www.ups.com) handles 570 million pieces of mail per day; in contrast, there are 
1.5 billion E-mails messages everyday. 

Companies (actually, their employees) also surf th~ Web for a variety of reasons other 
than shopping. For instance, they check out what competitors are doing. They read about 
industry trends and events. They communicate with their suppliers. They exchange 
data among offices anywhere in the world. They monitor inventory conditions. They 
survey customers and measure their satisfaction. They do very sophisticated analyses 
of customer databases. 

Benefits of a Company Using the Internet in Marketing 
The Internet's value in marketing is best seen by reviewing the benefits that a company 
may receive by going on-line. 

1. Communicability: The web makes it easy for a firm to communicate with every 
one of its constituencies: consumers, suppliers, resellers, employees, the media, 
government bodies and others. As one observer not.ed, "the Internet allows you 
opportunities t0 talk to people on a continual, dialog basis in a way that we've 
never had before. -

2. Focus/tailored approach: The Web enables a company to focus on a specific target 
market and offer a marketing mix, especially devised for that target market. For 
example, "with the Internet, you can keep track of purchase history - every single 
purchase a customer has ever made with you. The reason has ever made with you. 
The reason that's so important is because purchase history is probably one of the 
most predictive things in understanding what somebody is most inclined to buy 
in the future. TI1e other thing the Internet is good for is targeted E-mails." 

3. Information: A firm can amass information about almost any facet of its business 
from free Web site;;, as well as from fee-based ones. Both secondary data and 
primary data can be garnered via the Internet. 

4. Timeliness: With the Internet, a company can operate in "real time", which 
means the ability to communicate, gather information and so forth in a very 
contemporaneous manner. The time Jags associated with other marketing tools 
are much shorter on the Web. 

5. Cost efficiencies: These can be reduced costs from Internet usage. Postal 
costs decrease. Inventory costs can be lowered because there is more efficient 
commwucation between companies and their suppliers. Sales personnel can 
follow-up with clients in a more efficient manner. There are no shipping costs for 
items such as software that are sold via the Web and downl9aded by customers. 

6. Dynamism/flexibility: The Internet is a very dynamk and flexible medium, which 
lets a company rapidly adjust its marketin_g mix. For instance, i.f a firm sees that 

http:www.ups.com


a particular product is not selling well., it can instantly change the advertising 
through its Website or lower the priq~ until the consumer demand reaches a 
satisfactory level. Likewise, if a firm runs out of a popular item that i&selli.ng, a 
reorder can be placed immediately throlllgh the Web, 

7. Global Possibilities: With the In temet, a company can eifecti vel y and inexpensively 
communicate with its various constituencies around the world, thereby increasing 
the reach of the firm's marketing strategy. The expensive part of operating a global 
E-commerce Web site is often the distribution costs that result from expanding 
into new geographic markets. 

8. Multimedia capabilities: The Internet has large multimedia possibilities for 
marketers, especially as additional us,ers convert to cable, DSL or other fast 
connections. More company Web sites will soon be showing 3-0 product pictures 
that can be rotated 360 degrees, streaming audio and video, photo galleries of 
product offerings and so forth. At hard Rock Cafe, we'll use the Web to create a 
forum for up and coming artists and to bring national bands that play our large 
concert venues into the smaller locations. 

9. Interactivity: Unlike traditional advE!rtising, which is unidirectional (from 
companies to audience), the Internet c,m be deployed in an interactive manner 
(from compilny to audience and from au1dience to company) - much like personal 
selling. Thus, a company can ask peopl,e to click on a section of its Web site that 
they would like to visit and then transport them to that particular section, where 
more user choices are made. For example, an airline site can gather data on the 
destination and date a person who wants to travel to and from his or her home 
area and then display the a lternative flights that fit the person's criteria. 

10. Sales: For a clicks-only firm, the Internet repre&ents the sole source of revenue. For 
a bricks-and-clicksfinn, the Internet offers the potential for growing the business. 
As an example in 1999, 25 per cent of Southwest Airline's (www.southwest.com) 
reservations were made on-line. By 2004, the company expects 75 per cent of its 
reservations to be made on-line. Also consider that among experienced Internet 
users (those who spend 18 hours a rnonlth on-line and who have been on-line for, 
at least, two years), one-fifth makes 10 or more purchases via the Internet during 
any 90-day period. 

Developing an Internet Marketing Strategy 
To best utilize the Internet in marketing, a firm should adhere to a systematic process in 
preparing and enacting the proper strategy. Figure 16.1 presents the s teps to be followed 
in this process. The six middle boxes in the flowchart r,elate to the basic components of 
an Internet marketing strategy. The four outside boxes are key influences in making 
strategic decisions. Let us explore each of these factors. 

lnsoun:ing or Seouri1y 
Outsourcing 

(i) Goals (2) 1~rget (4) Mor!ccling • (6) 
audience mix decisions l\ssessmem 

Scale of Web Channel 
Presence Rclauonships 

Figure 16. l : Developing lnte,rnet Morketing Strategy 

Enumerating the Objectives 
Both quantitative and qualitative objectives should then be enumerated. According to 
one recent study, 67 per cent of the responding companies want to_ u~ the lnternet to 
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attract new customers 62 per cent to build loyalty among existing customers, 58 per cent 
to improve customer service, 48 per cent to streamline business processes, 47 percent to 
grow market share, 45 per cent to enhance communication among customers and 41 per 
cent to enhance communication among employees. 

Selecting the Target Audience 
The target audience is identified and selected and its desires studied. Here are some 
recent research findings aboat on-line users: 

Consumers aroW1d the world are more likely (80 per cent) to shop on-line from home 
rather than whil,e at work. In the United States and Canada, Web users are balanced 
between males and females about on-line users: 

1. Six types of Internet consumers have been identified: newbie shoppers - firs t-time 
Web purchasers who are older than other on-line shoppers and start with small 
purchases; reluctant shoppers - who -are motivated to buy but worried about 
security and privacy issues; frugal shoppers - those who actively search for the 
lowest prices, strategic shoppers - those who know what they before going on
Une and go to specific sites to shop; enthusiastic shoppers - those who like to 
shop; and convenience shoppers (the largest group) - those who buy on-line to 
save time. 

