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Module 16 Strategic Marketing Management                    1 The Marketing Audit/Situation Analysis


Marketing Strategy 

The Case of Reliance Industries

In the textile industry of India, Reliance Textiles, now Reliance industries achieved phenomenal success in the seventies. Today, Reliance industries is a multi-business giant with interests ranging from textiles to petrochemicals and oil refining. With a turnover exceeding Rs 4,000 crore per annum, the company is now No. 1 in the private sector. This case study deals with the company’s success in textiles through its well-known Vimal fabrics. The company that started its textile business with a small factory with four warp knitting machines, a small dyeing section and just seventy people on its rolls, grew in less than twenty years, into India’s topmost textile complex. The growth like textiles characterized by an intense and well entrenched competition. And Reliance was a late entrant in the field. Despite the late entry, Reliance made new fortunes in the old business leaving traditional leaders way behind. How did Reliance achieve this source? This case study seeks to answer precisely this query.

Marketing Strategy of Reliance

While its corporate strategy formed the foundation for its growth, it was the marketing strategy of the company that actually, translated the company’s vision into reality; the company carried out its market targeting in the ideal manner, and it evolved an effective strategy in each of the four Ps of marketing.

In the succeeding pages, we shall examine each of these strategies in detail.

Product Strategy

The main elements of Vimal’s product strategy are described below:

Premium Product Based on Modern Technology

Reliance consciously went in for a premium product. Through its collaboration with Du Pont of USA, Reliance was in a position to introduce into India, the world’s best synthetic fibre technology. In fact, it was Reliance who brought the crimped yarn to the Indian textile scene for the first time. Reliance shaped its product strategy around the technical superiority of its product. ‘Vimal’ was not just another brand of fabrics; it was a special product, supported by the best technology in the world; that is how Reliance formulated the fundamentals of its product strategy.

Comprehensive Product Range

Reliance decided to enter right away all the four major segments of textile business – saris, sutings, shirtings and dress materials. In the Indian textile scene, very few firms had till then gone in for such a total range. Firms like Raymond, Gwalior and S. Kumar concentrated on suitings while firms like Garden, Khatau and many others on saris. Reliance sought a dominant position in all the fur segments of the textile business and developed its line of products accordingly.
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Contemporary Designs

Thirdly, Reliance offered to the textile consumers in India, the most contemporary fabrics. It consciously avoided the humdrum products/styles and concentrated instead, on new and unique fabrics and creative dress combinations.

Wide Variety and Choice

Reliance also provided the maximum possible variety in every product line. It knew that the textile business, variety was everything. It consciously decided to have as wide a range as possible in design, pattern, texture, finish and colour. It applied this philosophy to every segment – saris, sutings, shirtings and dress materials. Reliance’s mastery of the latest textile and dye technology generated hitherto unknown product possibilities in terms of design, texture, finish and colour. Reliance employed more than 200 designers at a time and literally flooded the showrooms with the widest possible range of stunningly beautiful fabrics. In suitings alone, the company was putting more than 10,000 different designs in the market every year. In saris, the company was pushing out 400 new designs every month, each design in at least five shades, making 2,000 different products every month. In dress material, it was introducing 500 new designs every month. In dress textiles, customers taste, with respect to colours and designs, was a very important demographic, geographic and psychographic factors. It knew that the adage ‘taste differs’ was perhaps nowhere more valid than in the textile business, especially in a country like India. It made available distinct ranges of fabrics in each zone/state in tune with the tastes of customers of the area.

Emphasis on Quality

Emphasis on quality was the fourth major component of the product strategy of Reliance. The company adopted a three-step approach in the matter of product quality: (i) it voted for premium quality as a deliberate option, (ii) it actually delivered premium quality, and (iii) it communicated t customers that premium quality was being delivered. Delivering premium quality was no problem for Reliance; long before putting its fabrics in the Indian market, Reliance was producing fabrics for export-for highly discriminating and quality conscious overseas customers. The company had gone in the best technology and the most sophisticated machinery. And it was already paying the best attention to quality control and quality assurance.

The Distribution Strategy

Reliance struck a totally new path in distribution. When it entered the Indian textile market, the business had certain established practices in the matter of distribution. Reliance broke away from the established practices and went in favour of an independent channel of its own.

Intelligent Exploitation of the Showroom Idea

Intelligent exploitation of ‘the showroom’ ‘exclusive retail outlet’ idea was the cornerstone of Reliance’s distribution strategy. Even though other textile firms too had resorted to the concept of ‘selling through showrooms’, there was something unique about the way Reliance put this concept to work. In the first place, Reliance went about it on a massive scale, organizing a very extensive nationwide network of exclusive Vimal showrooms. In fact, the 1,800-strong Vimal showroom network became the largest retail network of its kind in the country. Secondly, Reliance did not remain content with using the showrooms as a means of distribution. It exploited the showroom idea as a means of promotion. It gave wide publicity to its unique distribution strategy, and converted it into yet another powerful platforms for corporate and product promotion.
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Reliance kept talking to its customers and prospects about its showrooms. The following catchy slogan always went with Vimal ads:

	VIMAL SHOWROOMS

‘The Largest nationwide retail network’.

There is one near to you


And the ads gave the addresses of the ‘one near to you’. Thirdly, by organizing a network of ‘Jumbo showrooms’ in big cities under the banner of ‘Vimal prestigious showrooms.’ Reliance stole another big match over all the other textile firms who had who had used the showroom concept in a limited way.

The Strategic Compulsion and Practical Considerations Underlying Reliance’s Showroom Idea

The showroom idea was conscious and deliberate choice of the company towards fulfilling the distribution objectives of the company. There were quite a few powerful motivations, strategic compulsions and practical consideration behind the decision of the company to rely heavily on the showroom idea.

Reliance Found the Existing Assumptions and Practices of the Textile Trade Unacceptable 

When Reliance entered the Indian textile market, it found out that the distribution system in the business followed a pattern, which had it roots in certain age-old perceptions about textile sales. The assumption was that in India textile purchases centered around festivals and weddings. Reliance found that the textile trade in India was geared to sell to the hilt during the wedding and festival seasons and it hardly had any programme for selling in the remaining months of the year. Another assumption was that textile sales depended totally on the monsoons. Reliance found these assumptions unacceptable. In the urban middle class, Reliance spotted a segment that would buy textiles throughout the year. It identified that there was a 10 core strong middle class in India consisting mainly of salaried people and living mostly in urban India. Reliance found that here was a segment, which needed good clothes throughout the year; and they could afford it; their disposable incomes did not depend on the monsoons; nor were their purchases limited to festivals. They were a modern and well-to-do segment with a taste for the better things in life. Affordability coupled with modernity made them a distinct class. And the segment was substantial enough for the company to concentrate on.

Reliance Broke Away From the Existing Practice and Established Exclusive Showrooms

Since the wholesale textile trade in the country was still organizing its business around wedding and festival seasons, without waking up to the changing lifestyles and demands of the urban buyers, Reliance decided to break away from it and start its own chain of retail showrooms. Reliance went in for such a fundamental change in the matter of distribution, mainly because it found that the existing trade channel would not buy ad stock Vimal fabrics throughout the year. And in a short span of time, Reliance had a network of 1,800 Vital showrooms across the country, most of them in cities and class 1 towns which constituted the target market of Vimal. This decision regarding distribution has been the most crucial of all the marketing decisions taken by the firm. It had far-reaching implications and contributed in abundant measure to the overall marketing success of Vimal. 
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And as mentioned earlier, the Vimal showrooms did not remain as mere sales outlets; they became powerful instruments of promotion as well. They rendered an invaluable service to Reliance in spreading the Vimal charm, and building the Vimal image.

The Prestigious/Jumbo Showrooms

Reliance carried the showroom idea a step further and created a network of what is known as Jumbo showrooms. As already mentioned, the company was producing and selling sutings in about 10,000 designs and colour combinations, and in saris it was putting out 24,000 new designs every year. However, it found that even a fraction of this putting our 24,000 new designs every year. However, it found that even a fraction of this huge range could not be displayed in the regular Vimal showrooms. From the problem itself arose the solution-the ‘Vimal prestigious showrooms’. These showrooms in effect proved to be the show – windows of Vimal. They were big in size – 7,000 to 8,00 sq ft in area – and had the most modern shopping facilities with counters and display areas to stock and displaying the huge collection of Vimal fabrics. And some of the prestigious showrooms transacted business of more than Rs 3 crore annually.

Progressive Distribution Policies

Reliance’s distribution strategy did not end with the establishment of a network of exclusive Vimal showrooms of different sizes. Reliance was aware that proper motivation of the channel holds the key to successful marketing. The company in fact, assigned the pride of place to the channel in its marketing mix. Careful selection of dealers/showroom franchisees, proper servicing, provision of right motivation and continuous development were the major elements of Reliance’s channel management. Vimal developed distribution system consisting of state-level stockists and a large and widespread network of dealers/showroom franchisees. The state-level stockists get the supplies from the company, while the dealers/showroom buy the goods from the stockists. Reliance was also aware the channel had to be motivated if the company progressive distribution policies and attractive incentives, Reliance made the channel work for the company.

A Separate Department for Retail Marketing Services

Reliance started to separate division call ‘Retail marketing service division’ for the sole purpose of helping its showrooms and dealers perform better. The RMS division was meant to solve the problems of the dealers on the spot, if possible, or else by coordinating with the other related departments of the company, wherever such and publicity. The company’s executives carefully monitored the progress of the showrooms and set targets for them. Often, bold schemes and strategies were devised to spurt up sales. Such backup from the company instilled confidence in Vimal dealers. Reliance believed in offering the best margins and incentives to its dealers and getting in return their best in terms of sales and loyalty. It also took measures for avoiding inter-dealer competition. The adage that a good dealer in the trade invariably gravitates towards the best company and the best company invariably manages to attract and retain in its fold the best dealers, became absolutely true in the case of Reliance.

Pricing Strategy

The pricing strategy of Reliance was a blend of the two concepts: ‘What the traffic can bear’ and ‘Value for money’. In effect, it meant ‘premium pricing’. Reliance was giving a premium product, was employing premium distribution facilities and was carrying out premium promotional programmes. 
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The company had consciously opted for non-price competition. The huge investment the company had made on its modern production processes also pointed towards a premium pricing approach.

Reliance avoided a defensive strategy in pricing. It knew that defensive pricing, results in dimished profits and only aggressive and shrewd pricing enables firms to retain profits. Reliance adopted proactive pricing an reaped good returns. Reliance knew that in a product like fashion textiles and among the target market it had chosen, a higher price did not matter much. It knew that buyers would not mind the higher price if they were actually given a better product; it knew that price was but perceived value – what the buyer perceived as value. And it ensured that its buyers perceived the prices of Vimal fabrics as good value for the money they were parting with. The company managed to secure wide customer acceptance for its premium price approach by providing them superior quality and the widest possible choice.

Promotion Strategy

It would not have been possible for Reliance to achieve its singular success by its superior product alone, or even by its product plus distribution strength. It was Reliance’s mastery of the minds of men and women that enabled it to rise as the market leader in textiles. In fact, Vimal’s conquest of fashion serves as a telling example of what creative promotion can achieve in the Indian context.

Reliance believed in high power promotion and implemented its promotional strategy with a high degree of profession skill. It built brand loyalty through a sustained perspective and a high budget for promotion of Rs 5 crore per annum, Reliance carried out an innovative and result-oriented promotional campaign. The meticulously planned and carefully executed promotion campaign enabled Reliance to meet the basic promotional objective of establishing Vimal as a synonym for fashion in the textile field.

An Innovative Approach to Textile Promotion

Reliance evolved an innovative approach to textile promotion. A glance at Indian textile advertising of the seventies would reveal that almost all the textile manufacturers, barring a few exceptions like Raymond, were attempting to create an image for their textiles by simply relying on the models they were using. The accent was not on the fabrics but on the looks of the model used. The formula was: “get good looking models, dress them up in flashly looking costumes and the promotion is done”. The result was a whole lot of stereotyped textile ads. Vimal departed radically from this conventional ‘models dependant’ approach to textile promotion. It chalked out a refreshingly different promotional programme. In fact, Vimal changed consumers’ concept of textiles, induced them to look at textiles as a technical products and made them talk of ‘crimped yarn’, ‘Du Pont technology’ and ‘creative and unique dress combinations’!

Different Promotional Approaches for Different Product Groups and Different Target Audience

Vimal employed different promotional approaches for the different product lines such as suitings, shirtings, saris and dress materials. Similarly, it also applied different promotional approaches for the different regional markets in India. Vimal had correctly assessed that in textile preferences, India could not be treated as a single unified market. There are distinct regional preferences in respect of dress combinations, texture, design and colour. What holds good in the South does not hold good in the North. Even in the same region, different sections of people have varying preferences. 
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Keeping this dimensions in focus, Reliance promoted its products among different geographical areas and groups of customers with distinct promotional approaches. In what follows, we will elaborate how Reliance formulated and implemented its product-specific and region-specific promotional approaches.

Strategy for Suitings

Reliance promoted its suitings as something precious, something of long-term value, almost a consumer durable! The ads tried to show the technology employed by Reliance in yarn development and fabric production. The technological superiority of Reliance and the resultant superior quality and looks of Vimal suitings was communicated through powerful and imaginative copy.

In order to facilitate target-specific promotion, Reliance divided its target market for suitings into two sub-segments; viz. (i) the business people/executive community, and (ii) the middle class who go by retailers’ recommendations in the choice of suitings. Reliance also discovered that in the same market/city, both types of consumers were present in large numbers. Therefore, Reliance developed distinctive campaigns aimed at the two distinctive segments and carried them out simultaneously at a given location so as to ensure a total coverage in the location. For example, in Bombay city, Reliance developed campaign. “A” for the business/executive community and campaign “B” for the middle class segment. The media for campaign “A” consisted of India Today and Business India; the media for campaign “B” consisted of stardust, Cine Blitz and The Illustrated Weekly.

The objectives of campaign “A” were:

· To enhance the general image of Vimal and thereby promote Vimal suiting as ideal for the executive class

· To break the Raymonds stranglehold on the upper segment by projecting Vimal as a brand that is deeply concerned about the well-being of executives

· To talk to this segment on a man-to-man level about matters that concerns them.

· To advise the segment that clothes alone do not make a man and clothes have to be complemented with a well-developed personality.

The objectives of campaign “B” were to convey that:

i. Vimal always innovates and brings out superior fabrics by studying the fashion trends the world over.

ii. Vimal is suited to ‘your kind of lifestyle’.

iii. There is currently an introduction of ‘a new range to choose form’.

Strategy for Saris

For promoting saris, Reliance employed a strategy that was altogether different from the one used for suitings. The customers in this case being women, and the product a piece of tradition, Reliance rightly opted for traditional themes, traditional messages, traditional images and traditional copies for the promotion of saris. The famous theme “A” Woman Expresses Herself in Many Languages, Vimal is one of them”, is the most eloquent sample of this strategy. With this theme, Reliance created different copies each depicting a different ‘mudra’. Each ‘Mudra’ was an expression conveying a certain mood by itself; and all the ‘mudras’ were traditional. The ads showed the vast spectrum in the personality of a woman through her different expressions of joy, happiness, gentleness and adornment. 
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Even the shade and the design of the sari used in the ad was made to create a rapport between Vimal and the buyer and appeal to her emotionally. All the themes chosen were traditional since the sari was a product well ingrained in the tradition and culture of India.

As in the case of suitings, in saris too, Reliance ensured that the ads were region-specific, basing them on what appealed most to the local target groups. In South India for example, Reliance ran its sari campaigns featuring bright and vibrant colours and large and lively designs, which appealed to the ladies of the South. It ran a distinctly different campaign for the North. Here the shades were more of pastels. In fact, except for the brand name, different in respect of the two regions.

Strategy for Dress Materials

The promotion of dress material was treated quite differently. Here the thrust was on portraying Western fashions since the Western world was the model in this case. The initial campaigns featured modern kinds of dresses in colour, superimposed on sepia/black and white backgrounds. The objective was to present Vimal as creating a very new and trendy fashion fabric. Since Reliance had consciously earmarked the fashion loving youth in the metropolises as the target market for this product, the promotion strategy suited the target audience very well. Here too, two distinct campaigns were created. The first one was a regional campaign; different ads were released in different regions. Each of these ads featured models that portrayed the particular style of dress that was most popular in that region and the favourite shades and designs of that region. The second campaign was a national campaign, which was carried out using nationally popular magazines. The ads portrayed the latest Western fashions. They also provided personality tips useful to young women.

The ‘Fashion Show’ Idea

Reliance also exploited intelligently the fashion show idea in promoting its fabrics

The ‘Only Vimal’ Idea

Reliance has also effectively exploited the ‘ONLY’ concept in its promotional strategy. Through well planned and innovative ad campaigns as well as sales promotional campaigns, the slogan, ‘ONLY VIMAL’ was made a household phrase among the target audience for fashion textiles. Reliance achieved uniqueness in many respects:

· Only Reliance was producing at that time, crimped polyester yarn in the country.

· Only Reliance had advanced R&D facilities

· Only Reliance was in a position to offer 10,000 designs and colour combinations in a year for an item like suitings

· Only Reliance was being rated by organizations like the World Bank as on par with textile firms in most developed countries 

Putting all the above ‘ONLYs’ together, the company evolved the ‘ONLY VIMAL’ idea. It was a short, crisp slogan and it epitomized what Reliance stood for – a leader in its field with no competitor close by. ‘ONLY VIMAL’ did not remain merely an attractive ‘Corporate line’. It became an exhortation to the consumers to go in for ‘ONLY VIMAL’ fabrics. The consumers found that the ONLY VIMAL claim had merit and content. They were seeing the apparent quality in Vimal fabrics. The wide range of designs and colours, which they were seeing for the first time, also thrilled them. And these factors gave Vimal a very strong credibility in the market. 
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To add to this, Reliance kept communicating effectively, all its achievements to the customers and the public at large, intelligently reinforcing the ‘ONLY VIMAL’ idea. The idea, in fact, served as the most important positioning factor for Vimal.

Effective Media Selection

In the selection of media too, Reliance has been quite effective. In the initial years, it was th press that dominated Vimal’s media mix. Almost 80 per cent of the budget was earmarked for promotion through press. This changed considerably with the expansion of TV as a mass medium in the country. Reliance assessed that TV, though costly, was the ideal medium to reach its target audience, which consisted of the well-to-do people in the cities and class 1 towns of India. Soon, TV became one medium for Vimal. It sized up the situation correctly and went in favor of TV in a big way despite its rather high cost.

Bold Steps in Sales Promotion

Reliance took certain bold steps in sales promotion, too. There are many firsts to its credit in this area. When the opportunity to telecast the ‘Miss universe context’ in Miami came its way, Reliance put it to good use for promoting its fabrics. Similarly, Reliance successfully exploited the ‘Oscar Awards Nite’ telecasts for promoting its fabric. Reliance also brought to the TV viewers of India the world cup cricket matches of 1987. it got the cup named as Reliance cup, paying a fabulous price by Indian standards. And true to its tradition, Reliance reaped immense promotional benefit form all these ventures.

Strategy of Target Market Selection

Reliance’s marketing mix strategy succeeded very well as Reliance had carried out its target merit selection in a perfect manner. Reliance identified the ‘well-to-do urbanities’ as its target market.

The Reliance Story is A Telling Example of An Effective Marketing Strategy

The Reliance story would provide an effective learning experience to marketing students and marketing practitioners of India on the formulation and implementation of marketing strategies and marketing plans in the Indian environment. It would serve as a good example of an Indian firm attaining outstanding marketing success through a dynamic marketing strategy. Reliance’s marketing strategy relied on ‘aggression’. From the word go, Reliance employed an aggressive strategy and dislodged practically all its competitors from their well entrenched positions in the market. Its strategies on product, price, distribution and promotion equipped it for the frontal attacks on its competitors. The strategy gave the company the capability to stay ahead of the competitors and to win new markets.
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Marketing Strategy 

The Case of Titan Watches                

Within three years of launching, Titan watches, now Titan industries emerged as the leader in the Indian quartz watch market – the fastest growing segment of the watch industry of India. In the very first year, Titan sold 750,000 pieces and it crossed the 3 million mark in four year’s time, securing 60 per cent share of the quartz watch market. And in quick succession, Titan also in motions its expansion plan for achieving a capacity of 4 million pieces. In addition, Titan sold over a million pieces of Timex watches during this period, through its marketing arrangement with Timex watches limited.

Titan Opts for A Confrontation Strategy and Takes HMT on

Titan acquired the leadership position in the quartz segment of the watch industry through a strategy of confrontation against the existing leader, HMT. The confrontation strategy had several components such as state-of-the-art technology, a high-quality product, wide range of models, showroom dominated distribution, high-profile promotion and innovative marketing.

Titan went in for the most modern technology and the best international collaboration. Titan’s collaborators, France Debauches, are one of the Europe’s leading watch movement manufacturers. And the citizen watch company, Japan, Titan’s collaborators for its watch case project is equally well known in their field. Titan also secured the best equipment from Switzerland, Japan and France. And, Titan offered a product that combined quality and fashion; it provided limitless choices in terms of styles and models. Titan also adopted an innovative distribution system for selling its watches. In fact, Titan’s product line of over 500 quartz models combined with the selling showrooms concept became the trump card in Tita’s confrontation strategy.

Aggressive Products Strategy

In its effort at confronting the leader, Titan chose an aggressive product strategy. Titan put on the market a wide and attractive range of quality watches. It added new models and dials at regular intervals. Titan currently offers a choice of over 500 designs. The watches are also contemporary in style. In its effort at product argumentation, the company’s product engineering group is in the process of developing a number of new movements including dual time, world time, alarm and long battery-life watches.

