CHAPTER FOUR
MARKET SEGMENTATION, TARGETING, AND POSITIONING

Chapter Objectives

After studying this chapter, students will be able to:

· Define the three steps of target marketing: market segmentation, market targeting, and market positioning.

· List and discuss the major levels of market segmentation

· Discuss the bases for segmenting consumer markets

· Explain how companies identify attractive market segments and choose a market-coverage strategies

· Discuss how companies can position their products for maximum competitive advantage in the market.

 Introduction

Companies today recognize that they cannot appeal to all buyers in the market place or at least not to all buyers in the same way because:

· Buyers are too numerous, 

· buyers are too widely scattered, 

· buyers are too varied in their needs and buying practices.  

· companies themselves vary widely in their abilities to serve different segments of the market.  

Rather than trying to compete in an entire market, sometimes against superior competitors, each company must identity the parts of the market that it can serve best and most profitably. 

The Process of Target Marketing

Most companies are being more choosy about the customers with whom they wish to connect.  Most have moved away from mass marketing and toward market segmentation and targeting - identifying market segments, selecting one or more of them, and developing products and marketing programs tailored to each.  Instead of scattering their marketing efforts (the "shotgun" approach), firms are focusing on the buyers who have greater interest in the values they create best (the "rifle" approach).


Figure 1 steps in market segmentation, targeting, and positioning   
Figure 1 shows the three major steps in target marketing.  
· The first is market segmentation - dividing a market into smaller groups of buyers with distinct needs, characteristics, or behaviors who might require separate products or marketing mixes.  The company identifies different ways to segment the market and develops profiles of the resulting market segments.  

· The second step is market targeting - evaluating each market segment's attractiveness and selecting one or more of the market segments to enter.   

· The third step is market positioning - setting the competitive positioning for the product and creating detailed marketing mix.  We discuss each of these steps in turn. Market positioning is arranging for a product to occupy  a clear, distinct, and desirable place  in the mind of the consumer.

MARKET SEGEMENTAION

Markets consist of buyers, and buyers differ in one or more ways.  They may differ in their wants, resources, locations, buying attitudes, and buying practices.  Through market segmentation, companies divide large, heterogeneous markets into smaller segments that can be reached more efficiently and effectively with products and services that match their unique needs.  In this section, we discuss three important segmentation topics:  levels of market segmentation, segmenting consumer markets, and requirements for effective segmentation.

6.3.1 Levels of Market Segmentation

Because buyers have unique needs and wants, each buyer is potentially a separate market.  Ideally, then, a seller might design a separate marketing program for each buyer.  However, although some companies attempt to serve buyers individually, many others face larger numbers of smaller buyers and do not find complete segmentation worthwhile.  Instead, they look for broader classes of buyers who differ in their product needs or buying responses.  Thus market segmentation can be carried out at several different levels.  Figure 7.2 shows that companies can practice no segmentation (mass marketing), complete segmentation (micromarketing), or something in between (segment marketing or niche marketing).

1. Mass Marketing

Companies have not always practiced target marketing.  In fact, for most of the 1900s, major consumer products companies held fast to mass marketing – mass producing, mass distributing, and mass promoting about the same product in about the same way to all consumers.    Henry Ford epitomized this marketing strategy when he offered the Model T Ford to all buyers; they could have the car” in any color as long as it is black.” Similarly, Coca-Cola at one time produced only one drink for the whole market, hoping it would appeal to everyone.



Figure 2   Levels of marketing segmentation

The traditional argument for mass marketing is that:

a) it creates the largest potential market, 

b) it leads to the lowest costs, 

c) it translate into higher margins.  

However many factors now make mass marketing more difficult. Today, marketers find it very hard to create a single product or program that appeals to all of these diverse groups. The proliferation of distribution channels and advertising media has also shop at it difficult to practice “one –size-fits-all’’ marketing.  No wonder some have claimed that mass marketing is dying.  Not surprisingly, many companies are retreating from mass marketing and turning to segment marketing.

2. Segment Marketing

A company that practices segment marketing isolates broad segments that make up a market and adapts its offers to more closely match the needs of one or more segments.  Segment marketing offers several benefits over mass marketing.  

a) The company can market more efficiently, targeting its products or services, channels, and communications programs toward only consumers that it can serve best and most profitably.  

b) The company can also market more effectively by fine-tuning its products, prices, and programs to the needs of carefully defined segments.  

c) The company may face fewer competitors if fewer competitors are focusing on this market segment.

3. Niche Marketing

Market segments are normally large; identifiable groups within a market-for example, luxury car buyers, performance car buyers, utility car buyers, and economy car buyers.  Niche marketing focuses on subgroups within these segments.  A niche is a more narrowly defined group, usually identified by dividing a segment into sub segments or by defining a group with a distinctive set of traits who may seek a special combination of benefits.  For example, Chinese and Indian restaurants in Addis Ababa can be cited as niche markets.

The following are the major characteristics of niches:

a) Consumers have a distinct set of needs

b) Consumers are willing to pay a premium price

c) Competitors are not attracted for entry. Whereas segments are fairly large and normally attract several competitors, niches are smaller and normally attract only one or a few competitors.

d) The nicher has specialization.

4. Micromarketing

Segment and niche marketers tailor their offers and marketing programs to meet the needs of various market segments.  At the same time, however, they do not customize their offers to each individual customer.  Thus, segment marketing and niche marketing fall between the extremes of mass marketing and micromarketing.  Micromarketing is the practice of tailoring products and marketing programs to suit the tastes of specific individuals and locations.  Micromarketing includes local marketing and individual marketing.

I. Local Marketing.  Local marketing involves tailoring brands and promotions to the needs and wants of local customer groups- cities, neighborhoods, and even specific stores. Local marketing has some drawbacks.  

a) It can drive up manufacturing and marketing costs by reducing economics of scale. 

b) It can also create logistics problems as companies try to meet the varied requirements of different regional and local markets. 

c) A brand’s overall image might be diluted if the product and message vary too much in different localities. 


As companies face increasingly fragmented markets, and as new supporting technologies 
develop, the advantages of local marketing often outweigh the drawbacks. Local 
marketing helps a company to market more effectively in the face of pronounced regional 
and local differences in community demographics and lifestyles. It also meets the needs 
of the company’s first-line customers – retailer – who prefers more fine – turned product 
assortments for their neighborhoods.

II. Individual Marketing.  In the extreme, micromarketing becomes individual marketing- tailoring products and marketing programs to the needs and preferences of individual customers.  Individual marketing has also been labeled one-to-one marketing, customized marketing, and markets-of-one marketing.

Today most companies are adopting “mass customization.”   Mass customization is the process through which firms interact one-to-one with mass of customers to design products and services tailor-made to individual needs at the price of standardized products. 

 Patterns of Market Segmentation

Market segment can be built based on preference segments. Three different attributes can emerge: 

1. Homogeneous Preferences

Shows a market in which all of the consumers have roughly the same preference. Where consumers have homogeneous preferences, it is appropriate to practice mass marketing. 

2. Diffused Preferences.

It the other extreme, consumers preferences may be scattered throughout the space, indicating great variance in consumer preferences. Here, Several Brands are in the market. Where consumers vary greatly vary in their preferences individual marketing is appropriate.

3. Clustered Preferences:

The Market might reveal distinct preference clusters called Natural Market segments. Where consumers have clustered preferences, segment marketing is ideal to practice.

a) Homogeneous
b) Diffused
c) Clustered

Preferences  
Preferences
Preferences 


Figure 3 Basic market preference patterns

6.3.3 Market Segmentation Procedure

Marketers use a three-step procedure for identifying market segments: 

1. Survey stage.

The researcher conducts exploratory Interviews and focus groups to gain insight into customer motivations attitudes, and behavior. Then the researcher prepares a questionnaire and collects data on attributes and their Importance ratings, brand awareness and brand ratings, product – usage patterns, attitudes toward the product category and respondents demographics, geographic, psychographics and media graphics.

2. Analysis stage

The researcher applies factor analysis to the data to remove highly correlated variables then applies cluster analysis to create specified number of maximally different segments. 

   Profiling stage. 

Each cluster is profiled in terms of its distinguishing attitudes, behavior, demographics, psychographics, and media patterns, and then each segment is given a name based on its dominant characteristics.

Segmenting Consumer Markets
There is no single way to segment a market.  A marketer has to try different segmentation variables, alone and in combination, to find the best way to view the market structure.  The major variables that might be used in segmenting consumer markets are:

1. geographic, 

2. demographic, 

3. psychographics, and 

4. behavioral .

1. Geographic Segmentation calls for dividing the market into different geographical units such as nations, regions, states, counties, cities, or neighborhoods.  A company may decide to operate in one or a few geographical areas, or to operate in all areas but pay attention to geographical differences in needs and wants.
Many companies today are localizing their products, advertising, promotion and sales efforts to fit the needs of individual regions, cities, and even neighborhoods.  Other companies are seeking to cultivate as-yet untapped territory.

2. Demographic Segmentation divides the market into groups based on variables such as:

· age, 

· gender, 

· family size, 

· family life cycle, 

· income, 

· occupation, 

· education, 

· region, 

· race, and 

· nationality.  

Demographic factors are the most popular bases for segmenting customer groups.  One reason is that consumer needs, wants, and usage rates often vary closely with demographic variables.  Another is that demographic variables are easier to measure than most other types of variables.  Even when market segments are first defined using other bases, such as benefits sought or behavior, their demographic characteristics must be know in order to assess the size of the target market and to reach it efficiently.

Age and Life-Cycle Stage.  Consumer needs and wants change with age.  Some companies use age and life-cycle segmentation, offering different products or using different marketing approaches for different age and life –cycle groups.

Gender.  Gender segmentation has long been used in clothing, cosmetics, toiletries, and magazines.

Income.  Income segmentation has long been used by the marketers of products and service such as automobiles, boats, clothing, cosmetics financial services and travel. 

3. Psychographic Segmentation divides buyers into different groups based on:

a) social class, 

b) lifestyle, or 

c) personality characteristics.  

People in the same demographic group can have very different psychographic makeup.

4. Behavioral Segmentation divides buyers into groups based on their knowledge, attitudes, uses, or Reponses to a product.  Many marketers believe that behavior variables are the best starting point for building market segments.

Occasions.  Buyers can be grouped according to occasions when they get the idea to buy, actually make their purchase, or use the purchased item.  Occasion segmentation can help firms build up product usage.  For example, orange juice is most often consumed at breakfast, but orange growers have promoted drinking orange juice as a cool and refreshing drink at other times of the day.

Benefits Sought.  A powerful form of segmentation is to group buyers according to the different benefits that they seek from the product.  Benefit segmentation requires finding the major benefits people look for in the product class, the kinds of people who look for each benefit, and the major brands that deliver each benefit.

User Status.  Markets can be segmented into groups of nonusers, ex-users, potential users, first-time users, and regular users of a product.

Effective Segmentation

Even after applying segmentation variables to a consumer market, marketers must realize that not all segmentations are useful.

To be useful, market segments must be: -

1. Measurable: The size, purchasing power and characteristics of the segments can be measured.

2. Substantial: The segments are large and profitable enough to serve. 

A Segment should be the largest possible homogeneous group worth going after with a tailored marketing program.

3. Accessible. The segments can be effectively reached and           served. 

4. Differentiable: The segments are conceptually distinguishable and respond differently to different marketing mixes.

If two segments respond identically to a particular offer, they do not constitute separate segments.

5. Actionable: Effective programs can be formulated for attracting and serving the segments.
Market Targeting 

Market targeting is the process of evaluating each market segments attractiveness and selecting one or more segments to enter. A firm has to evaluate various segments and decide how many and which ones to target.  
Evaluating Market Segments

In evaluating different Market segments, the firm must look at two factors:

1. The Segment’s size and growth

2. The Company’s objectives and resources.

To enter in to the segment:

a. The segment should fit with the company’s objectives

b. The company should possess the skills and resources

3. Segment structural attractiveness

A segment is less attractive if:

a. It contains many strong and aggressive competitors

b. There are many actual or potential substitute products

c. Buyers have strong power

d. It contains powerful suppliers
Selecting and Entering Market Segments

Having evaluated different segments, the company can consider five patterns of target market selection.

1. Single – Segment concentration

2. Selective specialization

3. Product specialization

4. Market specialization

5. Full market coverage. 

1. Single- Segment Concentration

Through concentrated marketing, the firm gains a thorough understanding of the segments needs and achieves a strong market presence. Furthermore, the firm enjoys operating, economies by specializing its production, distribution, and promotion; if it attains segment leadership, it can earn a high return on its investment.

However, concentrated marketing involves higher than normal risks if the segment turns sour because of changes in buying patterns or new competition. For These reasons, many companies prefer to operate in more than one segment.

2. Selective Specialization

Here, the firm selects a number of segments, each objectively attractive and appropriate. There may be little or no synergy among the segments, but each segment promises to be moneymaker. This multi segment coverage strategy has the advantage of diversifying the firm’s risk.

3. Product Specialization

Through a product specialization strategy the firm builds a strong reputation in the specific product area. The downside risk is that the product may be supplanted by an entirely New Technology.

4. Market Specialization

Here, the firm concentrates on serving many Needs of a particular customer group. The firm gains a strong reputation in serving the customer groups and becomes a channel for further products that the customer group could use. However, the downside risk is that the customer group may have its budgets cut.

5. Full Market Coverage

Here, a firm attempts to serve all customer groups with all of the products they might need. Only very large firms can undertake a full market coverage strategy. Large firms can cover a whole market in two broad ways.

I. Through undifferentiated marketing.

Here, the firm Ignores market segment differences and goes after the whole market with one market offer. 

II. In differentiated Marketing

The firm operates in several market segments and designs different programs for each segment.
Five patterns of target market selection
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Market Specialization
Full Market Coverage



Three Alternative Market Coverage (Targeting) Strategies

After evaluating different segments, the company must decide which and how many segments to serve. This refers to decision of target market selection. A target Market consists of a group of buyers sharing common needs or characteristics that the company decides to serve. There are three alternative market coverage or targeting strategies.

1. Undifferentiated or mass marketing

2. Differentiated marketing

3. Concentrated marketing

1. Undifferentiated Marketing

This strategy is also known as market aggregation or mass marketing strategies. It is a strategy in which a firm decides to ignore market segment differences and go after the whole market with one offer or product. The mass marketing strategy focuses on what is common in the needs of the consumers rather than on what is different. This strategy relies on mass distribution and mass marketing and aims to give the product a superior image in people’s mind. The fact that consumers are to numerous and diverse in their buying behavior make it difficult to practice “one size fits all” marketing.

2. Differentiated Marketing

It is a strategy in which affirm decides to target several market segments or niches and designs separate offers for each.

3. Concentrated Marketing

It is a strategy in which a firm goes after a large share of one or a few sub markets. It is appealing when company resources are limited. Instead of going after a small share of a large market, the firm goes after a large share one or a few segments or niches.

Choosing a Market – Coverage (Targeting) Strategy

The following factors should be considered in choosing a market coverage strategy.

1. Company Resources:
If the firm’s resources are limited, concentrated marketing is appropriate.

2. Degree of Product Variability:
Undifferentiated marketing is appropriate for uniform products such as steel. Differentiated or concentrated strategy is appropriate for products that can vary in design like camera and automobiles.

3. Product Life Cycle Stages:
When introducing a new product, undifferentiated or concentrated marketing is better. At the maturity stage, differentiated marketing is better.

4. Market Variability:
If most buyers have the same tastes, buy the same amount and react the same way to marketing efforts, undifferentiated marketing is appropriate.

5. Competitors Marketing Strategies:
When competitors use differentiated or concentrated marketing, undifferentiated marketing is inappropriate. When competitors use undifferentiated marketing, differentiated marketing is most appropriate.

Differentiation and Positioning Strategy
Differentiation
In today’s highly competitive global market place, a product will not survive – let alone thrive – without some distinct competitive difference that sets it apart from every rival product. Differentiation is the act of designing a set of meaningful differences to distinguish the company’s offering from competitor’s offerings.

A company can differentiate its market offering along five dimensions:  Products, Services, Personnel, Channel, and Image.

Differentiation Variables

	Product
	Services
	Personnel
	Channel
	Image

	Form Features Performance Conformance Durability Reliability Reparability Style 

Design
	Ordering ease

Delivery 

Installation

Customer Training

Customer Consulting

Maintenance and repair miscellaneous
	Competence Courtesy 

Credibility Reliability Responsiveness Communication
	Coverage Expertise Performance
	Symbol Media Atmosphere Events


Product Differentiation

Here the seller faces an abundance of design parameters, including;

1. Form: the size, shape or physical structure of a product.

2. Features: are the characteristics that supplement the products basic function.

3. Performance Quality: is the level at which the product’s primary characteristics operate.

4. Conformance Quality: Buyer expects products to have a high conformance quality, which is the degree to which all of the produced units are identical and meet the promised specifications.

5. Durability: is a measure of the products expected operating life under natural or stressful conditions, is important for products such as vehicles and kitchen appliances.

6. Reliability: is a measure of the probability that a product will not malfunction or fail within a specified time period.

7. Reparability: is a measure of ease of fixing a product when it malfunctions or fails.

8. Style: describes the products look and feel to the buyer. Buyers are normally willing to pay a premium for products that are attractively styled.

9. Design: Offer a potent way to differentiate and position a company’s products and services.

It is the integrating force that incorporates all of the qualities just discussed, this means the designer has to figure out how much to invest in form, feature development, performance, conformance, durability, reliability, repairability, and style.

Services Differentiation

The main service differentiations are:

1. Ordering ease: refers to how easy it is for the customer to an order with the company.

2. Delivery: refers to how will the product or service is delivered to the customer, covering speed, accuracy, and customer care.

3. Installation: refers to the work done to make a product operational in its planned location

4. Customer training: refers to how the customer’s employees are trained to use the vendor’s equipment properly and efficiently.

5. Customer consulting: refers to data, information systems, and advising services that the seller offers to buyers.

6. Maintenance and repair: describes the service program for helping customers keep purchased products in good working order, and important consideration for many products.

Personnel Differentiation

Companies can gain a strong competitive advantage through having better trained people.

Well-trained personnel exhibit six characteristics: Courtesy, Credibility, reliability, responsiveness, and Communication.

Channel Distribution

Companies can achieve competitive advantage through the way they design their distribution channels coverage, expertise and performance.

Image Differentiation

Buyers respond differently to company and brand images. Identity comprises the ways that a company aims to identify or position itself or its product whereas Image is the way the public perceives the company or its products. Image delivers emotional power beyond a mental image. For the image to work, it must be conveyed through every available communication vehicle and brand contact, including logos, media and special events.

Developing and communicating a Positioning Strategy

All products can be differentiated to some extent. A difference is worth establishing to the extent that it satisfies the following criteria:

1. Important: The differences deliver a highly valued benefit to a sufficient number of buyers.

2. Distinctive: The difference is delivered in a distinctive way.

3. Superior: The difference is superior to other ways of obtaining the benefits

4. Preemptive: The difference can’t be copied easily by competitors.

5. Affordable: The buyer can afford to pay for the difference.

6. Profitable: the company will find it profitable to introduce the difference.

POSITIONING

It is the act of designing the company’s offerings and image so that they occupy a meaningful and distinct competitive position in the target customers’ minds. A position is the way you lock your brand inside a consumer’s mind. Whereas a technological feature can be duplicated, a competing brand can’t enter the perceptual territory that you have occupied if you defend it well. You can copy the features of a competitor, buy you can’t dislodge him from the consumer’s mind without a differentiating positioning strategy. Positioning is the fountainhead decision in marketing and advertising. Product   concepts emerge from a market positioning analysis.

Consumer’s Perceptual Space

The concept of perceptual space forms the theoretical basis for brand positioning.  The consumers’ mind is regarded as a geometric perceptual space, with product categories and brands occupying different points in that space. In marketing terms, there is no such thing as a product or service which exists by itself independent of the consumer.

For a product to exist, it must find a place in an individual consumer’s perception of the world of products around him/her.  And this perception is subjective, governed by the individual consumer’s values, beliefs, needs, experience and environment. However, the cognitive map of the individual is not a photographic representation of the physical world.  Every perceiver is, as it were, to some degree a non-representational artist, painting a picture of the world that expresses his individual view of reality.