2. People have numerous reasons for shopping on-line. Different target audience 
places a different emphasis on these reasons. That is why consumer desires must 
be examined carefully before embarking on the specifics of an fntemet marketing 
strategy. 

Determining the Website Attributes 
Web site attributes are determined. However, before getting into Web site details, 
the company must first decide whether to undertake aJI Web-rel~ted activities itself 
(insourcing) or to have specialized firms do some or all Web-related activities for it 
(outsourcing). Most companies outsource the technical development and maintenance 
of their Web sites, far fewe:r fully develop Web sites from their own. Small firms often 
outsource the entire operation. 

Taking Internet-based Marketing-mix Decisions 
Internet-based marketing-mix decisions are made while developing the Web site; and 
they must be consistent (synergistic) with off-line marketing decisions. These are some 
~ampJes: 

l. Product decisions: Which products are cited ate the Web site? Which products 
are featured at the Web site? Many firms do not list or describe all of the items in 
their product mix. Also, what should, be the features of downloadable products 
(software, music, publications, etc.,) that are sold on-line? 

2. Distribution decisions: If the company sells at its Web site, does it ship from one 
JocaJe or from around the country (world)? How quickly can (should) products 
be deljvered to customers? In 2000, it took an average of 6 days for customers 
to receive their orders and only 36 per cent of orders were received on time or 
early? 

3. Promotion decisions: Which promotion mix should be used to reach the firm's 
Internet goals? There are many ways to promote a Web site and E-IT'.arketing 
efforts ranging from banner ads to listing Web addresses in traditional ads to 
E-mail and more. One of the most effective new on-line promotion tools is the 
opt-in (permission- based) E-mail, where by fntemet users agree to receive targeted. 
E-mail from a firm. It is more effective than unsolicited E-mail, which turns· off a 
lot of people, Each year, 40 billion opt-in E-mail, which turns off a lot of people. 
Each year, 40 billion opt-in E-mail messages are sent in the United States. Thus, 



"Marketers must make sure E-mails are targeted, of value to the customer and 
integrated with their overall strategy. OnJy firms providing value will be able to 
maintain a dialogue with consumers. 

4. Pricing decisions: A company engaging; in E-commerce has two fundamental 
pricing decisions: How should on-line priices relate to those for off-line businesses 
(including those of the firm itself)? How frequently should prices be changed to 
reflect market condHions? Because so many IJ;ltemet shoppers are price-driven, 
on-line prices have tended to be lower than off-!ine prices for the same products 
and on-tine transactions are often not subject to sales tax. Although the technology 
exists to adjust on-line pricing by the minute, firms must be careful not to confuse 
consume.rs or to get them up$.et if they visit a site and then return the next day to 
purchase, only to find that the price has risen. 

Implementing the Internet Marlreting Strategy 
At this point, the Internet marketing strategy is implemented. Again, there are two 
factors that affect the firm's ability to properly enact its strategy; this time, they are 
security and channel relationships. A vast number of Internet users are concerned 
about Web security and they are hesitant to provide personal information for fear that 
"hackers" will obtain the data or that firms will resell the data. The security issue can 
be dealt with by offering a secure section of a Web site, protected by a well-known firm 
such as VeriSign (www.verisign.com) or be Tr\llsted (www.betrusted.com), for entering 
personal data and crediH:ard information. The reselling issue can be handled by having 
a clear, user-friendly privacy policy that is accessible by clicking an icon at the firm's 
Web site. 

With regard to channel relationships, a move into E-commerce may place a company 
into conflict with its suppliers or resellers, which may view thjs action as a form of 
competition. So, the trade-offs have to be weighed. 

Once the strategy is enacted, the firm must be sure that it runs smoothly. Thus, it must 
be alert to several possible breakdowns in the system, such as site crashes, out-of stock 
conditions, a slow response to customer inquiries, incorrect prices, hacker invasions 
and poor coordination with the off-line strateg:y. 

The last step in an Internet marketing strategy is to assess performance and make 
necessary modifications. Assessment should be closely tied to the Web goals (step 1) that 
have been set in terms of image, customer serviice, sales and so forth. These are some of 
the measures that can be utilized; daily Web sit.:? traffic, average length of the stay at the 
Web site, ratings on customer service surveys, sales revenues, the cost per transaction, 
repeat business, the number and type of system breakdown per time period and more. 
The value of banner ads placed at other sites must be also judged for effectiveness. 

Current Challenges and Fu1ture Prospects for 
E-marketing 
In this section, we Jook at the challenges and future prospects for marketing and the 
Internet. 

Challenges of Using the lnterneit in Marketing 
Some challenges that marketers face when employing the Internet are beyond their 
control (such as slow-speed modern connectic,ns and the complexity of multichannel 
marketing); others are self-inflicted (such as poor customer service and overly rapid 
expansion). Before turning to several specific challenges, both uncontrollable and 
self-inflicted let us cite some general reasons why E-marketing can be daunting. 

• The company's corporate culture may be resistant to change, 

• Internet marketing may not capitalize on a company's core competencies . 
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• The proper roles for E-marketing may not be specified clearly enough - or be 
realistic in nature. 

• Web users may be very demanding. 

• The personal touch may be important to many customers. 

• Channel partners may be alienated, 

• On-line and off-line systems may be hard to integrate. 

• It may be difficult to determine what Internet functions to insource and which to 
outsource. 

• Investment costs and ongoing expenses may be underestimated. 

Future of E-marketing 
Here al_'e some projections about the future of E-marketing: 

• The overall impact of the Internet on a ll parties will be enormous, but somewhat 
different than originally anticipated. The emphasis wilJ be more on £ -marketing 
(using the Internet to enhance marketing strategies) rather than on E-commerce 
(revenues from Internet transactions). 