Exclusively Opting for Quartz Watches

When Titan entered the watch business, mechanical watches dominated the market. Those days, HMT, the market leader, used to produce mechanical watches in the order of five million units per year. Titan had to make a conscious choice – should it go in for mechanical watches, or should it follow the global trend and go in for quartz watches.

Initially, Titan had thought of making both mechanical and quartz watches. But, on a closer examination, it chose to stick exclusively to quartz. It proved a sensible move. The world over, the trend has been away from mechanical watches and towards quartz. Moreover, setting up a mechanical watch plant required much more investment. 
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By choosing the quartz route, Titan was able to enter the industry with lesser investment; a quartz watch normally has less than half the parts of a mechanical watch’ Titan was aware that the decision to go quartz would deny Titan the market of mechanical watches, the high volume, lower end segment. Titan consciously opted for quartz. And, the market got the impression that Titan was the first company to introduce quartz watches in India, though in reality it was not the first company to introduce quartz it in 1981, followed by Allwyn in 1984. Titan capitalized on the idea, going the whole hog towards quartz and spreading the ‘quartz culture’.

Wide Range of Models 

Another major component of Titan’s product strategy has been the offer of a wide product range – over 500 models incorporating world trends. And Titan cleverly exploited the narrow choice of designs in the HTM range. In fact, Titan’s marketing strategy revolved around offering the consumer an unprecedented choice of models. Even in the early phase of its entry, there were as many as 70 models in the Titan range, each targeting a different segment. Titan kept expanding its range all the time. For example, when Titan saw that plastic offers scope for bold, contemporary styling, something not possible with steel or brass, Titan went in for the plastic dials in a big way. 

By offering a wide range of models, Titan benefited in yet another way. Customers were tempted to own more than one watch. Titan designed different models that matched one’s dress and the occasion. Titan calculated that creating a desire in the mind of the customer by showing him a wide range of models could in the long run; help Titan increase its market share. To cite a few examples of the Titan range:

Classique range: Distinctive watches combining the elegance of gold and leather in 135 different designs

Royale range: Stylish dress watches in all gold and precious metals in 40 different designs

Extract range: Contemporary watches in stainless steel to withstand the rigours of daily life in 100 different designs

Fatrack range: Causal watches with an accent on youth and the outdoors in 25 different designs

Subsequently, Titan launched its jewellery watch range, Aurum in 18 carat gold and studded with precious gems and coloured stones, in the price range of Rs 20,000 to Rs 100,000. Titan had spotted a market in India for such expensive watches. Its market research and revealed that a number of Indians buy expensive watches from abroad. Titan’s assessment ran like this: “We can sell 20,000 watches of this type a year. There are a lot of people in India who would like to own a gold watch. The Indian appetite for gold is insatiable. What we are offering is actually a gold bracelet along with a continued and Titan brought in the designer watches, the Euro collection, designed by European designers.

A farsighted strategy of product positioning, Titan positioned its watches against other gift items

Titan positioned its watch as a part of dress and ornamentation rather than as a product used for telling the time. Titan’s positioning strategy was so aggressive that it promptly resulted in a change in the customer’s very perception about watches. They started seeing a watch more as an expression of an individual’s taste and style than as a mere time-keeping device. As a result, demand for watches high in style ad design content started growing. This was the real success of the product positioning strategy employed by Titan. To go with this positioning, Titan experimented with distribution, as well. Titan made the product visible, and available at even unconventional locations like bookstores, gift shops and boutiques. Titan paid priority attention to gifts shops as it knew that almost fifty per cent of the watches bought were being gifted. 
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Titan recognized the fact that they were competing not only with other watches but with the entire category of high value gift items. They were competing with shirts, shoes and even with saris. And so Titan opened its counters in restaurants, in photography shops, in fashion wear shops. Titan was going by the principle that once you have targeted your customer, you follow him relentlessly. Titan has succeeded in deflecting discretionary spending from other products to watches.

Innovative Distribution

Titan employed an innovative distribution strategy. Titan had made a quick study of the 8,000 odd retail watch outlets in the country. The majority of the existing outlets were perceived by the consumers as just stores, not as showrooms of watches. Titan voted for the showroom idea and started franchising a network of trendy Titan showrooms. To quote Titan, “We felt the need for such exclusive showrooms, where we have control on the décor, the ambience, the selection of staff and the level of inventories, as we wanted to upgrade the quality of display of our wares and also to expand the market for watches.”

Selection of Franchisees/Showrooms

Titan went about the task of selecting the franchisees/showrooms in a systematic manner. It released an elaborate advertisement in the national and regional press, inviting applications from prospective dealers and giving a resume of Titan’s activities, its marketing strategy and the plans of the company for appointing franchisees/showrooms all over the country. Titan briefly outlined the benefits the franchisees would get and the inputs required of them. The high standards of merchandising, display, sale and service expected of the franchisees were specifically mentioned. “The applicant should possess a showroom of approximately 50 sq m in a high consumer traffic area; should have excellent salesmanship; should be willing to invest n interiors as per the company’s advice; and should be able to maintain high standards in merchandising, displaying, selling and servicing watches”. Titan also took care to communicate, “Tata presents a promising business opportunity through the Titan franchisees. “The point that the watches are products of the House of Tatas was thus emphasized.

Since the Titan watch was positioned as a symbol of fashion, status and contemporariness, rather than a utility, Titan while selecting the dealers, insisted on attractive showrooms in the best locations as the major criterion. The advertisement had carried a picture of the Titan showroom that was already functioning in Bangalore, attractively displaying more than 150 international designs of watches. Titan wanted the franchisees to perceive the Titan Quartz business a

s one dealing in ornaments rather than in watches. As a result of this focus, Titan was able to recruit excellent franchisees within a short period. Three years later, when Titan went in for another round of selection of franchises, it organized an equally systematic selection. This time, it employed the pithy slogan in its ads:
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	Titan

Is

Shopping

For

Showrooms


Titan watches are now sold from more than 4,600 retail shops, backed by a wide service network. Titan’s 73 exclusive showrooms and 74 multi-brand show rooms in 52 cities, has set a new trend for watch retailing in India. The ‘showroom’ has indeed been the key to Titan’s distribution strength and it forms an important part of the company’s marketing strategy. Titan today covers 1,200 towns and the chain with its exclusive showrooms and display counters dominates the top end of the watch retailing in India.

Well-Focused Promotion 

In promotion too, Titan chose an aggressive approach, matching with its overall strategy of confrontation. Titan employed an appropriation of over Rs 20 crore per year for advertising in the initial years. The Titan message was truly persuasive:

i. Is your wrist still living in the past?

ii. Especially now, when you can very easily get quartz technology form Titan

iii. With split-second accuracy

iv. No rewinding

v. And international standards of style and elegance

vi. Only Titan can give you all this

vii. Titan is the leader

viii. With one of the world’s most advanced factories

ix. And can give you a choice of 700 models form Rs 525 onwards

x. Backed by the Tata name and a two-year guarantee

xi. And you will always find a service center near you

xii. No wonder over 10 million people have chosen a Titan quartz

xiii. Shouldn’t you?

Promoting Titan watches as ‘corporate gifts’ has been another important element of Titan’s promotion strategy. Titan presented its watch as the ideal corporate gift. The campaign said: “it is something your customers will be happy to receive.” Titan also highlighted the fact that companies like HLL, Brooke Bond, Eureka Forbes, Lipton, Diners Club and Nestle were already using Titan watches as gifts.

Titan paid good attention to sales promotion too. It launched its ‘Gold Bonanza’ sales promotion scheme, offering a first prize of jewellery worth Rs 1.5 Lakh or Rs 1 Lakh in cash. The budget for this campaign was Rs 50 Lakh. Titan also pioneered the concept of ‘promotion by catalogue’ in the watch industry.

High Standards of Customer Service

Titan understood that in many a business, service is a bugbear and often is the cause of the hurt feelings of the customer. Titan according paid attention to the servicing aspect which involved not only the repair of watches but also the projection of company image. 

Module 16 Strategic Marketing Management                    2 Company mission and Corporate Setting

To quote Titan, “It is our belief that, when a customer walks into a shop to get a Titan watch serviced there are in fact three types of repairs which need to be effected: repairing the watch, repairing the feelings of the customer and repairing the damage done to the Company’s image. Attention, therefore, has to be given to the physical environment in which the customer is received, the manner in which he or she is dealt with by the service personnel, the speed and quality of the actual repair job and the charges collected for the repair”. Such a corporate concern for the customer and for the quality of service rendered to him was not a common feature of the Indian business scene.

Tie-Up with Timex

Having successfully trapped the middle and upmarket segments with watches priced upwards of Rs 500, Titan saw a huge potential in the Rs 300 to 500 segments, which was virtually untapped by the Indian manufacturers. This lower segment accounting for nearly 50 per cent of the 20-million-unit watch markets was met grey-market operators. Titan clearly saw that if it could provide watches priced between Rs 350 and 500, it would complement the Titan range in the Indian market and enable it attain a dominant position in the Indian watch industry in its entirely – in all the segments.

Titan worked out a tie-up with Timex Corporation of the US, the world’s fourth largest watch-making company, and promoted Timex watches Ltd. With Timex corporation, mass production has always been the key to success. It dominates the US market with a formidable 25 per cent market share. To start with, Timex watches offered around 200 models in four distinct ranges. The plan is to release 800 models over a period of five years.

The tie-up with Timex ideally served Titan’s overall strategy of confrontation with HMT. Titan’s idea was to knock out HTM even in the lower end of the watch market without getting into the mechanical segment. Titan saw that the watch market in India was witnessing a shake-up, with mechanical hand-wound watches on the decline. While mechanical watches still account for 5 million of the 10-million-unit domestic watch output, its share in the total has been steadily falling. By offering a lower priced quartz model the switch over from mechanical could be accelerated and HTM could be confronted even in the lower end of the market. Titan did succeeded in making inroads into HMT’s stronghold though Timex. And together with Timex it has already achieved a market share of 75 per cent of total quartz watches in India. Full utilization of Titan’s marketing infrastructure has been another objective of the alliance with Timex.

In short, Titan took many unconventional decisions in its marketing; it decided to deal exclusively with the quartz segment, even though at the time of its entry, quartz was an insignificant segment of the watch market. In its decisions on product design and models too, Titan took a new route; in distribution again, it decided to by pass the traditional distribution channels and establishment a network of its own showrooms. 

Titan Fortifies Itself by Going Global

Titan now decided to go global. Titan assessed that branching off into the international markets would not only help growth in sales and income but would also fortify Titan’s position in the home in the home market. Titan’s efforts at international marketing were a direct extension of this assessment.

From the very beginning Titan had been exporting quartz analogue watch movements. 
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Titan in fact, achieved the distinction of being the first Indian company to undertake exports of watch movements from India. By 1993, Titan was all set to attack the global market with its Euro and jewellery watches. European designers, working on a time-sharing contract with Titan, design the Euro watches. About 75 per cent of the total production of these watches was earmarked for exports. Titan devised a good global marketing strategy. Titan will cater to two distinct segments, namely the Rs 9,000 to Rs 15,000 medium category and the Rs 15,000 to Rs 80,000 top-of-the-line category. Titan also tied up whit number Swiss and French watch manufacturers from whom many international brands source their supplies.

Titan started a company in London, Titan international marketing ltd, to spearhead Titan’s international business. In addition, Titan established a holding company in the Netherlands to control Titan’s marketing companies in Europe, the USA and the Middle East. Titan international marketing ltd, has already commenced marketing of Titan watches and Titan jewellery. The Middle East operations have also been expanded. Titan watches are now selling in over 350 shops in the UAE, Oman, Bahrain and Qatar, and Titan is emerging as an important competitor to the Japanese brands, which dominate the Middle East market. Titan plans to progressively extend its international marketing activities to many countries in Europe and to North America.

Such a global strategy has helped Titan fortify its position in the home market as a producer of internationally acceptable watches; it provided additional sharpness to Titan’s confrontation strategy at home.

HMT, The Leader, is Compelled to Defend its Position

HMT, the leader was now compelled to defend its position against the challenge of Titan. With the entry of Titan, HMT, had to broaden its product range, sharpen its marketing strategy, and increase its spending on marketing, advertising and sales promotion. For example, as Titan was snatching away the customers who could afford higher priced watches, HMT too launched its Elegance series of watches in the price range of Rs 1,600 to Rs 3,500. With this launch, HMT also too moved into the world of high profile fashion in the watch business. As a corollary, HMT also went in for high profile advertising. In fact, the campaign for the Elegance launch, costing over Rs 5 crore, was the boldest attempt made till then by HTM to create an image for its watch division. Prior to this campaign, the consumers were not very much aware of HMT’s quartz watches.

To strengthen its position at the lower end, HMT launched its low-priced digital watches and the pace and Astra plastic quartz ranges. HMT also launched polyamide watches targeted at the youth, in the Rs 300-500 price range. And HMT preempted Titan in children’s watches with its Zap range. HTM also set up a product development center for developing new watch designs.

HMT’s defensive strategy had to naturally cover the distribution aspect too, especially the showrooms, Titan had introduced new rules of the game by setting up its glitzy showrooms. HMT necessarily had to follow Titan. It soon came up with plans for renovating its 30 showrooms and for expanding its dealer network form 700 to 1,000.

Moreover, HMT started paying more commissions to dealers. It was even prepared to sell on consignment basis by which, the dealers would make payment to company only after the watches were sold by them.

HMT also came up with a plan to invest Rs 100 crore for expansion and technological up gradation of its watch factories around the country. 
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This was expected to boost the production capacity for the existing 7.5 million to 14 million watches annually. HTM also planned to convert some of its existing mechanical watch units into quartz units. 

HTM introduced some attractive sales promotion schemes, too. And one such scheme called the ‘Festival of Time’, with a bumper prize of one kilo of gold medallions did create ripples in the market. The scheme was aimed at spurring the consumers to buy an HMT watch and try their luck. The company also offered prizes like air-conditioned Maruti Omni to retailers. The outlay on this sales promotion scheme was Rs 2 crore.

While HMT still dominates the mechanical watch segment with a 65 to 70 per cent share, it is lagging far behind in the faster growing quartz segment. Titan holds 60 per cent of the market share followed by Timex, HMT, Allywyn and others, including the smuggled. HMT, which was the first Indian company to launch quartz watches, lost ground in this segment followed the aggressive entry of Titan. This, in fact, is the lesson of this case study. It is not as though HMT did not have any strength at all. On the contrary to make strengths: its infrastructure, its vast technical manpower and the capability to make almost all the components of a quartz watch unlike Titan who had to import components like dials, hands and batteries. And HMT has five watch manufacturing units and 13 assembly units across the country with an installed capacity of 7.2 million watches annually. But HMT could not forge a winning marketing strategy using its strengths. It did not adequately recognize the need for aesthetics and variety in a product like watch. It had a very limited number of designs. The company’s assessment that the quartz would remain restricted market proved wrong. Based on this prognosis, it had pegged its quartz manufacturing capacity at a very low level. The possibility of the company losing even its faithful rural clientele who always preferred the sturdy lower-price HMT watches started showing up.

Titan’s Confrontation Strategy Pays off

Through its confrontation strategy Titan succeeded in achieving its main objectives: carving out a sizeable market share within a short span of time, building a powerful brand name; developing a powerful retail chain; and making attractive profits form the very first year onwards. As mentioned earlier, at the end of March 1993 Titan had a market share of close to 60 per cent of quartz analogue watches made and sold in India. Together with the 15 per cent of the total 20 million-watch market of India which includes mechanical, quartz and digital watches from indigenous, imported and smuggled resources. There was skepticism whether Titan could take on the might of HMT on the one hand and the watch smugglers who still continued to have a major presence in the Indian watch market on the other. Titan has successfully competed with both HMT and the grey-market operators. In a poll conducted by the Advertising & Marketing magazine in conjunction with the market research organization MARG, marketing professionals rated Titan as the most admired consumer durable marketing company in India, ranking first in 14 out of 18 parameters. Included in Titan’s top ranking performance areas were: Innovation in products; success in new product launches; enviable marketing culture; superior advertising; closeness to the customer; dealer relations; after-sales service and grasp of the market.
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In this chapter, we shall discuss how the marketing department is to be organized for effectively performing the various marketing functions.

The Purpose or Organization

Organization is the vehicle for accomplishing the goals and objectives of the business. If human beings have to collaborate and work for a common purpose, organization is essential. In fact, an organization is often defined as ‘a group of persons working together towards the attainment of certain common objectives’. It is organization, which offers a network of relationships among the various functions to be performed and a means of coordination among the people who perform the functions.

General Principles of Organization

Organization is general, is built around the work to be done for achieving the objectives chosen. And the work to be done has to be suitably divided into tasks or activities. The activities in their turn have to be conveniently grouped and allocated to teams of people led by an identified executive at an identified level. Organization, by definition, also involves a hierarchy. While grouping and allocating the tasks to various teams, the responsibilities of these teams have to be made clear-cut. Simultaneously, proper the tasks, must also be ensured. While these general principles apply to a marketing organization as much as they do to other types of organizations, the strategic character of the marketing function adds certain special dimensions when one attempts to develop an organizational structure for marketing.

Basically, the structure of a marketing organization will have a direct relationship to the marketing objectives to be achieved and the marketing tasks to be performed. Since usually, a wide variety of marketing tasks have performed, the tasks have to be appropriately grouped and allocated to different departments. When this is done, the basic structure of the marketing organization will emerge.

Ever-Growing Complexity of Marketing Organization

Marketing has undergone significant changes over the years. The marketing organization or department has also undergone a series of changes, more or less coterminus with the changes that have taken place in the concept and practice or marketing.

When marketing was considered a mere appendage to production, there was no elaborate marketing organization in any enterprise. A skeleton marketing section, by whatever name it was called, often functioned as a part of the manufacturing outfit. When marketing changed from a job of disposal to one of disposal to one of distribution, the physical distribution functions and the channel functions assumed importance and the marketing organization grew in that direction. With competition setting in, marketing intelligence and marketing research functions became important; pricing decisions also became more crucial; advertising and promotion too became essential. With the stages of aggressive selling, a large sales force became an essential component of the marketing full-fledged department distinct from the manufacturing part of the business. 
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Separate departments for service, customer relations, dealer development, sales promotion, most of the large sized business firms have organized their marketing job into full fledged divisions – vast and self contained, with their own departments for various ancillary functions like personnel, training, accounts, legal advice, systems development, etc. some of the bigger firms dealing in large variety of products/services over large territories, have several marketing divisions in their business operations with varying degrees of delegation and independence.

Alternate Models of Marketing Organization

Broadly speaking, the marketing organization of a business can be structured in one of the patterns indicated below:

i. Simple ‘line and staff’ marketing organization

ii. Product oriented marketing organization

iii. Territory oriented marketing organization

iv.  Marketing organization with a complex structure

Line and Staff Type

In most of the medium sized business firms, the marketing job consists of a few line functions and a few staff functions. In a ‘line and staff’ type of organization, each of the major staff functions is organized into a separate department and the line function is entrusted to the sales department. The required coordination between the line and staff functions is entrusted to an executive at a sufficiently high level.

Product Based Organization

Large business firms dealing with a multitude of products may find the simple line and staff type of marketing organization inadequate to meet their needs. These firms usually appoint individual managers to take care of each of the products or brands. They may be designated as brand managers or product managers. Wherever a single product does not justify the establishment of a separate product manager, the products are suitably grouped and product group mangers are established for managing each group of related products. By creating a product structured marketing organization, the firm may not eliminate the line and staff departments. The product-based departments add a further dimension to the line and staff marketing organization structure. Product managers are primarily responsible for the welfare of the product or brand entrusted to them. They have to ensure the acceptance and standing of the brands in the market product policy, product strategy and detailed product strategy and detailed product plan in respect of product/brands entrusted to them. They coordinate the advertising, distribution, merchandising and sales promotion of these products.

Territory Oriented Organization

In a territory oriented marketing organization, the responsibility for marketing various products rests almost entirely with line executives. The staff departments continue to function, but the brunt of the marketing job is borne by line managers in charge of territorial units. Depending on the extent of the marketing territory and the intensity of market coverage, a two-tier, or three-tier or four-tier field organization is created. 
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Territory managers are given varying nomenclatures – depot managers, district managers, district managers, area managers, regional mangers, zonal managers, divisional managers etc.

Complex Organization

There are some business firms, which incorporate in their marketing organizations a combination of line-staff organization, a product structured outfit and an extensive territory based organization. Usually such firms are multi-product, multi-market and multinational firms. At the head office level, they have a multiplicity of staff departments to take care of each of the specialized functions of marketing. In addition, they have a number of product managers. Again, they have in their head office, managers who control the line organization. In the field outfit also, these firms have both line and staff managers to take care of the selling and staff functions respectively in specified territories.

Factors Influencing Choice of Marketing Organization Pattern

While the standard models of marketing organization have been described above, in actual practice a firm may choose a model combining the features combining the features of different models so as to suit its unique requirements. The structure will basically depend on he size and complexity of the marketing task of the firm. A checklist of issues that govern the choice of marketing organization structure is given below:

Whether the company is a manufacturing firm, or just a marketing firm

Whether the firm is engaged in direct marketing, or marketing through sole selling agents

The extent of the marketing territory of the firm – whether transnational, national or regional marketing

Range of product line and nature of the products

Extent of customer service the firm opts to provide

Size of the physical distribution job – transportation, field, warehousing, etc.

After deciding the organization model based on the above-mentioned issues, further decisions concerning the span of control, interrelationships of departments, delegation, staff strength at each level, etc. have to be made.