Positioning is the battle for a place in the consumer’s mind. Marketing strategy should be designed to create a perception for brands in the prospect’s minds so that it stands apart from competing brands and approximates much closer to what the consumer wants. Positioning is a fountain head decision and an integrating concept. It provides the direction and thrust to marketing and advertising planning and also integrates all the elements of the marketing mix.  The marketing planner and the advertising strategist have to design each element of the marketing mix to serve the positioning objective of the brand.

Definition of positioning

The position of a brand is the perception it brings about in the mind of a target consumer. The perception of the consumer is based on:

a) Functional attributes and benefits of a product

b) Emotional or symbolic benefits

c) The consumers’ attitudes, beliefs, and values.

Positioning is a relative concept. A position is a point that a brand occupies in the customers perceptual space in relation (compared) to competing brands. Positioning is a differentiation concept. Positioning is rooted in differentiating a brand from competitive brands in a multi-brand market.  Four basic components of the positioning concepts

1. Product class

2. Consumer segmentation

3. Perceptual mapping

4. Brand benefits and attributes

1. Product class

A production class or product market can be defined as the set of products and brands which are perceived as substitutes to satisfy some specific consumer needs. The marketing management can’t put the positioning concept to work unless considering other brands that are competing ones. Which other brands must our brand compete in order to keep itself in the customers’ perceptional space? What is the structure of the market or set of substitutes amongst which our brand is to be positioned?

2.  Consumer segmentation

Positioning theory places emphasis on the target consumer’s perceptions of brands in relation to other brands. We can’t think of positioning a brand except in relation to a particular target segment. Positioning and segmentation have an inseparable relationship. Positioning is a theory that was born out of intense competition. This makes it necessary to identify competitors and to differentiate a brand among the similar ones. Each brand has to carve out a ‘niche’ for its own ans in a competitive market only such a unique brand will survive. Thus, positioning a brand and target segment are integrated and inseparable.  The two are integrated because a brand must be positioned to appeal to a target consumer segment. A consumer segment too, would respond to a brand that occupies that position preferred by it.

3.  Perceptual Mapping

Perceptual mapping represents consumers’ perceptions in two dimensional space so that the manager can readily see where his own brand is positioned in the mind of the target customer in relation to other competitive brands.

4.  Brands Attributes and Benefits

A consumer can allot a position in his mind only to a brand whose benefits are meaningful.  A consumer compares and places brands in relation to the desirable benefits.
CHAPTER FIVE
MANAGING PRODUCTS, PRODUCT LINES AND BRANDS, NEW PRODUCT DEVELOPMENT AND PRODUC LIFE CYCLE (PLC) STAGES

Learning Objectives

Upon completion of this chapter a student will be able to:

· Define product 

· Describe the major classifications of products and their marketing implications

· Explain product mix decisions 

· Explain the basic concepts of branding, packaging, and labeling. 
· Describe what a new product is all about

· Identify ways of obtaining a new product

· Discuss the new product development stages

· Describe the product life cycle stages

· Discuss the basic marketing strategies at each of the four PLC stages

What is a Product? 

A product is a solution to customers’ problems. It is anything that can be offered to the market for attention, acquisition, use, or consumption and that might satisfy a want or need. It includes physical objects, services, persons, places, organizations, ideas or mixes of these entities.

A product is a combination of the physical characteristic as well as the way people think and feel about it. A product is at times defined as a bundle of potential utility. This emphasizes that products are capable of releasing some “benefits” to the purchaser. Remember that a consumer is more interested in the benefits he gets from the product rather than the product characteristics in a physical sense. 

An automobile, no doubt supplies transportation but can also be a symbol of social status and economic achievement. The higher the price of the automobile, the more it is likely to symbolize this psychological aspect. A product therefore may be regarded from the marketing viewpoint as a bundle of "benefits" which are being offered to the consumer. The job of a product planning, therefore, consists of planning benefits to be released during the use of the product. In a very narrow sense, a product is a set of tangible physical attributes assembled in an identifiable form.
Any change in the physical feature (design, color, size, packaging), however minor it may   be, creates another product. Each such change provides the seller with an opportunity to use a new set of appeals to reach what essentially may be a new market. 

The broader definition is as follows: A product is a set of tangible and in tangible attributes, including packaging, color, price, manufacturer’s prestige, retailer’s prestige, and manufacturer’s and retailer’s services, which the buyer may accept as offering want satisfaction. The key idea in this definition is that the consumers are buying more than a set of physical attributes. Fundamentally, they are buying want satisfaction. Thus, a wise firm sells product benefits rather than just products.

6.2 Five Levels of a Product

In planning its market offering, the marketer needs to think through five levels of the product. Each level adds more customer value, and the five constitute a customer value hierarchy. 

1. The Core Product - The most fundamental level is the core benefit: the fundamental service or benefit that the customer is really buying. A hotel guest is buying “rest & sleep”, the purchaser of a drill is buying “holes.” Marketers must see themselves as benefit providers. 

2. The Actual Product - At the second level the marketer has to turn the core benefit into a basic product. Thus a hotel room includes a bed, bathroom, towels, desk, dresser, and closet. The actual product may have as many as five characteristics that combine to deliver core product benefits.  They are:

· Quality level

· Features

· Design

· A brand name

· Packaging

3. Expected Product - At the third level, the market prepares an expected product, a set of attributes and conditions that buyers normally expect and agree to when they purchase this product. For example, hotel guests expect a clean bed, fresh towels, working lamps, and a relative degree of quiet. 

4. The Augmented Product - At the fourth level, the marketer prepares an augmented product that meets the customers’ desires beyond their expectations. The augmented product includes any additional consumer services and benefits built around the core and actual product. A hotel can augment its product by including fresh flowers, fine dining and room service, and so on. Product augmentation leads the marketer to look at the buyer’s total consumption system: the way a purchaser of a product performs the total task of whatever it is that he or she is trying to accomplish when using the product. 

5. Potential Product - At the fifth level stands the potential product, which encompasses all the augmentations and transformations that the product might ultimately undergo in the future. While the augmented product describes what is included in the product today, the potential product points to its possible evolution. Here is where companies search aggressively for new ways to satisfy customers and distinguish their offer. 

6.3 Product Hierarchy

Each product is related to certain other products. The product hierarchy stretches from basic needs to particular items that satisfy those needs. 

1. Need family: The core need that underlies the existence of a product family. 

Eg. Security.

2. Product family: the entire product class that can satisfy a core need with reasonable effectiveness. 

Eg. Savings and income.
3. Product class: A group of products within the product family recognized as having certain functional coherence. Eg. Financial instruments or insurance.  

4. Product line: a group of products within a product class that are closely related because they perform a similar function, are sold to the same customer groups, are marketed through the same channels, or fall within given price ranges. Eg. Life insurance.
5. Product type: A group of items within a product line that share one of possible forms of the product. Eg. Term life 

6. Brand: The name, associated with one ore more items on the product line, that is used to identify the source or character of the item(s). Eg. EIC – term insurance 

7. Item (also called stock keeping unit or product variant): A distinct unit within a brand or product line that is distinguishable by size, price, appearance, or some other attribute. 

6.4 Product Classifications

Marketers have traditionally classified products on the basis of varying product characteristics durability, tangibility, and use (consumer or industrial) 

Durability & tangibility 

Products can be classified into three groups according to their durability and tangibility. 

· Non-durable goods: are tangible goods that normally are consumed in one or a few uses. E.g. Bear, soap, salt . . . . And purchased frequently. The appropriate strategy is to make them available in many locations, charge only a small markup, and advertise heavily to induce trial and build preference. 

· Durable goods: are tangible goods that normally survive many uses. 

     Eg. Refrigerators, machine tools, & clothing. Durable goods normally require more personal selling and service, command a higher margin, and require more seller guarantees. 

· Services: are intangible, inseparable, variable and perishable. As a result they normally require more quality control, supplier credibility, and adaptability. 

Eg. Haircut, repair. 

Products may be further divided into two, namely: 

1) Consumer Products

2) Industrial products 

1) Consumer Products 

The American marketing association defined consumer goods as ‘Goods destined for use by ultimate consumers or house holds and in such form that they could be used without commercial processing’. Consumer goods are products intended for use by ultimate consumers for non-business purpose.

2) Industrial Products

The American Marketing Association defined industrial products as ‘Goods which are destined to be sold primarily for use in producing other goods or rendering services as contrasted with goods destined to be sold primarily to the ultimate consumer.’ These goods include equipment (installed and accessory), component parts, repair and operating supplies and raw materials and fabricating materials. Industrial goods are products intended to be sold primarily for use in producing other goods or for rendering services in a business.

The fundamental basis for distinguishing between the two groups is the ultimate use for which the product is intended in its present form. Cornflakes to household consumption are classified as consumer goods. Cornflakes sold to restaurants and other institution, however, are classed as industrial goods.

Classification of Consumer Product’s
The range of consumer goods is too broad for a single class. Consequently, consumer products are further classified as: 

1. Convenience goods

2. Shopping goods and 

3. Specialty goods. 

4. Unsought goods.

It is important to note that this subdivision is based on consumer buying habits rather than on types of products. Especially the two criteria used as bases for classifying consumer products are:-

1) The degree to which consumers are aware of the exact nature of the product before they start on their shopping trips, and 

2) The satisfaction received from comparing products, weighed against the time and effort required for this task.  
1. Convenience goods: 

Consumer products are those bought by final consumers for personal consumption. Convenience products are consumer products and services that the consumer usually buys frequently, immediately, and with a minimum of comparison and buying effort. The significant characteristics of convenience goods are that:

a) the consumer has complete knowledge of the particular product wanted before going out to buy it, and 

b) the product is purchased with a minimum of effort. 

Normally, the gain resulting from shopping around to compare price and quality is not considered worth the extra time and effort required. A consumer is required to accept any of the several substitutes and thus will buy the one that is most accessible. For most buyers, this subclass of goods includes groceries, tobacco products, candy, drug sundries such as toothpaste, and staple hardware items such as light bulbs and batteries. 

Convenience goods can further be classified into:

i) Staples – are convenience goods that consumers buy on regular basis. Examples include soaps, tooth paste, etc.

ii) Impulse goods – are convenience goods that are purchased without any planning or search effort. Examples include candy bars, magazines, etc.

iii) Emergency goods – are purchased when a need is urgent – umbrella during a rainstorm.

Marketing Considerations
a) A convenience good must be readily accessible when the consumer demand arises, so the manufacturer must secure wide distribution. But, since most retail stores sell only a small volume of the manufacturer’s out put, it is not economical to sell directly to all retail outlets. Instead, the producer relies on whole sellers to reach part of the retail market. 

b) The promotional strategies of both the manufacturer and the retailer are involved here. Retailers typically carry several brands of a convenience item, so they are not able to promote any single brand. They are not interested in doing much advertising of these articles because many other stores carry them, and any advertising by one retailer may help its competitors. As a result, virtually the entire advertising burden is shifted to the manufacturer. 

2. Shopping Goods 

Shopping goods are products for which customers usually wish to compare quality, price and style in several stores before purchasing. A key-identifying characteristic is that consumers lack full knowledge about shopping goods before embarking upon the shopping trip. Thus, on the trip, they must assess the relative suitability of alterative products before they make the purchase. This search continues only as long as the customer believes that the gain from comparing products offsets the additional time and effort required. 
In general shopping goods cost more and are purchased less frequently than convenience goods. Examples of shopping goods include women’s apparel, furniture and used cars, jewelry, and to some extent men’s ready-to-wear and shoes. 

Marketing considerations:-

The buying habits with shopping goods affect the distribution and promotional strategy of both manufacturers and middlemen. 

a) Manufacturers of shopping goods require fewer retail outlets because consumers are willing to look around a bit for what they want. To increase the convenience of comparison-shopping manufactures try to place their products in stores located near other stores carrying competing items. 

b) Manufactures usually work closely with retailers in the marketing of shopping goods. Since manufacturers use fewer retail out lets, they are more dependent upon those they select. Retail stores typically buy shopping goods in large quantities. Thus, distribution direct from manufacturer to retailer is common. 

c) Finally, store names are often more important to buyers of shopping goods than manufacturers’ names. This is true particularly for items such as wearing apparel, where the average customer does not know or care who made the product.

3. Specialty goods
Specialty goods are those products for which consumers have a strong brand preference and are willing to expend special time and effort in purchasing them. Specialty goods are goods with unique characteristics or brand identification for which a sufficient number of buyers are willing to make a special purchase effort. In the case of specialty goods, as with convenience goods but unlike shopping goods, the buyer has complete knowledge of the particular product wanted before going on the buying trip. 
Examples of products usually classified as specialty goods include expensive men’s ready-to-wear, fancy groceries, health food, automobiles and certain home appliances.

The distinctive features of specialty goods are:
a)  Buyers do not normally compare specialty products; instead, they only invest the time to reach the outlet that carries the goods.
b) The buyer will accept only a specific brand. 

Marketing Considerations

a) Since consumers insist on a particular brand and are willing to expend considerable effort to find it, manufacturers can afford to use fewer outlets. Ordinarily, the manufacturer deals directly with these retailers. 

b) The retailers are extremely important, particularly if the manufacture uses only one in each area and, where the franchise to handle the product is a valuable one, the retailer may be come quite dependent up on the producer. Thus. They are interdependent; the success of one is closely tied to the success of the other. 

c) Because brand is important and because only a few outlets are used, both the manufacture and the retailer advertise the product extensively. Often, the manufacturer pays some portion of the retailer’s advertising costs, and the retailer’s name frequently appears in the manufacturer’s advertisements.  

	No 
	Characteristics 


	Convenience
	Shopping
	Specialty

	1.
	Time and effort devoted by consumer to shopping


	Very little
	Considerable 
	Extensive /

Cannot    generalize. Consumer may go to distant store & spend much time and effort 

	2.
	Time spent planning the purchase
	Very little
	Considerable 
	Considerable 

	3.
	How soon want is satisfied after sales.
	Immediately
	Relatively long time
	Relatively long time 

	4.
	Are price & quality compared
	No
	Yes
	No

	5.
	Price
	Low 
	High 
	High 

	6.
	Frequency of Purchase
	Usually frequent
	Infrequent 
	Infrequent 

	7.
	Importance 
	Unimportant
	Often very 

 Important 
	Cannot generalize 


	1.
	Marketing Consideration 

Length of Channel 
	Long 
	Short 
	Short to very short 

	2.
	Importance of retailer 
	Any single store is relatively unimportant 
	Important 
	Very important 

	3.
	Number of outlets 
	As many as possible 
	Few
	Few, often only one in a market. 

	4.
	Stock turn over 
	high 
	Lower
	Lower

	5.
	Gross margin 
	Low
	high
	high

	6.
	Responsibility for advertising 
	Manufacturer’s 
	Retailer’s 
	Joint responsibility

	7.
	Brand or store name important 
	Brand name 
	Store name 
	Both 

	8.
	Importance of packaging 
	Very important 
	Less important 
	Less important


4. Unsought Goods – are goods that consumers are unaware of or do not normally think of buying. Consumers usually think of buying these items through aggressive promotions or when they encounter events. A person who encounters a car accident or destruction of a villa by fire may think of buying insurance. Examples of unsought goods include insurance, fire extinguisher, fire sprinklers, blood donations, encyclopedia, etc.

6.5 Product Mix

A product mix (or product assortment) is the set of all products and items that a particular seller offers for sale to buyers. A company’s product mix has a certain width, length, depth, and consistency. These concepts are illustrated in the following table for selected Proctor and Gamble consumer products.

Detergents

Toothpaste

Bar Soap

Paper Tissue

Ivory snow

Gleen


Ivory 


Charmin

Dreft


Crest


Kirks


Puffs

Tide





Lava


Banner

Cheer





Camay

            Summit

Oxydol




Zest

Dash





Safeguard

Bold





Coast

Gain





Oil of Olay

Era

a) The width of a product mix refers to how many different product lines the company carries. The above table shows a product width of four lines.

b) The length of a product mix refers to the total number of items in the mix. In the above table the length of the product mix is twenty three.

c) The depth of a product mix refers to how many variants are offered of each product in the line. 

6.6 Product – Line Length

Product line managers are concerned with length. A product line is too short if profits can be increased by adding items and the line is too long if profits can be increased by dropping items. Companies’ objectives influence product – line length. Companies seeking high market share and market growth will carry longer lines. Companies that emphasize high profitability will carry shorter lines consisting of carefully chosen items. Product lines tend to lengthen over time. A company lengthens its product line in two ways by:

1. Line stretching

2. Line filling

1. Line Stretching

Every company’s product line covers a certain part of the total possible range. For example, BMW automobiles are located in the upper price range of the automobile market. Line stretching occurs when a company lengthens its product line beyond its current price range. Line stretching may take three forms.

i. Down-market stretch

ii. Up-market stretch

iii. Two-way stretch

i. Down-Market Stretch

A company positioned in the middle market may want to introduce a lower price line for any of three reasons:

1. The company may notice strong growth opportunities in the down-market as mass retailers attract a growing number of shoppers who want value-priced goods.

2. The company may wish to tie up lower-end competitors who might otherwise try to move up-market. If the company has been attacked by a low-end competitor, it often decides to counter attack by entering the low end of the market.

3. The company may find that the middle market is stagnating or declining.

ii. Up-Market Stretch

Companies may wish to enter the right end of the market for more growth, higher margin, or simply to position themselves as full-line manufacturers. Many markets have spawned surprising upscale segments. The leading Japanese auto companies have each introduced an upscale automobile: Toyota launched Lexus; Nissan launched Infinity; and Honda launched Accura.

iii. Two - Way Stretch

Companies serving the middle market might decide to stretch their line in both directions. 

2. Line Filling

A product line can also be lengthened by adding more items within the present range. There are several motives for line filling: 

a) reaching for incremental profits, 

b) trying to satisfy dealers who complain about lost sales because of missing items in the line, 

c) trying to utilize excess capacity, trying to utilize excess capacity, 

d) trying to be the leading full-line company, and 

e) trying to plug holes to keep out competitors.

Line filling is overdone if it results in self-cannibalization and customer confusion. The company needs to differentiate each item in the consumer’s mind. Each item should possess a just-noticeable difference. According to Weber’s law, customers are more attuned to relative than to absolute difference.  The company should make sure that new-product items have a noticeable difference. 

6.7 Branding 

A brand is a name, sign, symbol, or design, or a combination of these that identifies the maker or seller of a product of service. Branding has become so strong that hardly anything goes unbranded. Brand names help buyers to identify products that might benefit them.  In addition, they tell the buyer something about quality and insure the quality will remain constant. Brand also helps the seller.  The brand name makes it easier for the seller to process protection for unique product features that might be copied.  Branding promotes loyalty and helps in segmenting markets.

Brand equity is the value of a brand, based on the extent to which it has high brand loyalty, name awareness, perceived quality, strong brand associations, and other assets such as patents, trademarks, and channel relationships.  Power brand names command strong consumer preference. Perhaps the most distinctive skill of professional marketers is their ability to create, maintain, protect, and enhance brands. Measuring the actual equity of a brand name is difficult.  However, the advantages of having it include:

a) High consumer awareness and loyalty.

b) Easier to launch brand extensions because of high brand credibility.

c) A good defense against fierce price competition.

d) It is believed to be the company’s most enduring asset.

e) It is believed to be the company’s most enduring asset.

Selecting a brand name is an important step.  The brand name should be carefully chosen since a good name can add greatly to a product’s success.  Desirable utilities of a good brand name include:

1. It should suggest something about the products benefits and qualities

2. It should be easy to pronounce.

3. It should be easy to distinctive.

4. It should translate easily into foreign languages.

5. It should be capable of registration and legal protection.  Once chosen, the brand name must be protected.

A manufacturer has four branding options:

1.) A manufacturer’s brand (or national brand) is a brand created and owned by the producer of a product or service. It is also known as corporate brand where the name of the product follows the name of the company manufacturing the product. Examples include IBM and Sony.

2.) A private brand – is a brand created and owned by a reseller of a product or service. It a middleman, distributor, or store brand.

3.) A licensed brand - A company sells its output under another brand name Examples include Coca Cola, Pepsi, Hilton, Sheraton etc.

4.) Co-branding – it occurs when two companies go together and manufacture one product like the Sony Erickson cellular phone. 
6.8 Packaging

Packaging decisions are the third set of decisions that must be made about individual products. Packaging is the activity of designing and producing the container or wrapper for a product. Protection of the product and promotion are the two major purposes of packaging. The package may include:

1.) the primary package (what the product is in – a tube full of toothpaste); 

2.) the secondary package (the box the tube came in); 

3.) the shipping package (a card box case)  
Traditionally, packaging decisions were based on cost and production factors. Packaging now has promotional value. To enhance this aspect of the package, the marketer should:

a) Establish a packaging concept.

b) Specific elements of the package.

c) Tie together elements to support the positioning and marketing strategy.