• Bricks..and-clicks firms will outperform bricks-and-mortar firms and clicks-only 
firms. Bricks-and-dicks firms that have a bricks-a1,1d-mortar background will do 
the best of aJJ, due to their name recognition, their customer following and their 
established physical presence. 

• The growth of new high-speed transmission modes such as cable and DSL 
connections services will allow more multimedia capabiHt1es to be incorporated 
ir:ito company Web sites, creating an exciting enviroT\.l,nent for browsing, 
entertainment and shopping by users. 

• Business-to-business E-commerce will far outstrip business-to-consumer 
"&Commerce. According to eMarketer, by 2004, annual worldwide business-to
business on-line revenues will approach $2.8 trillion, while business-to-consumer 
revenues will be about $428 billion. 

Student Activity 

1. Define lntemet. 

2. Describe the importance of Internet in Marketing? 

Summary 
The Internet is a global electronksuper rughway of computer networks that is aq:essible 
to people worldwide. £-marketing involves any marketir.g activity through thelnternet. 
lt is a broader concept and it does not necessarily have sales as the primary goal. 
E-marketing is evolving in three phases: 1) traditionaJ bricks and 2) mortar firms, 
clicks~onJy Internet firms and 3) Bricks and dicks firms that combine the other two 
formats. E-marketing has various benefits which includes communicability, a focus/ 
tailored approach, information, timeliness, cost efficiency, flexibility, global possibilities, 
interactivity and sales. 

Keywords 
£-marketing: It includes any marketing activity that is conducted through the Internet, 
from custorner analysis to marketing -mix components. 

£-commerce: lt refers to revenue-generating Internet transactions. E-marketing is the 
broader concept and it does not necessarily have sales as the primary goal. 



Multimedia capabilities: The Internet has larg;e multimedia possibilities for marketers, 
especially as additional users convert to cable,. DSL or other fast connections. 

Distribution decisions: If the company sells at: its Web site, does it ship from one locale 
or from around the country (world)? How quickly can (should) products be delivered 
to customers? 

Promotion decisions: Which promotion mix should be used to reach the firm's Internet 
goals? There are many ways to promote a Web site and E - marketing efforts. 

Review Questions 
1. Distinguish between E-marketing and E--commerce. 

2. Discuss the six basic steps in developing an Internet marketing strategy. 

3. Why is it important for a company to monitor the links, both internal and external, 
at its Web site? 

4. State four major challenges facing E-marketers. 

Further Readings 
Philip Kotler, Marketing Management, Pearson iEducation, 11th Edition 2003. 

Kieth Blois, Text Book of Marketing, Oxford Publication, 5th Edition 2005. 
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Case Studies 

Case 1: The Body Shop and Marketing 

The Body Shop recorded rapid growth during the 1970s and 1980s. 
However, its founder,Anita Roddick had publicly dismissed the role 
of marketing. It is well-known that she publ icly ridiculed marketing 

for putting the interests of shareholders before the needs of society. She also 
held in similar low esteem the financial community that she referred to as 
"merchant wankers." While things were going very favourably, nobody 
seemed to mind her sceptical approach. After all, it was possible that she 
had actually found a new way of doing business, and the results so far 
stood to prove it. But how even such a famous and admired person as Anita 
Roddick could manage indefinitely without consulting the fundamental 
principles of marketing, wondered marketing experts and others. By the end 
of the 1990s, The Body Shop was experiencing bad limes and the sceptics 
among the marketing and financial field were quick to point out the folly 
of its founder's apparently idiosyncratic ways. 

From a high in 1992, The Body Shop shares dropped to a low witnessed at 
the start of 2003, despite the market index rising over tha t period. Profit 
remained similarly depressed, with performance in almost all Europe,m, 
North American, and Far Eastern markets stagnant. 

Yes, everybody recognised that Anita Roddick has been the dynamo 
behind The Body Shop's success, From a small single outlet, she inspired 
and managed the growth of the chain to some 1500 familiar green-fronted 
establishments in 46 countries around the world. Yet, until the late 1990s, 
she continued to boast that The Body Shop had never used, or needed, 
marketing. Much of the company's success has been -tied to its promotional 
approach by campaigning for the pursuit of social and environmental 
issues. But while Roddick campaigned for everything from physical torture 
of wives and Siberian tigers to the poverty-stricken mining communities 
of Southern Appalachia, the company was facing major problems in a ll 
its key markets. 

Part of the problem of The Body Shop was its failure to fully comprehend 
the dynamics of its market place. Positioning on the basis of good causes 
may have been enough to launch the company into the public mind in the 
1970s, but what it now needed was a sustainable long-term positioning. 
Other companies soon launched similar initiatives. For example, the Boots 
Pure Drug Company matched one of The Body Shop's earliest claims that 
it did not test its products on animals; Competitors had copied even the 
very feel of The Body Shop store that included its decor, staff, and product 
displays. How could the company stay ahead in tergts of maintaining its 
distinctiv~ positioning when many others had similar differentiation? 
lts causes seemed to become increasingly remote from the real concerns 
of shoppers. While most shoppers in UK may have been swayed by a 
company's unique claim to protectan.imals, it is not clear how many would 
be moved by its support for Appalachian miners? If there was a Boots or 
Superdrug store next door, why should a buyer shell out a premium price 
to buy from The Body Shop? The Body Shop may have pioneered a very 
clever business launching formula over twenty-five years ago, but the 



concept had been successfully copied by others. And these other companies 
had made enormous strides in terms of their social and environmental 
concerns and awareness. 

Part of the company's problem has been blamed on the inability of 
Roddick to delegate. She is repor1ted to have spent almost half of her time 
g lobe'trotting in propagating support of her good causes, but d id have a 
problem in delegating marketing s trategy and implementation. Numerous 
capable managers who were brought in to try to implement professional 
management practices apparently gave up i.n bewilderment at the lack of 
discretion that they were given, and then leff dismayed. 