A representative model of marketing organization for a multi-product firm operating in vast territories is given in the next page. Marketing organizations of different firms are bound to vary form one another depending on the requirements already explained. There are no such things as the typical marketing organization.

A Few Fundamentals to be Taken Care of while Structuring a Marketing Organization

While structuring and developing a marketing organization, a proper work relationship between line functions and staff functions has to be ensured. In any organization, line and staff conflicts may occur. The source of friction and the consequent inefficiency can be eliminated only by a proper an meaningful integration for the two sets of functions. The test of a good organizational structure is whether there is an effective and cooperative relationship between various divisions/departments/functions.

Levels and Span of Control

The levels in the organization and the span of control of each executive position must be carefully planned and built in. the modern trend in organization structuring is to avoid too many levels. 

Module 16 Strategic Marketing Management                                                   3 Marketing Organization       

If there are too many levels, the information flow gets delayed, resulting in ineffective communication, dilution of responsibility and poor control.

Effective Coordination

The marketing organization should also provide for effective coordination among various departments in marketing. Coordination should become a built-in mechanism in the marketing organization. The organization has also to provide for effective coordination between marketing departments and other departments of the firm like production, finance, personnel, corporate planning, etc.

Unambiguous Job Specification

Developing unambiguous job specification in respect of each executive position in the marketing organization is another integral part of organization creation. Unambiguous job specification helps remove vagueness about functions and provides role clarity. It also reduces friction within the organization. Job specifications describe factors such as the basic function of the position, to whom the incumbent will report, his tasks/responsibilities, the authority and financial powers delegated to him.

The Task of the Chief Marketing Executive

Given below is a brief description of the tasks, which the chief marketing executive has to be responsible for:

· Setting marketing objectives

· Marketing planning and development of marketing strategies

· Developing marketing budgets

· Determining policies, relating to products, pricing, distribution and promotion

· Manpower planning for the marketing division 

· Integration of all marketing activities 

· Integration of the marketing function with other functions of the firm

It is evident that the day-to-day administration of the marketing activities is not the major responsibility of the chief marketing executive. His main role is in planning the marketing programmes, monitoring their execution and control. He heads the marketing organization and sets the pace of growth of the firm. He has to be a successful team leader and an efficient motivator. He also has to ensure that his men and the systems he has introduced are together in a position to take advantage of the marketing opportunities that come in the way. He must also be prepared to attempt reshuffling of the marketing organization, if the changing marketing environment warrants such a change. In short, the success of marketing activities of any firm is dependent heavily on the management potential of its marketing man.

Decentralization

The extent of decentralization required in the marketing organization must be carefully determined. Centralization vs. decentralization is a subject of keen debate in organization structure. Centralization, no doubt, facilitates effective control and direction. But, the highly dynamic nature of the marketing function often calls for a high degree of decentralization. 
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Today, most of the large sized marketing firms opt for an organizational pattern involving a centrally organized office responsible for policy making and control and a number of divisions that operate with a high degree of decentralization. For operating a decentralized outfit it is essential to liberalize delegation. It is also essential to exercise the most essential controls and gather the information required for exercising controls. Decentralization will be effective provided the organization does totally sacrifice the management control requirements.

Commonly Occurring Pitfalls while Structuring the Marketing Organization

While structuring the marketing organization, one has to carefully avoid certain imperfections and anomalies that commonly creep into the structure. These include the following:

· Haphazard grouping of the functions resulting in overlapping of responsibilities and duplication of efforts

· Vagueness regarding responsibilities assigned to different executive positions, resulting in lack of role clarity

· Unimaginative break up of a unified function

· Ambiguous and misleading designation, which hide rather than reveal the actual job done by them

· Dual control or absence of unity of command 

· Unequal or distorted allocation of functions among personnel

· Certain important functions are far removed form the key person

· Improper delegation; either the delegation is inadequate throughout the organization or there is only delegation of responsibility, but no delegation of authority

· Overformalisation; the organization structure has too much compartmentalization resulting tension, and adversely affecting efficiency.

Such pitfalls have to avoid while structuring a marketing organization. They can be avoided only a correct understanding of the role and functions of each department and each executive position. The final aim of the organization has to be kept in focus while grouping the functions and deciding the hierarchy.

Modifications of Organization in a Going Concern

Marketing organization in going concerns may require occasional modifications. Usually, changes in the marketing organization become necessary on account of two main factors:

· Achieving marketing excellence in a competitive situation necessitates adaptation

· When significant changes in the firms marketing environment take place, organizational adaptations become a must for the very survival of the business, let alone marketing excellence

Modification for Improving Marketing Performance

Modification of the existing organization structure may become necessary from time to time for bettering the marketing performance. A close look should be taken at each individual department in the marketing division and ways of improving that particular department for meeting the given function must be found.
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One approach is to compare the existing organization of a department with the possible ideal organization of that department, to identify the gaps between and the ideal and to fill up the gaps to the extent possible.

Modification to keep Pace with the Changes

The second reason for changing the organization structure may become relevant whenever an inadequacy is exposed. Marketing being a very dynamic function, the marketing organization of no firm can remain static. A given structure or organization may meet perfectly the marketing requirements of the present but it may meet perfectly the marketing requirements of the present but it may not be adequate to meet the requirements of the future. Changes take place all the time in the uncontrollable variables of marketing. Selling may become unusually tough. The distributive trade may change its approach or make new demands on the firm. Changes also take place in the internal environment of the firm. The firm may introduce a new product. The size of the firm may expand. Any such change in the external and internal environment may call for an adjustment in the marketing organization. This is not to suggest that one should constantly meddle with a marketing organization. When a change is called for due to changed circumstances, the organization must be capable of a quick adjustment. However, changes in the basic structure of the marketing organization should be made only after a thorough analysis of the need for the change, and the implications of the change – marketing implications as well as cost implications.
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Ansoff’s Product/Market Growth Strategies

A further insight into organizations’ growth strategies is provided by Ansoff’s product/market expansion grid. It is a simple framework, which holds that an organization’s growth can be analyzed in terms of two key development dimensions – markets and products. For each dimension, growth may be based on the existing situation or a new product/market. The figure below illustrates the possibilities:

Figure 1: Ansoff matrix


Product


Existing
New


Existing

Market

New

The grid consequently identifies four development options, each associated with differing sets of problems and opportunities for organizations. These relate to the level of resources required to implement a particular strategy, and the level of risk associated with each. It follows; therefore, that what might be a feasible growth strategy for one organization may not be for another.

These are the four generic growth options:

Market Penetration Strategy

This focuses growth on the existing product range by encouraging higher levels of take-up of a service among the existing target markets (e.g. A supplier of fresh orange juice encouraging its customers to drink orange juice on occasions when they might otherwise consume another type of drink).

Market Development Strategy

This strategy builds upon the existing product range, which an organization has established, but seeks to find new groups of customers for it. 
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In this way mobile telephone companies in the UK have extended their basic product offering to additional groups, including students and lower income groups, including students and lower income groups who previously would not have considered buying a mobile phone.

Product Development Strategy

As an alternative to selling products into new markets, an organization may choose to develop new products for its existing markets. Again referring to mobile phones, many companies have developed innovative products to offer as additional accessories to existing customers, including “hands-free” car kits, traffic information services and on-line information services.

Diversification Strategy

Here, an organization expands by developing new products for new markets. Diversification can take a number of forms. The company could stay within the same general product/market area, but diversify into a new point of the distribution chain – for example, a mobile phone network operator may move into operating its own retail shops. Alternatively, it could branch out into completely new areas, such as radio and television broadcasting.

In practice, most growth that occurs is a combination of product development and market development. You should be able to evaluate any proposed growth strategy in terms of the resources that it will consume, the strengths and weaknesses of the company relative to the proposed strategy and the level of risk that it entails.
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Meaning and Scope of Strategic Planning

Planning precedes activity in any purposeful endeavour. Business firms naturally undertake a good deal of planning. Business firms have to master the environment and score over their competitors. Thus, in the case of a business firm, planning is always strategic in character. A business firm cannot afford to travel n a haphazard manner; it has to travel with the support of a route map. Strategic planning provides the route map for the firm. Strategic planning serves as the hedge against risk and uncertainty, the hedge against costly mistakes and overnight vulnerability, the hedge against completely unexpected developments on its business horizon. Strategic planning lends a framework for the corporation, where decisions are taken not in a haphazard way, but systematically so that the moves of the corporation purposeful and rewarding.

Strategic planning is a stream of decisions and actions, which lead to effective strategies and which in turn, help the firm achieve its objectives. Strategy is not something that can be taken out of one’s hat and pushed into the market all of a sudden. To forge the appropriate strategies, a company has to go through the strategic planning process. It has to do a good deal of home work, bring to the fore the corporation’s ambitions, understand where its core competencies are, identify the competitive advantage it enjoys, pinpoint the gap in these areas, decide the business in which it has to employ. Strategic planning means performing all these activities for the corporation. It is a process where the entire corporation commits itself to a ‘self surgery’. It involves knowing the organization, its businesses and its environment so that the very exercises throw up the strategic alternatives in front of the firm.

Strategic planning helps the firm anticipate trends an thereby acquire the benefit of a lead time for all its crucial decisions and actions. As the saying goes, chance favours the prepared man. Strategic planning does this preparation. Through the strategic planning process, a corporation takes long-term decisions concerning its mission, the businesses it will pursue and the markets it will serve; lays down its objectives, and formulates its strategies. In other words, a decision of highest significance and consequence to a company gets decided through this process.

Strategic planning has the ultimate burden of equipping a corporation with certain competitive advantages in its fight for survival and growth. It is competition that competition, the more critical is the need for competitive advantage and competitive strategies, both of which emanate through an enduring strategic planning process. In a successful corporation, strategic planning works as the pathfinder to the various business opportunities; simultaneously, it also serve as corporate defence mechanism which helps the firm avoid costly mistakes. Strategic planning is not just opportunities. In fact, it is an attempt to prepare the corporation’s favour. In fact, it amounts to inventing the future of the company. Its ultimate burden is influencing the mega environs in the corporation’s favour, working into the environs and shaping it, instead of getting carried away by it.

Quite naturally, considerable thought, expertise and effort have to go into the process of strategic planning. The success of the efforts and activities of the enterprise depends heavily on the quality of strategic, i.e., the vision, insight, perception, sense of realism and clarity of ideas and the perception of methods and measures that go into the job of strategic planning. Through strategic planning the corporation generates several scenarios for the future and prepares contingency strategies for each of the likely scenarios. 
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The Basic Tasks in Strategic Planning

Let us now see how strategic planning has to be handled. The basic tasks that are carried out through the strategic planning processes are:

The basic in strategic planning

Defining the business of the corporation

Environmental scanning – spotting the opportunities and threats thrown up by the environment

Internal scanning – assessing the strengths and weaknesses and identifying the core competencies and competitive advantages of the corporation

Setting the corporate level objectives – deciding the relative priorities of the various businesses of the corporations and the allocation of resources to them

Forging the corporate level strategies

Defining the Business

Defining one’s business accurately is the real starting point of strategic planning. It is the prime requisite for selecting the right opportunities and for steering the corporation in the right direction. To make sense out of the multifarious changes taking place in the environment, to understand what is a possible benefit and what could be a hidden threat, a corporation must first understand what business is exactly is in. it must know what its aspirations are, where exactly it would like to reach and what it would like itself to be in future.

Years ago, the well known management experts Peter F Drucker and Theodore Levitt emphasized that any firm desirous of tapping the emerging business opportunities and successfully staying in the business must find answers to certain basic questions concerning their business, like:

i. What business are we in?

ii. Whom do we intend to serve?

iii. Do we accurately define our business?

iv. Do we define our business in its broadest connotation?

v. Do we know our customer?

vi. What brings us to this particular business?

vii. What would be the nature of this business in the future?

viii. In what business would we like to be in, in the future?

ix. What are our basic strengths and distinctive capabilities to pursue the present business or to branch off into the desired business?

Proper Definition of Business Lends Direction to Planning

Proper definition of the business does bring several benefits to the firm. It reveals to the firm many relevant facts about its functioning which it may not be aware of otherwise; many closed assumptions get tested. It brings to the fore the weaknesses, if any, in the very conceptualization of the business by the firm. It also highlights the errors in judgment that might have already taken place on any of these aspects. Most importantly, the exercise invariably brings the purpose and objectives of the business into a clear focus.

As Business Boundaries keep Changing, Defining the Business has become a Difficult Task

Defining one’s business has become an exacting exercise today because of the fast changes taking place in the realms of technology, products and customer preference. 
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When product-market boundaries get extended, when different product categories of yester years behind and merge and when new and substitute products keep invading the market altering the existing business boundaries, understanding are becoming highly volatile, unless one is careful, one may err in identifying the nature and boundaries of one’s business. The narrower a corporation defines and perceives its business, the larger are the probabilities of its running into loss. When the definition of the business is narrow, quite naturally, the assessment about the competition will be narrow; and the vision of the likely changes that will invade the business and of new opportunities that will spring up in the business will also be narrow. Evidently, the corporation has to define its business as broadly as possible; it has to go beyond its immediate product, beyond its immediate competitors, beyond its immediate market boundaries; it must relate it to the basic needs which the product seeks to satisfy and the main functions performed by the product or the benefits provided by the product. It must even encompass the related functions and benefits. The definition must also be wide enough to embrace new opportunities and provide a vision of latent sources of competition.

Attributes of a Good Business Definition

In short, a good business definition should meet the following requirements:

· It must be related to the function of the product and not be limited to just the product

· It must encompass in its fold, as many related areas/functions as possible

· It must be wide enough to embrace new opportunities

· It must be wide enough to give a vision of latent sources of competition form day, substitute products

· It must not forget the basic capabilities and limitations of the source organization, in the eagerness to meet the above mentioned aspects

The Concept of a Strategic Business Unit (SBU)

At this juncture, it is pertinent to make a mention of the concept of a strategic business unit. Any student of marketing must have an idea of this concept as it occupies an important place in strategic planning.

Historically, companies were conceiving and implementing business-planning form a divisional orientation which often arose out of a geographic or manufacturing dictate. The different divisions might have been carrying on within their fold, identical products. The result in such cases was: (a) closely related products/product lines, were coming under separate divisions, getting different planning treatment and different planning treatment and different planning priorities, and (b) intrinsically unrelated products often could come under the same division getting identical planning treatment. Evidently, it led to sub-optimal results. The concept of strategic business unit breaks away from this practice. It recognizes that just because a firm is structured into say, six divisions for reasons of convenience form the manufacturing or territorial standpoint, it is not necessarily in six different businesses. In reality, it may be functioning only in three businesses – three groups of business that are distinct form one another. In such a case, quite logically, the six divisions of the firm can be grouped into three strategic business units. All related or relatable products from the standpoint of ‘function’ will fall under one SBU. In another instance, the firm may have only three divisions but may in reality, have five or six distinctive businesses. In other words, as per the SBU concept, a multi-business corporation groups its businesses into a few distinct business units from the strategic planning standpoint. 
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Every SBU will have its own set of competitors; and it will have its own distinct marketing strategies. In basic factors, namely objectives, competition and strategy – on SBU will be distinct from another.

The concept of SBU gives practical direction to the strategic planning job in multi-business enterprises. It removes the vagueness and confusion with regard to strategic planning quite often experienced by such enterprises. Through the process of analyzing, segregating and then regrouping a wide assortment of businesses into well defined, the real foundation for the strategic planning task.

Many Indian Firms are Trying Out the SBU Concept

Many Indian firms are now taking to the SBU idea in their strategic marketing efforts. They are large multi-business corporations, active in diverse products. The recent restructuring undertaken by HMT, on the SBU lines, is worth citing.

HMT, a forty-year old public sector undertaking has 24 divisions, 16 production units, 35,000 employees and a large basket of products-machine tools, flexible manufacturing systems and factory automation, tractors, printing machines, moulding machines, dairy machinery, bearings, lamps and lamp making machines and a wide range of quartz analogue and digital watches.

A World Bank sponsored study recommended a restructure plan for HMT. Earlier, the company had four business groups-machine tools, watches, lamps and agricultural machinery. The products within a given business group had vastly different market and technology attributes. The machine tools group for example, included printing press and other general industrial machinery. N the reorganized set-up, the company regrouped its products into five SBUs: (i) machine tool, (ii) consumer products, (iii) tractors,  (iv) engineering components and industrial machinery, and (v) technology and information systems.

Several other major Indian companies/business houses like the Kirloskars, the Thapar group, Piramal, the Dalmia group, Premier Auto, L & T, Mahindra and Mahindra, and Voltas are al experimenting with the SBU idea in their business planning task. The regrouping of business into SBUs is however, not as easy exercise. Even in companies with clearly demarcated product categories, identification of SBUs often becomes difficult. In Kirloskar oil engines, for instance, the management found that the market, and the marketing strategies for large engines, medium sized engines, and small engines were completely different though they were being treated identically. While the small engines go mainly to the small-scale sector, the large ones are sold to big corporations. The sales strategies for the different kinds of engines are different. Hence, Kirloskar its own marketing strategies based on the requirements of the segment. In Voltas too, while room air-conditioners have gone into the domestic appliances SBU, central air-conditioning has gone into the industrial machinery SBU. 

Environmental Scanning

For a business enterprise, its environment is composed of diverse factors like the economic environment, the technology related factors, the supplier related factors, the competitive environment and finally the policies of the Government. Through environmental scanning, the enterprise tries to monitor the current changes and forecasts the likely future changes in any of these factors of the environment. If the environmental factors change significantly, what should be the corporation’s response on the strategy front? Can the organization get doing with the same objective-strategy framework, or should it come up with alternative programmes and strategies to meet the changed scenario? This is the main burden of environmental scanning.
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In its attempt at environmental scanning, basically, a firm gathers all available. Information relating to its environment, studies them, filters them and analyses them. It studies the impact of the changes in the socio-economic scene; it studies the changes in Government policies concerning its business; it studies the structure of the market and the nature of competition; it studies the programmes of individual competitors; it locates the leaders in the business, builds up a profile of each of them and studies their strengths and weaknesses; it also plots the likely fortune pattern of the business. In addition, it evaluates the alternative technologies available, their relative cost-effectiveness, and the scope for invasion of substitute products. In short, using a macro environment-market-competition-customer-product frame, the firm carries out the environmental scanning or comprehensive X-ray of the environment and prepares a gist of the opportunities available in the environment, the problems inherent in the environment and the threats the environment poses to the firm. And after this elaborate environmental scanning, it may prepare scenario predictions, like the most probable scenario, favourable scenario and unfavourable scenario.

Let us try to understand the task of environmental scanning through some examples drawn form Indian industry, especially in the context of the recent changes in the Indian environment.

Indian Firms see Enhanced Need and Scope for Environmental Scanning in the Wake of Liberalization

All along, in India, companies could manage their business with just a cursory look at the macro and microenvironments. With the highly regulated industrial environment, enterprises did not feel the need for a very careful and systematic assessment of the environment. As there was very little competition, the risk involved in skipping the essential function was never grave. The converse is true in the new open regime. Right now, all companies of India, in most all businesses find that their business environment has drastically changed. In fact, the entire discussion in their business environment has drastically changed. In fact, marketing challenges of the Liberalized economy, has revolved around the changes that are taking place in the business environment. Normally, at any given time, environmental changes take place in one or tow of the factors, say, the social environment or the technology environment or the competitive environment. And such changes affect only a few businesses and industries. But now, with the economic reforms, industry and business in its entirety is affected by the environmental changes. Here is a situation where the country as a whole is taking a substantive route change. And quite naturally. The task of environmental analysis assumes special significance. The protected environment of yester years is yielding place to a vastly altered scene where business opportunities, challenges and threats of a wide variety await the companies. For example, policy decisions such as delicensing, FERA and MRTP liberalization, and liberalization of the trade policy have thrown open significant business opportunities as well as challenges for several industries. Understanding such substantive alterations in the business environment, studying them, evaluating them, weighing their pros and cons to one’s own business is the burden of environmental scanning. And many Indian firms have now started to travel precisely on this course.

Environmental scanning does not stop with providing some clues to the firm on the opportunities and threats present in the environment. It actively helps formulation of strategies. For example, with the radical changes in the economic ad industrial environment following the new economic programme, many firms have not only been keeping track of the environmental changes but have also been using the knowledge for formulating rewarding strategies. Many are actually reformulating their strategy in line with the fresh opportunities in the environment.
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Several Companies take to Mergers

Corporate mergers have become a common occurrence in the context of the changes in the policy/legal environment relating to industry. The mergers are in fact an apt illustration of good environmental scanning by companies in the specific context of the changes taking place in ht economic and industrial environment on account of liberalization. Dozens of companies, a sizeable number of the enterprises have opted for corporate mergers. They clearly saw the unfolding opportunities and quickly took steps for the mergers. They could see that the new circumstances strongly favoured and compelled such mergers. They also found that mergers have become absolutely feasible with the altered environment, allowing them to exploit the several business benefits accruing form such mergers.

Several Firms Seize the New Opportunity in Import Business

When the government ended the import monopoly of the canalizing agencies in the public sector in respect of several product, import as such became an attractive business; it led to a total free-wheeling of trade – any company can do trade from anywhere to anywhere. It meant that a huge business segment had already become available fro the private sector to seize. The major commodities decentralized included phosphoric acid, ammonia, steel, sulphur, rock phosphate, non-ferrous metals, metal scrap and newsprint. The volume of business involved was of the order of Rs5,500 crore annually. Several business houses have been quick to sense the fortune involved in the change in environment. Reliance Europe, Essar world trade, Salora international, Birla international, Raunaq international, ITCs, Tatas and Hindujas were already there to grab the new import business from the public giants like MMTC and STC who till now enjoyed a monopoly in these import businesses.