6.9 Labeling

Labeling is also part of packaging and consists of printed information appearing on or with the package. Labeling performs several functions:

a) It identifies the product or brand.

b) It might grade the product.

c) It might describe the several things about the product.

d) It might promote the product through attractive graphics.
\

7.1 New Product Development

7.1.1 Introduction

A company has to be good at developing and managing new products.  Every product seems to go through a life cycle-it is born, goes through several phase eventually dies as newer products come along. Product life cycle presents two major challenges:  

1. First, because all products evilly decline, at firm must be good at developing new products to replace aging (the problem of new-product development).  

2. Second, the firm must be good acting its marketing strategies in the face of changing tastes, technologies, and competition as products pass through life-cycle stages (the problem of product strategies).  

7.1.2 New-Product Development Strategy

Given the rapid changes in consumer tastes, technology, and competition, companies must develop a steady stream of new products and services. A firm can obtain new products in two ways.  

1. One is through acquisition-by buying a whole company, a patent, or a license to produce someone else’s product. 

2. The other is through new-Product development in the company’s own research and development department.  

By new products we mean original products, product improvements, product modifications, and new brands that the firm develops through its own research and development efforts.  In this chapter, we concentrate on new-product development.

New products continue to fail at a disturbing rate.  One source estimates that new consumer packaged goods fail at a rate of 80 percent. Why do so many new products fail?  There are several reasons.  Although an idea may be good, the market size may have been overestimated.  Perhaps the actual product was not designed as well as it should have been.  Or maybe it was incorrectly positioned in the marker, priced too high, or advertised poorly.  A high-level executive might push a favorite idea despite poor marketing research findings.  Sometimes the costs of product development are higher than expected, and sometimes competitors fight back harder than expected.

Because so may new products fail, companies are anxious to learn how to improve their new-product succeed.  

a) One way is to identify successful new products and find out what they have in common. 

b) Another is to study new-product failures to see what lessons can be learned.

Various studies suggest that new-product success depends on: 

a) Developing a unique superior product with higher quality, new features, and higher value in use.    

b) A well-defined product concept prior to development, in use.  

c) Senior management commitment, relentless innovation, and a smoothly functioning new-product development process.    

d) Understanding of consumers, markets, and competitors and develop products that deliver superior value to customers. 

7.1.3 Managing the New-product Development Process

New product development involves the following eight stages:

1. Idea generation

2. idea screening

3. concept development and testing

4. marketing strategy development

5. business analysis

6. product development

7. market testing, and

8. commercialization

9. Post introduction evaluation

1. Idea Generation

New-product development starts with idea generation –the systematic search for new-product ideas.  A company typically has to generate many ideas in order to find a few good ones.   Major sources of new product ideas include: 

· internal sources, 

· customer, and competitors, 

· Distributors

· Suppliers and others.  

Using internal sources, the company can find new ideas through formal research and development.  It can pick the brains of its executives, scientists, engineers, manufacturing, and salespeople.  Some companies have developed successful “entrepreneurial” programs that encourage employees to think up and develop new-product ideas.   

Good new-product ideas also come from watching and listening to customers.  The company can analyze customer questions and complaints to find new products that better solve consumer problems.  The company can conduct surveys or focus groups to learn about consumer needs and wants or company engineers or salespeople can meet with and work alongside customers to get suggestions and ideas.   

Finally, consumers often create new products and uses on their own, and companies can benefit by finding these products and putting them on the market.  Customers can also be a good source of ideas for new product uses that can expand the market for and extend the life of current products 

Competitors are another good source of new-product ideas.  Companies watch competitors’ advertisements and other communications to get clues about their new products.  They buy competing new products, take them apart to see how they work, analyze their sales, and decide whether they should bring out a new product of their own.  

Finally, distributors and suppliers contribute many good new-product ideas.  Resellers are close to the market and can pass along information about consumer problems and new-product possibilities.  Suppliers can tell the company about new concepts, techniques, and materials that can be used to develop new products.  

Other idea sources include trade magazines, shows, and seminars:  government agencies; new product consultants; advertising agencies; marketing research firms; university and commercial laboratories; and inventors.

The search for new-product ideas should be systematic rather than haphazard.  Otherwise, few new ideas will surface and many good ideas will die Top management can avoid these problems by installing an idea management system that directs the flow of new ideas to a central point where they can be collected, reviewed, and evaluated. In setting up such a system, the company can do any or all of the following.

· Appoint a respected senior person to be the company’s idea manager.

· Create a multidisciplinary idea management committee consisting of people from R&D, engineering, purchasing, operations, finance, and sales and marketing to meet regularly and evaluate proposed new-product and service ideas.

· Encourage all company stakeholders-employees, suppliers, distributors dealers to send their ideas to the idea manager.

· Set up formal recognition programs to reward those who contribute the best new ideas.

The idea manager approach yields two favorable outcomes.  

· First, it helps create an innovation-oriented company culture.  It shows that top management supports, encourages, and rewards innovation.  

· Second, it will yield a large number of ideas among which will be found some especially good ones.  

2. Idea Screening

The purpose of idea generation is to create a large number of ideas.  The purpose of the succeeding stages is to reduce that number.  The first idea-reducing stage is idea screening, which helps spot good ideas and drop poor ones as soon as possible.  Product development costs rise greatly in latter stages, so the company wants to go ahead only with the product ideas that will turn into profitable products.   

Many companies require their executives to write up new-product ideas on a standard form that can be reviewed by a new-product committee.  The write-up describes the product, the target market, and the competition.  It makes some tough estimates of market size, product price, development time and costs, manufacturing costs, and rate of return.  The committee evaluates the idea against a set of general criteria.  

3. Concept Development and Testing

An attractive idea must be developed into a product concept.  It is important to distinguish between a product idea, a product concept, and a product image.  

a) A product idea is an idea for a possible product that the company can see itself offering to the market.  

b) A product concept is a detailed version of the idea stated in meaningful consumer terms. 

c) A product image is the way consumers perceive an actual or potential product.

Concept development involves developing product ideas into some alternative product concept, finding out how attractive each concept is to consumers, and choosing the best one.

Concept testing calls for testing new-product concepts with groups of target consumers to find out if the concepts have a strong consumer appeal.  The concepts may be presented to consumers symbolically or physically.   For some concept tests, a word or picture description might be sufficient.  However, a more concrete and physical presentation of the concept will increase the reliability of the concept test.  Today, some marketers are finding innovative ways to make product concept more real to consumer subjects.  For example, some are using virtual reality to test product concepts.  Virtual reality programs use computers and sensory devices (such as gloves or goggles) to simulate reality.   

4. Marketing Strategy Development

The fourth stage is marketing strategy development which involves designing an initial marketing strategy for a new product based on the product concept. A marketing strategy statement should be produced. It is a statement of the planned strategy for a new product that outlines:

a) The intended target market; planned product positioning; and the sales, market share, and profit goals for the first few years.

b) The second part of the marketing strategy statement outlines the product’s planned price, distribution, and marketing budget for the first year.

c) The third phase describes the planned long-run sales, profit goals, and marketing strategy.

5. Business Analysis

Once management has decided on its product concept and marketing strategy, it can evaluate the business attractiveness of the proposal. Business analysis involves a review of the sales, costs, and profit projections for a new product to find out whether they satisfy the company’s objectives. If they do, the product can move to the product development stage.

To estimate sales, the company might look at the sales history of similar products and conduct surveys of market opinion. It can then estimate minimum and maximum sales to assess the range o risk. After preparing the sales forecast, management can estimate the expected costs and profits for the product, including marketing, R&D, operations, accounting, and finance costs. The company then uses the sales and costs figures to analyze the new product’s financial attractiveness.

6. Product Development

So far, for many new-product concepts, the product may have existed only as a word description, a drawing, or perhaps a crude mock-up. If the product concept passes the business test, it moves into product development. Here, R&D or engineering develops the product concept into a physical product. The product development step, however, now calls for a large jump in investment. It will show whether the product idea can be turned into a workable product.

The R&D department will develop and test one or more physical versions of the product concept. R&D hopes to design a prototype that will satisfy and excite consumers and that can be produced quickly and at budgeted costs. Developing a successful prototype can take days, weeks, months, or even years. Often, products undergo rigorous functional tests to make sure that they perform safely and effectively.  

7. Market Testing 

It is at this stage of the development process that a tangible product might be test marketed in a limited number of trading areas to determine marketplace acceptance of the product as well as other marketing-mix variables such as promotion, pricing, and distribution systems.  

8. Commercialization  

At this stage in the process, the product goes live and is introduced to the marketplace.  This stage has two primary objectives.  

· The first is to build and maintain acceptance of the new product among large numbers of personnel who will be responsible for day to day operation.  It will be a challenge to maintain enthusiasm and communicate the new product throughout the system; excellent internal marketing will help.

· The second objective is to monitor all aspects of the product during introduction and through the complete product cycle.  

9. Post introduction Evaluation 

At this point, the information gathered during commercialization of the product can be reviewed and changes made to the delivery process, staffing, or marketing-mix variables on the basis of actual market response to the offering.  No product will ever stay the same.  Whether deliberate or unplanned, changes will always occur.  Therefore, formalizing the review process to make those changes that enhance product quality from the customer's point of view is critical.  

6.2 Product Life cycle Marketing Strategies for Different Stages of the Product Life Cycle

6.2.1 Introduction 

Products have life cycles that can be divided into four (five) stages: introduction, growth, maturity, decline, (and possible abandonment) A company’s marketing success can be affected considerably by its ability to understand and manage the life cycle of its products.  The product life cycle can be illustrated with the sales volume and profit curves. The shape of these curves will vary from product to product. However, the basic shape and the relationship between the two curves are usually the same. 

· The length of the life cycle also varies among products. It will range from a few weeks or a short season (for a fad or a clothing fashion) to several decades (for, say, autos or telephones). The different stages in any given product’s life cycle usually last for different periods of time.

· Also the duration of each stage will vary among products. Some products take years to pass though the introductory stage, while others are accepted in a few weeks.

· Moreover, not all products go through all the stages. Some may fail in the introductory stage, and others may not be introduced until the market is in the growth or the maturity stage. 

In virtually all cases, however, decline and possible abandonment are inevitable, because 

1) The need for the product disappears

2) A better or less expensive product is developed to fill the same need (plastics are replacing wood, metal and paper in many products) or 

3) A competitor does a superior marketing job. 

In today’s highly dynamic marketing environment, a company’s marketing strategy must change as the product, market, and competitors change over time.- PLC
6.2.2 The Concept of the Product Life Cycle

To say that a product has a life cycle is to assert four things:

i. Products have a limited life;

ii. Product sales pass through distinct stages with different challenges, opportunities, and problems for the seller;

iii. Profits rise and fall at different stages of the PLC;

iv. Products require different marketing, financial manufacturing, purchasing, and human resource strategies in each stage;

Most product cycle curves are portrayed as a bell shape.This PLC curve is typically divided in to 4-stages.

1. Introduction: A period of slow sales growth as the product is introduced in the market. Profits are non-existent in this stage because of heavily expanses incurred with product introduction.

2. Growth: A period of rapid market acceptance and substantial profit improvement.

3.  Maturity: A period of a slowdown in sales growth because the product has achieved acceptance by most potential buyers. Profits stabilize or decline because of increased competition.

4. Decline: The period when sales show a downward drift and profits erode.

6.2.3 Characteristics of the stages 

It is quite important that management recognizes what part of the life cycle its product is in at any given time. The competitive environment and the resultant marketing strategies ordinarily will differ depending upon the stage. 


1. Introduction: 

During the first stage of a product’s life cycle, it is launched in to the market in a full-scale production and marketing program. It has gone through the embryonic stage of idea evaluation, pilot models, and test marketing.

The entire product may be new, or the basic product may be well known but have a new feature or accessory that is in the introductory stage, or the product   may be well accepted in some market segments but be in the pioneering stage in other markets.

There is a high percentage of product failure in this period. Operations in the introductory period may be characterized by high costs, low sales volume, net loss, and limited distribution. In many respects, the pioneering stage is the most risky and expensive one. How ever, for really new products there is very little direct competition.  

Profits are negative or low in the introduction stage because of the low sales and heavy distribution and promotion expenses. Much money is needed to attract distributors. Promotional expenditures are at their highest ratio to sales because of the need for a high level of promotional effort to:

a) Inform potential consumers of the new and unknown product,  

b) Induce trial of the product, and 

c) Secure distribution in the retail outlets.

The promotional program is designed to stimulate primary, rather than secondary demand   that is the type of product rather than the seller's brand, is emphasized. The firms focus their selling on those buyers who are readiest to buy, usually higher income groups.

In addition, prices tend to be on the high side because: 

a) Costs are high due to relatively low out put rates, 

b) Technological problems in production may have not yet been fully mastered, and 

c) High margins are required to support the heavy promotional expenditures that are necessary to achieve growth. 

2. Growth Stage

In the growth, or market acceptance stage, both sales and profits rise, often at a rapid rate. The early adopters like the product, and additional consumers start buying the product. New competitors enter the market, attracted by the opportunities for large-scale production and profit. Sellers shift to a "buy-my-brand" rather than a "try-this -product" promotional strategy. 

Price remains where they are or fall slightly, depending on how fast demand is increasing.

The number of distribution outlets increases and economics of scale are introduced. Companies   maintain their promotional expenditures at the same or a slightly increased level to meet completion and to continue to educate the market. Sales rise much faster than promotional expenditures do, causing a decline in the promotion - sales ratio. 

Profits increase during the growth stage because:

(1) Promotion costs are spread over a large volume and 

(2) Unit manufacturing costs fall faster than price declines owing to the producer learning effect. 

Marketing Strategies

During the growth stage, the firm uses several strategies to sustain rapid market growth as long as possible: 

· It improves product quality and adds new product features and improves styling. 

· It adds new models and flanker products. (i.e., products of different sizes, flavors and so forth that protect the main product.)

· It enters new market segments 

· It increases its distribution coverage and enters new distribution channels. 

· It shifts from product awareness advertising to product - preference advertising. 

· It lowers prices to attract the next layer of price sensitive buyers.

3. Maturity: 

During the first part of this period, sales continue to increase, but at a decreasing rate. While sales are leveling off, the profits of both the manufacturer and the retailers are starting to decline. Marginal producers are forced to dropout of the market. Price competition becomes increasingly severe. The producer assumes a greater share of the total promotional effort in the fight to retain dealers and the shelf space in their stores. New models are introduced as manufacturers broaden their lines, and trade-in sales become significant. 

Marketing Strategies:

In the maturity stage some companies abandon their weaker products. They prefer to concentrate their resources on their more profitable products and on new products. Yet by doing so they may be ignoring the high potential that many old products still have.  Marketers should systematically consider strategies of market, product, and marketing mix modification.  

i. Market Modification

The company might try to expand the market for its mature brand by working with two factors that make up sales volume. 


Volume = number of brand users X usage rate per user

The company can try to expand the number of brand users in three ways. 

· Convert nonusers: the company can try to attract nonusers to the product. 

· Enter new market segments: The company can try to enter new market segments-geographic, demographic, and so on that use the product but not the brand. Eg. Johnson & Johnson baby shampoo to adults. 

· Win competitor's customers: The company can attract competitor's customers to try or adapt the brand. Volume can also be increased by convincing current brand users to increase their annual usages of the brand.  Here are 3 strategies. 

· More frequent use: the company can try to get customers to use the product more frequently. 

· More usage per occasion: the company can to interest users in using more of the product on each occasion. Thus a shampoo manufacturer might indicate that the shampoo is more effective with two rinsing than one. 

· New and more varied uses: The Company can try to discover new product uses and convince people to use the product in more varied ways. Food manufactures, for example, list several recipes on their packages to broaden the consumers' use of the product. 

	Characteristics
	Introduction
	Growth
	Maturity
	Decline

	Sales 
	Low sales
	Rapid rising sales
	Peak sales
	Declining sales

	Costs
	High cost per customer
	Average cost per customer
	Low cost per customer
	Low cost per customer

	Profit
	Negative
	Rising profits
	High profits
	Declining profits

	Customers
	Innovators
	Early adopters
	Middle majority
	Laggards

	Competitors
	Few
	Growing number
	Stable number beginning to decline
	Declining number

	

	Marketing Objectives
	Create product awareness and trial
	Maximize Market share
	Maximize profit while defending market share
	Reduce expenditure and milk the brand

	Strategies

	Product
	Offer a basic product
	Offer product extensions, service, warranty
	Diversify brands and items
	Phase out weak models

	Price
	Charge cost plus
	Price to penetrate market
	Price to match competitors
	Cut price

	Distribution
	Build selective Distribution
	Build Intensive Distribution
	Build more Intensive Distribution
	Go selective: phase out unprofitable outlets

	Advertising 
	Build products awareness among early adopters and dealers
	Build awareness and Interest in the mass market
	Stress brand differences and benefits
	Reduce to level needed to retain hard core loyals

	Sales promotion
	Use heavy sales promotion to entice trial
	Reduce to take advantage of heavy consumer demand
	Increase to encourage brand switching 
	Reduce to minimal level


Summary of Product Life-Cycle Characteristics, Objectives and Strategies

ii. Product Modification

Managers also try to stimulate sales by modifying the product's characteristics through quality improvement, feature improvement, or style improvement. 

A strategy of quality improvement aims at increasing the product's functional performance its durability, reliability, speed, taste. This strategy is effective to the extent that the quality is improved, buyers accept the claim of improved quality, and a sufficient number of buyers will pay for higher quality. 

A strategy of feature improvement aims at adding new features (for example, size, weight, materials additives, accessories) that expand the products versatility, safety, or convenience. A feature improvement strategy has several advantages. New features build company images of innovativeness and win the loyalty of certain market segments that value these features. Some features can be adopted or dropped quickly or made optional to the buyer. The chief disadvantage is that they are easily imitated; unless there is a permanent gain from being first, the feature improvement might not pay off in the long run.  

A strategy of style improvement aims at increasing the, products aesthetic appeal. The periodic introduction of new car models amounts to style competition rather than quality or feature competition. In the case of packaged food and household products companies introduce color and texture variations and often restyle and package, treating it as an extension of the product. 

iii. Marketing Mix modification 

Product mgrs might also try to stimulate sales by modifying other marketing –mix elements. They should ask the following questions: 

· Price: would a price cut attract new triers and users?

If so, should the list price be lowered, or should prices be lowered through price specials, volume or early purchase discounts, freight cost absorption, or easier credit terms? 

            

Or, would it be better to raise the price to signal higher quality? 

· Distribution: Can the company obtain more product support and display in the existing outlets? 

Can more outlets be penetrated? 

Can the company introduce the product into new distribution channels? 

· Advertising: Should advertising expenditures be increased? 

Should the advertising message or copy be changed? 

Should the media mix be changed?

Should the timing frequency or size of ads be changed? 

· Personal selling: Should the number or quality of sales people be increased?

· Should the basis for sales force specialization be changed? 

· Should sales territories be revised?

· Should sales force incentives be revised? 

· Can sales-call planning be improved? 

· Services: Can the company speedup delivery? 

· Can it extend more technical assistance to customers?

· Can it extend more credit? 

4. Decline & Possible abandonment:

For virtually all products, obsolescence sets in inevitably as new products start their own life cycles and replace the old ones. Cost control becomes increasingly important as demand drops. Advertising declines and a number of competitors withdraw from the market. Whether the product has to be abandoned, or whether the surviving sellers can continue on a profitable basis, often depends upon, management’s abilities. 

Marketing Strategies: 

In handling its aging products, a company faces a number of tasks and decisions - identifying the weak products. Some firms will abandon declining markets earlier than others. Much depends on the presence and height of exit barriers in the industry. The lower the exist barriers, the easier it is for firms to leave the industry, and the more tempting it is for the remaining firms to stay and attract the withdrawing firms’ customers.  The remaining firms will enjoy increased sales and profits. 

There are 5 decline strategies: 

· Increasing the firm’s investment (to dominate the market or strengthen its competitive position) 

· Maintaining the firm’s investment level until the uncertainties about the industry are resolved.

· Decreasing the firm’s investment level selectively, by dropping unprofitable customer groups, while simultaneously strengthening the firm’s investment in lucrative niches. 