The Body Shop's experience in America typified Rodd ick's pioneering style, 
which frequently ignored sound marketing analysis. She sought a new way 
of doing business in America, but in doing so she dismissed the experience 
of older and more sophisticated retailers - such as Marks & Spenser and 
Sock Shop, which came unscratched in what is a very difficult market. 
The Body Shop decided to enter the US markets in 1988 not through a safe 
option such as a joint venture or ,a franchising agreement, but instead by 
setting up its own operation from scratch, according to Roddick's principles 
of changing the business rulebook and cutting out the greedy American 
business community. But this was an exceedingly risky move. Her store 
format was based on the British town centre model. She did not bother to 
appreciate the fact that Americanis spend most of their money in out-of
town malls. In 1996, the US operation lost 3.4 million pounds. 

Roddick's critics claim that she has a na·i:ve v iew of herself, her company, 
and business in general. She has consistently argued her philosophy that 
profit'> and principles don't mix, despite the fact that many of her financia lly 
successful competitors have been involved in major social initiatives. 

The rift between Roddick's and others' view of the world was revealed 
in the results of an innovative independent social audit that The Body 
Shop commissioned in 1966. The ,company was prompted to commission 
the study after the report following media criticism that its social and 
environmental credentials might not actually be as good as the company 
claimed. The results highlighted eye-opening shortcomings in virtually 
every one of the company's stakeho lder relationships. The company 
scored well in certain areas such as promoting human and civil rights, 
pollution control, product information, wages, and benefits, women's 
opportun ities, and energy conservation; but it scored really badly on issues 
of corporate governance, relationships °with shareholders, responsiveness 
to complaints of customer and franchises, accuracy of promotional claims, 
communication, and reaction to c.riticism. 

Critics claim that had Roddick not dismissed and ridiculed the need for 
marketing for so long, The Body Shop could have certainly avoided future 
problems that it faced. But by 20013, it was paying the price for not having 
devoted sufficient resources to new product development, to innovation, to 
refreshing its product ranges, and Ito moving the business forward. It seems 
that heroes can change the rulebo,ok when the tide is flowing with them, 
but adopting the disciplines of marketing allows companies to anticipate 
and react when the tide begins to turn against them. 

N .B: The Body Shop was sold tc, L'Oreal, the world's largest cosmetics 
manufacturer, in March 2006, for£ 656 million. Dame Anita Roddick gained 
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personally to the tune of £130 million. Since British and French companies 
have very divergent views on strategy and day-to-day management, it 
remains to be seen how successful the union will ultimately tum out to 
be. for The Body Shop, it's yet another chapter in its struggle to remain 
relevant in a changing world. 

(Source: SHH Kazmi, Marketing Management: Text and cases, Excel Books) 

Questions 

1. Analyse the significant issues in the case. Was Anita right in ridiculing 
the marketing? 

2. How has Anita Roddick positioned The Body Shop and maintained its 
identity with social and environmental causes as a unique positioning 
approach? 

3. Determine if Anita made any mistakes in running the Company? Was 
her approach to not modifying the company positioning right? 

4. If you were in Anita Roddick's place, what would have you done for 
company's US operations? 



Case 2: Wahaha - Taking the ]Fizz out of lhe Giant Cola 
Brands 

Chen Zong Qinghou, a Chinese farm worker, started a company of 
beverages and ice creams with two retired teachers in 1987, hardly 
anyone could have imagined that this company cou Id give sleepless 

nights to global giants such as, Coca-Cola and Pepsi Co. But the new 
company, Wahaha, the pride of many contemporary Chinese consumers, 
has managed to do just that. 

Wahaha, one 0£ the leading homeg;rown Chinese beverage brands, had 
revenues of US$1.37 billion (11.4 biUion yuan} and profits of US$162.7 
million (1.34 billion yuan) in 2004. 

Wahaha, which i.s meant to mimic the sound of a baby laughing, 
demonstrates clearly what great brn.nd st0ries are made of. The company 
started small, and in 1991, it merg;ed with the s tate-owned Hangzhou 
Canning Factory. The 1996 joint ven ture with the Danone Group gave the 
company foreign investment to the e:xtent of US$45 million. After dabbling 
in many product categories, it la'Unched its trademark brand the 'Future 
Cola' in 1998 to compete against the global cola giants. Today, Wahaha's 
product portfolio includes milk and yogurt drink, purified and mineral 
water, carbonated soft drink, fruit and vegetable juice, sports drink, and iced 
tea including cognee (rice porridge), canned food and health prodl!cts. · 

Wah.aha has been careful in its strategy to compete against the global cola 
and food giants. As the fashion coinscious Chinese consumers seem to 
prefer the global colas in the larger coastal Chinese cites, Wahaha has till 
now focused on rural and semi-urban Chinese areas. Further, the Wahaha 
brand has generously used home grown celebrities for all its products. This 
is in line with its overall s trategy to position Wahaha as a patriotic company 
and to tap into the patriotic fervor oif the Chjnese consumers. 

By projecting Wahaha's products as; Chjna's own, the Wahaha brand has 
carved out a dear positioning in the market against the global brands. But 
whether this strategy will work in the long-run is a million dollar question 
and will require constant efforts to balance the brand promise and its careful 
delivery in a hostile and increasingly competitive Chinese market~place. 

(S011rce: SHH Kazmi, Marketing Management: Text and cases, Excel Books) 

Questions 

1. What aspects of consumer behaviour have been d iscussed in this 
case? 

2. What is likely to be the adoptio:n process of Wahaha products among 
consumers? 

3. Discuss the positioning s trategy of Wahaha. 
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Case 3: End of All Work and No Play Culture? 

Every year, about 100 million Japanese spend about $75 to see Mickey 
Mouse and wait two hours in line to rocket through Space Mountain at 
Tokyo Disneyland. They flock to hear Aron Narikiyo, "El,vis-san," 

a wildly popular Elvis impersonator. They ski, attend cultural events, 
go bowling, take juggling lessons, and play pach.inko, a vertical version 
of pinball. What they also do in great numbers is shop. One hundred 
and twenty million Japanese consumers with rising disposable incomes. 
translates into lots of buying power. Long considered a society of all work 
and no play, Japan finds both its culture and its consumers changing. 