Essar Gujarat Alters its Captive Power Plant into a New Project and Reaps the Benefits of Concessions

Through intelligent environmental scanning, the Essar group of the Ruias transformed their captive power project into a new power company and reaped the benefits of all the incentives that had become available to a new power project under benefits of all the incentives that had become available to a new power project under the new policy. Essar not only became the first business house to commission a power plant taking advantage of the Government’s new liberalized policy of attracting investment n the power sector but also managed to derive a windfall benefit in the bargain. This they could achieve just by keeping their environmental radar in top alert condition. The group was already working on the power project as a captive unit for Essar Gujarat while the power policy and the incentive were in a proposal stage. With the announcement of the new policy ad the incentives, the Ruias decided to spin off the power project and implement it as a new power project a separate company. By having a separate power generating company, Essar could get the assured return of 16 per cent on net worth. In addition, by taking the captive project our of Essar Gujarat, the group could keep the funds requirements of Essar Gujarat quite low. Its viability naturally went up. The new power project undertaken by Essar power, will sell its entire output to the Gujarat electricity board and then latter in turn will supply 2.5 MW power to Essar Gujarat for  its hot rolled coil plant which is slated to go on stream shortly. 

Passenger Car Units Scan the Environment and Rework Strategies

While the New industrial policy of June 1991 delicensed a large number of industries, the passenger car industry continued to remain under licensing. 
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But alert firms knew that the car industry would soon be delicensed. The aspiring new entrants started formulating their moves taking delicensing of the industry for granted. For instance, Telco was quick to revive its earlier plans to enter the car industry; it picked up the threads on its project of producing passenger cars in partnership with Benz of Germany and Honda of Japan. DCM-Toyota took advance action for its tie-up with Daewoo of South Korea, Mahindras started negotiations with Peugeot and Ford, and Elicher Motors with Volkswagen. All these firms were making all these moves when the passenger car industry continued to remain in the list of industries requiring a license. Environmental scanning had given them the clue that the industry would be delicensed and when the delicensing actually came in it was no surprise to them. Not only had they clearly anticipated it, but also had drawn up the possible scenario in the industry, consequent to delicensing. The existing players, Maruti Udyog, premier Auto and Hindustan motors in their turn, worked out their survival strategies keeping track of the Government moves. Hindustan Motors promptly tied up with General Motors. Premier Auto started its search for strategic alliances, with Peugeot of France, Nissan of Japan and Fiat of Italy.

These examples are cited mainly to show how companies resort to environmental scanning and exploit the opportunities that are figuring up. The ability to carry out proper environmental scanning and the skill to precisely assess the opportunities are very important for strategic planning as the success of subsequent tasks depends on the quality of environmental analysis. A missed opportunity or a wrongly sized up opportunity misplaces the focus of strategies.

Internal Scanning

Internal scanning is the process of assessing the corporation’s strengths and weaknesses and identifying its core competencies and competitive advantage. While environmental scanning may help identify the various possible opportunities in areas of interest to the firm, the firm obviously cannot tap all the identified opportunities. It has to be selective and decide on the opportunities it has to tap and the business it has to pursue. It also has to build defences against impending problems. To facilitate this work, the firm attempts an internal scanning, taking a close look at its aspirations, capabilities, competitive advantages and weaknesses. While a small enterprise can straightaway list out its strong points and weak areas, for multi-business and multi-division corporations, arriving at a correct picture of its strength or weakness has to be rubbed against that of competition and the changes taking place in the environment, the assessment needs expertise and a professional approach.

Spotting the Strong Points and Weak Spots

Normally, a corporation will not be strong in all areas of functioning. It may be weak in some areas. In internal scanning, the idea precisely is to spot the strength and weaknesses. Through this exercise the organization prepares itself for the matching of its ambition and competence. The exercise is also the starting point for locating and developing the core competencies and competitive and advantages required by the firm in its fight for survival and growth. In fact, one main job involved in internal scanning is an extensive self-surgery of the corporation. Through the internal scanning process the corporation prepares its competitive advantage profile. The internal scanning process also throws up the performance-potential gap of the corporation. The exercise gives concrete clues to the firm about the directions in which it can grow using its potential. 
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Setting the Corporate Level Objectives

Now the corporation has to set its objectives. Endowed with certain competitive advantages and potential, and with many business opportunities emerging, what should be the extent and nature of the growth of the corporation? Balancing the opportunities with the organizational potential, and the organization’s ambitions, the firm has to figure out its growth objectives. In a highly competitive environment, setting one’s objectives serve two important purposes for the corporation – they facilitate the progress towards the corporation’s mission and also ensure that with minimum errors, least wastage of resources and minimum diffusion of effort, the corporation implements a clearly identified plan of activity.

While for a single-product corporation the task of setting the objectives may be a comparatively easier exercise, for a multi-business corporation, objective setting is a far more difficult, time consuming and risky job. It demands a lot of experience, knowledge and skill at analysis and weighing different trade-offs. In fact, the first responsibility of such corporations is to decide the future of reach of its businesses. The firm takes the basic decision on what should be done on each of the corporation and sets the broad directions of growth for each of the business as per the priorities set. The firm has to decide which are the business to be cultivated through fresh investment and care, which are the new businesses it should take up and which are the businesses to be phased out. Through this process, the corporation clarifies with it expects from each of its businesses in terms of growth, profits and market standing. The corporation also decides the allocation of resources to each of its businesses for the attainment of the growth expected of them.

Analytical Models Employed in Strategic Planning 

The strategic planning task is extremely difficult in any large sized and complex business. Unless the firm carries out an elaborate and careful analysis, it is almost impossible to have clarity about the future course that the firm can pursue. Various marketing experts/marketing groups with a view to helping strategic planning in a multi-business enterprise have developed quite a few strategic planning models. We shall explain at some length in this section, there such models:
· The Boston consulting group’s growth-share matrix

· The General Electric Multifactor Portfolio Planning Matrix

· The Ansoff Product-Market Expansion Grid

The Boston Consulting Group’s Growth-Share Matrix

It is common knowledge that a multi-business firm has to plan for each and everyone of its businesses. It has to come to grips with the varying potential and profitability of each business. Certain businesses may be showing a high market share and certain others, a low share. As regards future potential too, different products may present vastly differing pictures. And no firm can decide the future of any one of its businesses and the opportunities it holds by looking merely at the current performance of the firm. It can evaluate it only by placing itself against the industry concerned as a whole and assessing its position relative to its competitors. The Boston Consulting Group’s (BCG) Growth-share Matrix deals with this process of evaluation of the growth rate of the industry and the relative market share of the firm vis-à-vis the main competitors. The matrix classifies the businesses of a firm into four distinct categories:
· Stars

· Question marks

· Cash cows
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· Dogs 

The two parameters used for this classification are:

Industry growth (whether the industry concerned is a high-growth one or a low-growth one)

Company’s market share, relative to other main operators in the industry.

Stars and question marks are company businesses that operate in high-growth industries while cash cows and dogs are company businesses that operate in low-growth industries. What distinguishes a star form a question mark, though both belong to high-growth industries, is its market share position relative to other main operators within the industry concerned. Whereas a star is a market leader in a high-growth industry, a question mark is a follower in terms of market share. Similarly, it is the of low-growth industries. A cash cow is a market leader, while a dog, within the category in terms of market share. A star needs a good deal of investment support as it is operating in a high-growth market. It uses up cash and may not bring in a great deal of immediate profits, but as the name indicates, the stars hold out great potential to the company for the future. As regards question marks, though they are also businesses operating in high-growth markets, they have low market share relative to competition and their future, as implied by the name is uncertain. Cash cows bring a lot of cash to the company; they do not need any heavy investments for expansions being in a low-growth market; they also reap the benefits of higher profit margins. And dogs being company businesses that have weak market shares in low-growth markets are generally a drag on the company and its resources. The firm locate the position of each of its businesses in the Growth-share matrix and then decides what to do with each of its different business – one business may be a star, one may be a cash cow, some may be question marks and a few may be dogs.

When the firm undertakes the above exercise and locates the position of its various businesses in the matrix, the cards are clearly laid out. The positioning of the various business vis-à-vis the industry and competition facilitates further decisions such as: What to do with the dogs? Can some of them be sold out? What to do with the question marks? Are they likely to turn into stars tomorrow by proper strategies of investment and nurture them? It may decide to totally milch one of its cash cows and preserve the resources; it may choose one of its question marks for special observation and treatment, with an all-out mission to see whether it can turn out to be a star; and it may decide to straightaway dispose of some of its dogs. Only after such corporate level decisions are taken, can the business units’ objectives be framed, as the objectives in respect of a star poised to enter new territories will be vastly different form those in respect of a cash cow. Similarly, the objectives to be set for the question marks selected for a special growth push will be distinct form those of the dogs or cash cows. In short, the BCG growth-share matrix will facilitate the firm to correctly choose its objectives and strategies and the investments to be provided in respect of each of its businesses.

General Electric’s Multifactor Portfolio Planning Matrix

The multifactor portfolio-planning matrix propagated by general electric holds that a company can appropriately rate its different businesses for the purpose of strategic planning, on the basis of two main parameters:
· Industry attractiveness

· Company’s business strengths 

The intention of every firm is to stay in the most attractive industries and excel through company’s distinctive strengths. 
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When the industry concerned is highly attractive and the company has the best of strengths for excelling in that industry, the business is rated as the most important one to the company form the strategic planning point of view. At the other end of the scale, where the company’s business belongs to the least attractive industry and the company’s strengths for excelling are also very low, the business is rated as the least important one. The other businesses will occupy a position somewhere between the two extremes.

The module also identifies the factors underlying each of the two parameters used for rating the business. Obviously, industry attractiveness is the product of several factors such as the size of the market for the products of the particular industry, rate of growth and extent of profitability. Likewise, the company’s business strengths will be the product of several factors such as the company’s market share, its growth rate, its brand factors and rates the different businesses of the company appropriately. Once the different businesses are rightly located in the matrix, the strategic planning exercise acquires the required clarity. Using the ratings in the matrix, the company can appropriately set its objectives and strategies in respect of each of its businesses. It can decide the businesses it should invest and seek to grow, those in which it should pursue selectivity/earnings and those it should consider harvesting/divestiture.

Ansoff Product-Market Expansion Grid

The Ansoff model propounded b Igor Ansoff is another useful tool for strategic planning. Normally, growth opportunities become available to a company through three main routes: Intensification; Integration; and Diversification. The Ansoff model helps plan the growth of the firm through intensification; i.e., achieving growth within the company exists businesses. In other words, it is a model useful for a company resorting to the Expansion strategy for corporate growth. Through the intensification strategy, a firm basically spots and utilizes opportunities for improving the products and markets of its existing businesses. This would necessitate a fresh assessment of the organization’s strengths and weaknesses and a fresh identification of opportunities and threats presented by the environment. Intensification in effect means product-market expansion.

According to the Ansoff model, three distinct strategies are possible for achieving growth through the intensification route:
· Market penetration strategy

· Market development strategy

· Product development strategy

Market penetration strategy tries to achieve growth through existing products in existing markets. Market development strategy tries to achieve growth through existing products in new markets. And product development strategy tries to achieve growth through new but related products in existing markets. In short, the Ansoff model facilitates strategic planning in respect of the existing businesses of a company through the intensification route.

These and other similar models are analytical tools, which come handy for the planner and the strategist. They lend a methodical frame on which the firm can test its overall strategic planning decisions.
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Setting Relative Priorities of Individual Business – Example of ITC

Let us take ITC as an example and see how a multi-business corporation decides on the relative priorities of its diverse businesses. Taking a close look at its different businesses and their relative priority to corporation, ITC concluded that the cigarettes business, which all along remained its mainstay, had to be played down. Though it is the cash cow of ITC, the firm took the policy decision to reduce its dependence on cigarettes. It had already reduced its dependence on cigarettes a few years ago from 100 per cent of total turnover to 65 per cent. It has now decided to bring it further down to 50 per cent by 1995. ITC has all along been watching with concern the international trend in cigarettes business; cigarettes continue to be under attack from an increasingly health conscious world and accordingly, ITC is anxious to reduce its over dependence on the cigarettes business. It has now decided that one business that should receive high priority is the agribusiness. It is now a star for ITC. Hotels and exports too are receiving relatively strong support. For the future, the company is considering the newly emerging business of imports in diverse products like fertilizers, steel scrap and newsprint. Global trading is emerging as another star business for ITC. Financial services segment too has been spotted as a promising business. The overall objective is to become a truly multinational company with a gross turnover of Rs 10,000 crore by the year 2000.

Well-Formulated Objectives Help Preparation of Strategies 

All the tasks thus far explained – defining one’s business and mission, environmental scanning and internal scanning, deciding the relative priorities of the individual businesses and laying down the directions for their growth – are careful preludes to the crucial task of developing strategies for the fight in market place. Well-formulated objectives help preparation of effective strategies. We shall now take up he subject of strategy development.

Forging Corporate Level Strategies

The strength of the strategic process of a corporation is ultimately tested through the actual strategies forged out by the corporation and the way the corporation protects its competitive position. The success or failure of all the tasks of strategic planning which we have discussed in detail manifests through the strength of the strategy that is finally forged out by the firm. While the objectives will tell where the firm wants to go, it is the strategy that will provide the design for getting there. Strategy comprises the planned responses to the changes in competition, consumer tastes, technology and other environmental variables. It implies long-term, well thought out and prepared responses to the various forces of competition and environment.

A Firm has to have Strategy at Two Distinct Levels – Corporate Level and Business Unit Level

Strategy has to operate at two distinct levels of a corporation, taking care of two distinct strategic requirements: the requirements at the corporate level of the firm and those at its individual business units level. These requirements are distinct from one another and have to be tackled through distinct strategies. We shall examine in detail how these demands are met.

During its course of growth a corporation is called upon to make certain corporate level strategic decisions regarding the nature and line of its growth. These decisions taken at the corporate level normally come under one or the other of the five broad generic categories of strategy. A corporation selects a particular generic strategy depending upon the unique realities in faces.
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Generic Strategies Available to a Firm at Corporate Level

The generic strategies a firm can adopt at the corporate level may belong to one of the five categories: stability, expansion, diversification, retrenchment and combination.

Stability Strategy

A corporation resorting to the route of stability stays with the same business. It tries to sharpen its existing strategies to bring about incremental improvements in the functioning of the corporation, maintaining its position in the existing products/business. Such a strategy stems from the corporation’s faith that it enjoys a fairly comfortable and secure position in the existing industry, assured of a certain level of profits. And, it does not foresee any major threats to its industry, which can hurt its secure position.

Expansion Strategy

In the expansion strategy, the corporation meets its growth objective while staying with its existing business/products. Growth is brought about through size/capacity increase. The emphasis is on bigger size. It essentially means more of the same thing.

Diversification Strategy


The corporation opting for the diversification strategy is eager to exploit possible opportunities arising in the environment. The corporation may also anticipate substantive changes in its existing businesses. It is not sure as to what extent it can secure its position in the context of the anticipated challenges. It is eager to spread its risks and vulnerability by diversifying into new businesses. To ward off potential dangers and also to harness emerging opportunities, the corporation midways takes the crucial decision to diversify.

Retrenchment Strategy

In retrenchment strategy, the decision is to altogether drop some of the unattractive businesses. Retrenchment/divestment is not necessarily to be seen as a matter of failure. It is a matter of conscious corporate judgment to get out as early as possible, from unattractive, unprofitable businesses. For example, general electric maintains as a policy that it should get out. GE divested itself of its computer business and air-conditioning business, as it could not achieve the desired positions in these businesses. Appropriate and timely retrenchment decisions are as crucial as the most vital expansion decisions.

Combination Strategy

In the combination strategy, the corporation decides to avail of a combination of the above-mentioned strategic routes – stability, expansion, diversification and retrenchment-across its different businesses.

The decision regarding the adoption of this generic strategy routes will be influenced by the growth objectives of the firm.

Module 16 Strategic Marketing Management                    4  Marketing Planning and Control Decisions

Marketing Planning

Importance of Marketing Planning
Business history has an abundance of instances of business failures on account of lack of proper marketing planning. It also abounds in success stories emanating from good marketing planning. This is quite natural since it is marketing planning which provides the framework for all business decisions of an enterprise – decisions on markets, decisions on products and organizational structure.

Marketing planning is the interface between the enterprise and its market/customers. Marketing planning is the instrument through which all these tasks get accomplished. And on the quality of marketing planning depends the success of all marketing activities.

Obviously, considerable through, expertise and effort have to go into the process of marketing planning.

Steps Involved in the Marketing Planning Process

In the marketing planning process too, by and large, the same steps are involved, but at a different level. The marketing planner too, scans the environment; he too does an internal scanning of this unit, its strengths and weaknesses and assesses to what extent his marketing organization is equipped to pursue the various opportunities emerging in the environment. Then he formulates the marketing objectives and marketing strategies. And finally, he formulates the detailed functional plans in each aspect of the total marketing task. In other words, as in the case of the strategic planning process formulated at corporate level, in the marketing planning process too, five major steps as indicated below are involved:

Steps involved in the marketing planning process
· Scanning the marketing environment and spotting the business opportunities

· Internal scanning

· Setting the marketing objectives of the business unit

· Formulating the marketing strategy of the business unit

· Formulating the detailed functional plans and programmes

Scanning the Marketing Environment and Spotting the Business Opportunities 

As the first step in the marketing planning process, the firm scans its marketing environment. The main purpose of this exercise is to find out (a) the favourable and unfavourable factors prevailing in the environment; and (b) the specific business opportunities available to the business unit and their relative attractiveness. In fact, the scanning exercise under strategic planning at the corporate level and the scanning exercise under marketing planning at the business unit level are largely similar. The difference is that in the case of marketing planning, environmental scanning focuses on the environment of the business unit in question and its scope is limited to the business in question. The business unit concerned gathers the marketing opportunities emerging in its environment; it probes the threats embedded there in; it also undertakes customer sensing; it studies the reactions of the customer to its products; probes motivation of the customer and tries to locate the causes of the customers patronage of a particular brand; and tries to understand how customer loyalties have shifted over the years and who remains closest to the customer, and why. The unit also studies thoroughly all aspects relating to the product in question. In case the product is totally new, the unit makes an attempt to project the life cycle of the proposed product.
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The next important task relates to the analysis of the industry structure and competition. The unit has to size up correctly the various competitive forces having a bearing on the functioning of the business. All along, marketing planners and strategy formulators took cognizance of competitors proper, forgetting other forces shaping competition. In understanding the constituents that shaped competition in their respective world suffered form such a myopic understanding of the various factors and forces that addition to ‘competition proper’, there are several other competitive forces affecting the functioning of a business which need to be reckoned with while undertaking marketing planning and strategy formulation. The strategic cannot stop with sizing up of ‘completion proper’, he has to size up all the forces that shape competition; and the strategy should be able to influence all such forces in favour of the unit.

Understanding the Forces Shaping Competition is a must for Analyzing the Competitive Environment

Since the basic concern of the marketing planner is to correctly size up the competition, a proper understanding of the constituents of competition becomes essential. It is Michael Porter who gave through his article ‘How competitive forces shape strategy’ a new thrust to the existing ideas associated with the nature or competition and the forces that shape the nature and degree of competition n an industry.

Besides ‘Competition Proper’, There are Other Forces that Shape Competition

What are the underlying forces that shape competition, other than ‘competition proper’ or ‘the existing contestants’? Porter identifies five major and vital forces that shape and decide the nature and intensity of competition. ‘Existing contestants’ is but one of those forces. The other forces are: threat of new entrants, threat of substitute products, and bargaining power of suppliers.

The new entrants are a source of threat and competition. The substantial resources they bring in and the resultant expansion in capacity and product range will throw up new competitive pressure. The bigger and the more resourceful the new entrant, the more devastitating will be the competitive effect. Substitute products are a latent source of competition in an industry. Substitute products offering a price advantage and/or performance improvement t the consumer can drastically alter the competitive character of an industry. For example, coir products suffered at the hands of synthetic fibres; cotton textiles nose dived with the advent of polyester garments; wooden furniture suffered when steel furniture made its entry. In estimating the power of competition, substitute products therefore become a major constituent. And in industries where substantial investment in research and development is taking place, substitute products can enter the market and alter the competitive character of the industry all of sudden. Bargaining power of customers another major force that influences the competitive posture of the industry. This force will depend upon the possibilities of forming buyer groups. Mostly, this is a phenomenon seen in industrial products. Quite often, users of industrial products come together formally or informally and they exert pressure on the producer on matters such as price, quality and delivery. Such as collusion on the part of buyers can change the character of competition in the industry. Like powerful customers, suppliers too can exercise bargaining power over companies, thus consulting another force shaping competition. The more specialized the product offered by the supplier, the greater is the chance for him to exercised his clout. And, if the sources of supply are also limited in number, the suppliers stand a better chance to exhibit their power to bargain.
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So, in addition to the competitors proper, forces such as customers, suppliers, new entrants and substitute products have all to be viewed as competitors, exercising appropriate competitive strategies has to give due weightage to each of these forces. It is possible that sometimes a corporation faces more sever competition form a substitute product getting introduced than from an existing competitive product. In other words, competition has a larger boundary than what is normally understood and from any point from this boundary, a forceful fight can shape up.