· Harvesting (“milking”) the firm’s investment to recover cash quickly. 

· Divesting the business quickly by disposing of its assets as advantageously as possible. 

7.2.4 Changes in the marketing mix & Profitability

In the innovation or introduction stage of the product life cycle, there is greater emphasis on advertising and distribution cost. Persons have to be induced to change their purchasing behavior to buy this new product and distribution channels have to be motivated to push this product in preference to other products of competitors. In the light of the heavy expenditure required for this purpose, in the beginning there is generally a loss. There after the sales pick up in the growth stage and profits also shoot up. 

As competitors enter the market, the new product has now reached the maturity or saturation stage. To meet this competition, again heavy expenditure is involved in advertising, sales force and sales promotion. Thus, whilst the sales have tapered off, expenditure has increased. This naturally results in profit declining.

The newness which has to be pursued to avoid the obsolescence stage also depletes the profit and ultimately even price-cutting may have to be introduced and the profit picture is changed into a loss situation. Thus over the period of the product life cycle there are changes in the marketing mix to be adopted as well as the profit or loss picture.  

7.2.5 Critique of the Product Life Cycle Concept

The PLC concept is best used to interpret product and market dynamics.

As a planning tool, this concept helps managers characterize the main marketing challenges in each stage of a products life and develop major alternative marketing strategies.

· Critique claim that life cycle patterns are too variable in their shape and duration.

· They also say that marketers can seldom tell what stage the product is in.

· A product may appear to be mature when it is actually only in a plateau prior to another upsurge.

· One final criticism is that the PLC pattern is the result of marketing strategies rather than an inevitable course that sales must follow.
UNIT 6       PRICING

In the narrowest sense, price is the amount of money charged for a product or service.  More broadly, price is the sum of all the values that consumers exchange for the benefits of having or using the product or service. In a buyers market price can be defined as the amount of money that a consumer is willing to pay for the benefits of having or using a product. In a sellers market price is the amount of money charged by the seller in exchange for a product. The concept of product is also related with the concepts of utility and value. With this regard price can be defined as the monetary expression of the value of a product.  

Historically price has been the major factor affecting buyer choice.  This is still true in poorer nations, among poorer groups, and with commodity products.  However, non-price factors have become more important in buyer-choice behavior in recent decades.

 .

The following are unique characteristics of price:

a) Price is the only element in the marketing mix that produces revenue; all other elements represent costs.  

b) Price is the most flexible elements of the marketing mix.  Unlike product features and channel commitments, prices can be changed quickly.    

c) Pricing and price competition is the number-one problem facing many marketing executives.  

Yet many companies do not handle pricing well.  The most common mistakes are: 

· Pricing is too cost oriented rather than customer-value oriented; 

· Prices are not revised often enough to reflect market changes; 

· Pricing does not take the rest of the marketing mix into account; and 

· Prices are not varied enough for different products, market segments, and purchase occasions.

FACTORS TO CONSIDER WHEN SETTING PRICES

A company’s pricing decisions are affected by both internal company factors and external environmental factors1

INTERNAL FACTORS AFFECTING PRICING DECISION

Internal factors affecting pricing include:   

1. Company’s marketing objectives

2. Marketing mix strategy

3. Cost

4. Organizational considerations.

Marketing Objectives 

Before setting price, the company must decide on its strategy for the product.  If the company has selected its target market and positioning carefully pricing will be fairly straightforward.    pricing strategy is largely determined by decisions on market positioning. 

At the same time, the company may seek additional objectives.  The clearer a firm is about its objectives, the easier it is to set price.  Examples of common objectives are:

1. Survival

2. Current profit maximization

3. Market share leadership

4. Product quality leadership.

Companies set survival as their major objective if they are troubled by:

· too much capacity, 

· heavy competition, or 

· changing consumer wants.  

To keep a plant going a company may set a low price, hoping to increase demand.  In this case, profits are less important than survival.  As long as their prices cover variable costs and fixed costs, they can stay in business.  However, survival is only a short-term objective.  In the long run, the firm must learn how to add value that consumers will pay for or face extinction. 

Many companies use current profit maximization as their pricing goal.  They estimate what demand and costs will be at different prices and choose that price that will produce that maximum current profit, cash flow, or return on investment.   

Companies what to obtain market share leadership.  They believe that the company with the largest market share will enjoy the lowest costs and highest long-run profit.  To become the market share leader, these firms set prices as low as possible.

A company might decide that it wants to achieve product quality leadership.  This normally calls for charging a high price to cover higher performance quality and the high cost R&D.   
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Figure 10.1   factors affecting price decision

 Nonprofit and public organizations may adopt a number of other pricing objectives.  A university aims for partial cost recovery, knowing that it must rely on private gifts and public grants to cover the remaining costs.  A nonprofit hospital may aim for full cost recovery in its pricing.  A nonprofit theater company may rice its productions to fill the maximum number of theater seats.  A social service agency may set a social price geared to the varying income situations of different clients.

Marketing Mix Strategy

Price is only one of the marketing mix tools that a company uses to achieve its marketing objectives. Price decisions must be coordinated with product design, distribution, and promotion decisions to form a consistent and effective marketing program.  Decision made for other marketing mix variables may affect pricing decisions.  For example, producers using many resellers who are expected to support and promote their products may have to build larger reseller margins into their prices.  The decision to position the product on high-performance quality will mean that the seller must charge a higher price to cover higher costs. 

Companies often position their products on price and then base other marketing mix decisions on the prices they want to charge.  Here, price is crucial product-positioning factor that defines the product’s market, competition, and design.  May firms support such price-positioning strategies with a technique called target costing.  Target costing reverses the usual process of first designing a new product, determining its cost, and then asking, “Can we sell it for that?”  Instead, it starts with an ideal selling price based on customer consideration, then targets costs that will ensure that the price is met.

Thus, the marketer must consider the total marketing mix when setting prices.  If the product is positioned on non-price factors, then decisions about quality, promotion, and distribution will strongly affect price.  If price is a crucial positioning factor, then price will strongly affect decisions made about the other marketing mix elements.  However, even when featuring price, marketers need to remember that customers rarely buy on price alone. Customers seek products that give them the best value in terms of benefits received for the price paid.  Thus, in most cases, the company will consider price along with all the other marketing-mix elements when developing the marketing program,

Costs

Costs set the floor for the price that the company can charge for its product.  The company wants to charge a price that both covers all its costs for producing, distributing, and selling the product and delivers a fair rate of return for its effort and risk.  A company’s costs may be an important element in its pricing strategy. Companies with lower cost can set lower prices that result in greater sales and profits.

Types of Costs.  

A company’s costs take two forms, fixed and variable.  

1. Fixed costs are costs that do not vary with production or sales level.  For example, a company must pay each month’s bills for rent, heat, interest, and executive salaries, whatever the company’s output.  

2. Variable costs vary directly with the level of production.  Each personal computer produced by Compaq involves a cost of computer chips, wits, plastic, packaging, and other inputs.  These costs tend to be the same for each unit produced.  They are called variable because their total varies with the number of units produced.  

Total costs are the sum of the fixed and variable costs for any given level of production. Management wants to charge a price that will at least cover the total production costs at a given level of production.  The company must watch its costs carefully.  If it costs the company more than competitors to produce and sell its product, the company will have to charge a higher price or make less profit, putting it at a competitive disadvantage.

Costs at Different Levels of Production.  

To price wisely, management needs to know how its costs vary with different levels of production 

Organizational Considerations
Management must decide who within the organization should set prices. Companies handle pricing in a variety of ways.  In small companies, prices are often set by top management rather than by the marketing or sales departments.  In large companies, pricing is typically handled by divisional or product line managers.  In industrial markets, salespeople maybe allowed to negotiate with customers within. 

 EXTERNAL FACTORS AFFECTING PRICING DECISIONS

External factor that affect pricing decisions include the nature of the market and demand, competition, and other environmental elements.

The market and Demand

Whereas cost set the lower limit of prices, the market and demand set the upper limit.  Both consumer and industrial buyers balance the price of a product or service against the benefits of owning it. Thus, before setting prices, the marketer must understand the relationship between price and demand for its product.  In this section, we explain how the price-demand relationship varies for different types of markets and how buyer perceptions of price affect the pricing decision.  We then discuss methods for measuring the price demand relationship.  

Pricing in Different Types of Markets.  The seller’s pricing freedom varies with different types of markets.  Economists recognize four types of markets, each presenting a different pricing challenge.

Under pure competition, the market costs of many buyers and sellers who trade over a range of prices rather than a single market price.  A range of prices occurs because sellers can differentiate their offers to buyers.  Either the physical product can be varied in quality, features, or style, or the accompanying services can be varied.  Buyers see differences in seller’s products and will pay different prices for them.  Sellers try to develop differentiated offers for different customer segments and, in addition to price, freely use branding, advertising, and personal selling to set their offers apart. Because there are many competitors in such markets, each firm is less affected by competitors’ marketing strategies than in oligopolistic markets.

Under oligopolistic competition, the market consists of a few sellers who are highly sensitive to each other’s pricing and marketing strategies. There are few sellers because it is difficult for new sellers to enter the market.  Each seller is alert to competitors’ strategies and moves.  If a steel company slashes its price by10 percent, buyers will quickly switch to this supplier.  The other steel markets must respond by lowering their prices or increasing their services.  An oligopolistic is never sure that it will gain anything permanent through a price cut.  In contrast, if an oligopolistic raises its price, its competitors might not follow this lead.  The oligopolistic then would have to retract its price increase or risk losing customers to competitors.

In a pure monopoly, the market consists of one seller.  The seller may be a government monopoly “the Ethiopia Telecommunication”), a private regulated monopoly, or a private on regulated monopoly.  Pricing is handled differently in each case.  A government monopoly can pursue a variety of pricing objectives.  It might set a price below cost because the product is important to buyers who cannot afford to pay full cost.  Or the price might be set either to cover costs or to produce good revenue.  It can even be set quite high to slow down consumption.  In a regulated monopoly, the government permits the company to set rates that will yield a “fair return,” one that will let the company maintain and expand its operations as needed.  No regulated monopolies are free to price at what the market will bear.  However, they do not always charge the full price for a number of reasons:  a desire to not attract competition, a desire to penetrate the market faster with a low price, or a fear of government regulation.

Consumer Perceptions of Price and Value  

In the end, the consumer will decide whether a product’s price is right.  Pricing decisions, like other marketing mix decisions, must be buyer oriented.  When consumers buy a product, they exchange something of value (the price) to get something of value (the benefits of having or using the product).  Effective, buyer-oriented pricing involves understanding how much value consumers place on the benefits they receive from the product and set ting a price the fits this value.

A company often finds it hard to measure the values customers will attach to its product.  For example, calculating the cost of ingredients in a meal at a fancy restaurant is relatively easy.   But assigning a value to other satisfactions such as test, environment, relaxation, conversation, and status is very hard.  These values will vary both for different conversation, and status is very hard.  These values will vary both for different consumers and different situations.  Still, consumers will use these values to evaluate a product’s price.  If customers perceive that the price is greater than the product’s value, they will not buy the product.  If consumers perceive that the price is below the product’s value, they will buy it but the seller loses profit opportunities.
Analyzing the Price-Demand Relationship
Each price the company might charge will lead to a different level of demand.  The relationship between the price charged and the resulting demand level is shown in the demand curve in Figure 4. The demand curve shows the number of units the market will buy in a given time period at different prices that might be charged.  In the normal case, demand and price are inversely related; that is, the higher the price, the lower the demand.  Thus, the company would sell less if it raised its price from P1 to P2.  In short, consumers with limited budgets probably will buy less of something if its price is too high.
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In the case of prestige goods, the demand curve sometimes slopes upward.  Consumers think that higher prices mean more quality.   

In measuring the price-demand relationship, the market researcher must not allow other factors affecting demand to vary.   

COMPETITORS’ COSTS PRICES, AND OFFERS

Another external factor affecting the company’s pricing decisions is competitors’ costs and prices and possible competitor reactions to the companies own pricing moves. In addition, the company’s pricing strategy may affect the nature of the competition it faces.     A low-price, low-margin strategy, however, may stop competitors or drive the mouth of the market.

OTHER EXTERNAL FACTORS

When setting prices, the company also must consider other factors in its external environment.  Economic conditions can have a strong impact on the firm’s pricing strategies.  Economic factors such as boom or recession, inflation, and interest rates affect pricing decisions because they affect both the costs of predicting a product and consumer perceptions of the product’s price and value.  The company must also consider what impact its pries will have on other parties in its environment.  How will resellers react to various prices? The company should set prices that give resellers a fair profit, encourage their support, and help them to sell the product effectively:
Price Elasticity of Demand 

Marketers also need to know price elasticity-how responsive demand will be to a change in price.  Consider the row demand curves in Figure 10.4 In Figure 4a, a price increase from P1 to p2 leads to a relatively small drop in demand from Q1 to Q2, In Figure 10.4b, however, the same price increase leads to a large drop in demand from Q1 to Q2.  If demand hardly changes with a small change in price, we say the demand is inelastic.  If demand changes greatly, we say the demand is elastic.  The price elasticity of demand is given by the following formula:

Price Elasticity of Demand =  %change in Quantity Demanded






 % Change in Price

Suppose if demand falls by 10 percent when a seller raises its price by 2 percent. Price elasticity of demand is therefore-5 (the minus sign confirms the inverse relation between price and demand) and demand is elastic.  If demands falls by 2 percent with a 2 percent increase in price, then elasticity is –1.  In this case, the seller’s total revenue stays the same:  The seller sells fewer items but at a higher price that preserves the same total revenue.  If demand falls by 1 percent when price is increased by 2 percent, than elasticity is –1/2 and demand is inelastic.  The less elastic the demand, the more it pays for the seller to raise the price.

What determines the price elasticity of demand?  Buyers are less price sensitive when: 

· The product they are buying is unique or when it is high in quality, prestige, or exclusiveness.    

· Substitute products are hard to find or  

· They cannot easily compare the quality of substitutes.    

· The total expenditure for a product is low relative to their income or   

· The cost is shared by another party.

If demand is elastic rather than inelastic, sellers will consider lowering their price.  A lower price will produce more total revenue.  This practice makes sense as long as the extra costs of predicting and selling more do not exceed the extra revenue.  At the same time, most firms want to avoid pricing that turns their products.   

GENERAL PRICING APPROACHES

The price the company charges will be somewhere between on that is too low to produce a profit and one that is too high to produce and demand.  Figure 5 summarizes the major considerations in setting price.  Product costs set a floor to the price; consumer perceptions of the product’s value set the ceiling.  The company must consider competitors’ prices and other external and internal factors to find the best price between these two extremes.

Companies set prices by selecting a general pricing approach that includes on or more of three sets of factors.  We examine these approaches; 

· The cost-based approach (cost-plus pricing, break-even analysis, and target profit pricing); 

· The buyer-based approach (value-based pricing); and 

· The competition-based approach (going –rate and sealed –bid pricing).
COST-BASED PRICING

Cost-Plus Pricing

The simplest pricing method is Cost-Plus Pricing –adding a standard markup to the cost of the product.  Construction companies, for example, submit job bids by estimating the total project cost and adding a standard markup for profit.  Lawyers, accountants, and other professionals typically price by adding a standard markup to their costs.  Some sellers tell their customers they will charge cost plus a specified markup; for example, aerospace companies price this way to the government.  

To illustrate markup pricing, suppose a manufacturer had the following costs and expected sales:

Variable Cost


 Br10

Fixed costs


  Br300,000

Expected unit sales

      50,000

Then the manufacturer’s cost per unit is given by:

Unit Cost = Variable Cot + Fixed Costs = Br10     Br300,000 =Br16




         Unit Sales                        50,000

Now suppose the manufacturer wants to earn a 20 percent markup on sales.  The manufacturer’s markup price is give by:

Markup Price =                Unit Cost                =      Br16  = Br20



    (1-Desired Return on Sale)         1-0.2

The manufacturer would charge dealers Br20 one unit and make a profit of Br4 per unit.  The dealers, in turn, will mark up the toaster.  If dealers want to earn 50 percent on sales price, they will mark up the toaster to Br40 (Br20+50% of Br40).  This number is equivalent to a markup on cost of 100 percent (Br20/Br20).  

Does using standard markups to set prices make sense?  Generally, no.  Any pricing method that ignores demand and competitor prices is not likely to lead to the best price.  Suppose the manufacturer charged Br20 but sold only 30,000 units instead of 50,000.  Then the unit cost world have been higher because the fixed costs are spread over fewer units, and the realized percentage markup on sales would have been lower.  Markup pricing works only if that price actually brings in the expected level of sales.

Still, markup pricing remains popular for many reasons.  

· First, sellers are more certain about costs than about demand.  By tying the price to cost, sellers simplify pricing-they do not have to make frequent adjustments as demand changes.  

· Second, when all firms in the industry use this pricing method, prices tend to be similar and price competition is thus minimized.  

· Third, many people feel that cost-plus pricing is fairer to both buyers and sellers.  Sellers earn a fair return on their investment but do not take advantage of buyers when buyers’ demand becomes great.

Break-even Analysis and Target Profit Pricing

Another cost-oriented pricing approach is break-even pricing (or a variation called target profit pricing.)  The firm tries to determine the price at which it will break even or make the target profit it is seeking.   

Target pricing uses the concept of a break-even chart, which shows the total cost and total revenue expected at different sales volume levels.  Figure 6 shows a breakeven chart for the   manufacturer discussed here.  Fixed costs are Br300,000 regardless of sales volume.  The total revenue curve starts at zero and rises with each unit sold.  The slope of the total revenue curve reflects the price of Br20 per unit.

The total revenue and total cost curves cross at 30,000 units.  This is the breakeven volume.  At Br20, the company must sell at least 30,000 units to break even; that is for total revenue to cover total cost, break-even volume can be calculated using the following formula;

Break-even Volume=         Fixed Cost
= Br300,000   = 30,000




     Price-Variable Cost
       Br20-Br10

If the company wants to make a target profit, it must sell more than 30,000 units at Br20 each.  Suppose the manufacturer has invested Br1,000,000 in the business and wants to set price to earn a 20 percent return, or Br2000,000.  In that case, it must sell at least 50,000 units at Br 20 each.  
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FIGURE 10.6 Break-even chart for determining target price

If the company charges a higher price, it will not need to sell as many units to achieve its target return. But the market may not buy even this lower volume at the higher price. Much depends on the price elasticity and competitors’ prices.
TABLE 1   BREAK-EVEN VOLUME AND PROFITS AT DIFFERENT PRICES

	(1)

Price
	(2)

Unit Demand

Needed to

Break Even
	(3)

Expected Unit

Demand at

Given Price
	(4)

Total

Revenues

(1)×(3)
	(5)

Total costs*
	(6)

Profit

(4)-(5)

	Br14

16

18

20

22
	75,000

50,000

37,500

30,000

25,000
	71,000

67,000

60,000

42,000

23,000
	Br994,000

1,072,000

1,080,000

840,000

506,000
	Br1,010,000

970,000

900,000

720,000

530,000
	-Br16,000

102,000

180,000

120,000

-24,000


Value-Based Pricing

An increasing number of companies are basing their prices on the product’s perceived value. Value-based pricing uses buyers’ perceptions of value, not the seller’s cost, as the key to pricing. Value-based pricing means that the marketer cannot design a product and marketing program and then set the price. Price is considered along with the other marketing mix variables before the marketing program is set.

Figure 7 compares cost-based pricing with value-based pricing. Cost-based pricing is product driven. The company designs what it considers to be a good product, totals the cost of making the product, and sets a price that covers costs plus a target profit. Marketing must then convince buyers that the product’s value at that price justifies its purchase. If the price turns out to be too high, the company must settle for lower markups or lower sales, both resulting in disappointing profits.

Value-based pricing reverses this process. The company sets its target price based on customer perceptions of the product value. The targeted value and price then drive decisions about product design and what costs can be incurred. As a result, pricing begins with analyzing consumer needs and value perceptions, and price is set to match consumers’ perceived value.

A company using value-based pricing must find out what value buyers assign to different competitive offers. However, measuring perceived value can be difficult. Sometimes, consumers are asked how much they would pay for a basic product and for each benefit added to the offer. Or a company might conduct experiments to test the perceived value of different product offers. If the seller charges more than the buyers’ perceived value, the company’s sales will suffer. Many companies overprice their products, and their products sell poorly. Other companies under price. Under priced products sell very well, but they produce less revenue than they would have if price were raised to the perceived-value level.