In the conventional picture of modem Japan, men work most of the time, and 
women are relegated to background positions of stay-at-home wives a.nd 
mothers. Indeed, many older Japanese accept without complaint endless, 
unquestioned hard work. Sut the old ways arc changing. Japanese men are 
discovering that fun is sometimes more important than earnest dedication 
to the workplace. And Japanese women are assuming professional roles 
outside the home. Declaring that its citizens should start enjoying life, the 
government officialLy shortened the workweek from forty-eight hours to 
forty and funded the Leisure Research and Development Centre to teach 
its citizens the value of leisure time. With more money to spend and more 
time in which to spend it, the Japanese are becoming active and experienced 
consumers, dedicated to make their country a seikatsu taikoku -a "lifestyle 
superpower.'' 

Two of the most powerful groups of Japanese consumers are the more than 
8 million Dankai Juniors, children of Japan's post-war baby boom, and 
women, whose status and affluence continues to grow. Raised during a 
prosperous time in an affluent society, young Japanese spend a lot of money 
on sports, audiovisual equipment, entertainment, and fashion. Although 
looking for value more than they did in the 1980s, these young consumers 
still splurge on new products that improve the quality of their leisure time. 
One of their favourite places to go for fun is Namco's Wonder Eggs, an 
arcade specialising in virtual reality games. As for tastes in fashion, this 
group prefers American and European styles and colours. To attract these 
trendy customers, some small shops in areas frequented by yow1g people 
carry only imported clothing. 

1n today's Japan, women comprise about 40 per cent of the country's 64.S 
million-person work. force, and more than 50 per cent of mothers work 
outside the home. Following the Equal Employment Law of 1986, women 
began to pursue more education, entered a variety of professions, began 
earning their own salaries, and became champion consumers. Besides 
attending concerts and plays, travelling, engaging in sports, and frequenting 
"relaxation parlours," where the s0W1ds of birds singing or waves crashing 
on the shore relieve stress, Japanese women shop. Choosy about labels, 
many Japanese women favour distinctive brands, such as Armani swts, 
Yves St. Laurent towels, and $1,600 Gucci handbags. 

Benefiting from Japan's growing appetite for consumption, retailing - both 
upscale and value-oriented -is booming. To attract consumers by providing 
more spacious and attractive surroundings, venerable department stores 
and such as Mitsukoshi and Takashima are remodelling and modernising 
their interiors. New speciality shops are springing up, as are large shopping 
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centres with avenues of stores and abundant parking space. Although 
many Japanese equate a good product with a higb price tag, many others 
are becoming increasingly value-conscious, looking for high quality at low 
prices. Retailers are responding by opening giant discount stores. One of 
them, I World, is recording annual sales of over $180 million on discounted 
top-of-the-line brands such as Nordica and Sony. What the Japanese call 
"roadside chains," freestanding rc~tail buildings, are springing up in the 
suburbs. Two such competing cha.ins, Aoyama and Aoki, sell name brand 
men's clothing at lower-than-depmtment-store. prices. 

When Japanese leaders commanded the country to relax, the leisure 
industry rushed to provide places to do it. Just as retailing is profiting from 
larger numbers of Japanese shoppers, the leisure industry is profiting from 
the greater amount of time that Japanese are spending on recreation. In 
one year alone, two hundred companies applied for permits to develop 
new theme parks. To enable ski enthusiasts to make one-day trips from 
Tokyo, a bullet train station opened a t a popular ski resort, Gala Yuzawa. 
For those who prefer to schuss in climate-controlled comfort, indoor 
ski slopes are available within ci~y limits. Built on top of one of Tokyo's 
numerous skyscrapers, the International Aquarium gives city dwellers a 
chance to escape temporarily to an undersea world. Having discovered 
the pleasures of camping, Japane:se are pursuing this pastime in record 
numbers. American commercial camp-ground developer KOA recently 
opened its first Japanese compound in Okayama. Vacationers can swim, 
play tennis, visit the mini zoo, or join in recreational group singing at the 
Karoake Ka bin. 

With all these choices and more, people don't have trouble deciding how 
to have fun on a day off or a week-long break, but the Japanese are still 
novices at "hanging out." A Leisure Development Centre survey revealed 
that 40 per cent of respondents wouldn't ~now what to do with a month 
off. To help them, the National Ri~reation Association offers a one-year 
course on how to enjoy life. Many Japanese, however, are convinced that 
the art of having fun is "Made in the U.S.A." 

(S011n:e: SHH Kazmj, Marketing Management: Text and cases, Excel Books) 

Questions 

1. What are the significant issues in this case? 

2. "The changing role of Japanese women has influenced their buying 
behaviour." Discuss this statement in the light of what you have learned 
in this case. 

3. to market leisure facilities in Japan, what aspects of Japanese 
consumers' behaviour is of interest? 
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Case 4: Look Ma, Fair Hands 

TheglowonRakeshJ(umarSii:tha'sface ishardtomiss- andit'salldueto 
FaiIGlow, the fairness soap from the Godrej stable. No, Sinha isn't a user, 
but as vice president for sales and marketing at Godrej Consumer 

Products, he has reason to be bright - again . 

For the past three months, FairClow has been growing at close to 40 per cent; 
Sinha claims that the advertising support for the brand has also doubled 
since last year. Agency Mudra, which handles the brand, says there will be 
"interesting activities" around the brand in the next few weeks. 

The activity is urgently needed. FairGlow may be empting like Etna at 
the moment, but until the last quarter of 2004, the brand bore a closer 
resemblance to Haleakala, the world's largest dormant volcano. Within two 
years of its launch in 1999, FairGlow had become a f 1.00-crore brand. 

But now the entire faimess·soaps category-Godrej Fair Glow, Hindustan 
Lever's Fair & Lovely soap and Emami Naturally Fair herbal fairness 
soap- has shrunk to~ 80 crore. 