Internal Scanning

The basic purpose of internal scanning has already been dealt with while discussing this task as part of the strategic planning process undertaken at the corporate level. We are not repeating those discussions here. Through the internal scanning exercise the business unit tries to size up its competitive strength. It takes stock of the competitive advantages available to it. Certain competitive advantages naturally accrue to it by virtue of its being part of the parent corporation which has built up clout in different areas of functioning. The given business unit can draw from this corporate clout. In addition, the given business unit too might have developed its own competitive advantages unique to its particular business. It may be in areas such as new product development, service, distribution or brand equity. Putting all these dimensions together, the given business unit assesses the competitive profile of its marketing. The purpose is to identify, the extent to which the business unit is equipped for its fight in the market place.

As illustrations, let us see how TISL, a newly launched venture of the Tatas, and Modi Xerox approached the internal scanning task.

TISL: Internal Scanning 

Strengths

· Excellent workstations

· Placed in the price-inelastic segment of the market

· The brand dominance of the collaborator, IBM

· The consequent pull of the best talents in the industry to work for TISL

· The large scope for expansion of the market. The Indian market is potentially one of the largest in the world for the chosen product mix

· Opportunity to pioneer vendor-consultant role, perfected by IBM abroad

· The position of IBM as one of the world’s largest buyers of software

Weaknesses

· Late entry

· Limited marketing reach, as per current plans

· Reliance on PS/2 operating system which is virtually unknown 

· The omission of IBM name from the company name

· Competitors like HCL-HP, Wipro infotech and PCL are all well entrenched

· Other transnational players also have already got a headstart here
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Modi Xerox: internal scanning

Strengths 
· Strong brand name, access to technology; value engineer skills

· A solid base of 40,000 satisfied customers

· Excellent market coverage and a motivated sales force

· Easier access to the Xerox product of its range, MX sees an opportunity in helping companies increase efficiency in the office

Weaknesses
· More expensive than the competition

· Narrow product range

· Productivity is low by international standards

· Inadequate investments on information software systems & databases

· High personnel attrition rates with competition with more foreign firms seeking a direct presence in the market

Setting the Marketing Objectives

The business unit is now ready to formulate its marketing objectives. The broad contours of the marketing objectives of the business unit would emanate for the corporate objectives in respect of the given business. The corporation would have already offered in its business plan a direction for each of its businesses. It is from such direction that the given business unit draws its specific objectives. In actual practice however, the journey from corporate level directions to specific marketing objectives is not so simple and direct. The business unit has to develop its marketing objectives after weighing the opportunities available in the environment, the threats, the force of competition, the resources and capabilities of the unit and its marketing organization.

Marketing Objectives take the Cue from Corporate Decisions On Sbus

Marketing objectives of the business unit take the cue from the basic decisions taken at the corporate level regarding the future of the various business of he enterprise. On strategic planning process it is seen that as part of the strategic planning process the multi-business corporation decides the businesses that should be cultivated, those businesses that should be given mere maintenance without pumping in further investment, the businesses that call for diversification and the carry out this task. In other words, the enterprise decides what is to be done in respect of its star businesses, its Cash Cow, its question marks and its dogs. It may decide to support the stars; it may decide to milk one of its cash cows; it may choose one or two question marks for special treatment, with a view to checking whether it can turn out to be a star; and it may decide to straightaway divest some of its dogs. Only after such decisions have been taken, specific marketing objectives can be framed. Obviously, the marketing objectives in respect of the stars poised to enter new territories will be vastly different from those in respect of the cash cows. Similarly, the marketing objectives of the question marks selected for a special growth push will be distinct from those of the stars or the cash cows.
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Marketing Objectives must be Specified in Clear Terms

The very purpose of setting marketing objectives is to provide clearer direction to the particular business unit regarding its future course. Evidently, the objectives must be specified in clear-cut and readily measurable terms. Objectives have to be set in all the key areas of the business. They include profits, sales volume, market share, productivity, research and development and innovation. Objectives must be set for each product of the business unit. Objectives have to be quantified, whit specific time schedules so that they can be evaluated against performance. Often it is seen that the marketing objectives are left vague and ambiguous. When the objectives are not clearly laid down, the activities lose the focus. For example, every objective are not amplified properly, doubts can proliferate even around these basic objectives. Growth at what rate? Growth at what cost? Growth at what risk? Growth at what risk? Growth n comparison to whom? Profits through which route? What is the trend of profits in the particular business? What position can the business unit take in its industry to carve out the profit desired?

It is thus evident that clarity is the foremost requisite in setting the marketing objectives; even in the universally accepted goals of growth and profits, the unit has to make its intentions and desires quite clear and precise, quite definite and measurable. For example, marketing objectives may be set as follows:

· The sales volume of the product will be increased by ten per cent during the coming financial year

· The profits form the product will be increased by seven per cent with the above increase in sales volume 

· Market share of the product will be increased by five per cent during the coming financial year

· The number of distribution outlets for the product will be expanded by ten per cent by the end of the coming financial year

· The distribution cost per unit of the product will be reduced by ten per cent in the current financial year

The Agribusiness Division

It was explained earlier that because of the ‘health movement’ ITC decided to bring down its dependence on the cigarette business substantially and to go in a big way into other businesses with a high growth potential like exports and agribusiness. ITC, the cigarette company was now transforming into ITC the farmer’s company with a strong pursuit in agribusiness, ranging from sunflower crop and pulpwood plantations, to oil-palm and aqua-culture. The relatively new agribusinesses division has, in a short time, become a major contributor to ITC’s exports. In 1989-90 agricultural product exports amounted to Rs 35 crore. In 1990-91 the agribusinesses division set its objective-the division should achieve an export of Rs 100 crore in agricultural products and agricultural products will have a big share in the corporate export target of Rs 750 crore of 1995. edible oils is now one of ITC’s agribusinesses. Seeds is another major line. The seeds industry in India already has a turnover of over Rs 500 crore and by the turn of the century, the estimate is that the figure would be close to Rs 2,000 crore. ITC is planning to carve out for itself a good portion of this fast growing market, competing with the other giants like Hindustan Lever, Sandoz, Bayer, Hoechst and SPIC who are already in the field. In 1989-90 ITC sold seeds worth Rs crore and set its objective to achieve a business of Rs 60 crore by 1994-95.
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The Tobacco Division

The cigarette business would still constitute on e of the cash cows for ITC. And ITC expects its cigarette division to develop global brands and gain a presence in the international market. Having received such directives on the relative importance of the cigarette business from the corporation, the cigarette division formulated its objectives, part of which ran like this: the company now controls half the Indian cigarette market; it plans to maintain its lead. The cigarette division will be revamped for producing even higher quality cigarettes and effecting larger sales of branded items. The division will launch new brands to fill a few niches; it would brand like Dunhill and Marlboro. India Kings would become ITC’s corporate brand, the brand ITC identifies itself with.

The Financial Services Division

Financial services is the other business besides agribusiness on which ITC will now focus its derive towards achieving a reduced dependence on cigarettes. ITC promoted classic financial services. To quote ITC, “The world over, the fastest growing business is money. Naturally, we want a share of it”.

The Hotel Division

The hotels division set its objectives as follows-the hotel chain, welcomgroup, which was set rolling in 1975, is growing at a much faster rate than its competitors, and owns or manages 18 hotel with 2,171 rooms. In 1989-90 the hotel division made an operating profit of Rs 29 crore on a turnover of Rs 103 crore and earned foreign exchange worth Rs 40 crore. Welcomgroup now plans to invest Rs 160 crore in building new hotels and expanding or renovating the existing ones. The aim is to earn an operating profit of Rs 97 crore and foreign exchange worth Rs 30 crore on a turnover of Rs 250 crore by 1995.

The Paper and Paperboards Division

The paper division into which ITC entered in 1976 with the subsidiary company, Bhadrachalam paperboards ltd had the following objective: we want to raise our capacity to over 3 lakh tones in the next three years; production at the plant in 1989-90 was 85,000 tonnes. We want Bhadrachalam to be at the least one-third the size of Ara-Cruz, the world’s biggest paper plant located in Brazil.

More Examples on Setting Marketing Objectives

Let us now consider a few more examples and see how companies handle the job setting the marketing objectives.

Singer India

The sewing machines division of singer India formulated its marketing objectives, as follows: Over the long-term, marketing higher value added sewing machines will be our objective. We will concentrate on models like the fashion maker, he decorative stitching machine. The logic in formulating such as objective is that though in volume terms models like the fashion maker account for only 10 per cent of singer’s sales presently, it brings in a quarter of the total revenues. In the future, we will concentrate more on fashion maker in the sewing machine segment as its growth is around 25 per cent. Our aim will be to introduce models that can offer 158 decorative stitches.
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Procter and Gamble

P & G’s detergents division set its marketing objectives as follows: ‘P & G aims at making Ariel the leading detergent brand of India, fully confronting the established leader, Hindustan Lever. The company plans to stick to this objective even if it means sacrificing profits in the short-run. The company targets to expand sales from Rs 200 crore in 1991-92 to Rs 500 crore level by 1995-96’. In fact, P & G spent around Rs 26 crore to launch Ariel. And in the first year the company booked a loss of Rs 7.12 crore and in the second year the losses mounted to Rs 21 crore. The management was prepared to take this loss as in their view it was the result of a conscious objective to become a strong contestant in the soaps and detergents business in India.

Dabur 

The pharmaceutical division of Dabur formulated its marketing objectives like this: ‘The pharmaceutical division’s present sales has crossed Rs 22 crore in 1992. we will be concentrating on relatively specialized items. We do not intend to compete with the others in terms of product portfolio. We intend to achieve a 25 per cent growth rate. Building strong brands is another objective for us; we will convert products into brands.’

Setting the Marketing Objectives is a Crucial Task as it Lends the Direction to all Marketing Activities

Setting the marketing is a crucial task because it is around the objectives that the rest of the marketing activities of the business unit are formulated and resources committed. As such, the entire exercise of setting the marketing objectives has to be carried out with great care. An unattainable, or unduly pessimist or misdirected objective will be a costly error. When the marketing objectives are framed, the firm is ready for the next step in the marketing planning process, i.e., the formulation of the marketing strategy.
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Competitive Advantage 

The Nature and Significance of Competitive Advantage
Competitive advantage is closely linked to strategy development. In fact, competitive advantage is the fit between and organization and the strategy it decides to employ. The two have to go hand in hand. And without a tangible competitive advantage, a company cannot put any worthwhile strategy into position. Basically, competitive advantage is a position of superiority in relation to competition. The superiority can be in any of the functions performed by the firm and the extent of the superiority will decide the extent of competitive edge the firm can enjoy in the market. A firm can gain competitive advantage in many different ways its superiority in different functions. Some may be strong in production, they may have flexible production systems and the benefit of variety; some may be strong in introducing new products; big firms can have benefit of size and small firms can have benefit of flexibility and speed of functioning. A firm from the distinctive way in which it performs the functions concerned can also derive superiority. The very fact that the same function can be performed in different ways, offers scope for distinctive performance and consequent distinctive advantage.

So in developing a competitive advantage, a firm is basically trying to see how uniquely and how advantageously it can perform a particular function or a group of functions compared to competition.

Competitive Advantage, the Backup for Successful Strategy

Analysis shows that companies fail on the strategy front because they operate without a tangible competitive advantage to their credit. Successful companies normally put into shape strategies which revolve around and area of distinctive competence to the firm. The need for securing a competitive advantage is demonstrated by the fact that some of the most imaginative ad well written strategies fail in the market, as the companies have not acquired the competitive advantage required to make the strategy work for the company. It is the acquisition of competitive advantage that takes a corporation to its objectives. In the absence of such a competitive advantage, objectives remain elusive and strategies remain hollow. The successful strategy is always woven around the competitive advantage of the firm. Scoring over competition as well as defending against competition, hinge on competitive advantage. The competitive strategy and the competitive advantage of the firm can be understood by examining the various activities of the firm, by seeing how differently the firm performs these activities, as compared with its competition. Competitive advantage, thus, is the heart of strategy. It is also the route to long term marketing success.

Sources of Competitive Advantage or Competitive Advantage Factors

As mentioned earlier, competitive advantage can emanate from any of the several functions which a corporation performs. In fact, each of these functions can generate a bunch of advantage factors of a firm can be grouped under the following functional categories:

· Marketing factors

· Production factors

· R&D and engineering factors

· Personnel and expertise factors

· Corporate resources and finance factors 
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In the search for gaining competitive advantage, the strategic disaggregates each of the above major functional factors into several sub-factors/entities. Through this route, the strategist identifies the specific factor where his company’s advantage lies. In other words, he tries to zero down on the specific factor, a factor to which he can point out and say – here lies my company’s strength, and I can build it into a competitive advantage. The relevant point is that each of the functions performed by the firm can give rise to a number of possible competitive advantage factors. A fairly exhaustive list of possible competitive advantage factors for a firm, function wise, is given below.

Competitive advantage factors

Marketing Factors
· Product mix

· Packaging

· Service norms

· New product leadership 

· Pricing

· Strength of personal selling

· Channel strength

· Marketing communication 

· Brand dominance 

· Market share

· Market share

· Market research hand market intelligence

· Marketing organization

Production Factors

· Economies of scale

· Production and post production facilities 

· Locational advantage

· Raw materials – cost, quality and delivery

· Maintenance strength 

· Inventory norms

R&D And Engineering Factors
· Basic R&D capabilities

· Advanced R&D capabilities

· Speed of R&D 

· Development of intrinsically new products

· Value engineering

Personnel And Expertise Factors

· High calibre employees

· Motivation level
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· Lower costs of labour

· Industrial peace

· Training and development

Corporate Resources And Finance Factors

· Corporate image and prestige

· The CEO

· Company size 

· Corporate performance record

· Assets, resources, financial clout

· Structure and systems

The above list of factors can be stretched even further to help further zero down on the advantage factor on a more micro level. The present picture however is enough to show the nature of the competitive advantage factors available in the various functional areas, the scope of these factors and their viability for manipulation.

A corporation adopting the strategic planning route invariably undertakes a competitive advantage factor analysis. The purpose of this analysis is to identify the extent of the firm’s competence in the various advantage factors. Some companies have competence in the marketing area. And within the marketing area, the specific strength and competence may be in distribution. Hindustan Lever is one company that has built up over the years, a distinctive competence in distribution. It has a distribution network reaching the remotest rural areas of India. It is a competence, which many of its competitors in the soaps-detergent-shampoo market cannot match. Modi Xerox too, build up a distinctive advantage in the marketing area, but of ‘within 24 hours service’. Reliance industries exploited all the advantage factors and built up competitive edge in most of them. The company was strong on marketing factors like distribution and promotion. It also gave substantial importance to the seventies and eighties, the company had earned the position of a hi-profit, hi-growth company with substantial corporate resources and expertise. It used this strength to rise funds through mega issues for its diversification programmes. In production factor too, the company built up its clout. And it exploited fully at all these factors for building advantage factors in a victory for a firm, as it vests the firm with a great capacity to score over competition. The phenomenal winners like Reliance gathered competitive advantage in several factors. No wonder, they command unquestioned dominance in the respective industry.

While Sources of Competitive Advantage may be many, Finally, it Amounts to Either a Cost or a Differentiation Advantage to the Firm

Whatever may be the sources from which a firm derives its competitive advantage, ultimately, competitive advantage manifests itself as either a cost advantage or a differentiation advantage to the firm. To put it differently, whether the competitive advantage emanates from production factors or any other factors, the benefit shows up either in the form of a cost advantage or a differentiation advantage. And that is precisely why strategies too finally fall under two broad categories – cost/price based strategies and differentiation based strategies. We have already seen the ramifications relating to this subject. A cost advantage can emanate from any of the factors such as unique production materials, efficient distribution, etc. a differentiation advantage too, can come through any of these factors.
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Business Firms must Carefully Spot their Competitive Advantage Factors and Develop a Competitive Advantage Profile

It is obvious that different firms will derive their competitive advantage from different competitive advantage factors. Business firms have to carefully spot their competitive advantage factors and nurture them. By studying the competitive advantage factors with respect to the firm’s strengths and weaknesses in the given area, the firm has to find out what its distinctive advantages are. The firm should also simultaneously address itself to the question whether it can develop new strengths in addition to the advantages it already possesses. The search is for a package of advantages to protect the competitive position of the firm.

In locating the corporation’s competitive advantage factors, the basic questions raised are: which are the functions the firm does well, compared with competitors? Does the firm really excel in them? Is it substantial enough to form the nucleus for a competitive strategy for the firm? And, which are the functions where the firm is weak? To what extent does the weakness matter in the overall performance? Can the weakness be made up? This, in effect, is the process of internal scanning of the firm. And in this sense, internal scanning and spotting of competitive advantage factors are a related exercise. And this process has to be carried out with reference to the competition and competitive advantage correctly. For, the competitive advantage of a firm is always relative to competition. In other words, analysis of the firm’s competition and the overall industry structure are vital steps in arriving at the competitive advantages factors of the firm. Through such a thorough exercise the firm must built its competitive advantage profile.

Table 1:Competitive Advantage Profile (CAP)

The competitive advantage profiles of a few companies are discussed below as illustrative examples.

CAP of Reliance Textiles

	Competitive advantage factor
	Nature of competitive strength/weakness

	Marketing factors

Production factors

R&D and engineering factors

Personnel and expertise factors

Corporate and finance factors
	Access to latest Du Pont technology for crimped yarn, leading to premium fabrics. A vast chain of exclusive VIMAL showrooms in all the metropolises, and strong state level stockists

State-of-the-art factory for producing contemporary synthetic fibre fabrics. Superior economies of scale compared to competition

Competence for designing and making unique fabrics/designs and creative dress combinations. Employed more than 200 designers.

Highly qualified, highly paid experts in each field

Prestige in the capital market and ability to raise large equity; successful past record in profit and dividend pay-out
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Table 2:CAP of Bajaj Auto Limited

	Competitive advantage factor
	Nature of competitive strength/weakness

	Marketing factor

Production factors

Personnel and expertise factors

Corporate and finance factors 
	Wide product line; full range of scooters, mobikes, mopeds and three-wheelers; 76 per cent market share in scooters, 27 per cent in mobikes, 6 per cent in mopeds; overall 48 per cent in two-wheelers.

Did not have a full-fledged marketing organization till 1987

World’s third largest two-wheeler manufacturer and the largest in India. Capacity 10 lakh vehicles per year. Strong in engineering. 400 strong quality assurance outfit. One of the finest automotive units in the world.

Medium position

High profit, cash rich company.

One of the few potential global players of India
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Table 3:CAP of Asian Paints

	Competitive advantage factor
	Nature of competitive strength/weakness

	Marketing factors

Production factors

R&D and engineering factors

Personnel and expertise factors

Corporate and finance factors
	Market leader with 35 per cent share, the closest competitor not having even half of the company’s turnover. Wide product line with more than 40 different decorative paints, and some of them offered in as 150 shades, most of the shades offered in eight different sizes of packing. High brand rating. Capability for accurate sales forecasting. Highly computerized and high quality MIS; computerized physical distribution.

Size advantage in relation to competition. Benefit of backward integration with the manufacture of paint inputs; finesse in production planning and scheduling, matching with marketing requirements

Medium position

High caibre human resource; employing the maximum number of MBAs

Rs 70 crore reserves. High profile corporate image. Enviable track record in breaking the might position of MNCs in paint industry.


It can be easily seen that the companies cited in the above examples display competitive advantage in more than one factor. These companies by virtue of their advantage in several factors have been in a position to forge a variety of strategies in the market place and command a position of eminence. In fact, the actual market position of these companies substantial this point.

The Test of Competitive Advantage

What exactly is the test of a competitive advantage? How does one conclude whether a particular factor cited as an advantage to the company really constitutes a competitive advantage to it in the market? Basically, a factor can be counted as a distinct competitive advantage only if it is capable of influencing one or the other of the forces of competition, in the company’s favour. Forces of competition are many and varied. We have already seen that factors like number and character of existing competing, likely new competitors, powerful suppliers, powerful buyers and substitute products and processes are all forces that shape the nature and intensity of competition in an industry. A competitive advantage should enable a company to influence any of these factors in the company’s favour. The influence can be either through gaining a substantial dominance over them, or through insulating the company from these forces and thereby reducing the company’s vulnerability. The touchstone of competitive advantage is that it will either add to the competitive strength of the firm actually accomplishes this; it becomes a competitive advantage to the firm. For example, new entrants poised to enter a business are a source of direct competition to a firm already in the business. Entry can dominance or absolute cost advantage. But, it can build such barriers, only if it possesses 
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some distinct competitive advantage. This can be seen from the examples of CAPs furnished earlier. All the companies were leaders in their respective business and were barrier builders as well. They had their distinct competitive advantages; they had built up barriers in the form of economies of scale as well as brand dominance.
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THE MARKETING INFORMATION SYSTEM

A marketing information system (MIS) consists equipment, and procedures to gather, sort, analyze, evaluate, and distribute needed, timely, and accurate information to marketing decisions makers. Figure 4.1 shows that the MIS begins and ends with marketing managers. First, it interacts with these managers to assess information needs. Next, it develops needed information from internal company data, marketing intelligence activities, marketing research, and information analysis. Finally, the MIS distributed information to managers in the right form at the right time to help them make better decisions.

Assessing Information Needs

A good marketing information system balances the information mangers would like to have against what they really need and what is feasible to offer. The company begins by interviewing managers to find out what information they would like. Some managers will ask for whatever information they can get without thinking carefully about what they really need. Too much information can be as harmful as too little. Other managers may omit things they ought to know or may not know to ask for some types of information they should have. For example, mangers might need to know that a competitor plans to introduce a new product during the coming year. Because they do not know about the new product, they do not think to ask about it. The MIS must watch the marketing environment in order to provide decision makers with information they should have to make key marketing decisions.

Sometimes the company cannot provide the needed information, either because is not available or because of MIS limitations. For example, a brand manager might want to know how competitors will change their advertising budgets next year and how these changes will affect industry market shares. The information on planned budgets probably is not available. Even if it is, the company’s MIS may not be advanced enough to forecast resulting changes in market shares.