During the past decade, marketers have noted a fundamental shift in consumer attitudes toward price and quality. Many companies have changed their pricing approaches to bring them into line with changing economic conditions and consumer price perceptions. According to Jack Welch, CEO of General Electric, “The value decade is upon us. If you can’t sell a top-quality product at the world’s best price, you’re going to be out of the game….The best way to hold your customers is to constantly figure out how to give them more for less.”

Thus, more and more, marketers have adopted value pricing strategies—offering just the right combination of quality and good service at a fair price.  

Cost-based pricing



Value-based pricing



Figure 10.7   Cost-based versus value-based pricing

Source: Thomas T. Nagle and Reed K. Holden, The Strategy and Tactics of Pricing, 2nd ed. (upper saddle River, NJ: Prentice Hall, 1995), P.5.

COMPETITION-BASED PRICING

Consumers will base their judgments of a product’s value on the prices that competitors charge for similar products.  One form of Competition-based pricing is going-rate pricing, in which a firm bases its price largely on competitors’ prices, with less attention paid to its own costs or to demand.  The firm might charge the same, more, or less than its major competitors.  In oligopolistic industries that sell a commodity such as steel, paper, or fertilizer, firms normally charge the same price.  The smaller firms follow the leader:  They change their prices when the market leader’s prices change, rather than when their own demand or costs change. 

Going-rate pricing is quite popular.  When demand elasticity is hard to measure, firms feel that the going price represents the collective wisdom of the industry concerning the price that will yield affair return.  They also feel that holding to the going price will percent harmful price wars.

Competition-based pricing is also used when firms bid for jobs.  Using sealed-bid pricing, a firm bases its price on how it thinks competitors will price rather than on its own costs or on the demand.  The firm wants to win a contract, and winning the contract requires pricing less than other firms.  Yet the firm cannot set its price below a certain level.  It cannot price below cost without harming its position.  In contrast, the higher the company sets its price above its costs, the lower its chance of getting the contract.

REVIEW OF CONCEPT CONNECTIONS

Price can be defined narrowly as the amount of money charged for a product or service, or more broadly, as the sum of the values that consumers exchange for the benefits of  having and using the product or service.  Despite the increased role of nonprime factors in the modern marketing process, price remains and important element in the marketing mix.  

Price is the only element in the marketing mix that produces revenue; all other elements represent costs.  Price is also on of the most flexible elements of the marketing mix.  Unlike product features and channel commitments, price can be raised or lowered quickly.  Even so many companies are not good at handling pricing-pricing decisions and price competitions are major problems for many marketing executives.  Pricing problems often are is because prices are too cost oriented, not revised frequently enough to reflect market changes, not consistent with the rest of the marketing mix, or not varied enough for differing products, market segments, and purchase occasions.

1. Identify and define the internal factors affecting a firm’s pricing decisions.
Many internal factors influence the company’s pricing decisions, including the firm’s marketing objectives, marketing mix strategy, costs, and organization for pricing. The pricing strategy is largely determined by the company’s target market and positioning objectives. Pricing decisions affect and are affected by product design, distribution, and promotion decisions. Therefore, pricing strategies must be carefully coordinated with the other marketing mix variables when designing the marketing program.

Costs set the floor for the company’s price-the price must cover all the costs of making and selling the product, plus a fair rate of return. Common pricing objectives include survival, current profit maximization, market share leadership, and product quality leadership.

In order to coordinate pricing goals and decisions, management must decide who within the organization is responsible for setting prices. In large companies, some pricing authority may be delegated to lower-level managers and salespeople, but top management usually sets pricing policies and approves proposed prices. Production, finance, and accounting managers also influence pricing decisions.

2. Identify and define external factors affecting pricing decisions, including the impact of consumer perceptions of price and value.

External factors that influence pricing decisions include the nature of the market and demand; competitors’ prices and offers; and factors such as the economy, reseller needs, and government actions. The seller’s pricing freedom varies with different types of markets. Pricing is especially challenging in markets characterized by monopolistic competition or oligopoly.

Ultimately, the consumer decides whether the company has set the right price. The consumer weights and price against the perceived values of using the product-if the price exceeds the sum of the values, consumers will not buy the product. The more inelastic the demand, the higher the company can set its price. Therefore, demand and consumer value perception set the ceiling for prices. Consumers differ in the values they assign to different price segments. When assessing the market and demand, the company estimates the demand curve, which shows the probable quantity purchases per period at alternative price levels. Consumers also compare a product’s price to the prices of competitors’ products. As a result, a company must learn the price and quality of competitors’ offers and use them as a starting point for its own pricing.

3. Contrast the three general approaches to setting prices.

A company can select one or a combination of three general pricing approaches: the cost-based approach (cost-plus pricing, break-even analysis, and target profit pricing); the value-based approach; and the competition-baaed approach. Cost-based pricing sets prices based on the seller’s cost structure, whereas value-based pricing relies on consumer perception of value to drive pricing decisions. Competition-based pricing has two major variations: In going-rate pricing, the firm sets prices based on what competitors are charging,. Sealed-bid pricing forces the company to set prices based on what they think the competition will charge. 

CHPATER 7 PROMOTION

Learning Objectives

Upon completion of this chapter a student will be able to:

· Define the roles of advertising, sales promotion, personal selling, publicity, and direct marketing.

· Outline the common communication platforms of advertising               

· Describe the various types of advertising

· Identify the most important variables in setting the advertising objectives 

· Outline the common communication platforms of sales promotion

· Discuss the objectives of sales promotion

· Outline the common communication platform of personal selling
· Describe the various types of personal selling  

· Discuss the objectives of personal selling 

· Define direct marketing and outline the common communication platforms of direct marketing   

10.1 Introduction

Modern marketing calls for more than developing a good product, pricing it attractively and making it acceptable to target customers. Companies must also communicate with their present and potential customers, retailers, suppliers, other stockholders, & the general public. For most companies, the question is not whether to communicate but rather what to say, to whom and how often. 

The marketing communication mix (also called the promotion mix) consists of five major modes of communication.

1. Advertising: Any paid form of non-personal presentation and promotion of ideas, goods or services by an identified sponsor. 

2. Sales promotion: A variety of short-term incentives to encourage trial or purchase of a product or service. 
3. Public relations and publicity: A variety of programs designed to promote and/or protect a company’s image or its individual products.  
4. Personal selling: Face-to-face interaction with one or more prospective purchasers for the purpose of making presentations answering questions, and procuring orders.
5. Direct marketing: Use of mail, telephone, fax, e-mail, and other non personal contact tools to communicate directly with or solicit a direct response from specific customers and prospects. 

10.2 Advertising: 

Because of the many forms and uses of advertising, it is difficult to make all-embracing generalization about its distinctive qualities as a component of the promotion mix. Yet the following qualities can be noted. 

· Public presentation: Ad. is a highly public mode of communication. Its public nature confers a kind of legitimacy on the product and also suggest a standardized offering. Because many persons receive the same message, buyers know that their motives for purchasing the product will be publicly understood.

· Pervasiveness: Ad. is a pervasive medium that permits the seller to repeat a message many times. It also allows the buyer to receive and compare the messages of various competitors. Large-scale advertising by a seller says something positive about the sellers size, power and success. 

· Amplified expressiveness: Ad provides opportunities for dramatizing the company and its products through the artful use of print, sound, and color. Sometimes, however the tool’s very success at expensiveness may dilute or distract from the message. 

· Impersonality: Advertising cannot be as compelling as a company sales representative. The audience does not feel obligated to pay attention or respond. Advertising is able to carry on only a monologue in front of, not a dialogue with the audience.

Advertising can be defined as ‘any paid form of non-personal communication of ideas goods or services by business firms identified in the advertising message intended to lead to a sale immediately or eventually’. The emphasis is placed in the definition on the ‘communication’ aspect and the main objective of a ‘sale’. The word ‘communication’ originates from the Latin word “communis” meaning common. There is communication only if there is commonness in the words used to both the audience and the communicator, i.e., the message must mean the same thing to both. Communication is concerned with who says what, to whom, through which channel with what effect. 

10.2.1 Common Communication Platforms of Advertising        

· Print and broadcast ads

· Packaging – outer

· Packaging inserts

· Motion pictures

· Brochure and   booklets

· Posters and leaflets

· Directories

· Reprints of ads

· Billboards

· Display signs

· Point of purchase display

· Audio-visual material

· Symbols and logos

· Videotapes 
10.2.2 Types of Advertising

1. Primary or Selective Demand Advertising 

Advertising may be aimed at merely creating a primary demand for a certain type of product such as motorcars in general or to increase selective demand for a certain type of product of a specific company such as ‘TOYOTA’. Sometimes pioneering advertising builds a primary demand. Or even for established products (with competitors) building primary demand may help to expand total market demand, which can be one strategy, adopted by market leaders.

2. Product or Institutional Advertising

Most advertising is aimed at selling a particular product advertising. ‘Brand’ advertising attempts to sell the company’s brand or product as being better than products of other manufacturers. As against this large companies sometimes advertise their general activities like the public service rendered by them without mentioning their specific product. This is described as institutional advertising and is aimed at building a favourable image or attitude towards the company and thus ultimately its products.
3. Cooperative Advertising  

Manufacturers at times cooperate with their wholesalers and retailers by giving them an advertising allowance for their local advertising so that the manufacturer’s own brand may get preference in such advertising. A proportion of advertising costs are here paid by the manufacturer to the wholesaler or retailer concerned. In addition co-operation is sought to be obtained by the manufacturer from the distribution channel by often mentioning in his advertisement the names and addresses of retailers who stock his products.

4. Advertising Classified by Intended Audiences

Advertising can be classified by intended audiences i.e. by the specific types of audiences (e.g. consumer, industrial or trade audience) towards whom the advertising is directed. Consumer advertising is naturally directed at the ultimate household customers or actual consumers or users of product. Unlike consumer advertising industrial advertising aims at industrial customers whereas trade advertising is directed at channels of distribution such as wholesalers or retailers.

5. Advertising Classified by Nature of Appeal 

Sometimes Advertising is also classified by the nature or type of appeal used or motives towards which advertising is aimed. For this purpose appeals are at times divided into rational and emotional appeals. Where an advertisement tries to create an image that the housewife would look like a glamorous movie and thus attempts to crate a common use of a brand of soap it is appealing to motives that are emotional. As against this if advertisement were to explain its medical quality it is aimed at rational motives.

6. Direct or Indirect Action Advertising 

When advertising is aimed at making the consumer buy immediately the product or at least to ask for more details about that product it is described as direct action advertising. As against this in case of a higher priced item which is not purchased frequently the advertising is generally an indirect action type with a view to create a favourable attitude towards the manufacturer’s product so that when the consumer ultimately is in the market for that product he would presumably purchase the advertiser’s product. 

10.2.3 Setting the Advertising Objectives 

The first step in developing an ad. Program is to set the advertising objectives. These objectives must flow from prior decisions on the target market, market positioning and market mix. The marketing‑positioning and marketing mix strategies define the job that advertising must do in the marketing Programme.   

Advertising objectives can be classified according to whether their aim is to inform, persuade or remind.

· Informative advertising 

Figures heavily in the pioneering stage of a product category, where the objective is to build primary demand 

It includes: 

· Telling the market about a new product

· Suggesting new uses for product

· Informing the market of a price change

· Explaining how the product works 

· Describing available services 

· Correcting false impressions

· Reducing buyers’ fears

· Building a company image

· Persuasive advertising

It becomes important in the competitive stage, where a company’s objective is to build selective demand for a particular brand. For example, Chivas Regal attempts to persuade consumers that it delivers more status than any other brand of Scotch whisky. Some persuasive advertising has moved into the category of comparative advertising, which seeks to establish the superiority of one brand through specific comparison of one or more attributes with one or more other brands in the product class. In using comparative advertising, a company should make sure that it can prove its claim of superiority and that it cannot be counterattacked in an area where the other brand is stronger. Comparative ad. works best when it elicits cognitive and effective motivations simultaneously.

It includes:

· Building brand preference 

· Encouraging switching to the brand 

· Changing buyers’ perception of product attributes 

· Persuading buyers to purchase now

·  Persuading buyers to receive a sales call

· Reminder advertising 

It is highly important with mature products. Expensive four-color Coca Cola ads in magazines have the purpose not of informing or persuading but of reminding people to purchase Coca Cola. A related form of advertising is reinforcement advertising, which seeks to assure current purchasers that they have made the right choice. It helps to reduce or avoid cognitive dissonance, a tension created after purchasing a product. Automobile ads often depict satisfied customers enjoying special features of their new car. It includes:

( Reminding buyers that the product may be needed in the near future

( Reminding buyers where to buy it

( Keeping it in buyers’ mind during off‑seasons

( Maintaining its top‑of‑mind awareness 

The choice of the advertising objective should be based on a thorough analysis of current marketing situation. For example, if the product is mature, the company is the market leader, and brand usage is low the proper objective should be to stimulate more brand usage. If the product class is new, the company is not the market leader, but the brand is superior to the leader the proper objective is to convince the market of brand’s superiority. 

Specific objectives usually vary with the company and the product involved. Whilst selling the product is long‑run function of good advertising, its immediate or short‑run goals must be narrower and more precise. The specific short‑run goals, which a company selects usually, are directed towards the accomplishment of one of the following three functions, namely:

1. To create consumer or distributor awareness

2. To create a favourable company image and 

3. To encourage immediate sales

1. To Create Consumer or Distributor Awareness 

A. Encourage requests for:

· More information about company products

· Samples of products on request or by redeeming coupons

· Company salesman to call 

· Demonstration by dealers 

B. Providing information about the type of products sold

· Individual products and their features 

· Families of products 

· Extent of product line

C. Providing information about the benefits to be gained from use of company products (or services)

· Outstanding attributes or unique features of products

· Specific benefits to be obtained from use (including tangible, psychological and aesthetic)

D. Indicating how products (or services can be used)

· General and specific applications

· Use for new products

· New uses for old products

2. To Create A Favourable Company Image by:

· Depicting the company as a good employer.

· Acquainting people with public service rendered

· Portraying the company’s personnel favorably 

· Relating interesting or unusual factors about the company’s business

· Portraying importance of company’s industry and of company’s role on its development

· Acquainting people with company’s leadership or unique role in its industry

· Relating company’s achievements in research and product development (its technical superiority) 

3. To Encourage Immediate Sales by

· Encouraging potential purchasers to visit stores or showrooms

· Obtaining mail orders

· Promoting immediate purchases through announcement of

· special sales

· contests

· Inducing professional people (doctors, architects, engineers, etc.) to recommend a company’s products to others

· Encouraging senior management to recommend purchases to their buying units

· Publishing the names and locations of distributors and dealers
7.3 Sales Promotion

Although sales‑promotion tools coupons, contests, premiums and the like are highly diverse, they all offer three distinctive benefits:

( Communication: -They gain attention and usually provide information that may lead the consumer to the product

( Incentive: -      
They incorporate some concession, inducement or contribution that gives value to the consumer

( Invitation: - 
They include a distinctive invitation to engage in the transaction now

Companies use sales‑promotion tools to create stronger and quicker responses. 

Sales‑promotion can be used to dramatize product offers and to boost sagging sales. Sales‑promotion effects are usually short‑run.  However, are not effective in building long run brand preference. Sales‑promotion is defined by the American Marketing Association in a specific sense to mean: 

“Those marketing activities, other than personal selling, advertising and publicity, that stimulate consumer purchasing, and  dealer effectiveness such as display, shows and exhibitions, demonstration and various non‑recurrent selling efforts not in the ordinary routine.”

10.3.1 Common Communication Platforms of Sales Promotion

· Contests, games, sweep‑stakes, lotteries

· Premiums and gifts

· Sampling

· Fairs and trade shows

· Exhibits

· Demonstrations

· Coupons

· Rebates

· Low interest financing

· Entertainment

· Trade‑in allowances

· Continuity programs

· Tie‑ins 

10.3.2 Objectives of Sales Promotion

The technique of sales promotion and its many tactics should be implemented only after specifying the objectives for its use.

It may include:

1. Attract new users to the brand

2. Stimulate repeat purchase

3. Stimulate larger purchases

4. Attract attention to the brand

5. Build store traffic

6. Introduce a new product

Sales promotion supports and adds another dimension to advertising and personal selling efforts. Objectives for sales promotion should be identified with in the context of aiding these major promotional mix variables. These objectives are set towards middlemen and final consumers. Some sales promotion activities try to motivate final consumers to buy the firm’s product or services – called customer sales promotion. Other sales promotion efforts try to induce intermediates, wholesalers and retailers, to give priority to the firm’s product – called trade sales promotion.

10.3.3 Types of Sales Promotion  

These are various types of sales promotion – all designed to stimulate demand. The basic types include: -

1. Coupons

The use of coupons is well advised when elasticity of demand is verified for the product category, or consumer behaviors in the product category is typified by brand switching. Cents‑off coupons either placed in the media or in the package provide the category for brand choice among products that are viewed as essentially the same. Evidence suggests that coupons in package stimulate greater brand loyalty than media‑distributed coupons. Further it appears that particular consumer groups are more prone to be affected by such product deals. The use of coupons is an effective way to gain new users for brand and to stimulate repeat purchases with purchase coupons.

2. Premiums

Premiums are items offered free with the purchase of another item or offered at a greatly reduced price. Banks sometimes use premiums to attract new customers and increase saving deposits. Many firms offer a related product free to stimulate demand,, but the use of this tactic must be carefully considered. First, the cost of offering premiums must be weighed against potential benefits. Second, the appropriate premium must be chosen so that it is a legitimate inducement for consumer.   

Premiums are used as a bonus.

3. Contests 

Games and contests of all types can draw attention to a product.  Many times this tactic is implemented on a cooperative basis between a manufacturer and retailers. Contests can have a great effect on generating traffic in the retail outlet.  Participation in games and contests usually cannot require the purchase of product. In light of this fact, gaining attention for the brand or building store traffic is more appropriate objective than demand stimulation.

4. Trial Offers and Sampling 

Getting consumers to actually try the product has a powerful effect. Free samples of detergents, shampoos, mouthwashes, and the like are distributed to expose customers to a brand. Many times this tactic is used for new products, but it can also be used in weak market areas or segments to increase brand performance. Trail offers have essentially the same intent but are used for expensive items. Appliances, watches, hand tools and related products are often offered on ten‑day free trail to overcome consumers’ inertia to trying the product. Trail offers and free samples have the advantage of getting the product into consumer’s hands without expense on the consumer’s part.  The expense to the firm, however, can be formidable and the segments chosen for this promotional device must have high potential. 

5. Point of Purchase Materials

Product displays and information sheets are useful sales promotion items to reach consumers at the point of purchase. Many times the product display is designed to draw attention to the product. Equally as often it is a technique for gaining additional shelf space and exposure in the retail setting. Handout materials at the point of purchase can be an important complement to the personal selling process for shopping goods. In situations where consumers are comparing brands on features and judging the product at the point of purchase, additional information at this stage in the decision process can be very effective. 

6. Trade Oriented Sales Promotion 

Sales promotion directed to members of trade (retailers and wholesalers) is also designed to stimulate demand. Within this market group effective sales promotion efforts can generate enthusiasm for a product and create loyalty to a manufacturer. The basic types include: - 

7. Trade Shows  

Tradeshows are events where several related products are displayed and perhaps demonstrated to members of an industry that constitutes the potential market. 

In conjunction with displays, company representatives are on hand to explain the product and perhaps make an important contact for the personal selling effort. 

8. Incentives 

Incentives to members of trade include a variety of tactics. Awards in the form of travel, gifts or cash bonuses can induce retailers and wholesalers to give a firm’s product added attention.

9. Allowances  

Allowances to retailers and wholesalers for cooperative advertising (featuring the firm’s products in local promotions) or payment for setting and maintaining displays is a common practice.

10.4 Personal Selling 

Personal selling is the most cost-effective tool at later stages of the buying process, particularly in building up buyers’ preference, conviction and action. The reason is that personal selling, when compared with advertising, has some distinctive benefits.