In comparison, fairness creams, which were around t 550 crore, crossed f 
800 crore by end-2004. Even in the~ 4,000 crore soaps market, the fairness 
segment ha.s a minuscule 2 per cent value share (just 1 per cent in volume 
terms). 

Although FairGlow still has the lion's share of the fairness segment, its 
60 per cent shar,e works out to just t 48 c.rore, which is less than half its 
earnings in year two. 

In other words, even if FairGlow keeps up its scorching 40 per cent growth, 
it will take another two years or so for it to regain its 2001 position. So, is 
Sinha happy because FairGlow is getting a second opporh.mity to score? 

When FairGlow soap was launched in December 1999, the dice were heavily 
loaded in its favour. The foremost reason is that most Indians associate 
beauty with fa iJ skin. 

Even the competition's research bears that out: according to a l 998 
Hindustan Lever study, 78 per cent of women in lndfa aspired to be two 
shades fairer because they believed it made them more ·attractive and 
confident. 

"It is a colonial hangover," comments Ashish Mishra, head strategic 
planning, Mudra. 

The decision to promote the fairness proposition as a soap also made 
strategic sense; in India, creams had a penetration of only 25 to 30 per 
cent. 

On the other hand, soaps enter over 95 per cent oflndian households.And 
FairGJow was priced at t 11 for a 75-gram bar, compared to i 26 for a 25 
gram tube of Fair & Lovely cream. ''We offei:ed fairness through a soap, 
which was more convenient to use at no extra cost," says Sinha. 

With high expectations from the product, Godrej planned a high visibility 
launch. On the launch day, FairG!ow created a "surrogate roadblock" on 
television channels (the 40-second television commercial ran simultaneously 
on all channels within a five- to 10-minute time frame to ensure that even 
viewers who surf channels during commercial breaks caught a glimpse 
of the brand), 
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Then, the product was advertised on all top rated progr~essuch asKaun 
Banega Crorepati and Kyunki Saas Bhi Kabhi Bahu Thi. "The opportunity 
was big because it was a true innovation," says Mishra. 

But there were huge credibility issues to be tackled: the s tay-On proposition 
of creams-once applied, creams stay on all day-while soaps are washed 
off within seconds of application. 

Sinha argues, "The same is true with hair conditioners or a face wash, which 
are also washed away. But consumers s till believe that they work." True, 
but fairness soaps had to contend with an established category (launched 
in 1975) like fairness creams. For hair condjtioners and face washes there 
was no close aJtemative product. 

Godrej's solution was simple: it lrailored its commercials to focus on 
customer testimonfaJs. The result, within a year of launch, FairGlow was 
selling between 400 and 500 tonnes a month (a volume share of 1 per cent 
in the toilet soaps segment). 

Bow did HU., whose Fair & Lovely had more-or less created the market 
for fairness products, react? Within a couple of month ofFaiIClow's launch, 
HLL retorted with a prolonged teaser campaign for Lux Sunscreen soap. 
The new variant was launched in March 2000 - and withdrawn barely a 
few months later. 

In the second half of 2000, battle-lines had been drawn between the soap and 
the cream. FairG1ow and Fair & LovE!ly aired similar television commercials 
on the marriage theme; only, Fair & Lovely Launched two ads in response 
to FairGlow's single ad spot. 

"We could not match their advertising muscle," admits Sinha. Instead, 
Godrej resorted to offers like buy-three-get~one-free in end-2000. 

Even as Fair & Lovely and FairGJow fought it out on TV screens, the sun 
was eclipsing over the toilet soaps industry. 

Consumers were downgrading to the sub-popular category; in 2000, while 
the popular category grew by just l per cent, the sub-popular category 
was clipping along at a brisk 15 per cent. FairGlow being an offering in the 
popular segment of soaps, was naturally going to be hit. 

Then, ih December 2000, a year after the launch of FairGlow soap, it 
committed a vital s trategic mistake. It extended FairGlow into creams with 
the proposition, Bedaag gorapan (spotless beauty). 

But ins tead of being considered a natural brand extension, .the move further 
fuelled a suspicion that consumers had harboured - fairness soaps may 
not be as effective as creams. 

Importantly for Godrej, it lost the high ground of innovation that it had 
made Its USP. Sinha admits that if he could change one thing about 
FairGlow's past, "We would never venture into creams". · 

Even as FairGlow's brand extension backfired, HLL engaged in battle on 
another flank- 1t launched Fair & Lovely soap. Naturally, the already thin 
dividing line between cream and snap further blurred. 

Fair & Lovely's soap was a high profile launch with its theme, Ek tukda 
chand ka (A piece of the moon). Wh:ile a barge backlit by the moon floated 
on the sea off Mumbai's Marine Drive, practicaJly every hoarding in 
prominent places hollered the benefits of Fair and Lovely soap. But at t 15 
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per cake, (nearly 50 per cent more expensive than FairGJow), HLL's new 
battering ram did not find too many takers. 

Analysts say that HLL used the soap as merely a flanking strategy to 
guard its cream user-base. "The idea was that even if consumers bought a 
fairness soap, it would be from the same brand basket," says one ana lyst. 
HLL executives did not meet The Strategist for this article. 

Still, HLL did not rest after its soap launch. Over the next two years, the 
company launched several new Fair & Lovely cream variants, 

FairGlow, on the other hand, was still fighting consumer perception that 
soaps may not work. It launched a "money-back challenge" to build up 
credibility in 2002. Fair & Lovely reacted by offering two soaps for the price 
off 20 (coming down to the FairGlow price). 

The sales graphs, though, remained dim. By mid-2004, FairGlow put the 
cap on Jts cream misadventure. It followed with an ad campaign in late-
2004 that illustrates the efficacy of the soap. That's paid off dividends, and 
sales are currently_ up. Whether they'll be able to reach their previous highs, 
though, is anyone's guess. · 

(Source: www.bsstrategist.com, February 22, 2005) 

Questions 

1. What is the positioning of FairGlow soap? Why is this positioning 
likely to appeal to Indian consumers? 

2. Why was the extension of FairGlow to face cream a bad decision? 

www.bsstrategist.coID


Case 5: Haier Brand 

H aier is the world's 4th largest white goods m. anufacturer and one 
of China's Top 100 electronics and IT companies. Haier has 240 
subsidiary companies and 30 design centers, plants and trade 

companies and more than 50,000 employees throughout the world. Haier 
specializes in technology research,, manufacture, trading and financial 
services. Haier's 2005 global reve1r1ue was RMB103.9 billion (USD12.8 
billion). 