Finally, the costs of obtaining, processing storing, and delivering information can amount quickly. The company must decide whether the benefits of having additional information are worth the costs of providing it, and both value and cost are often hard to assess. By itself, information has no worth; its value comes from its use. In many cases, additional information will do little to change or improve a manager’s decision. Marketers should not assume that additional information will always be worth obtaining. Rather, they should weigh carefully the costs of additional information against the benefits resulting from it.

Developing Information 

The information needed by marketing managers can be obtained from internal data, marketing intelligence, and marketing research. The information analysis system then processes this information to make it more useful for mangers.
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Internal Data

Many companies extensive internal databases, computerized collections of information obtained from data within the company. Marketing managers can readily access and work with information in 

The database to identify marketing opportunities and problems, plan programs, and evaluate performance.

Information in the database can come from many sources. The accounting department prepares financial statements and keeps detailed records of sales, costs, and cash flows. Manufacturing reports on production schedules, shipments, and inventories. The sales force reports on reseller reactions and competitor activities. The marketing department furnishes information on customer demographics, psychographics, and buying behavior, and the customer service department keeps records of customer satisfaction or service problems. Research studies done for one department may provide useful information for several others.

Internal databases usually can be accessed more quickly and cheaply than other information sources, but they also present some problems. Because internal information was collected for other purposes. It may be incomplete or in the wrong form for making marketing decisions. For example, sales and cost data used by the accounting department for preparing financial statements must be adapted for used by the in evaluating product, sales force, or channel performance. Data ages quickly; keeping the database current requires a major effort. In addition, a large company produces mountains of information, and keeping track of it all is difficult. The databases information must be well-integrated and readily accessible through user-friendly interfaces so that managers can find it easily and use it effectively.

Every company contains more information than any mangers can possibly know or analyze. The information is scattered in countless databases, plans, and records, and in heads of many longtime mangers. The company must somehow bring order to its information gold mine so that its mangers can more easily find answers to questions and make informed decisions. Increasingly, companies are reacting data warehouses to house their customer data in a single, more accessible location. Then, using powerful data mining techniques, they search for meaningful patterns in the data and communicate them to managers.

Marketing Intelligence

Marketing intelligence is the systematic collection and analysis of publicly available information about competitors and developments in the marketing environment. A marketing intelligence system gathers, analyze and distributes information about the company’s competitive, technological, customer, economic, social, and political and regulatory environments. Its goal is to improve strategic decision-making, assess and track competitors’ actions, and provide early warning of opportunities and threats. The marketing intelligence system determines what intelligence is needed, collects it by searching the environment, and delivers it to marketing managers.

Competitive intelligence gathering has grown dramatically as more and more companies are now busily snooping on their competitors. Techniques range from quizzing the company’s own employees and benchmarking competitors’ products to researching the internet, lurking around industry trade shows, and rooting through rivals’ trash bins.
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Much intelligence can be collected from the company’s own personnel – executives engineers and scientists, purchasing agents, and the sales force. For example, a few years back, Xerox learned that listening to its own salespeople could pay off handsomely.

However, company people are often busy and fail to pass on important information. The company must tell its people on their importance as intelligence gatherers, train them to post new developments, interact with tem on an ongoing basis, and urge them to report intelligence back to the company.

The company can also get suppliers, resellers, and key customers to pass along important intelligence about competitors and their products. For example, a prior to introducing its Good News disposable razor in the United States, Gillette told a large Canadian account about the planned U.S introduction date. The Canadian distributor promptly called Bic and told it about the impending product launch. By putting on a crash program, Bic was able to start selling its razor shortly after Gillette did. 

The company can obtain good information by observing competitors or analyzing physical evidence. It can buy and analyze competitors’ products, monitor their sales, and check for new patents. For example, to design the first Taurus models, Taurus soon became America’s best selling car.

Companies can also examine other types of physical evidence. For example, to gauge competitor shipping volumes, some companies have measured the rust on rails of railroad sidings to their competitors plants or watched competitors’ loading docks at the end of a quarter to see how much merchandise was being moved at the last minute. Other firms regularly check out competitors’ parking lots-full lots might indicate plenty of work and prosperity; half-full lot might suggest hard times.

Some companies’ even rifles their competitors’ garbage, which is legally considered abandoned property once it leaves the premises. Although most companies now shred technical documents, they may overlook the almost-as-revealing refuse from the marketing or public relations departments. In one example of garbage snatching. Avon admitted that it had hired private detectives to paw through the dumpster of rival Mary Kay Cosmetics. An outraged Mary Kay sued to get its garbage back, but Avon claimed that it had done nothing illegal. The dumpster had been located in a public parking lot, and Avon had videotapes to prove it.

Government agencies are another good intelligence source. For example, a company can’t legally photograph a competitor’s plant from the air. However, publicly available aerial photos are often on file with the U.S Geological Survey to Environmental protection Agency. In another instance, a company attempting to assess the capacity of a competitor’s plant struck gold when it found that a publicly available Uniform Commercial Code filling the competitors has submitted to the state contained a detailed lost of all the equipment in the competitor’s plant.

Competitors themselves may reveal information through their annual reports, business publications, trade show exhibits, press releases, advertisements, and web pages. The Internet is proving to be a vast new source of competitor-supplied information. Most companies now place volumes of information on their web sites, providing details to attract customers, partners, suppliers, or franchisees, and that same information is available to competitors at the click of a mouse button. Press releases that never made it into the press are posted on web sites, letting firms keep abreast of competitors’ new products and organizational changes. 
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Help wanted ads posted on the web quickly reveal competitors’ expansion priorities. For example, check Allied Signal’s web site and you’ll find that it provides revenue goals and reveals the company’s production-defect rate along with its plans to improve it. Amil Boxes etc, a chain of mailing services, provides data on its average franchise, 
Including square footage, number of employees, operating hours, and more-all valuable insights for a competitor.

It’s not only company-sponsored web sites that hold itch competitor intelligence booty. Researchers can also glean valuable nuggets of information from trade association web sites. For example, when he was controller of stone container’s specialty-packaging division. Gary Owen visited a trade association web site and noticed that a rival had won an award for a new process using ultraviolet-resistant engineers used for figure out how to replicate the process.

Using Internet search engines such as yahoo! Or infoseek, marketers can search specific competitor names, events or trends and see what turns up. Intelligence seekers also pore through any of thousands of online databases. Some are free. For example, the U.S Security and Exchange Commission’s Edgar database (www.sec.gov) provides access to a huge stockpile of financial and other information on public companies. For a fee, companies can subscribe to any of more than 3,000 online databases and information search services such as Dialog, DataStar, LEXIS-NEXIS, Dow Jones News Retrieval, UMI proQuest, and Dun and Bradstreet’s Online Access. 

Using such databases, companies can conduct complex information searches in a flash fro m the comfort other keyboards.

One Internet site (www.fuld.com) provides a competitive intelligence Guide offering sleuthing tips. Another web service-company Sleuth (www.company sleuth.com) –provides users with a steady stream of intelligence data gleaned from the Internet. It searches the web and gives users daily e-mail reports detailing the business activities, financial moves, and Internet dealings of competitors, prospects, and client, often before the information is officially reported. “In today’s information age, companies are leaving a paper trail of information online,” says Joshua Kopelman, executives vice president of infonautics, the company that offers the service. “Company Sleuth uncovers hard-to-find and seemingly hidden business news and information for users so they don’t have to simply rely on old news or intuition when making investment and business decision.”

Some companies set up an office to collect and circulate marketing intelligence. The staff scans major publications, searches the Internet, summarizes important news, and sends bulletins to marketing managers. It develops a file of intelligence information and helps managers evaluate new information. These services greatly improve the quality of information available to marketing mangers. The growing use of marketing intelligence raises a number of ethical issues. Although most of the preceding techniques are legal, and some are considered to be shrewdly competitive, many involve questionable ethics. Clearly, companies should take advantage of publicly available information. However, they should not stoop to snoop. With all the legitimate intelligence sources now available, a company does have to break the law or accepted codes of ethics to get good intelligence.

Marketing Research

In addition to information about competitors and environmental happenings, marketers often need formal studies of specific situations. 
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For example, Toshiba wants to know how many and what kinds of people or companies will buy its new superfast notebook computer. Or Barat College in Lake Forest, Illinois, needs to know what percentage of its target market has heard of Barat, how they heard, what they know, and how they feel about Barat. In such situations, the marketing intelligence system wills not provide the detailed information needed. Mangers will need marketing research.

We define marketing research as the systematic design, collection, and analysis, a deporting of data relevant to a specific c marketing situation facing on organization. Every marketer needs research. 

Marketing researchers engage in a wide variety of activities, ranging from market potential and market share studies, to assessments of customer satisfaction and purchase behavior, to studies of pricing, product, distribution, and promotion activities.

A company can conduct marketing research in its own research department or have some or all of it done outside, depending on its own research skills and resources. Although most large companies have their own marketing research departments, they often use outside firms to do special research tasks or special studies. A company with no research department has to buy the services of research firms.

Information Analysis

Information gathered by their company’s marketing intelligence and marketing research systems often more analysis, and sometimes managers may need more help to apply the information to their marketing problems and decisions. This help may include advanced statistical analysis to learn more about both the relationships within a set of data and their statistical reliability. Such analysis allows managers to go beyond means and standard deviations in the data and to answer questions about markets, marketing activities and outcomes.

Information analysis might also involve a collection of analytical models that will help marketers make better decisions. Each model represents some real system, process, or outcome. These models can help answer the questions of what if and which is best. During the past 20 years, marketing scientists have developed numerous models to help marketing managers make better marketing mix decisions, design sales territories and sales call plans, select sites for retail outlets, develop optimal advertising mixes, and forecast new-products sales.

Distributing Information


Marketing information has no value until managers use it to make better marketing decisions. The infection gathered through marketing intelligence and marketing research must be distributed to the right marketing mangers at the right time. Most companies have centralized marketing information systems that provide managers with regular performance reports, intelligence updates, and reports on the results of studies. Managers need these routine reports for making regular planning, implementation, and control decisions. But marketing managers may also need nonroutine information for a special situations and on-the-spot decisions. For example sale manager having trouble with a large customer may want a summary of the account’s sales and profitability over the past year. Or a retail store manager who has run out of best-selling product may want to know the current inventory levels in the chain’s other stores.
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Development in information technology have caused a revolution in information distribution with recent advances in computers, software and telecommunication, most companies have decentralized their marketing information systems. In most companies today, marketing mangers have direct access to the information network, at any time and from virtually any location. While working at a home office, in a hotel room, on an airplane-any place where they can turn on a laptop computer and phone in-today’s mangers can obtain information form company databases or outside information services, analyze the information using statistical packages and models, prepare 

reports using word processing and presentation software, and communicated with others in the network through electronic communications. Such systems offer exciting prospects. They allow mangers to get the information they need directly and quickly and to tailor it to their own needs.

The Marketing Research Process 

The marketing research process has four steps: defining the problem and research objectives, developing the research plan, implementing the research plan, and interpreting and reporting the findings.

Defining the Problem and Research Objectives

The marketing manger and the researcher must work closely together to define the problem carefully, and must agree on the research objectives. The manager best understands the decision for which information is needed; the researcher best understands marketing research and how to obtain the information.

Managers should know enough about marketing research to help in the planning and the interpretation of research result. If they know little about marketing research, they may obtain the wrong information; accept wrong conclusions, to ask for information that costs too much. Experienced marketing researchers who understand the manager’s problem should also be involved at this stage. The researcher must be able to help the manager define the problem and suggest ways that research can help the manger make better decisions.

Defining the problem and research objectives is often the hardest step in the research process. The manager may know that something is wrong, without knowing the specific causes. For example, mangers of a large discount retail store chain research to test the company’s advertising. When this research showed that current puzzled. It turned out that real problem was that the chain was not delivering the prices, products, and service promised in the advertising. Careful problem definition would have avoided the cost and delay of doing advertising research. In the classic New Coke case, coca-coal defined its defined its research problem too narrowly, with disastrous results.

After the problem has been defined carefully, the manger and researcher must set the research objectives. A marketing research project might have one of three types of objectives. The objective of exploratory research is to gather preliminary information that will help define the problem and suggest hypotheses. The objective of descriptive research is to describe thing such as the market potential for a product or the demographics and attitudes of consumer who buy the product. The objectives of causal research its o test hypotheses about cause-and-effect relationships. For example, would a 10 per cent decrease in tuition at a private college result in an enrollment increase sufficient to offset the reduced tuition? Managers often start with exploratory research and later follow with descriptive or casual research.
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The statement of the problem and research objectives guides the entire research process. The manager and researcher should put the statement in writing to be certain that they agree on the purpose and expected results of the research.

Figure 2: the marketing research process




Developing the Research Plan

The second step for the marketing research process calls for determining the information needed, developing a plan for gathering it efficiently, and presenting the plan to marketing management. The plan outlines sources of existing data and spells out the specific research approaches, contact methods, sampling plans, and instruments that researchers will use to gather new data.

Determining Specific Information Needs

Research objectives must be translated into specific information needs. For example, suppose Campbell decides to conduct research on how consumers would react to the company replacing its familiar red-and-white condensed soup can with a container more relevant to today’s consumer lifestyles. It’s considering the introducing of new bowl-shaped plastic containers that it has used successfully for a number of its other products. The containers would cost more but would allow consumers to heat the soup in a microwave oven without adding water or milk and to eat it without using dishes. The research might call for the following specific information:
· The demographic, economic and lifestyle characteristics of current soup users. (Busy working couples might find the convenience for the new packaging worth the price; families with children might want to pay less and wash the pan and bowls.)

· Consumer-usage patterns for soup: how much soup they eat, where, and when. (The new packaging might be ideal for adults eating lunch on the go, but less convenient for parents feeding lunch to several children.)

· Retailer reactions to the new packaging. (Failure to get retailer support could hurt sales of the new packages.)

· Consumer attitudes toward the new packaging. (The red-and-white Campbell can has become an American institution-will consumers accept the new packaging?)

· Forecasts of sales of both new and current packages. (Will new packaging increase Campbell’s profits?)

Gathering Secondary Information

To meet the manager’s information needs, the researcher can gather secondary data, primary data, or both. Secondary data consist of information that already exists somewhere, having been collected for another purpose. Primary data consist of information collected for the specific purpose at hand.
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Researchers usually start by gathering secondary data. The company’s internal database provides a good stating point. However, the company can also tap a wide assortment of external information sources, ranging from company, public, and university libraries to government and business publications.

Commercial data sources. Companies can buy secondary data reports from outside suppliers. For example, Nielsen Marketing Research sells data on brand shares, retail prices, and percentages of 

stores stocking different brands. Information Resources, inc. sells supermarket scanner purchase data from a panel of 60,000 households nationally, with measures of trial and repeat purchasing, brand loyalty, and buyer demographics. The monitor service by Yankelovich and partners sells information on important needs.

Online databases and Internet data sources. Using commercial online databases, marketing researchers can conduct their own searches of secondary data sources. A recent survey of marketing 

researchers found that 81 percent use such online services for conducting research. A readily available online database exists to fill almost any marketing information need. General database services such as CompuServe, Dialog, and LEXIA-NEXUIS put an incredible wealth   of information at the keyboards of marketing decisions markers. For example, a company doing business in Germany can check out CompuServe’s German company Library of financial and product information over 48,000 German-owned firms. A U.S auto parts manufacturer can punch up Dun and Bradstreet Financial Profiles and Company Reports to develop biographical sketches of key General Motors, Ford, and DaimlerChrysler executives. Just about any information a marketer might need-demographic data, today’s associated press news wire reports, and a list of active U.S trademarks in the United States-is available form online databases.

The Internet offers a mind-boggling array of databases and other secondary information sources, many free to the user. Beyond commercial web sites offering information for a fee, almost every industry association, government agency, business publication, and news medium offers free information to those tenacious enough to find their web sites. In fact, there are so many web sites offering data that finding the right one can become an almost overwhelming task.

Advantages and disadvantages of secondary data. Secondary data can usually be obtained more quickly and at a lower cost than primary data. For example, an Internet or online database4e search might provide all the information Campbell needs on soup usage, quickly and at almost no cost. A study to collect primary information might take weeks or months and cost thousands of dollars. Also, secondary sources sometimes can provide data an individual company cannot collect on its own-information that either is not directly available or would be too expensive to collect. For example, it would be too expensive for Campbell to conduct a continuing retail audit to find out about the market shares, prices, and displays of competitors’ brands. But it can buy the infoscan service form information resources, inc. which provides this information from thousands of scanner equipped supermarkets in dozens of U.S markets.

Secondary data can also present problems. The needed information may not exist-researchers can rarely obtain all the data they from secondary sources. For example, Campbell will not find existing information about consumer reactions to new packaging that has not yet placed on the market. Even when data can be found, they might not be very usable. 

Module 16 Strategic Marketing Management                                         5 Marketing Research Decisions

The researcher must evaluate secondary information carefully to make certain it is relevant (fits research project needs), accurate (reliably collected and reported), current (up-to-date enough for current decisions), and impartial? (Objectively collected and reported).

Secondary data provide a good starting point for research and often help to define problems and research objectives. In most cases, however, the company must also collect primary data.

Planning Primary Data Collection

Good decision required good data. Just as researchers must carefully evaluate the quality for secondary information, they also must take great care when collecting primary data to make sure that it will be relevant, accurate, current, and unbiased. Table 4.2 shows that designing a plan for primary data collection calls for a number of decisions on research approaches, contact methods, sampling plan, and research instrument.

Research Approaches. Observational research is the gathering of primary data by observing relevant people, actions, and situations. For example, a maker of personal care products might pretest its ads by showing them to people and measuring eye movements, pulse rates, and other physical reactions. Consumer packaged-goods marketer might visit supermarkets and observe shoppers as they browse the store pick up products and examine packages and make actual buying decisions. Or a bank might evaluate possible new branch locations by checking traffic patterns, neighborhood conditions, and the location for competing branches. Steel case used observation to help design new office furniture for use by work teams.

Planning Primary Data Collection

Research 

Contact 

Sampling 

Research

Approaches 

Methods 

Plan 


Instruments

Observation                mail                             sampling unit              questionnaire

Survey                        telephone                     sample size              mechanical instruments

Experiment                 personal                      sampling procedure

                                    Online

Urban Outfitters, the fast-growing specialty clothing chain, prefers, observation to other types for market research. “We’re not after people’s statements,” notes the chain’s president, “we’re after their actions.” The company develops customer profiles by videotaping and taking photographs of customers in its stores. This helps managers determine what people are actually wearing and allows them to make quick decisions on merchandise.

Several companies sell information collected through mechanical observation. For example, Nielsen Media Research attaches people meters to television sets in selected homes to record who watches which programs. It then rates the size and demographic makeup of audiences for different television programs. The television networks use these ratings to judge program popularity and to set charges for advertising time. Advertisers use the ratings when selecting programs for their commercials. Checkout scanners in retail stores record consumer purchases in detail. Consumer products companies and retailers use scanner information to assess and improve product sales and store performance. 
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Some marketing research firms now offer single-source data systems that electronically monitor both consumers’ purchase and consumers’ exposure to various marketing activities in an effort to better evaluate the link between the two.

Observational research can be used to obtain information that people are unwilling to unable to provide. In some cases, observation may be the only way to obtain the needed information. In contrast, some things simply cannot be observed, such as feelings, attitudes, and motivates, or private behavior. Long-term or infrequent behavior is also difficult to observe. Because of these limitations, researchers often use observation along with other data collection methods.

Survey research is the approach best suited for gathering descriptive information. A company that wants to know about people’s knowledge, attitudes, preferences, or buying behavior can often find out by asking individuals directly.

Survey research is the most widely used method for primary data collection, and it is often the only method used in a research study. Researchers interview tens of millions of Americans each year in surveys. The major advantage of survey research is it flexibility. It can be used to obtain many different kinds of information in many different situations. Depending on the survey design, it also may provide information more quickly and at lower cost than observational or experimental research.

However, survey research also presents some problems. Sometimes people are unable to answer survey questions because they cannot remember or have never thought about what they do and why. Or people may be unwilling to respond to unknown interviewers or about things they consider private. Respondents may answer survey questions even when they do not know the answer in order to appear smarter or more informed. Or they may try to help the interviewer by giving pleasing answers. Finally, busy people may not take the time, or they might resent the intrusion into their privacy.

Whereas observation is best suited for exploratory research and surveys for descriptive research, experimental research is best suited for gathering casual information. Experiments involve selecting matched groups of subjects, giving them different treatments, controlling unrelated factors, and checking for differences in-group responses. Thus, experimental research tyres] to explain cause-and-effect relationships. Observation and surveys may be used to collect information in experimental research.

Before adding a new sandwich to the menu, researchers at McDonald’s might use experiment to answer questions such as the following:

· How much will the new sandwich increase McDonald’s sales?

· How will the new sandwich affect the sales for other menu items?

· Which advertising approach would have the greatest effect on sales of the sandwich?

· How would different prices affect the sales of the product?

· Should the new item be targeted towards adults, children, or both?

To test the effects of two different prices, McDonald’s could set up a simple experiment: it could introducer the new sandwich at one price in its restaurants in one city and at another price in restaurants in another city. If the cities are similar, and if all other marketing efforts for the sandwich are the same, then differences in sales in the two cities could be related to the price charged. More complex experiments could be designed to include other variables and other locations.
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Contact methods. Information can be collected by mail, telephone, personal interviews, or online. 