· Personal Confrontation: personal selling involves an alive immediate and interactive relationship between two or more persons Each party is able to observe the other’s needs and characteristics at close hand and make immediate adjustment 
· Cultivation: Personal selling permits all kinds of relationships to spring up, ranging from a matter‑of‑fact selling relationship to a deep personal friendship. Effective sales representative, will normally keep their customers’ best interest at heart if they want to maintain long‑run relationships.
· Response: Personal selling makes the buyers feel under some obligation for listening the sales talk. The buyer has a greater need to attend and respond even if the response is a polite ‘tank you’
10.4.1 Common communication platform of Personal Selling

· Sales presentation

· Sales meeting

· Incentive programs

· Samples

· Fairs and trade shows

Once it has been determined that personal selling is a necessary component of a firm’s promotional mix, several basic elements of personal selling need to be recognized and appreciated. These are:

1. Types of personal selling

2. Objectives of personal selling and 

3. The personal selling procedure

10.4.2 Types of personal selling  

At the outset, it is worthwhile to appreciate the scope and nature of personal selling process. Every salesperson will ultimately be engaged in personal communication. However, there are a variety of types of personal selling, each quite different from the other. A sales person can be engaged in order taking, creative selling or supportive communication or others.

1. Order Taking 

The least complex of the selling task is order taking. The retail clerk who takes payment for products is considered as inside order taker.  In this case, the buyer has already chosen the product and merely uses the sales person to make payment. The other type of order‑taking sales talk involves the outside order taker who typically calls on industrial buyers or the trade (wholesalers and retailers). This type of sales person and the task he performs is very routine. The accounts have been established, and the order taker merely services them on a reorder basis 

2. Creative Selling

The creative selling task requires much more effort and expertise in its execution. Situations where creative selling is implemented range from retail stores, through the selling of services, to individual selling. In creative selling the potential buyers relies heavily on the sales representative for information, advice and service. At the retail level, those outlets that have a fully trained and experienced sales staff and emphasize the in‑store selling effort are using creative selling. Products such as clothing or major appliances typify the use of creative selling. The services of an insurance salesperson or a stockbroker represent another type of creative selling. With products or services of this sort the salesperson aids the buyer in determining how his or her unique needs can best be served. 

Perhaps the most complex of all selling tasks is creative selling at the industrial level. Those salespeople who deal with high cost and complex corporate decision for purchases of capital equipment or raw materials have tremendous demands placed on them. Many times the salesperson has specific training in a related area (engineering or computer science for instance) in order to handle this type of selling effort. The salesperson may be required to identify the product that best serves the buyer’s needs or carefully calculate the number and type of products necessary for the organisation (such as in hospital supply sales). This creative selling task calls for high level of preparation, expertise and close contact with the buyer.  

3. Supportive Communication 

Some personal selling tasks are very indirectly related to selling per se. Rather, it is the objective of the effort to generate goodwill and insure that the buyer is satisfied with the firm’s product and service. 

The missionary salesperson is typically employed in this capacity. He will call on accounts with the express purpose of monitoring the satisfaction of the buyer. There may be some provision of product information in the process, but only as a service to the customer. 

10.4.3 Objectives of Personal Selling 

The appropriate overall objective for any element of the promotional mix, including personal selling, is to communicate. Because salespeople are many times involved with the buyer at the point when a purchase decision is made, then sales as an objective takes on more credibility. Since a salesperson is actually present when a contract is signed or an order placed, the direct effect of personal selling on sales is more identifiable than the effect of other elements of the promotional mix.

However, it is possible to identify a set of objectives for personal selling in much more specific terms that relate to the process it self. Every encounter with a potential buyer must be approached with a clear set of objectives in mind that are far more operational than the general objective of making a sale. 

The following are objective a salesperson can pursue during a sales call.    

1. Create Differential Competitive Advantage    

Buyers will ultimately choose the product they perceive to be best suited to their needs. It is up to the salesperson to quickly understand the components of what is ‘best’ in the buyers mind. Different buyers will value different attributes of products (functional, emotional, or benefits of use) and the organization that provides related services (such as repair, credit, and delivery). 

The salesman person must identify what a buyer values and then accomplish the objective of demonstrating how the firm’s products and services meet the buyer’s needs more closely than competitors’ market offerings. In this way, differential competitive advantage has been created. 

2. Accord Uniqueness 

A second objective is to grant the potential buyer unique status, to manage the communication process in such away that the buyer does not fell he or she is “being sold” on the product. Rather, the buyer must come away from the situation feeling that a decision to buy has been made. The salesperson who treats each buyer as a unique individual exerts a powerful influence during the communication process. An important part of accomplishing this objective is for the salesperson to listen attentively to the buyer. Good listening skills allow the salesperson to truly grant the buyer unique status by actually understanding the buyer’s individual needs and desires. 

3. Manage a Set of Selling-Buying Relationships for Mutual Profit

A salesperson must be able to recognize those potential buyers who legitimately can benefit from the firm’s products & services. In trying to manage a set of selling-buying relationships for mutual benefit/profit, the salesperson must consider which of the following form the basis for competitive advantage for each buyer:

1. Product superiority 

2. Service superiority 

3. Price superiority 

4. Source (company) Superiority 

5. People Superiority 

Depending upon the buyer’s situation & needs, the salesperson must determine what is most highly valued in the purchase decision from the list above. Thus, a sale can be negotiated emphasizing the firm’s ability to provide factors. 

4. Control the Interview   

A final objective for selling is to control the interview without seeming to. It is to the mutual benefit of the buyer and seller if the communication process is managed efficiently. If the salesperson can control the content and direction of an encounter, the potential buyer will be able to learn quickly and accurately what the firm has to offer. 

10.4.4 Personal Selling Process 

The personal selling process is considered superior to other forms of promotion in achieving effective communication because the salesperson can tailor a unique message for each receiver and respond immediately to feedback. In order to take advantage of this superior capability and to enhance the efficiency of the personal selling process, a series of procedures is essential. 

The following represent the accepted components of a personal selling effort. 

1. Preparation

The preparation for creative selling is the most demanding but the order taking and supportive communication types of selling attractive should also have detailed preparation. Preparation involves gathering relevant information about current customers, potential customers, product characteristics and applications, corporate support activities (such as advertising, and competitors) products and activities. The firm that has an effective marketing information system greatly aids its salespeople in preparing for sales calls. The unprepared salesperson cannot hope to accomplish sales objectives without being well versed in this sort of information. 

2. Prospecting    

Aside from servicing existing customers the salesperson must identify prospective buyers. There are a variety of traditional methods for carrying out this procedure. A sales person may rely on current customers to provide leads-that is, names of other potential buyers. Another common technique is mail-in coupons in magazines; a potential customer expresses an interest in the firm’s products by mailing the coupon back to the firm. 

The cold call is another approach. Here, the salesperson will either telephone or actually visit a potential customer with whom there has been no previous contact.

A newer version of prospecting is through a telemarketing system. The procedure uses a toll‑free number to quality sales leads (that is, determine how serious the prospect is). It enables the marketer to target “live” leads – those that seem to hold good potential. In this way, non-productive, expensive in-person sales calls can be avoided.

3. Initial Contact

The initial contact with a new customer is a critical step in the sales procedure. It is at this point that the salesperson must begin to address the objectives of creating differential advantage, accord uniqueness, and controlling the encounter. 

Merely handing a secretary a business card or stopping in to see a potential buyer with only vague notions of what the call might accomplish will likely be viewed by the potential buyer as a waste of time and an intrusion. A professional, well-planned, purposeful, and brief initial contact can establish the salesperson as a new, unusual, and important source in the mind of the buyer. 

4. The presentation

Clearly, the presentation is the focal point of the personal selling procedure.

There are several philosophies regarding the way a presentation should be carried out. Some firms will require a canned presentation in which the salesperson recites (nearly verbatim) a prepared sales pitch. The advantages of the canned presentation are that it controls the encounter, ensures that important selling points are covered, and can enhance the performance of marginally skilled salespeople. The drawback of the canned pitch is severe in that it undermines the fundamental advantages of personal communication: tailoring the message for each unique receiver and responding to buyer feedback. An often cited yet conceptually worn out approach is AIDA: Attention-Interest-Desire-Action.

In this presentation, the salesperson carefully structures the selling contact so that the first part gains the buyer’s attention, then interest in the firm’s offering is stimulated, followed by a desire for the product, and finally action (buying) results. The reason this approach can be considered out of date is that it grants the buyer very little participation in the process. The salesperson dominated the communication, leading the buyer through the various stages. The experienced buyer, after years of being subjected to this technique, will find it tiresome, obvious, and insulting. A far more sophisticated and intelligent approach to the presentation is the need-satisfaction approach. This is a customer-oriented approach that relies strictly on the marketing concept.

The salesperson initially emphasizes need development in the buyer. In this phase of the approach, the buyer is doing most of the talking and the salesperson is monitoring feedback almost exclusively. It is at this stage that the buyer is beginning to accord uniqueness. The next stage is need awareness where the seller & the buyer mutually identify precisely what the buyer’s needs are relative to the products & services being discussed. Here, the salesperson can address differential competitive advantage. In the final stage, need fulfillment, the salesperson assumes a dominant communication role and demonstrates how the firm and its products can fulfill the needs agreed upon.  The need-satisfaction approach is superior to the others in several ways. First, it emphasizes the buyer & the buyer’s needs. Second, it takes full advantage of direct feedback. Finally, the need-satisfaction presentation promotes cooperation and agreement between buyer and seller. 

5. Handling Objections    

Usually during the presentation stage, objections on the part of the buyer will surface. Salespersons should anticipate objections. An ideal approach to handling objections is probing the buyer for the exact nature of the obstacle and allowing the buyer to propose a solution.    

6. Closing the Sale         

After the presentation, the time arrives when the buyer must decide whether or not to take action. This phase typically requires a specification of financing, delivery, installation, and a variety of other particulars. The salesperson should be prepared to discuss these details as part of finalizing an order. 

7. Follow Up 

A seller can enhance the satisfaction derived from a purchase through post-purchase activities. Relieving cognitive dissonance will make the purchase event more rewarding to the buyer. Salespeople can fulfil this need through direct communication, either written or oral. Successful follow-up can greatly increase the probability of additional orders (for the same or related items) and help establish a long-term relationship between buyer and seller. Further, the salesperson should ensure that shipping dates are met, agreed financing arrangements are upheld, and generally that all the considerations surrounding the sale are to the buyer’s satisfaction.

10.5 Direct marketing

The different forms of direct marketing share four distinctive characteristics.

· Non-public: The message is normally addressed to a specific person.

· Customized: the message can be customized to appeal to the addressed individual.

· Up-to-date: A message can be prepared very quickly for delivery to an individual.

· Interactive: The message can be altered depending on the person’s response.  

10.5.1 Common Communication Platforms of Direct marketing   

· Catalogues

· Mailings

· Telemarketing 

· Electronic Shopping

· TV shopping

· Fax mail 

· E-mail 

· Voice mail 

10.6 Factors in Setting the Promotion Mix 

Companies must consider several factors in developing their promotion mix: 

(a) Type of Product Market

Promotional tool utilization varies between consumer and business market. 

Consumer-goods companies spend on sales promotion, advertising, personal selling, and public relations in that order. 

Business – goods companies spend on personal selling, sales promotion, advertising & public relations in that order.

In general, personal selling is more heavily used with complex, expensive, and risky goods and in markets with fewer and larger sellers (hence, business markets).  

(b) Push Versus Pull Strategy 

A push strategy involves manufacturers marketing activities (primarily sales force and trade promotion) directed at channel intermediaries. The goal is to induce the intermediaries to order and carry the product and promote it to end-users.

· Push strategy is especially appropriate where there is low brand loyalty in a category, brand choice is made in the store, the product is an impulse item, and product benefits are well understood.  

· A pull strategy involves marketing activities (primarily advertising and consumer promotion) directed at end users. The purpose is to induce them to ask intermediaries for the product and thus induce the intermediaries to order the product from the manufacturer. Pull strategy is especially appropriate when there is high brand loyalty and high involvement in the category, people perceive differences between brands, and people choose the brand before they go to the store.  

(c) Buyer-Readiness Stage 

Advertising and publicity play the most important roles in the awareness stage, much more important the roles played by “cold calls” from sales representatives or by sales promotion. Customer comprehension is primarily affected by advertising and personal selling. Customer conviction is influenced mostly by personal selling and less by advertising sales promotion. Closing the sale (ordering) is influenced mostly by personal selling and sales promotion. Reordering is also affected mostly by personal selling and sales promotion, and somewhat by reminder advertising. Advertising and publicity are most cost effective at the early stages of the buyer decision process, and personal selling and sales promotion are most effective at the later stage. 

(d) Product-Life-Cycle Stage

Promotional tools also vary in their cost effectiveness at different stages of the product life cycle. 

· In the introduction stage, advertising and publicity have the highest cost effectiveness, followed by personal selling to gain distribution coverage and sales promotion to induce trial.

· In the growth stage, all the tools can be toned down because demand has its own momentum through word-of mouth. 

· In the maturity stage, sales promotion, advertising, and personal selling all grow more important, in that order. 

· In the decline stage sales promotion continues strong, advertising and publicity are reduced, and salespeople give the product only minimum attention.

(e) Company Market Rank 

Top-ranking brands derive more benefit from advertising than sales promotion. For the top three brands, return on investment (ROI) rises with a rising ratio of advertising spending to sales promotion. 

For brands ranked fourth or worse, profitability decreases in moving from low to high advertising.                        
CHAPTER 9 MARKETING CHANNELS

Learning Objectives

Upon completion of this chapter a student will be able to:

· Define marketing channels 

· Describe the major marketing channel functions

· Discuss the different types of direct and indirect channels

· Explain the flows in marketing channels 

· Discuss the most common channel structures

· Outline variables affecting channel structure.

9.1 Introduction

The purpose of all production activities, in business, is to sell the goods produced and make profit there of.  To this end, the manufacturer must make the necessary steps to bring his products to the attention of the customers.  Therefore, distribution of goods is essential so that they can reach the final consumption point.  In short, the goods must move from the point of production to the point of consumption.

9.2  Marketing Channels Defined 

The concept of the marketing channels can be confusing.  So it is better to see how marketing channels are defined from different perspectives.  Sometimes marketing channel is thought of as the route taken by a product as it moves from the producer to the consumer or other ultimate user.  Some define it as the path taken by the title to goods as it moves through various agencies.  Still others describe the marketing channel in terms of a loose coalition of business firms that have banded together for purposes of trade.

The differing perspectives or view points on the concept of marketing channel are also reflected by the channel members:  Manufacturers(producers), intermediaries (such as wholesalers or retailers), and consumers.

· Manufacturers may define the marketing channel in terms of the movement of products through the various intermediaries 

· Intermediaries may view the marketing channel as the flow of the title to the goods

· Consumers may view the marketing channel as simply a lot of middlemen (intermediaries) standing between them and the producer of the product.

Given these differing perspectives, it is not possible to have a single definition of the marketing channel.  Therefore, the following definition can be considered for our purpose.  

Definition 1.  A marketing channel is the path a product or service takes as it moves from 

                      the manufacturer to its end user or consumer (Rolnicki; 1998:1)

Definition 2.  A marketing channel is set of interdependent organization involved in the 

                      process of making a product or service available for consumption or use 

                    







  (Stern et al, 1996:1)

Definition 3.  Marketing channel is the external contractual organization that 

                      management operates to active its distribution objectives 

(Rosenbloom, 1999:9)

In this last definition channel is seen mainly through the eyes of marketing management in producing and manufacturing firms.  There are four terms in this definition that should be especially noted:  external, contractual organization operates, and distribution objectives.  

· The term external means that the marketing channel exists outside the firm.  In other words, it is not part of a firm’s internal organizational structure.

· Contractual organization refers to those firms or parties who are involved in buying, selling, and transferring titles to products as the products more from the producer to the ultimate user.

· The third term, operates, it meant to suggest involvement by management in the affairs of the channel.

· Distribution objectives mean that the management has certain distribution goals in mind.  The marketing channel exists as a means for reaching these objectives.

·  In whatever perspective marketing channels are defined, they are ways to connect the producers with consumers.

9.3 Terms Used for Marketing Intermediaries

	Term
	Description

	Middleman
	Any intermediary between manufacturer and end-user markets.

	Agent or Broker
	Any intermediary with legal authority to act on behalf of the manufacturer

	Wholesaler
	An intermediary who sells to other intermediaries, usually to retailers; usually applies to consumer markets

	Retailer
	An intermediary who sells directly to consumers

	Distributor
	An imprecise term, usually used to describe intermediaries who perform a variety of distribution function, including selling, maintaining inventories, extending credit, and so on; a more common term in industrial markets but may also be used to refer to wholesalers.

	Dealer
	An even more imprecise term that can mean the same as distributor, retailer, wholesaler, and so forth.


9.4  Marketing Channel Functions

Intermediaries make possible the flow of products from producers to buyers by performing three basic functions. Most prominently, intermediaries perform a transactional function that involves buying, selling, and risk taking because the stock merchandise in anticipation of sales. Intermediaries perform a logistical function evident in the gathering, storing, and dispersing of products. Finally, intermediaries perform facilitating functions, which assist producers in making goods and services more attractive to buyers.
	Type of function
	Activities related to function

	Transactional function
	· Buying. Purchasing products for resale or as an agent for supply of a product.

· Selling. Contracting potential customers promoting products, and soliciting orders.

· Risk taking. Assuming business risks in the ownership of inventory that can become obsolete or deteriorate.

	Logistical function
	· Assorting. Creating product assortments from several sources to serve customers.

· Storing. Assembling and protecting products at a convenient location to offer better customer service.

· Sorting. Purchasing in large quantities and breaking into smaller amounts desired by customers.

· Transporting. Physically moving a product to customers.

	Facilitating functions
	· Financing. Extending credit to customers.

· Grading. Inspecting, testing, or judging products, and assigning them quality grades.

· Marketing information and research. Providing information to customers and suppliers, including competitive conditions and trends.


All three groups of functions must be performed in a marketing channel, even though each channel member may not participate in all three. Channel members often negotiate about which specific functions they will perform. Sometimes disagreements result, and a breakdown in relationships among channel members occurs.

a. Value created by Intermediaries

Producer Benefits from Intermediaries


Intermediaries make selling goods and services more efficient because they minimize the number of sales contacts necessary to reach a target market.

Consumer Benefits from Intermediaries

Consumers also benefit from intermediaries. Having the goods and services you want, when you want them, where you want them, and in the form you want hem is the ideal result of marketing channels. In more specific terms, marketing channels help create value for consumers through the four utilities: time, place, for, and possession. 

· Time utility refers to having a product or service when you want it.

· Place utility means having a product or service available where consumers want it.

· Form utility involves enhancing a product or service to make it more appealing to buyers.

· Possession utility entails efforts by intermediaries to help buyers take possession of a product or service, such as having airline tickets delivered by a travel agency. 

 9.5 DIRECT VERSUS INDIRECT CHANNELS

Marketing channels can broadly be divided into two as direct and indirect channel.  Under direct channel of distribution the manufacturer sells directly to consumers without using any intermediaries whereas under indirect channel of distribution the producer sells its products through the use of intermediaries.

9.5.1 Direct Channel

Direct channel shortest channel a producer uses in distribution its product in the market.  Here, the products move from the producer directly to the consumer without involvement of any intermediary.  For this reason direct channel is also known as zero-level channel.  The most commonly used methods of direct channel are the following.

a. Door-to-door selling

The manufacturer employees its own salesmen to approach the customers and convince them to buy the products.  These salesmen usually go door-to-door in order to sell the product.  That is, they bring the products to the door steps of the customers.  Diary farms usually distribute milk in such example a manner.  For example, Sholla Milk is sold door-to-door.

b. Manufacturers’ Sales Branches 

Manufacturers open sales branches to sell their products directly to customers.  The sales branches may be opened at different locations where customers might be found.  Example:  Alemeda Textile factory has sales branches where it can sell its products directly.  Nifas Silk Paint factory also sells its product through its sales branch.

C.  Direct Mail

c. Direct Mail

This is a means of directly distribution products to customers by dispatching them through the post.    Unlike door-to-door and sales branches, personal contact between the seller and the buyer is avoided since the product is mailed through the post. All types of products are not suitable for mail order.  For example, the products should not be too heavy or bulky.  Direct mail most commonly used to distribute such products as newspapers and magazines. Example:  Media Communication Center (MCC) dispatches its newspaper “Reporter” to its subscribers by mail.