Guided by business philosophy of CEO Zhang Ruimin, Haier has 
experienced success in the three historic periods - Brand Building, 
Diversification and Globalization. At the 21st anniversary of founding 
of the Haier Group December 26, 2005, Haier announced its 4th strategic 
development stage of Global Brand Building. ln 1993, Haier brand was 
officiaJly recognized as a famous brand and in 2005 valued at RMB70.2 
billion. Since 2002, Haier has consecutively been ranked first in the row of 
China's most valuable brands for manufacture of 15 products, including 
refrigerators, air-conditioners, washing machines, teJevisions, water 
heaters, personal computers, mobile phones and .kitchen integrations. H'aier 
was ranked first of China's Top lO Global Brands by China State Bureau of 
Quality and Technical Supervision (CSBTS) for refrigerators and washing 
machines. On August 30, 2005, Ha.ier was ranked 1st of China's Top 10 
Global Brands by the Financial Timies. 

Haier has been widely recognized as a leader of 9 products in terms of 
domestic market shares and the 3rd player of 3 products in the world 
market and world-class company in 11he fields of home integration, network 
appliances, digital and large-scale integrated circuits and new materials. 
Baier has long attached significance t·o innovation in satisfying the demands 
of worldwide consumers and realfaing win-win performance between 
Haier and clients. Haier has currentlly obtained 6,189 patented technology 
certificates (819 for inventions) and 589 software intellectual property 
rights. Haier has hosted and taken part i,n modification of about 100 
China's technological standards. Haier invented technology, mcorporated 
in the S~fe Care water heaters and d1uaJ-drive washing machines, has been 
proposed to the IEC Criteria. 

Haier's "OEC", "Market-chain" and "Individual-goal combination" 
management performances have been recognized worldwide. Haier's 
experiences have also been introduced into case studies of business mergers, 
and to financial management and corporate cultures of many foreign 
educational institutes, including Harvard University, University of Southern 
California, Lausanne Management College, the European Business College 
and Kobe University. Haier's "Markeit-chain'' management practice has also 
been recommended to the EU for Case Studies, and ifs "Individual-goal 
combination" management concep1t has been recognized by worldwide 
management researchers as a feasible solution of commercial over stocks 
and accounts overdue. 

Facing fierce global market compcltition, Haier has launched the global 
brand building s trategy and updlated the spirit, "Create resources, 
worldwide prestige" and work sty It~ "lndividuaJ-goal combination, swift 
action and success", with an aim to gain global recognition and sustainable 
development. 

Contd .... 

Case Studies 

233 



Marketing Management 

234 

Haier is an example of how an Asian company can build a brand and take 
it beyond its national market. Haier brand which is built oh quality and a 
commitment to offer innovative products at a competitive price, exports 
to over 150 countries around the world, has 13 factories spreading from 
Philippines to Iran to the US and recently became the no. 1 refrigerator 
maker in the world, overtaking Whirlpool. 

Haier traces its history back to the Qingdao General Refrigerator factory, 
which was founded in 1958 as a cooperative to repair and assemble electric 
appliances. Till Chinese entrepreneur Ruimin Zhang took charge of the 
factory in 1984, the company struggled with its quality and incurred 
huge losses. Haier attracted tremendous publicity when Zhang smashed 
faulty refrigerators with a sledgehammer, to send out a message about his 
commitment to quality. Today, Haier commands approximately over 30% 
share of the Chinese market in white goods and had revenues of US $9.7 
bHlion as of 2003. 

True to that event, Haier has built its ·brand on quality. Haier's strategy 
has been to establish a leadership position in the domestic market before 
venturing into global markets, Unlike most players who concentrate on 
the low end of the market by offering cheap products, Haier has focused 
on offering innovative products at a competitive price and the brand is 
starting to see results. A case in point is that Haier is the leading brand in 
the US in mini-refrigerator category. 

Haier's commitment to quality and innovation is evident by the 18 
international product design centers that it has established in Los Angeles 
and Tokyo which are in tum supported by production facilities in US, 
Japan and Italy. 

Though it is common to see charismatic CEOs such as Sir Richard Branson, 
Steve Jobs and Bill Gates leading the brands in the western world, it is 
hardly the case in Asia. Many Asian executives shy away from publicity. 
Ruim.in Zhang has set an example to many Asian companies about how 
the CEO can take charge of the t>rand and be the cni.ef brand ambassador. 
Zltang's aggressiveness to build his brand, his commitment to quality and 
his business acumen has attracted much deserved global accolades. 

Ruimin Zltang was placed nineteenth among the twenty-five most powerful 
people in business outside the US by Fortune magazine in 2003 and Haier 
was ranked the most admired Chinese brand in 2004 by a Financial Times/ 
Pricewaterhouse Coopers survey. 

(Source: SHH Kazmi, Marketing Management: Text and cases, Excel Books) 

Questions 

1. Analyse the Haier case and identify significant issues. 

2. Discuss Haier's branding strategy. 



Case 6: From Direct Selling to Direct Marketing 

F
or years Avon lady was a fixture in Amedcan neighbourhoods. 
Selling door-to-door built Avoin into the world's largest manufacturer 
of beauty products. Avon operates in 135 countries and besides the 

cosmetics it also _sells jewelry, home furnishings, and baby-care products. 
Avon pioneered the idea of hiring housewives for direct selling cosmetics 
in the neighbourhood. But in 1980s, as ipillions of women began to work 
outside the home, the cosmetics maker's pool of customers and sales 
representatives dwindled, and its sales faltered. By 1985, its profits were 
half what they had been in 1979. 