Mail questionnaires can be used to collect large amounts of information at a low cost per respondent may give more honest answers to more personal questions on a mail questionnaire that to an unknown interviewer in person or over the phone. Also, no interviewer is involved to bias the respondent’s answers. However, mail questionnaires are not very flexible all respondents answer the based earlier answers. Amil surveys usually take longer to complete, and the response rate-the number of people returning completed questionnaires-is often very low. Finally, the researcher often 

has little control over the mail questionnaire sample. Even with a good mailing list, it is hard to control who at the mailing address fills out the questionnaire.

Telephone interviewing is one of the best methods for gathering information quickly, and it provides greater flexibility than mail questionnaires. Interviewers can explain difficult questions, and they can skip some questions or probe on others depending on the answers they receive. Response rates tend to be higher than with mail questionnaires, and telephone interviewing also allows greater sample control/ interviewers can ask to speak respondents with the desired characteristics, or even by name.

However, with telephone interviewing, the cost respondent is higher than with mail questionnaires. Also, people may not want to discuss personal questions with an interviewer. Using an interviewer also introduces interviewer bias-the way interviewers talk, how they ask questions, and other differences may affect respondents,’ answers. Finally, different interviewers may interpret and record responses differently, and under time pressures some interviews might even cheat by recording answers without asking questions.

Personal interviewing takes tow forms-individual and group interviewing. Individual interviewing involves talking with people in their homes or offices, on the street, or in shopping malls. Such interviewing is flexible. Trained interviewers can hold a respondent’s attention for a long time and explain difficult questions. They can guide interviews, explore issues, and probe, as the situation requires. They can show subjects actual products, advertisements, or package and observe reactions and behavior. In most cases, personal interviews can be conducted fairly quickly. However, individual personal interviews may cost three to four times as much as telephone interviews.

Group interviewing consists of inviting sit to ten people to gather for a few hours with a trained moderator to talk about a product, service, or organization. The participants normally are paid a small sum or for attending. The meeting is held in a pleasant place and refreshments are served to foster an informal setting. The moderator encourages free and easy discussion, hoping that group interactions will bring out actual feelings and thoughts. At the same time, the moderator “focuses” the discussion-hence the name focus group interviewing. The comments are recorded through written notes or on videotapes that are studied later.

Focus group interviewing has become one of the major marketing research tools for gaining insight into consumer thoughts and feelings. However, focus group studies usually employ small sample sizes to keep time and costs down, and it may be hard to generalize from the problem of interviewer bias in greater.

Today, modern communications technology is changing thee way that focus groups are conducted.

In addition, with the development of the Internet, many companies are now conducting online focus groups.
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 Strengths and Weaknesses of Contact Methods

                  


Mail        telephone              personal              online

Flexibility                      
Poor            Good                  Excellent            Good

Quantity of data that can 
Good           Fair                    Excellent            Good

Be collected

Control of interviewer   
Excellent     Fair                     Poor                    Fair

Effects

Control of sample                    Fair            Excellent             Fair                     Poor

Speed of data collection          Poor           Good                   Good                   Good

Response rate                          Fair             Good                  Good                   Good

Cost                                         Good           Fair                     Poor                  Excellent

Increasingly, marketing researchers are collecting primary data through online (internet) marketing research- Internet surveys and online focus groups. Although online research offers much promise, and some analysts predict that the internet will soon new the primary marketing research tool, others are more cautious. Marketing Highlight 4.3 summarizes the advantages, drawbacks, and prospects for conducting marketing research on the Internet.

Advances in computers and communications technology have also had a large impact on methods of obtaining information. For example, most research firms now do Computer Assisted Telephone Interviewing (CATI). Professional interviewers call respondents around the country, often using phone numbers drawn at random. When the respondent answers, the interviewer reads a set of questions from video screen and types the respondents answer directly into the computer.

Other firms use computer interviewing in which respondent sit down at a computer, read questions from a screen, and type their own answers into the computer.


The computers might be located at a researcher center, trade show, shopping mall, or retail location. For example, Boston market uses touch-screen computers in its restaurants to obtain instant feedback from customers. Other researchers are conducting interactive focus groups using computers. Some researchers are even using Completely Automated Telephone Surveys (CATS), which employ voice response technology to conduct interviews. The recorded voice of an interviewer asks the questions and respondents answer by pressing numbers on their push-button phones.

Sampling plan. Marketing researcher usually draw conclusions about large groups of consumers by studying a small sample of the total consumer population. A sample is a segment for the population selected to represent the population as an accurate estimates for the thoughts and behaviors for the larger population.

Designing the samples requires three decisions. First, who is to be surveyed (what sampling unit)? The answer to this question is not always automobile purchase, should the researcher interview the husband, wife, other family members, dealership salespeople, or all of these? The researcher must determine what information is needed and who is most likely to have it.

Second, how many   people should be surveyed (what sample size)? Large sample give more reliable results than small samplers. It is not necessary to sample the entire target market or even 

a large portion to get reliable results, however. If well chosen, samples of less than 1 percent of a population can often give good reliability.
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Third, how should the people in the sample be chosen (what sampling procedures)? Table 4 describes different kinds of samples. Using probability samples, each population member has a known chance of being included in the sample, and researchers can calculate confidence limits for sampling error cannot be measured. These varied ways of drawing samples have different costs and time limitations as well as different accuracy and statistical properties. Which method is best depends on the needs of the research project.

Researcher instruments. In collecting primary data, marketing researchers have a choice for two main research instruments-the questionnaire and mechanical devices. The questionnaire is by far the most common instrument whether administered in person, by phone, or inline. Questionnaires are very flexible-there are many ways to ask questions. However, they must be developed carefully and tested before they can be used on a large scale. A carelessly prepared questionnaire usually contains several errors.

In preparing a questionnaire, the marketing researcher must first decide what questions to ask. Questionnaire frequently leave out questions that should be answered and include questions that cannot be answered, will not be answered, or need not be answered. Each question should be checked to see that it contributes to the research objectives.

The form of each question can influence the response. Marketing researchers distinguish between closed-end questions and open-end-questions. Closed-end questions include all the possible answers, and subjects make choices among them. Examples include multiple-choice questions and scale questions. Open-end questions allow respondents to answer in their own words. In a survey of airline users, Delta might simply ask, “what is your opinion of Delta Airlines?” or it might ask people to complete a sentence: “when I choose an airline, the most important consideration is”, these and other kinds for open-end questions often reveal more than closed-end questions because respondents are not limited in their answers. Open-end questions are especially useful in exploratory research, when the researcher is trying to find out what people think but not measuring how many people think in a certain way. Out what people think but not measuring how many people think in a certain way. Closed-end questions, on the other hand, provide answers that are easier to interpret and tabulate.

Researchers should also use care in the wording and ordering for questions. They should use simple, direct, unbiased wording. Questions should be arranged in a logical order. The first question should create interest if possible, and difficult to personal questions should be asked last so that respondents do not become defensive.

Although questionnaires are the most common research instruments, mechanical instruments also are used. We discussed two mechanical instruments, people meters and supermarket scanners. Another group of mechanical devices measures subjects’ physical responses. For example, a galvanometer measures the strength of interest or emotions aroused by a subject’s exposure to different stimuli, such as an ad or picture. The galvanometer detects the minute degree of sweating that accompanies emotional arousal. The tachistoscope flashes an ad to a subject at an exposure range from less than one-hundredth of a second to several seconds after each exposure, respondents’ eye movements to determine at what points their eyes first and how long they linger on a given item. 
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Presenting the Research Plan

At this stage, the marketing researchers should summarize the plan in a written proposal. A written proposal is especially important when the research project is large and complex or when an outside form carries it out. The proposal should cover the management problems addressed and the research objectives, the information to be obtained, the sources of secondary information or methods for collecting primary data, and the results will help management decision making. The proposal also should include research costs. A written research plan or proposal ensures that the marketing manger and researcher have considered all the important aspects of the research, and that they agree on why and how the research will de done.

Implementing the Research Plan

The researcher next puts the marketing plan into action. This involves collecting, processing, and analyzing the information. Data collection can be carried out by the company’s marketing research staff or by outside firms. The company keeps more control over the collection process and data quality by using its own staff. However, outside firms that specialize in data collection often can do the job more quickly and at own cost.

The data collection phase of the marketing research process is generally the most expensive and the most subjects to error. The researcher should watch fieldwork closely to make sure that the plan is implemented correctly and to guard against problems with contacting respondents with respondents who refuse to cooperate or who give biased or dishonest answers, and with interviewers who makes mistakes or take shortcuts.

Researchers must process and analyze the collected data to isolate important information and findings. They need to check data from questionnaires for accuracy and completeness and code it for computer analysis. The researchers then tabulate the results and compute averages and other statistical measures.

Interpreting and Reporting the Findings

The researcher must now interpret the findings, draw conclusions, and report them to management. The researcher should not try to overwhelm mangers with numbers and fancy statistical techniques. Rather, the researcher should present important findings that real useful in the major decisions faced by management.

However, interpretation should not be left only to the researcher. They are often experts in research design and statistics, but the marketing manager knows more about the problem and the decisions that must be made. In many cases, findings can be interpreted in different ways, and discussions between researchers and managers will help point to the best interpretations. The manager will also want to check that the research was carried out properly and that all the necessary analysis was completed. Or, after, seeing the findings, the manager may have additional questions that can be answered through further sifting of the data. Finally, the manger is the one who ultimately must decide what action the research suggests. The researchers may even make the data directly available to marketing mangers so that they can perform new analyses and test new relationships on their own.

Interpretation is an important phase of the marketing process. The best research is meaningless if the manager blindly accepts faculty interpretations from the researcher. Similarly, mangers may be biased –they might tend to accept research results that show what they expected and to reject those that they did not expect or hope for.
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Thus, mangers and researchers must work together closely when 

Interpreting research results, and both must share responsibility for the research process and resulting decisions.

Other Marketing Research Considerations

This section discusses marketing research in two special contexts: marketing research by small businesses and nonprofit organizations, and international marketing research. Finally, we look at public policy and ethics issues in marketing research.

Marketing Research in Small Business and Nonprofit Organizations

Mangers of small business and nonprofit organizations often think that experts in large companies with big research budgets can do marketing research. But many for the marketing research techniques discussed in this chapter also can be used by smaller organizations in a less formal manner and at little or no expenses.

Managers of small businesses and nonprofit organizations can obtain good marketing information simply by observing things around them. For example, retailers can evaluate new locations by observing vehicle and pedestrian traffic. They can monitor competitor advertising by collecting ads from local media. They can evaluate their customer mix by recording how many and what kinds of customer shop in the store at different times. In addition, many small business managers routinely visit their rivals and socialize with competitors to gain insights. Tom Coohill, a chef who owns two Atlanta restaurants, gives mangers a food allowance to dine out and bring back ideas. Atlanta jeweler Frank Maier Jr, who often visits out-of-town rivals, spotted and copied a dramatic way of lighting displays.

Managers can conduct informal surveys using small convenience samples. The director for an art museum can learn what patrons think about new exhibits by conducting informal focus groups-inviting small groups to lunch and having and having discussions on topics of interest. Retail salespeople can talk with customers visiting the store; hospital officials can interview patients. Restaurant mangers might make random phone calls during slack hours to interview consumers about where they eat out and what they think of various restaurants in the area.

Managers also can conduct their own simple experiments. For example, by changing the themes in regular fund-raising mailings and watching the results, a nonprofit manger can find out much about which marketing strategies work best. By varying newspaper advertising, a store manager can learn the effects of things such as ad size and position, price coupons, and media used.

Small organizations can obtain most of the secondary data available to large businesses. In addition, many association, local media, chambers of commerce, and government agencies provide special help to small organizations. The U.S Small Business Administration offers dozens of free publications and a web site (www.sbaonline.sba.gov) that give advice on topics ranging from starting, financing and expanding a small business to ordering business cards. Local newspapers often provide information on local shoppers and their buying patterns. Finally, small businesses can collect a considerable amount of information at very little cost on the Internet. They can scour competitor and customer web sites and use Internet search engines to research specific companies and issues.
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In summary, secondary data collection, observation, surveys, and experiments can all be used effectively by small organizations with small budgets? Although these informal research methods are less complex and less costly, they still must be conducted carefully. Mangers must think carefully 

About the objectives of the research, formulate questions in advance, recognize the biases introduced by smaller samples and less skilled researchers, and conduct the research systematically.

International Marketing Research

International marketing researchers follow the same steps as domestic researchers from defining the research problem and developing a research plan to interpreting and reporting the results. However, these researchers often face more and different problems. Whereas domestic researchers deal with fairly homogenous markets within a single country, international researchers deal with differing markets in many different countries these markets often vary greatly in their levels of economic development, cultures and customers, and buying patterns.

Un many foreign markets, the international researcher has a difficult time finding good secondary data. Whereas U.S marketing researchers can obtain reliable secondary data from dozens of domestic research services, many countries have almost no research service at all. Some of the largest international research service operates in many countries. For example, AC Nielsen Corporation, the world’s largest marketing Research Company, has offices in more than 80 countries with over 72 percent of its revenues coming from outside the United States. Forty-seven percent of the revenues of the world’s 25 largest marketing research firms operate in only a relative side theirs won countries. Thus, even when secondary information is available, it usually must be obtained from many different sources on a country-by-country basis, making the information difficult to combine   or compare.

Because of the scarcity of goods secondary data, international researchers often must collect heir own primary data. Here again, researchers face problems not found domestically or example; they may find it difficult simply to develop good samples. U.S researchers can use current telephone directories, census tract data, and any of several sources of socioeconomic data to construct samples. However, such information is largely lacking in many countries.

Once the sample is drawn, the U.S researcher usually can reach most respondents easily by telephone, by mail, or in person. Reaching respondents is often not so easy in other parts of the world. Researchers in Mexico cannot really on telephone and mail data collection-most data collection is door and concentrated in three or four of the largest cities. Most surveys in Mexico bypass the large segments of the population in which native tribes speaks languages other than Spanish. In some countries, few people have phones; for example, there are only thirty-two phones per thousand people in Argentina. Another countries the postal system is notoriously unreliable. In Brazil, for instance, an estimated 30 percent of the mail is never delivered. In many developing countries, poor roads and transportation systems make certain areas hard to reach, making personal interviews difficult and expensive.

Cultural differences from country to country cause additional problems for international researchers. Language is the most obvious obstacle. For example, questionnaires must be prepared in one language and then translated into the languages of each country researched. Responses then must be translated into the original language for analysis and interpretation. This adds to research costs and increases the risks of error.
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Translating a questionnaire from one language to another is anything but easy. Many idioms, phrases, and statements mean different things in different cultures. For example, a Danish executive noted, “check this out by having a different translator put back into English what you’ve translated from 

English. You’ll get the shock of your life. I remember [an example in which] ‘out of sight, out of mind’ has become ‘invisible things are insane.’ 

Buying roles and consumer decision processes vary greatly from country to country further complicating international marketing research. Consumers in different countries also vary in their attitudes toward marketing research. People in one country may be willing to respond; in other countries, non-response can be a major problem .f or example, customs in some countries may prohibit people from talking with strangers. In certain cultures, research questions often are considered too personal. For example, in many Latin American countries, people may feel embarrassed to talk with researchers about their choices of shampoo, deodorant, or other personal care products. Even when respondents are willing to respond, they may not be able to because of high functional illiteracy rates. Middle-class people in developing countries often make false claims in order to appear well of. For example, in a study of tea consumption in India, over 70percent of middle-income respondents claimed that they used one of several national brands. However, the researchers had good reason to doubt these results-over 60 percent of the tea sold in India is unbranded generic tea.

Despite these problems, the recent growth of international marketing has resulted in a rapid increase in the use of international marketing research. Global companies have little choice but to conduct such research. Although the costs and problems associated with international research may be high, the costs of not doing it-in terms of missed opportunities and mistakes-might be even higher. Once recognized, many of the problems associated with international marketing research can be overcome or avoided.        

Public Policy and Ethics in Marketing Research

Most marketing research benefits both the sponsoring company and its consumers. Through marketing research, companies learn more about consumers’ needs, resulting in more satisfying products and services. However, the misuse of marking research can also harm or annoy consumers. Two major public policy and ethics issues in marketing research are intrusions on consumer privacy and the misuse of research findings.

Intrusion on Consumer Privacy

Many consumers feel positively about marketing research and believe that it serves a useful purpose. Some actually enjoy being interviewed and giving their opinions. However, others strongly resent or even mistrust marketing research. A few consumers fear that searchers might use sophisticated techniques to probe our deepest feelings and then use this knowledge to manipulate our buying. Others may have been taken in by previous “research surveys” that actually turned out to be attempts to sell them something. Still other consumers confuse legitimate marketing research studies with telemarketing or database development efforts and say “no” before the interviewer can even begin. Most, however, simply resent the intrusion. They dislike mail or telephone surveys that are too long or too personal or that interrupts them at inconvenient times. Increasing consumer resentment has become a major problem for the research industry. One recent poll found that 82 percent of Americans worry that they lack control over how businesses use their personal, information, and 41 percent sad that business had invaded their privacy. 
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These concerns have led to lower survey response rates in recent years. One study found 38 percent of Americans now refuse to study found that 59 percent of consumers had refused innovation to a company because they thought it was not really needed or too personal, up from 42 percent just five years earlier.

The research industry is considering several options for responding to this problem. One is to expand its “your opinion counts” program it educate consumers about the benefits of marketing research and to distinguish it from telephone selling and database building. Another option is to provide a toll-free number that people can call to verify that a survey is legitimate. The industry also has considered adopting broad standards, perhaps based on Europe’s International Code of Marketing and Social Research Practice. This code outlines researchers’ responsibilities to respondents and to the general public. For example, it says that researchers should make their names and addresses available to participants, and it bans companies from representing activities such as database compilation or sales and promotional pitches as research.

Misuse of Research Findings

Research studies can be powerful persuasion tools, companies often use study results as claims in their advertising and promotion. Today, however, many research studies appear to be little more than vehicles for pitching the sponsor’s product. In fact, in some cases, the research survey appears to have been designed just to produce the intended effects. 

Thus, subtle manipulations for the study’s sample, or the choice or wording of questions, can greatly affect the conclusions reached.

In others cases, so-called independent research studies actually are paid for by companies with an interest in the outcome. Small changes in study assumptions or in how results are interpreted can subtly affect the direction of the results. For example, at least four widely quoted studies compare the environmental effects of using disposable diapers to those of using cloths diapers are more environmentally friendly. Not surprisingly, the other studies, sponsored by the paper diaper industry, conclude just the opposite. Yet both appear to be correct given the underlying assumptions used.

Recognizing that surveys can be abused, several associations including the American Marketing Association, the Council of American Survey Research Organizations, and the Marketing Research Association-have developed codes of research ethics and standards of conduct. In the end, however, unethical or inappropriate actions cannot simply be regulated away. Each company must accept responsibility for policing the conduct and reporting of its own marketing research to protect consumers’ best interests and its own.

The Components of a Modern Marketing Information System

Every firm must organize a rich flow of information to its marketing mangers. Competitive companies study their mangers’ information needs and design marketing information system (MIS) to meet these needs.

A marketing information system (MIS) consists of people, equipment, and procedures to gather, sort, analyze, evaluate and distribute needed, timely, and accurate information to marketing decision makers.
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To carry out their analysis, planning, implementation and control responsibilities, marketing managers need information about developments in the marketing environment. The role of the MIS is to assess the manager’s information needs, develop the needed information, and distribute that information in a timely fashion. The information is developed through internal company records, marketing intelligence activities marketing research, and marketing decision support analysis.

International Records System

Marketing mangers rely on internal reports on orders, sales, prices, costs, inventory levels, receivable, payables, and so on. By analyzing this information, they can spot important opportunities and problems.

The Order-to-Payment Cycle

The heart of the internal records system is the order-to-payment cycle. Sales representatives, dealers, and customers dispatch orders to the firm. The sales department prepares invoices and transmits copies to various departments. Out-of-stock items are back ordered. Shipping and billing documents that are sent to various departments accompany shipped items.

Today’s companies need to perform these steps quickly and accurately. Customers favor those firms that can promise timely delivery. Customers and sales representative fax or e-mail their orders. Computerized warehouses fulfill these orders quickly. The billing department sends out invoices as quickly as possible. An increasing number of companies are using electronic data interchange (EDI) or intranets to improve the speed, accuracy, and efficiency for the order-to-payment cycle. Retail giant Wal-Mart tracks the stock levels of its products and its computes send automatic replenishment orders to its vendors.

Sales Information Systems

Marketing mangers need up-to-the-minute reports on current sales. Armed with laptop computers, sales reps can access information about prospects and customer and provide immediate feedback and sales report. An ad for sales CTRL, a sales force automation software package, boasts, “your salesperson in St. Louis knows what customer service in Chicago told their customer in Atlanta this morning. Sales managers can monitor everything in their territories and get current sales forecasts anytime.” 

Sales force automation (SFA) software has come a long way. Earlier versions mainly helped mangers track sales and marketing results are acted as glorified date books. Recent editions have put even more knowledge at marketers’ fingertips, often through internal “push” or web technology, so they can give prospective customers more information and keep more detailed notes. Here are three companies that are using computer technology to design fast and comprehensive sales reporting systems.

Marketing Intelligence System

Whereas the internal records system supplies result data, the marketing intelligence system supplies happening data.

A marketing intelligence system is a set of procedures and sources used by managers to obtain everyday information about development in the marketing environment.

Module 16 Strategic Marketing Management                                         5 Marketing Research Decisions

Marketing mangers collect marketing intelligence by reading books, newspaper, and trade publications; talking to customers, suppliers, and distributors; and meeting with other company managers. A company can take several steps to improve the quality of its marketing intelligence.