9.5.2 Indirect Channel 

Under indirect channel of distribution, the producer sells its products through the use of intermediaries such as wholesalers, retailers, and agents. 

a.  Wholesalers

Wholesalers are merchants who act as intermediaries between the producers and retailers or other industrial buyers.  They buy products in larger quantities from producers for the purpose of reselling them in smaller quantities to the retailers.  Wholesalers do not sell their products to individual consumers. Examples:  Star Business Groups, Guna Trading, Cash and Carry Center (3C)

b. Retailers

Retailers are businesses that are involved in selling goods directly to final consumers for their personal use.  They usually buy products from the wholesalers or sometimes from producers to sell to the consumers either in retail stores or in streets. Examples:  Hadiya supermarket, the former Tana Department Store, and several Kiosks found closer to residential houses.  

c. Agents

Agents represent manufacturers on a relatively permanent basis to perform selling and other facilitating functions.  They differ from wholesalers and retailers in that they do not take titles to goods; that is, they do not own the goods they sell since the manufacturer retains the titles.  Agents are common in import and export trade. Examples:  Different Imports and Export Agents

9.6 FLOWS IN MARKETING CHANNELS 

When a marketing channel has been developed, a series of flows emerges.  The term flow is descriptive of movement and it provides the links that tie channel members and other agencies together in the distribution of goods and services.  The following are the major flows in marketing channels.

1 Product flow:  Refers to the actual physical movement of the product from the manufacturer through all of the parties who take the physical possession of the product; that is, from its point of production to final consumers.  Here transportation companies are involved in shipping the product from the manufacturer to the wholesalers.  

2 Negotiation flow:  Represents the interplay of the buying and selling function associated with the transfer of title to the manufacturer’s products.  As you will see in figure the transportation company is not included in this flow because it does not participate in the negotiatory functions. 

3 Ownership or Title flow:  Shows the movement of the ownership title to the product as it passed along from the manufacturer to final consumers.  Here again, the transportation company is excluded because it does not take title to the product nor is it actively involved in facilitating its transfer.

4 Information flow:  Refers to the exchange of information by all parties that participate in the marketing channel.  The transportation company reappeared in this flow since the manufacturer may obtain information about shipping schedules and rates, and the transportation company may in turn seek information from the manufacturer about when and in what quantities it plans to ship the product.

5 Promotion flow:  Refers to the flow of persuasive communicator in the form of advertising, personal selling, sales promotion, and publicity.  Here, advertising agency is included in the flow because it is actively involved in providing information flow.  The two-directional arrow between the manufacturer and the advertising agency is meant to show that the manufacturer and the advertising agency work together closely to develop promotional strategies.

6 Payment flow:  Refers to the buyers’ payment of their bills to the sellers through banks.  In this flow, banks are included because they play an important intermediary role in facilitating payment transfer between buyers and sellers.
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9.7 Channel Structure

Channel structure refers to the group of channel members to which a set of distribution tasks has been allocated.  Given a set of distribution tasks that must be performed to accomplish a firm’s distribution objectives, the channel manager must divided how to allocate or structure the tasks.  Thus, the structure of the channel will reflect the manner in which the channel manger has allocated these tasks among member of the channel.

Channel structure involves two dimensions:

1. channel length

2. channel intensity

9.7.1 Channel Length 

The most typically mentioned dimension of channel structure is channel length-that is, the number of flows of intermediaries in the channel.  Accordingly, the following figure portrays channel structure for consumer goods.
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1)  ZERO-LEVEL CHANNEL (M        C)

This is a direct channel where a producer uses no intermediaries.  Such channel may be used by manufacturers of heavy installations like airplanes, ships, or generators where buyers need a lot of services form manufacturers.  It is not commonly used in consumers market.

2)  ONE-LEVEL CHANNEL (M        R       C)

Under this channel an intermediary is used.  Therefore, it is an indirect channel of distribution.  Although it is not common, retailers may sometimes avoid wholesalers to buy products directly from producers.  Emergence of retail chains or supermarkets led to the use of this channel.

3) TWO-LEVEL CHANNEL (M       W      R      C)

This is the traditional channel of distribution which is most commonly used in consumer goods market.  Consumer convenience good such as sugar, soap, soft drinks and so on are normally distributed through such cannels. 

4)  THREE-LEVEL CHANNEL (M     A      W      R      C)

     This is the longest channel of distribution where several levels of intermediaries are involved.  It is common in import and export trade.  

9.7.2 Intensity of Distribution

Intensity of distribution refers to the number of intermediaries used at each channel level.  This intensity of distribution is categorized into three, ranging from exclusive to intensive distribution.  

1 Exclusive Distribution

Exclusive distribution involves severely limiting the number of intermediaries that handle the company’s goods or only one intermediary is used in a particular market area. It is used when the producer wants to maintain a great deal of control over the service level and service outputs offered by the resellers.  Often, exclusive distribution involves exclusive dealing arrangement, in which the intermediaries agree not to carry the products or brands of competitors. By granting exclusive distribution, the producer hopes to obtain more aggressive and knowledgeable selling.  Exclusive distribution tends to enhance the product’s image and allow higher profit       in to the producer.  Such strategy of distribution require greater partnership between the producer and the intermediary.  This strategy is common in the distribution of automobiles.

Example:

· MOENCO is an exclusive distributor of TOYOTA automobiles in Ethiopia

· SM Trading is an exclusive distributor of Ambassador Garment Factory’s Suits.

2. Selective Distribution

Selective distribution strategy involves the use of more than a few but less than all of the intermediaries who are willing to carry a particular product.  Such strategy is used both by new companies and already established ones that are looking for distributors.  The company does not attempt to obtain as many intermediaries as possible, rather, it tries to develop a good business relations with selected intermediaries and expect better than average selling effort.  Selective distribution enables the producer to gain adequate market coverage with better control and lesser cost than intensive distribution.  

3. Intensive Distribution

In this strategy of distribution, the producer places the goods or services in as many intermediaries as possible.  When the consumer requires a great deal of location convenience, it is important for the manufacturer to offer greater intensity of distribution.

This strategy is generally used for consumer convenience goods such as tobacco products, soap, and so on.  Producers move from exclusive to more intensive distribution to increase the coverage sales. The intensity of distribution dimension is a very important aspect in structuring distribution channel because it is often a key factor in the company’s basic marketing strategy and it also reflects the company’s overall corporate objectives and strategies.

A marketing strategy that wants to flood the market with a product requires a channel that stresses a very high level of distribution intensity.  Manufacturers of chewing gum, for example, have used an intensive distribution channel to make their product available at virtually every retail outlet where consumers could buy chewing gum.  On the other hand, a marketing strategy that focuses on carefully chosen target markets, such as producers of Wrist Watches, require a high degree of selective in their channel of distribution. In general, if a company’s basic marketing strategy emphasizes mass market for its products, it will most likely have to develop a channel structure that stresses intensive distribution.  On the other hand, a marketing strategy that stresses narrow segmented marketing will most probably require an exclusive distribution channel.

The relationship between the intensity of distribution dimension and the number of intermediaries used in a given market can be depicted in the following diagram.  
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9.8 VARIABLES AFFECTING CHANNEL STRUCTURE 

There are a number of variables that are likely to influence the channel structure.  These variables can be categorized four groups.

1. Market Variables

Market variables are the most fundamental variables affecting the channel structure.  There are four basic subcategories of market variables that are particularly important in influencing channel structure.

A. Market Geography:  Refers to the geographical size of markets and their physical location and distance from the producer.

The general rule for relating market geography to channel structure is stated as follows:  

The greater the distance between the producer and its markets, the higher the probability that the use of intermediaries will be less expensive than direct distribution.

B. Market Size: Refers to the number of customers marketing up a market.  The customers could be industrial buyers or consumers.

The general rule about market size relative to channel structure is:

If the market is large, the use of intermediaries is more likely to be needed.  Conversely, if the market is small, a producer is more likely to be able to avoid the use of intermediaries.

C. Market Density:  The number of buying units (consumer or industrial) per unit of land area determines the density of the market.  For example, a market having 1000 customers in an area of 100 square miles is more dense than the one containing the same number of customers in an area of 500 square mile.  

The general rule is:

The less dense the market (buyers are widely scattered), the more likely it is that intermediaries will be used.  Stated conversely, the greater the density of the market (the buyers are closely located), the higher the likelihood of eliminating intermediaries.

D. Market Behavior:  Refers to the type of buying behavior.  That is, how customers buy, when customers buy, where customers buy, and who does the buying.  Each of these patterns of buyer behavior may have a significant effect on channel structure.  The table below shows the general rule for each pattern.  

	Buying Habits 
	Corresponding Channel

Structure rule

	How

· Customers buy in very small quantities 

When

· Buying is highly seasonal 

Where 

· Consumers tend to shop at home

Who

· Consumer market:

(Husband and Wife)

· Industrial market:

(Many individuals influence the purchasing decision) 
	· Use long channels to reach the market

· Add intermediaries to the channel to perform the storage function

· Eliminate intermediaries and sell directly (door to door)

· Distribute through retailers to serve consumers

· Direct distribution to reach all parties marking purchase decisions. 




2.  Product Variables 

These variables are another important category to consider in evaluation alternative channel structures.  Some of the most important product variables are discussed as follows.

A. Bulk and Weight.  Heavy and bulky (large-sized) products have very high handling and shipping (transport) costs relative to their value.

The general rule is:

For heavy and bulky products, the channel structure should be as short as possible-usually direct from producer to user.

B. Perishability:  Products subject to rapid physical deterioration or spoilage (such as fresh foods) are considered to be highly perishable.

The following rule is appropriate:

When products are highly perishable, channel structures should be shorter to provide for rapid delivery from producers to consumers. 

C. Unit Value:  Refers to the price per unit of the product.  Consequently, products might have high or low unit value.

In general, the lower the unit value of a product, the longer the channels should be.  This is because the low unit value leaves a small profit margin for distribution costs.

D. Degree of Standardization:  Related to whether products are standardized (uniform) or custom made (made according to customer order)

The general rule is:  

Customer made products go directly from producer to the user, but as products become more standardized the channel will be long using.

E. Technical Versus Non-technical.  Refers to the nature of the product.  To the industrial market, a highly technical product (such as machinery) will be distributed through a direct channel since the manufacturer provides information about the product’s technical features, advice, and after sales services (like repair and maintenance) to customers.

F. Newness.  Many new products in both consumer and industrial markets require extensive and aggressive promotion in the introductory stage to build primary demand.  Consequently, in the introductory stage, a shorter channel is generally viewed as an advantage for gaining product acceptance.

3.  Company Variables

The most important company variables affecting channel  structure are:  financial capacity, managerial expertise, and objectives and strategies.

A. Financial Capacity.  In order to sell directly to consumers or industrial users, a company needs its own sales force and support services like retail stores, warehousing and order processing capabilities.  In other words, the company needs money to finance these.  The general rule regarding this variable is:

The greater the capital available to a company, the lower is its dependence on intermediaries.  Therefore, the company can directly distribute its product to customers.

B. Managerial Expertise.   Refers to whether or not the managerial skills necessary to perform distribution tasks available in the company.

The general rule is:

When a company lacks the managerial expertise, its dependence on intermediaries will be high.  As a result, intermediaries will be involved in its channel structure.  However, as the company gains experience (managerial skills), it may be feasible to change the structure to reduce the amount of reliance (dependence) on the intermediaries.

C. Objective and Strategies.  Marketing and general objectives and strategies (such as the company’s desire to exercise a high degree of control over the product and its service) may limit the use of intermediaries.  Consequently, if the company has a strong desire to control the channel, it may use direct or short channel.

4. Intermediary Variables

The key intermediary variables related to channel structure are: availability and cost and services offered.

A. Availability.  The availability of adequate intermediaries will influence channel structure.  Lack of availability of appropriate intermediaries may lead the company to use a direct channel.

B. Cost.  If he cost of using intermediaries is too high as compared to the service performed, the channel structure is likely to minimize the use of intermediaries.

IX. SUMMARY

Marketing channels are the paths that a product takes as it moves from the producers to the consumers.  In these paths, the producer may use intermediaries where the channels will be indirect or it may sell its product to the consumers without using intermediaries in which case the channel will be direct.  In the distribution of a product a series of flows emerge in the channel.  These include: product flow, negotiation flow, ownership flow, information flow, promotion flow and payment flow.

Depending on the number of levels of intermediaries used, the channel could be short (zero-level or one level channel) or long (three-level).  Even within one level (either retail level or wholesale level), the number of intermediaries determine the intensity of distribution.  Accordingly, a company may use as many intermediaries as possible, where the distribution becomes intensive, ore few intermediaries in selective distribution, or only one intermediary in the case of exclusive distribution.

Channel structure can be affected by several variables.  Among these the major ones are: market, product, company, and intermediary variables.  Each variable includes different subcategories that influence channel structure; that is, whether the channel will be direct (short) or indirect and long.

CHPATER 10 PROMOTION

Learning Objectives

Upon completion of this chapter a student will be able to:

· Define the roles of advertising, sales promotion, personal selling, publicity, and direct marketing.

· Outline the common communication platforms of advertising               

· Describe the various types of advertising

· Identify the most important variables in setting the advertising objectives 

· Outline the common communication platforms of sales promotion

· Discuss the objectives of sales promotion

· Outline the common communication platform of personal selling
· Describe the various types of personal selling  

· Discuss the objectives of personal selling 

· Define direct marketing and outline the common communication platforms of direct marketing   

10.1 Introduction

Modern marketing calls for more than developing a good product, pricing it attractively and making it acceptable to target customers. Companies must also communicate with their present and potential customers, retailers, suppliers, other stockholders, & the general public. For most companies, the question is not whether to communicate but rather what to say, to whom and how often. 

The marketing communication mix (also called the promotion mix) consists of five major modes of communication.

6. Advertising: Any paid form of non-personal presentation and promotion of ideas, goods or services by an identified sponsor. 

7. Sales promotion: A variety of short-term incentives to encourage trial or purchase of a product or service. 
8. Public relations and publicity: A variety of programs designed to promote and/or protect a company’s image or its individual products.  
9. Personal selling: Face-to-face interaction with one or more prospective purchasers for the purpose of making presentations answering questions, and procuring orders.
10. Direct marketing: Use of mail, telephone, fax, e-mail, and other non personal contact tools to communicate directly with or solicit a direct response from specific customers and prospects. 

10.2 Advertising: 

Because of the many forms and uses of advertising, it is difficult to make all-embracing generalization about its distinctive qualities as a component of the promotion mix. Yet the following qualities can be noted. 

· Public presentation: Ad. is a highly public mode of communication. Its public nature confers a kind of legitimacy on the product and also suggest a standardized offering. Because many persons receive the same message, buyers know that their motives for purchasing the product will be publicly understood.

· Pervasiveness: Ad. is a pervasive medium that permits the seller to repeat a message many times. It also allows the buyer to receive and compare the messages of various competitors. Large-scale advertising by a seller says something positive about the sellers size, power and success. 

· Amplified expressiveness: Ad provides opportunities for dramatizing the company and its products through the artful use of print, sound, and color. Sometimes, however the tool’s very success at expensiveness may dilute or distract from the message. 

· Impersonality: Advertising cannot be as compelling as a company sales representative. The audience does not feel obligated to pay attention or respond. Advertising is able to carry on only a monologue in front of, not a dialogue with the audience.

Advertising can be defined as ‘any paid form of non-personal communication of ideas goods or services by business firms identified in the advertising message intended to lead to a sale immediately or eventually’. The emphasis is placed in the definition on the ‘communication’ aspect and the main objective of a ‘sale’. The word ‘communication’ originates from the Latin word “communis” meaning common. There is communication only if there is commonness in the words used to both the audience and the communicator, i.e., the message must mean the same thing to both. Communication is concerned with who says what, to whom, through which channel with what effect. 

10.2.1 Common Communication Platforms of Advertising        

· Print and broadcast ads

· Packaging – outer

· Packaging inserts

· Motion pictures

· Brochure and   booklets

· Posters and leaflets

· Directories

· Reprints of ads

· Billboards

· Display signs

· Point of purchase display

· Audio-visual material

· Symbols and logos

· Videotapes 
10.2.2 Types of Advertising

1. Primary or Selective Demand Advertising 

Advertising may be aimed at merely creating a primary demand for a certain type of product such as motorcars in general or to increase selective demand for a certain type of product of a specific company such as ‘TOYOTA’. Sometimes pioneering advertising builds a primary demand. Or even for established products (with competitors) building primary demand may help to expand total market demand, which can be one strategy, adopted by market leaders.

2. Product or Institutional Advertising

Most advertising is aimed at selling a particular product advertising. ‘Brand’ advertising attempts to sell the company’s brand or product as being better than products of other manufacturers. As against this large companies sometimes advertise their general activities like the public service rendered by them without mentioning their specific product. This is described as institutional advertising and is aimed at building a favourable image or attitude towards the company and thus ultimately its products.

3. Cooperative Advertising  

Manufacturers at times cooperate with their wholesalers and retailers by giving them an advertising allowance for their local advertising so that the manufacturer’s own brand may get preference in such advertising. A proportion of advertising costs are here paid by the manufacturer to the wholesaler or retailer concerned. In addition co-operation is sought to be obtained by the manufacturer from the distribution channel by often mentioning in his advertisement the names and addresses of retailers who stock his products.

4. Advertising Classified by Intended Audiences

Advertising can be classified by intended audiences i.e. by the specific types of audiences (e.g. consumer, industrial or trade audience) towards whom the advertising is directed. Consumer advertising is naturally directed at the ultimate household customers or actual consumers or users of product. Unlike consumer advertising industrial advertising aims at industrial customers whereas trade advertising is directed at channels of distribution such as wholesalers or retailers.

5. Advertising Classified by Nature of Appeal 

Sometimes Advertising is also classified by the nature or type of appeal used or motives towards which advertising is aimed. For this purpose appeals are at times divided into rational and emotional appeals. Where an advertisement tries to create an image that the housewife would look like a glamorous movie and thus attempts to crate a common use of a brand of soap it is appealing to motives that are emotional. As against this if advertisement were to explain its medical quality it is aimed at rational motives.

7. Direct or Indirect Action Advertising 

When advertising is aimed at making the consumer buy immediately the product or at least to ask for more details about that product it is described as direct action advertising. As against this in case of a higher priced item which is not purchased frequently the advertising is generally an indirect action type with a view to create a favourable attitude towards the manufacturer’s product so that when the consumer ultimately is in the market for that product he would presumably purchase the advertiser’s product. 

10.2.3 Setting the Advertising Objectives 

The first step in developing an ad. Program is to set the advertising objectives. These objectives must flow from prior decisions on the target market, market positioning and market mix. The marketing‑positioning and marketing mix strategies define the job that advertising must do in the marketing Programme.   

Advertising objectives can be classified according to whether their aim is to inform, persuade or remind.

· Informative advertising 

Figures heavily in the pioneering stage of a product category, where the objective is to build primary demand 

It includes: 

· Telling the market about a new product

· Suggesting new uses for product

· Informing the market of a price change

· Explaining how the product works 

· Describing available services 

· Correcting false impressions

· Reducing buyers’ fears

· Building a company image

· Persuasive advertising

It becomes important in the competitive stage, where a company’s objective is to build selective demand for a particular brand. For example, Chivas Regal attempts to persuade consumers that it delivers more status than any other brand of Scotch whisky. Some persuasive advertising has moved into the category of comparative advertising, which seeks to establish the superiority of one brand through specific comparison of one or more attributes with one or more other brands in the product class. In using comparative advertising, a company should make sure that it can prove its claim of superiority and that it cannot be counterattacked in an area where the other brand is stronger. Comparative ad. works best when it elicits cognitive and effective motivations simultaneously.

It includes:

· Building brand preference 

· Encouraging switching to the brand 

· Changing buyers’ perception of product attributes 

· Persuading buyers to purchase now

·  Persuading buyers to receive a sales call

· Reminder advertising 

It is highly important with mature products. Expensive four-color Coca Cola ads in magazines have the purpose not of informing or persuading but of reminding people to purchase Coca Cola. A related form of advertising is reinforcement advertising, which seeks to assure current purchasers that they have made the right choice. It helps to reduce or avoid cognitive dissonance, a tension created after purchasing a product. Automobile ads often depict satisfied customers enjoying special features of their new car. It includes:

( Reminding buyers that the product may be needed in the near future

( Reminding buyers where to buy it

( Keeping it in buyers’ mind during off‑seasons

( Maintaining its top‑of‑mind awareness 

The choice of the advertising objective should be based on a thorough analysis of current marketing situation. For example, if the product is mature, the company is the market leader, and brand usage is low the proper objective should be to stimulate more brand usage. If the product class is new, the company is not the market leader, but the brand is superior to the leader the proper objective is to convince the market of brand’s superiority. 