Consumer research showed th.at many women thought Avon's make-up 
was "stodgy," i ts gifts p roducts ove.rpriced, and its jewelry old-fashioned. 
So the company created a more contemporary line of jewelry, lowered 
the prices of its giftware to offer more items under $15, and expanded its 
lipstick and nail polish colours. 

On the selling side, recruiting sales ,~eople had become problematic, much 
as it had for other direct sellers like Mary Kay Cosmetics and Premark 
Intemational's Tupperware division. To a ttract sales representatives and 
boost produ<tivity, Avon improved incentive-compensation plans and 
offered free training programmes for recruits. As a result, Avon's direct
sales business - which accounts for 70 per cen.t of sales and 85 per cent 
of operating profits - experienced a d ramatic turnaxound. Within a year 
sales rose 17 per cent, to $2.9 billion, a.nd profits jumped as much as 25 
per cent. 

Today more than 450,000 sales repr1~entatives worl< for Avon and fill out 
someS0,000 orders daily. Sales exceed $3.5 billion a year. Nonetheless, Avon 
estimates that at least ten million women in the US who are interested in 
buying rrom Avo.n are unable because no saJes representative is calling. 
To win back some of the customers and attract new ones, the company 
has begun mailing catalogues direc1tly to potential customers nationwide. 
The move represents growing concern at Avon that its core market has 
matured. The growing number of women joining work force means that 
fewer of them have time to meet with Avon representatives. Although Avon 
remains the nation's largest direct stiller of beauty products, supermarkets 
and discount stores are steaJing market share. Avon hopes that mail-order 
catalogues will help to reach "stranded" customers. 

The plan is to send catalogues to people who have moved or who no 
longer are active buyers. TI,ey can then order directly through the company 
or through a salesperson. Initial expectations are 'modest. Avon hopes 
catalogue sales will reach $25 milli<i>n the first year. In the long run, Avon 
hopes to penetrate major cities and suburbs, the places where much of the 
female work force is absent at prime selling times. Avon is also increasing 
the use of toll free numbers in conjunction with this strategy. 

Source: Pat Sloan, " Avon L-0oks Beyond Dire•c:t Sales," Adve rtising Age, February 22. 1993, 

Questions 

1. What are the significant issues u, the case? 

2. Do you think Avon's approach in response for changing conditions is 
right for products that need peirsonal contact by saleswomen? 

3. Suggest any other solution than what Avon is planning to do. 
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Case 7: Wall-Mart 

In 1980s, Wall-Mart heavily invested in the IT Sector. Early in the year, the 
company began using Electronic Data lnterchange (EDI) systems and linked 
stores and distribution centres. through computers. This helped the 

company to keep track of goods movement in real-time and quickly 
replenish stocks at the stores. This also minimised incidence of out-of-stock 
s_ituations and helped better management of the inventory. It eliminated the 
inconvenience to customers resuJting from non-availability of products. 

ln 1987, Wal-Mart instaUed a satellite communication system that linked 
stores, distribution, and suppliers' systems and completely automated 
the entire distribution process of the company. The system also linked 
all the company stores to the General Office a two-way voice and data 
communication, and one-way video communication. lt was in 1980s, that 
Wal-Mart management thought of using lT to get more customer-,:elated 
information appreciating the rapid pace of the firm's expansion and the 
difficuUies of keeping track of diverse needs of millions of customers. The 
buying habits, needs, and preferences differed in different areas. Products 
that were popular and high in demand in one outlet were not as hot in other 
stores. Wal-Mart started investing in-data warehousing systems located at 
its headquarters at Bentonville, Arkansas. The company gathered sales and 
customer-related information serviced by each store. To gain better insights 
in.to t he needs, preferences, and purchase behaviour of consumers, the 
company used data mining tools that could be used to analyse gathered 
information related to products being sold at each store level, consumers' 
demog,raphic and ethnic profiles in the store vicinjty, and their frequency 
of purchases of each product and accordingly repfenishment etc. 

Experts at Wal-Mart used 3--D visualisation tools to make accurate estimates 
of products that were most likely to be bought by consumers depending on 
various aspects of their profiles, locations, events, weather conditions etc., 
considering around 10,000 parameters. This helped Wal-Mart replenish its 
90% stocks every month. 

To help customers and make their shopping experience pleasant, in 1996 
the firm installed 2 to 5 information kiosks in each store, from where 
customers could access information. A customer could find out the price 
of any product, its brief description and locate availability of any item, 
which was not available in a particular store. Wal-Mart introduced a hand
held product locator device called 960. A store employee would assist the 
customer by entering the item number in 960. The 960 would indicate the 
nearest Wal-Mart store in a radius of 30 - 40 miles that had the product, 
store location, its telephone number, and the number of units available. If 
a customer needed something urgenHy, the employee would arrange that 
the product-were brought to the store, where the customer was at that point 
of time. This service was highly admired by its customers. 

Wal-Mart launched its website in 1996 - www.walmart.com- to make 
information accessible to the customers on all the p roducts the company 
stocked and to enable its customers to make online purchases. The site had 
many user-friendly features, and for prompt delivery of the purchased items, 
Wal-Mart tied with Fingerhut, a US based direct marketing company. 

Wal-Mart website had advanced features to ensure credit card security 
online. The site was also connected to a call centre, through which customers 
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could place their queries and grievances. Customers registered at Wal-Mart 
site were kept informed of different ir>-store sales promotions and events 
in their nearest store. The website also has other customer service tools 
that enable customers to record a package lost in mail and then, Wal-Mart 
would send the required product to the customer. 

In March 2003, Fortune magazine ranked Wal-Mart as the largest company 
in the world apd America's most admired business house. 

(Source: SHH Kazmj, Marketing Manage,rnent: Text and cases, Excel aool:s) 

Questions 

1. Explain how the use of modem IT has helped Wal-Mart in delivering 
more in customer service. 

2. Visit the Wal-Mart website and prepare a presentation highlighting 
different Internet aided services for the customers. 
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