Specific objectives usually vary with the company and the product involved. Whilst selling the product is long‑run function of good advertising, its immediate or short‑run goals must be narrower and more precise. The specific short‑run goals, which a company selects usually, are directed towards the accomplishment of one of the following three functions, namely:

4. To create consumer or distributor awareness

5. To create a favourable company image and 

6. To encourage immediate sales

1. To Create Consumer or Distributor Awareness 

A. Encourage requests for:

· More information about company products

· Samples of products on request or by redeeming coupons

· Company salesman to call 

· Demonstration by dealers 

B. Providing information about the type of products sold

· Individual products and their features 

· Families of products 

· Extent of product line

C. Providing information about the benefits to be gained from use of company products (or services)

· Outstanding attributes or unique features of products

· Specific benefits to be obtained from use (including tangible, psychological and aesthetic)

D. Indicating how products (or services can be used)

· General and specific applications

· Use for new products

· New uses for old products

2. To Create A Favourable Company Image by:

· Depicting the company as a good employer.

· Acquainting people with public service rendered

· Portraying the company’s personnel favorably 

· Relating interesting or unusual factors about the company’s business

· Portraying importance of company’s industry and of company’s role on its development

· Acquainting people with company’s leadership or unique role in its industry

· Relating company’s achievements in research and product development (its technical superiority) 

3. To Encourage Immediate Sales by

· Encouraging potential purchasers to visit stores or showrooms

· Obtaining mail orders

· Promoting immediate purchases through announcement of

· special sales

· contests

· Inducing professional people (doctors, architects, engineers, etc.) to recommend a company’s products to others

· Encouraging senior management to recommend purchases to their buying units

· Publishing the names and locations of distributors and dealers

10.3 Sales Promotion

Although sales‑promotion tools coupons, contests, premiums and the like are highly diverse, they all offer three distinctive benefits:

( Communication: -They gain attention and usually provide information that may lead the consumer to the product

( Incentive: -      
They incorporate some concession, inducement or contribution that gives value to the consumer

( Invitation: - 
They include a distinctive invitation to engage in the transaction now

Companies use sales‑promotion tools to create stronger and quicker responses. 

Sales‑promotion can be used to dramatize product offers and to boost sagging sales. Sales‑promotion effects are usually short‑run.  However, are not effective in building long run brand preference. Sales‑promotion is defined by the American Marketing Association in a specific sense to mean: 

“Those marketing activities, other than personal selling, advertising and publicity, that stimulate consumer purchasing, and  dealer effectiveness such as display, shows and exhibitions, demonstration and various non‑recurrent selling efforts not in the ordinary routine.”

10.3.1 Common Communication Platforms of Sales Promotion

· Contests, games, sweep‑stakes, lotteries

· Premiums and gifts

· Sampling

· Fairs and trade shows

· Exhibits

· Demonstrations

· Coupons

· Rebates

· Low interest financing

· Entertainment

· Trade‑in allowances

· Continuity programs

· Tie‑ins10.3.2 Objectives of Sales Promotion
The technique of sales promotion and its many tactics should be implemented only after specifying the objectives for its use.

It may include:

7. Attract new users to the brand

8. Stimulate repeat purchase

9. Stimulate larger purchases

10. Attract attention to the brand

11. Build store traffic

12. Introduce a new product

Sales promotion supports and adds another dimension to advertising and personal selling efforts. Objectives for sales promotion should be identified with in the context of aiding these major promotional mix variables. These objectives are set towards middlemen and final consumers. Some sales promotion activities try to motivate final consumers to buy the firm’s product or services – called customer sales promotion. Other sales promotion efforts try to induce intermediates, wholesalers and retailers, to give priority to the firm’s product – called trade sales promotion.

10.3.3 Types of Sales Promotion  

These are various types of sales promotion – all designed to stimulate demand. The basic types include: -

1. Coupons

The use of coupons is well advised when elasticity of demand is verified for the product category, or consumer behaviours in the product category is typified by brand switching. Cents‑off coupons either placed in the media or in the package provide the category for brand choice among products that are viewed as essentially the same. Evidence suggests that coupons in package stimulate greater brand loyalty than media‑distributed coupons. Further it appears that particular consumer groups are more prone to be affected by such product deals. The use of coupons is an effective way to gain new users for brand and to stimulate repeat purchases with purchase coupons.

2. Premiums

Premiums are items offered free with the purchase of another item or offered at a greatly reduced price. Banks sometimes use premiums to attract new customers and increase saving deposits. Many firms offer a related product free to stimulate demand,, but the use of this tactic must be carefully considered. First, the cost of offering premiums must be weighed against potential benefits. Second, the appropriate premium must be chosen so that it is a legitimate inducement for consumer.   

Premiums are used as a bonus.

3. Contests 

Games and contests of all types can draw attention to a product.  Many times this tactic is implemented on a cooperative basis between a manufacturer and retailers. Contests can have a great effect on generating traffic in the retail outlet.  Participation in games and contests usually cannot require the purchase of product. In light of this fact, gaining attention for the brand or building store traffic is more appropriate objective than demand stimulation.

4. Trial Offers and Sampling 

Getting consumers to actually try the product has a powerful effect. Free samples of detergents, shampoos, mouthwashes, and the like are distributed to expose customers to a brand. Many times this tactic is used for new products, but it can also be used in weak market areas or segments to increase brand performance. Trail offers have essentially the same intent but are used for expensive items. Appliances, watches, hand tools and related products are often offered on ten‑day free trail to overcome consumers’ inertia to trying the product. Trail offers and free samples have the advantage of getting the product into consumer’s hands without expense on the consumer’s part.  The expense to the firm, however, can be formidable and the segments chosen for this promotional device must have high potential. 

5. Point of Purchase Materials

Product displays and information sheets are useful sales promotion items to reach consumers at the point of purchase. Many times the product display is designed to draw attention to the product. Equally as often it is a technique for gaining additional shelf space and exposure in the retail setting. Handout materials at the point of purchase can be an important complement to the personal selling process for shopping goods. In situations where consumers are comparing brands on features and judging the product at the point of purchase, additional information at this stage in the decision process can be very effective. 

6. Trade Oriented Sales Promotion 

Sales promotion directed to members of trade (retailers and wholesalers) is also designed to stimulate demand. Within this market group effective sales promotion efforts can generate enthusiasm for a product and create loyalty to a manufacturer. The basic types include: - 

7. Trade Shows  

Tradeshows are events where several related products are displayed and perhaps demonstrated to members of an industry that constitutes the potential market. 

In conjunction with displays, company representatives are on hand to explain the product and perhaps make an important contact for the personal selling effort. 

8. Incentives 

Incentives to members of trade include a variety of tactics. Awards in the form of travel, gifts or cash bonuses can induce retailers and wholesalers to give a firm’s product added attention.

9. Allowances  

Allowances to retailers and wholesalers for cooperative advertising (featuring the firm’s products in local promotions) or payment for setting and maintaining displays is a common practice.

10.4 Personal Selling 

Personal selling is the most cost-effective tool at later stages of the buying process, particularly in building up buyers’ preference, conviction and action. The reason is that personal selling, when compared with advertising, has some distinctive benefits.

· Personal Confrontation: personal selling involves an alive immediate and interactive relationship between two or more persons Each party is able to observe the other’s needs and characteristics at close hand and make immediate adjustment 
· Cultivation: Personal selling permits all kinds of relationships to spring up, ranging from a matter‑of‑fact selling relationship to a deep personal friendship. Effective sales representative, will normally keep their customers’ best interest at heart if they want to maintain long‑run relationships.
· Response: Personal selling makes the buyers feel under some obligation for listening the sales talk. The buyer has a greater need to attend and respond even if the response is a polite ‘tank you’
10.4.1 Common communication platform of Personal Selling

· Sales presentation

· Sales meeting

· Incentive programs

· Samples

· Fairs and trade shows

Once it has been determined that personal selling is a necessary component of a firm’s promotional mix, several basic elements of personal selling need to be recognized and appreciated. These are:

4. Types of personal selling

5. Objectives of personal selling and 

6. The personal selling procedure

10.4.2 Types of personal selling  

At the outset, it is worthwhile to appreciate the scope and nature of personal selling process. Every salesperson will ultimately be engaged in personal communication. However, there are a variety of types of personal selling, each quite different from the other. A sales person can be engaged in order taking, creative selling or supportive communication or others.

1. Order Taking 

The least complex of the selling task is order taking. The retail clerk who takes payment for products is considered as inside order taker.  In this case, the buyer has already chosen the product and merely uses the sales person to make payment. The other type of order‑taking sales talk involves the outside order taker who typically calls on industrial buyers or the trade (wholesalers and retailers). This type of sales person and the task he performs is very routine. The accounts have been established, and the order taker merely services them on a reorder basis 

2. Creative Selling

The creative selling task requires much more effort and expertise in its execution. Situations where creative selling is implemented range from retail stores, through the selling of services, to individual selling. In creative selling the potential buyers relies heavily on the sales representative for information, advice and service. At the retail level, those outlets that have a fully trained and experienced sales staff and emphasize the in‑store selling effort are using creative selling. Products such as clothing or major appliances typify the use of creative selling. The services of an insurance salesperson or a stockbroker represent another type of creative selling. With products or services of this sort the salesperson aids the buyer in determining how his or her unique needs can best be served. 

Perhaps the most complex of all selling tasks is creative selling at the industrial level. Those salespeople who deal with high cost and complex corporate decision for purchases of capital equipment or raw materials have tremendous demands placed on them. Many times the salesperson has specific training in a related area (engineering or computer science for instance) in order to handle this type of selling effort. The salesperson may be required to identify the product that best serves the buyer’s needs or carefully calculate the number and type of products necessary for the organisation (such as in hospital supply sales). This creative selling task calls for high level of preparation, expertise and close contact with the buyer.  

3. Supportive Communication 

Some personal selling tasks are very indirectly related to selling per se. Rather, it is the objective of the effort to generate goodwill and insure that the buyer is satisfied with the firm’s product and service. 

The missionary salesperson is typically employed in this capacity. He will call on accounts with the express purpose of monitoring the satisfaction of the buyer. There may be some provision of product information in the process, but only as a service to the customer. 

10.4.3 Objectives of Personal Selling 

The appropriate overall objective for any element of the promotional mix, including personal selling, is to communicate. Because salespeople are many times involved with the buyer at the point when a purchase decision is made, then sales as an objective takes on more credibility. Since a salesperson is actually present when a contract is signed or an order placed, the direct effect of personal selling on sales is more identifiable than the effect of other elements of the promotional mix.

However, it is possible to identify a set of objectives for personal selling in much more specific terms that relate to the process it self. Every encounter with a potential buyer must be approached with a clear set of objectives in mind that are far more operational than the general objective of making a sale. 

The following are objective a salesperson can pursue during a sales call.    

1. Create Differential Competitive Advantage    

Buyers will ultimately choose the product they perceive to be best suited to their needs. It is up to the salesperson to quickly understand the components of what is ‘best’ in the buyers mind. Different buyers will value different attributes of products (functional, emotional, or benefits of use) and the organization that provides related services (such as repair, credit, and delivery). 

The salesman person must identify what a buyer values and then accomplish the objective of demonstrating how the firm’s products and services meet the buyer’s needs more closely than competitors’ market offerings. In this way, differential competitive advantage has been created. 

2. Accord Uniqueness 

A second objective is to grant the potential buyer unique status, to manage the communication process in such away that the buyer does not fell he or she is “being sold” on the product. Rather, the buyer must come away from the situation feeling that a decision to buy has been made. The salesperson who treats each buyer as a unique individual exerts a powerful influence during the communication process. An important part of accomplishing this objective is for the salesperson to listen attentively to the buyer. Good listening skills allow the salesperson to truly grant the buyer unique status by actually understanding the buyer’s individual needs and desires. 

3. Manage a Set of Selling-Buying Relationships for Mutual Profit

A salesperson must be able to recognize those potential buyers who legitimately can benefit from the firm’s products & services. In trying to manage a set of selling-buying relationships for mutual benefit/profit, the salesperson must consider which of the following form the basis for competitive advantage for each buyer:

6. Product superiority 

7. Service superiority 
8. Price superiority 
9. Source (company) Superiority 
10. People Superiority 
Depending upon the buyer’s situation & needs, the salesperson must determine what is most highly valued in the purchase decision from the list above. Thus, a sale can be negotiated emphasizing the firm’s ability to provide factors. 

4. Control the Interview   

A final objective for selling is to control the interview without seeming to. It is to the mutual benefit of the buyer and seller if the communication process is managed efficiently. If the salesperson can control the content and direction of an encounter, the potential buyer will be able to learn quickly and accurately what the firm has to offer. 

10.4.4 Personal Selling Process 

The personal selling process is considered superior to other forms of promotion in achieving effective communication because the salesperson can tailor a unique message for each receiver and respond immediately to feedback. In order to take advantage of this superior capability and to enhance the efficiency of the personal selling process, a series of procedures is essential. 

The following represent the accepted components of a personal selling effort. 

1. Preparation

The preparation for creative selling is the most demanding but the order taking and supportive communication types of selling attractive should also have detailed preparation. Preparation involves gathering relevant information about current customers, potential customers, product characteristics and applications, corporate support activities (such as advertising, and competitors) products and activities. The firm that has an effective marketing information system greatly aids its salespeople in preparing for sales calls. The unprepared salesperson cannot hope to accomplish sales objectives without being well versed in this sort of information. 

2. Prospecting    

Aside from servicing existing customers the salesperson must identify prospective buyers. There are a variety of traditional methods for carrying out this procedure. A sales person may rely on current customers to provide leads-that is, names of other potential buyers. Another common technique is mail-in coupons in magazines; a potential customer expresses an interest in the firm’s products by mailing the coupon back to the firm. 

The cold call is another approach. Here, the salesperson will either telephone or actually visit a potential customer with whom there has been no previous contact.

A newer version of prospecting is through a telemarketing system. The procedure uses a toll‑free number to quality sales leads (that is, determine how serious the prospect is). It enables the marketer to target “live” leads – those that seem to hold good potential. In this way, non-productive, expensive in-person sales calls can be avoided.

3. Initial Contact

The initial contact with a new customer is a critical step in the sales procedure. It is at this point that the salesperson must begin to address the objectives of creating differential advantage, accord uniqueness, and controlling the encounter. 

Merely handing a secretary a business card or stopping in to see a potential buyer with only vague notions of what the call might accomplish will likely be viewed by the potential buyer as a waste of time and an intrusion. A professional, well-planned, purposeful, and brief initial contact can establish the salesperson as a new, unusual, and important source in the mind of the buyer. 

4. The presentation

Clearly, the presentation is the focal point of the personal selling procedure.

There are several philosophies regarding the way a presentation should be carried out. Some firms will require a canned presentation in which the salesperson recites (nearly verbatim) a prepared sales pitch. The advantages of the canned presentation are that it controls the encounter, ensures that important selling points are covered, and can enhance the performance of marginally skilled salespeople. The drawback of the canned pitch is severe in that it undermines the fundamental advantages of personal communication: tailoring the message for each unique receiver and responding to buyer feedback. An often cited yet conceptually worn out approach is AIDA: Attention-Interest-Desire-Action.

In this presentation, the salesperson carefully structures the selling contact so that the first part gains the buyer’s attention, then interest in the firm’s offering is stimulated, followed by a desire for the product, and finally action (buying) results. The reason this approach can be considered out of date is that it grants the buyer very little participation in the process. The salesperson dominated the communication, leading the buyer through the various stages. The experienced buyer, after years of being subjected to this technique, will find it tiresome, obvious, and insulting. A far more sophisticated and intelligent approach to the presentation is the need-satisfaction approach. This is a customer-oriented approach that relies strictly on the marketing concept.

The salesperson initially emphasizes need development in the buyer. In this phase of the approach, the buyer is doing most of the talking and the salesperson is monitoring feedback almost exclusively. It is at this stage that the buyer is beginning to accord uniqueness. The next stage is need awareness where the seller & the buyer mutually identify precisely what the buyer’s needs are relative to the products & services being discussed. Here, the salesperson can address differential competitive advantage. In the final stage, need fulfillment, the salesperson assumes a dominant communication role and demonstrates how the firm and its products can fulfill the needs agreed upon.  The need-satisfaction approach is superior to the others in several ways. First, it emphasizes the buyer & the buyer’s needs. Second, it takes full advantage of direct feedback. Finally, the need-satisfaction presentation promotes cooperation and agreement between buyer and seller. 

5. Handling Objections    

Usually during the presentation stage, objections on the part of the buyer will surface. Salespersons should anticipate objections. An ideal approach to handling objections is probing the buyer for the exact nature of the obstacle and allowing the buyer to propose a solution.    

6. Closing the Sale         

After the presentation, the time arrives when the buyer must decide whether or not to take action. This phase typically requires a specification of financing, delivery, installation, and a variety of other particulars. The salesperson should be prepared to discuss these details as part of finalizing an order. 

7. Follow Up 

A seller can enhance the satisfaction derived from a purchase through post-purchase activities. Relieving cognitive dissonance will make the purchase event more rewarding to the buyer. Salespeople can fulfill this need through direct communication, either written or oral. Successful follow-up can greatly increase the probability of additional orders (for the same or related items) and help establish a long-term relationship between buyer and seller. Further, the salesperson should ensure that shipping dates are met, agreed financing arrangements are upheld, and generally that all the considerations surrounding the sale are to the buyer’s satisfaction.

10.5 Direct marketing

The different forms of direct marketing share four distinctive characteristics.

· Non-public: The message is normally addressed to a specific person.

· Customized: the message can be customized to appeal to the addressed individual.

· Up-to-date: A message can be prepared very quickly for delivery to an individual.

· Interactive: The message can be altered depending on the person’s response.  

10.5.1 Common Communication Platforms of Direct marketing   

· Catalogues

· Mailings

· Telemarketing 

· Electronic Shopping

· TV shopping

· Fax mail 

· E-mail 

· Voice mail 

10.6 Factors in Setting the Promotion Mix 

Companies must consider several factors in developing their promotion mix: 

(f) Type of Product Market

Promotional tool utilization varies between consumer and business market. 

Consumer-goods companies spend on sales promotion, advertising, personal selling, and public relations in that order. 

Business – goods companies spend on personal selling, sales promotion, advertising & public relations in that order.

In general, personal selling is more heavily used with complex, expensive, and risky goods and in markets with fewer and larger sellers (hence, business markets).  

(g) Push Versus Pull Strategy 

A push strategy involves manufacturers marketing activities (primarily sales force and trade promotion) directed at channel intermediaries. The goal is to induce the intermediaries to order and carry the product and promote it to end-users.

· Push strategy is especially appropriate where there is low brand loyalty in a category, brand choice is made in the store, the product is an impulse item, and product benefits are well understood.  

· A pull strategy involves marketing activities (primarily advertising and consumer promotion) directed at end users. The purpose is to induce them to ask intermediaries for the product and thus induce the intermediaries to order the product from the manufacturer. Pull strategy is especially appropriate when there is high brand loyalty and high involvement in the category, people perceive differences between brands, and people choose the brand before they go to the store.  

(h) Buyer-Readiness Stage 

Advertising and publicity play the most important roles in the awareness stage, much more important the roles played by “cold calls” from sales representatives or by sales promotion. Customer comprehension is primarily affected by advertising and personal selling. Customer conviction is influenced mostly by personal selling and less by advertising sales promotion. Closing the sale (ordering) is influenced mostly by personal selling and sales promotion. Reordering is also affected mostly by personal selling and sales promotion, and somewhat by reminder advertising. Advertising and publicity are most cost effective at the early stages of the buyer decision process, and personal selling and sales promotion are most effective at the later stage. 

(i) Product-Life-Cycle Stage

Promotional tools also vary in their cost effectiveness at different stages of the product life cycle. 

· In the introduction stage, advertising and publicity have the highest cost effectiveness, followed by personal selling to gain distribution coverage and sales promotion to induce trial.

· In the growth stage, all the tools can be toned down because demand has its own momentum through word-of mouth. 

· In the maturity stage, sales promotion, advertising, and personal selling all grow more important, in that order. 

· In the decline stage sales promotion continues strong, advertising and publicity are reduced, and salespeople give the product only minimum attention.

(j) Company Market Rank 

Top-ranking brands derive more benefit from advertising than sales promotion. For the top three brands, return on investment (ROI) rises with a rising ratio of advertising spending to sales promotion. 

For brands ranked fourth or worse, profitability decreases in moving from low to high advertising.                        
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