First, it can train and motivate the sales force to spot and report new developments. Sales representatives are the company’s “eye and ears”, they are positioned to pick up information missed by other means. Yet they are very busy and often fail to pass on significant information. The company must “sell” its sales force on their importance as intelligence gatherers. 

Sales reps should know which types of information to send to which mangers. For instance, the prentice hall sales reps who sell this textbook let their editors know what is going on in each discipline ho is doing exciting research, and who plans to write cutting-edges textbooks.

Second, the company can motivate distributors, retailers, and other intermediaries to pass along important intelligence.

Many companies hire specialists to gather marketing intelligence. Retailers often send mystery shoppers to their stores to assess how employees treat customers he city of Dallas recently hired feedback plus, a professional-shopper agency, to see how car-pound employees treat citizens picking up their cars. Neiman Marcus employs the same agency to shop at its 26 stores nationwide. “Those stores that consistently score high on the shopping service,” says Neiman Marcus senior VP, “not so coincidentally have the best sales.” The stores will tell    salespeople that they’ve “been shopped” and give them copies for the mystery shopper’s report. Typically questions on the report are: how long before a sale associate greeted you? Did the sales associate act as if he or she wanted your business? Was the sales associate knowledgeable about products in stock?

Third, companies can learn about competitors by purchasing their products; attending open houses and trade shows reading competitors’ published reports; attending stockholders’ meetings; talking to employees, dealers, distributors, suppliers, and freight agents; collecting competitors; ads; and reading the Wall Street Journal, the New York Times, trade association papers.  

Fourth, the company can set up a customer advisory panel made up of representative customers or the company’s largest customers or its most outspoken or sophisticated customers. For example, Hitachi Data Systems holds a three-day meeting with its customer panel of 20 members every 9 months. They discuss service issues, new technologies, and customers’ strategic requirements. The discussion is free-flowing and both parties gain; the company gains valuable information about customer needs; and the customers feel more bonded to a company that listens closely to their comments. 

Fifth, the company can purchase information from outside suppliers such as the A.C Nielsen Company and information resources, inc. these research firms gather and store consumer-panel data at a much lower cost than the company could do on its own. 

Sixth, some companies have established a marketing information center to collect and circulate marketing intelligence. The staff scans the Internet and major publications, abstract relevant news, and disseminates a news bulletin to marketing managers. It collects and files relevant information and assists managers in evaluating new information.
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Marketing Research System

Marketing managers often commission formal marketing studies of specific problems and opportunities hey may request a market survey, a product-preference test, a sales forecast by region, or on advertising evaluation. We define marketing research as follows:

Marketing research is the systematic design, collection analysis, and reporting of data and findings relevant to a   specific marketing situation facing the company.

Suppliers of Marketing Research

A company can obtain marketing research in a number of ways. Most large companies have their own marketing research departments.

Engaging students or professors to design and carry out projects. One Boston University MBA project helped American express develops a successful advertising campaign geared toward young professional. The cost: $15,000.

Using the Internet. A company can collect considerable information at very little cost by examining competitors web sites, monitoring chat rooms, and accessing published data.

Checking out rival. Many small companies routinely visit their competitors. Tom Coohill, a chef who owns two Atlanta restaurants, gives managers a food allowance of dine out and bring back ideas. Atlanta jeweler Frank Maier Jr, who often visits out-of town rivals, spotted and copied a dramatic way of lighting displays.

Companies normally budget marketing research at 1 percent to 2 percent of company sales. A large percentage is spent buying the services of outside firms. Marketing research firms fall into three categories:

i. Syndicated-service research firms: these firms gather consumer and trade information, which they sell for a free. Examples: Nielsen media research, SAMI/Burke.

ii. Custom marketing research firms: these are firms hired to carry out specific projects. They design the study and report the findings.

iii. Specialty-line marketing research firms: these firms provide specialized research services. The best example is the field-service firms, which sells field-interviewing services to other firms.
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Figure 3. The Marketing Research Process










The Marketing Research Process.

Effective marketing research involves the five steps shown in figure 4.1.we will illustrate these steps will the following situation:

American airlines are constantly looking for new ways to serve its passengers. One manager came up with the idea of offering phone services. The other mangers got excited about this idea. The marketing manager volunteered to do some preliminary research. He contacted a major telecommunications company to find out the cost of providing this service on B747 coast-to-coast flights. The telecommunications company said that the equipment would cost the airline about $1,000 a flight. The airline could break even if it charged $25 a phone call and at least 40 passengers made calls during the flight. The marketing manager then asked the company’s marketing research manager to find out how air travels would respond to this new service.

Step 1: Define the Problem and Research Objectives

Management must not define a problem too broadly or too narrowly. A marketing manager who tells the marketing researcher, “find out everything you can about air travelers’ needs”, will collect a lot of unnecessary information. Similarly, a marketing manager who says, “find out if enough passengers aboard a B747 flying between the East Coast and West Coast would be willing to pay $25 to make a phone call so that American airlines would break even on the cost of offering this service,” is taking too narrow a view of the problem. 
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To get the information she needs, the marketing researcher could say: “why does a call have to be priced at $25? Why does American have to break even on the cost of the service? The new service might attract enough new passengers to American so that even if they don’t make enough phone calls, American will make money out of attracting new passengers”.

In discussing the problem, American’s manager discovered another issue. If the new service were successful, how fast would other airlines copy it? Airline marketing competition is replete with examples of new services that were so quickly copied by competitors that no airline gained a competitive advantage. How important is it to be first and how long could the lead be sustained?

The marketing manager and marketing researcher agreed to define the problem as follows: “will offering an in-flight phone service create enough incremental preference and profit for American airlines to justify its cost against other possible investments American might make?” they then agreed on the following specific research objectives:

i. What are the main reasons that airline passengers place phone calls while flying?

ii. What kinds of passengers would be the most likely to make call?

iii. How many passengers are likely to make calls, given different price levels?

iv. How many extra passengers might choose American because of this new service?

v. How much long-term goodwill will this service add to American airlines’ image?

vi. How important is phone service relative to improving other factors such as flight schedules, food quality, and baggage handling?

Not all research projects can be this specific. Some research is exploratory-its goal is to shed light on the real nature of the problem and to suggest possible solutions or new ideas. Some research is descriptive-it seeks to ascertain magnitudes, such as how many people would make an in-flight phone call at $25 a call. Some research is casual- its purpose is to test a cause a cause-and-effect relationship. For example, would passengers make more calls if the phone were located next to their seat rather than in the aisle near the lavatory?  

Step 2: Develop the Research Plan

The second stage of marketing research calls for developing the most efficient plan for gathering the needed information. The marketing manger needs to know the cost of the research plan before approving it. Suppose the company estimates that launching the in-flight phone service would yield a long-term profit of $50,000. The manager believes that doing the research would lead to an improved pricing and promotional plan and a long-tern profit of $90,00. In this case, the manger should be willing to spend up to $40,000 on this research. If the research would cost more than $40,000, it is not worth doing. Designing a research plan calls for decisions on the data sources, research approaches, research instruments, sampling plan, and contact methods.

Data sources. The researcher can gather secondary data, primary data, or both. Secondary data are data that were collected for another purpose and already exist somewhere. Primary data are data gathered for a specific purpose or for a specific research project.

Researchers usually start their investigation by examining secondary data to see whether their problem can be partly or wholly solved without collecting costly primary data. Secondary data provide a starting point for research and offer the advantages of low cost and ready availability.
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The Internet, or more particularly, the World Wide Web, is now the greatest repository of information the world has seen. In an incredibly short span of time, the web has become a key tool for sales and marketing professionals to access competitive information or conduct demographic, industry, or customer research. See the marketing memo “secondary sources of data on-line” for a mini directory of sites where you can conduct free or at least inexpensive market research.

When the needed data do not exist or are dated, inaccurate, incomplete, or unreliable, the researcher will have to collect primary data. Most marketing research projects involve some primary-data collection. The normal procedure is to interview some people individually or in groups to get a sense of how people feel about the topic in question and then develop a formal research instrument, debug it, and carry it into the field.

When stored and used properly, the data collected in the field can form the backbone of later marketing campaigns. Direct marketers such as record clubs, direct-card companies, and catalog houses have long understood the power of database marketing.

A customer or prospect database is an organized collection of comprehensive data about individual customers, prospect, or suspects that is current, accessible and actionable for marketing purposes such as lead generation lead qualifications, sale of a product o r service, or maintenance of customer relationships.

Some techniques that are becoming increasingly popular are data warehousing and data mining-but they are not without risks. See the marketing fort the millennium box, “companies turn to data mining: exercise care.” 

Research approaches. Primary data can be collected in five ways: observation, focus groups, survey behavioral data, and experiments.

Observational research: fresh data can be gathered by observing the relevant actors and settings. The American airline researchers might meander around airports, airline offices, and travel agencies to hear how travelers talk about the different carriers. The researchers can fly on American and competitors’ plane to observe the quality of in-flight of in-flight service. This exploratory research might yield some useful hypotheses about how travelers choose air carries.

Focus-group research: a focus group is a gathering of six to ten people who are invited to spend a few hours with a skilled moderator to discuss a product, service, organization, or other marketing entity. The moderator needs to be objective, knowledgeable on the issue, and skilled in-group dynamics. Participants are normally plaid a small sum of attending. The meting is typically held in pleasant surroundings and refreshments are served.

In the American airlines research, the moderator might start with a broad question, such as “how do you feel about air travel?” questions then move to how people regard the different airlines, different 

Services, and in-flight telephone service. The moderator encourages free and easy discussion, hoping that the group dynamics will reveal deep feelings and thoughts. At the same time, the moderator “focuses” the discussion. The discussion, recorded through note summer beliefs attitudes, and behavior.

Focus group research is a useful exploratory step. Consumer-goods companies have been using focus groups for many years, and an increasing number of newspaper, law firms, hospitals and public-service organizations are discovering their value. 
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However, researchers must avoid generalizing the reported feelings of the focus-groups participants to the whole market, because the sample size is too small and sample is not drawn randomly.

With the development for the World Wide Web, many companies are now conducting on-line focus groups:

· Survey research: surveys are best suited for descriptive research. Companies undertake surveys to learn about people’s knowledge, beliefs, preferences, and satisfaction, and to measure these magnitudes in the general population. American airlines researchers might want to survey how many people know American, have it, prefer it, and would like telephone availability.

· Behavioral data: customers leave traces of there purchasing behavior in store scanning data, catalog purchase records, and customer databases. Analyzing this data can learn much. Customers’ actual purchases reflect revealed preferences and often report preferences for popular brands, and yet the data show them actually buying other brands. For example, grocery-shopping data show that high-income people do not necessarily buy the more expensive brands, contrary to what they might state in interviews; and many low-income people buy some expensive brands. Clearly American airlines can learn many useful things about it passengers by analyzing ticket purchase, records.

· Experimental research: the most scientifically valid research is experimental research. The purpose of experimental research is to capture cause-and-effect relationships by eliminating competing explanations of the observed findings. To the extent that the design and execution for the experiment eliminate alternative hypotheses that might explain the results, the research and marketing managers can have confidence in the conclusions. It calls for selecting matched groups of subjects, subjecting them to different treatments, controlling extraneous variables, and checking whether observed response differences are statistically significant. To the extent that extraneous factors are eliminated or controlled, the observed effects can be related to the variations in the treatments.

American airlines might introduce in-flight phone service on one of its regular flights form New York to Los Angeles at a price of $25 a phone call. On the same flight the following day, it announces the availability for this services at $15 a phone call. If the plane carried the same number and type of 

Passengers on each flight, and the day of the week made no difference, any significant difference in the number of calls made could relate to the price charged. Trying other prices, replicating the same prices on a number of flights, and including other air routes in the experiment could elaborate the experimental design further. 

Research instruments. Marketing researchers have a choice for two main research instruments in collecting primary data: questionnaires and mechanical devices.

Questionnaires: a questionnaire consists of a set of questions presented to respondents for their answers. Because of its flexibility, the questionnaire is by for the most common instrument used to collect primary data. Questionnaires need to be carefully developed, tested, and debugged before they are administered on a large scale.
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In preparing a questionnaire, the professional marketing researcher carefully chooses the questions and their form, wording, and sequence. Then form of question asked can influence the response. Marketing researchers distinguish between closed-end and open-end questions allow respondents to answer in their won words. Closed-end questions provide answers that are easier to interpret and tabulate. Open-end questions are especially useful in exploratory research, where thee researcher is looking for insight into how people think rather than in measuring how many people think a certain way.

Finally, the questionnaire designer should exercise care in the wording and sequencing of questions. The questionnaire should use simple, direct, unbiased wording and should be pretested with a sample of respondents before it is used. The lead question should attempt to create interest. Difficult or personal questions should be asked toward the end so that respondents do not become defensive early. Finally, the questions should flow in a logical order.

Mechanical instruments. Mechanical devices are occasionally used in marketing research. Galvanometers measure the interest or emotions aroused by exposure to a specific ad or picture. The tachistoscope flashes an ad to a subject with an exposure interval that may range from less than one hundredth of a second to several seconds. After each exposure, the respondent describes everything he or she recalls. Eye cameras study respondents, eye movements to see where their eyes land first, how long they linger on a given item, and so on. An audiometer is attached to television sets in participating homes to record when the set is on and to which channel it is tuned.

Sampling plan. After deciding on the research approach and instruments, the marketing researcher must design a sampling plan. This plan calls for three decisions:

Sampling unit: who is to be surveyed? The marketing researcher must define the target population that will be sampled. In the American Airlines survey, should the sampling unit be business travelers, vacation travelers, or both? Should travelers under age 21 be interviewed? Should both husbands and wives be interviewed? Once the sampling unit is determined, a sampling frame must be developed so that everyone in the target population has an equal or known chance of being sampled.

Sample size: how many people should be surveyed? Large samples give more reliable results than small samples. However, it is not necessary to sample the entire target population or even a substantial portion to achieve reliable results. Sample of less than 1 percent of a population can often provide good reliability, given s credible sampling procedure.
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Sampling procedure: how should the respondents be chosen? To obtain a representative sample, a probability sample population should be drawn. Probability sampling slows the calculation of confidence limits of sampling error. Thus one could conclude after the samples is taken that “the interval 5 to 7 trips per year has 95 chances in 100 of containing the true number of trips taken annually by air travelers in the southwest.” Three types of probability sampling are described in table 69, part A. when the cost or time involved in probability sampling is too high, marketing researchers will take non probability samples. Table 4.3, part B, describes three types of non-probability sampling. Some marketing researchers feel that non-probability samples are very useful in many circumstances, even though they do not allow sampling error to be measured.

Contact methods. Once the sampling plan has been determined, the marketing researcher must device how the subject should be contacted: mail, telephone, personal, or on-line interviews.

The mail questionnaire is the best way to reach people who would not give personal interviews or whose responses might be biased or distorted by the interviewers. Mail questionnaire require simple and clearly worded questions. Unfortunately, the response rate is usually low or slow. Telephone interviewing is the method gathering information quickly; the interviewer is also able to clarify questions if respondents do not understand them. The response rate is typically higher than in the case of mailed questionnaires. The main drawback is that the interviews have to be short and not too personal. Telephone becoming suspicious of telemarketing.

Personal interviewing is the most versatile method. The interviewer can ask more questions and record additional observations about the respondent, such as dress and body language. Personal interviewing is the most expensive method and requires more administrative planning and supervision than the other three. It is also subject in interviewer bias or distortion. Personal interviewing takes two forms. In arranged interviews, respondents are contacted for an appointment. Often a small payment or views, respondents are contacted for an appointment. Often a small payment or incentives is offered. Intercept interviews involve stopping people at shopping mall or busy street corner and requesting an interview. Intercept interviews have drawback of being non-probability samples, and the interviews must not require too much time.

There is increased use of on-line interviewing. A company can include a questionnaire at its web page offer an incentive to answer the questionnaire. Or it can place a banner on some frequently visited site inviting people to answer some questions and possibly with a prize. Or the company can enter a target chat room and seek volunteers for a survey. In collecting data on-line, however, the company must recognize the data’s limitations. The company cannot assume that the data are representative of a target population, because the respondents are self-selected. People in the target market who do not use the internet or who don’t want to answer a questionnaire can bias the results till the information can be useful for exploratory research in suggesting hypotheses that might be investigated in a more scientific subsequent survey. Many companies are now using automated telephone surveys to solicit market research information. Metro Health Systems in Cleveland used to have a dismal return rate of 50 percent patient-satisfaction surveys. Then the company teamed up with sprint healthcare systems of Overland park, Kansas, to deliver an interactive phone survey. Under the pilot project, patients who left the hospital received a phone card with a toll-free number. When they dialed, a recording asked them several questions about their hospital experience. Results that once took months to sort now came back in a few days, and more patients completed the survey. And how do you provide incentives for customers to answer your automated survey? One popular
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approach is to use prepaid phone cards as an incentive. A survey is programmed into an interactive call system that not only administers the survey but also sorts the results virtually any way the client wants them. Then the client distributes the calling cards to its selected market segment. When the call users place their free calls, a voice prompt asks them if they would like to gain additional minutes by taking a short survey. NBC, coco-cola and Amoco are some are some of the companies that have used prepaid phone cards to survey their customers.

 Probability and non-probability samples

A. Probability sample

Simple random sample
 every member of the population has an equal chance of selection

Stratified random sample       the population is divided into mutually exclusive groups (such as age groups), and random samples are drawn from each group.

Cluster (area) sample
the population is divided into mutually exclusive groups (such as city blocks), and the researcher draws a sample of the groups to interview.

B. Non probability sample

Convenience sample:
the researcher selects the most accessible population members.

Judgment samples:
the researcher selects population members who are good prospects for accurate information.

Quota sample
the researcher finds and interviews a prescribed number of people in each of several categories.

Step 3: collect the information

The data collection phase of marketing research is generally the most expensive and the most prone to error. In the case of surveys, four major problems arise. Some respondents will not be at home and must be recontacted or replaced. Other respondents will refuse to cooperate. Still others will give biased or dishonest answers. Finally, some interviewers will be biased or dishonest.

Yet data collection methods are rapidly improving thanks to computers and telecommunications. Some research firms interview form a centralized location. Professional interviewers sit in booths and draw telephone numbers at random. When the phone is answered, the interviewers reads telephone numbers at random hen the phone is answered the interviewer reads a set of questions form a monitor and types the respondents’ answers into a computer. This procedure eliminates editing and coding, reduces errors, saves time, and produces all the required statistics. Other research firms have set up interactive terminal, read the question from the monitor, and type in their answers. Most respondents enjoy this form for “robot” interviewing.

Several recent technical advances have permitted marketers to research the sales impact for ads and sales promotion. Information resources, inc. recruit of supermarkets equipped with scanners and electronic cash registers. Scanners read the Universal Product Code on each product purchased, recording the brand, size, and price for inventory and ordering purposes. Meanwhile, the firm has recruited a panel of these stores’ customers who have agreed to charge their purchases with a special shopper’s Hotline ID card, which holds information about household characteristics, lifestyles and income. These same customers have also agreed to let their television-viewing habits be monitored by a black box. All consumer panelists receive their programs through cable television, and information resources controls the advertising messages being sent to their houses. The firm can then capture through store purchases which ads led to more purchasing and by which customers.
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Step 4: analyze the information

The next-to-last step in the marketing research process is to extract findings from the collected data. The researcher tabulates the data and develops frequency distributions. Average and measures of dispersion are computed for the major variables. The researcher will also apply some advanced statistical techniques and decision models in the hope of discovering additional findings.

Step 5: present the findings

As the last step, the researcher presents the findings to the relevant parties. The researcher should present major findings that are relevant to the major marketing decisions facing management.

The main survey finding for the American Airlines case show that:

 The chief reasons for using in-flight phone service are emergencies, urgent business deals, and mix-ups in flight times. Making phones calls to pass the time would be rare. Most for the calls would be made by businesspeople on expense accounts.

 About 20 passengers out of every 200 would make in-flight phone calls at a price of $25 a call; about 40 would make calls at $15. Thus a charge of $15 would produce more revenue (40 x $15 = $600) than $25 (20x $25 = $500). Still, this is far below the in-flight break-even cost of $1,000.

 The promotion of in-flight phone service would win American about tow extra passengers on each flight. The net revenue from these two extra passengers would be about $400, and the airline would be able to break even.

 Offering in-flight services would strengthen the public’s image of American Airlines as an innovative and progressive airline. American would break even and gain some new passengers and customer goodwill.

Of course, these findings could suffer from a variety of errors, and management may want to study the issues further. But American could now have more confidence in launching the telephone service.

Overcoming barriers to the use of marketing research


 In spite the rapid growth of marketing research, many companies still fail to use it sufficiently or correctly, for several reasons:

A narrow conception for marketing research: many mangers see marketing research as a fact-finding operation. They expect the researcher to design a questionnaire, choose a sample, conduct interviews, and report results, often without a careful definition for the problem of the decision alternatives facing management. When fact-finding fails to be useful management’s idea of the limited usefulness of marketing research is reinforced.

Uneven caliber for marketing researchers: some managers view marketing research as little more than a clerical activity and reward it as such. Less competent marketing researchers are hired, and their weak training and deficient creativity lead to unimpressive results. The disappointing results reinforce management’s prejudice against marketing research. Management continues to pay low salaries to its market researchers, thus perpetuating the basic problem.

Late and occasionally erroneous findings by marketing research: managers want quick results that are accurate and conclusive. Yet good marketing research takes time and money. Mangers are disappointed when marketing research costs too much or takes too much time. 
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They also appoint to well-known cases where the marketing research predicted the wrong result, as when coca-cola introduced in New Coke.

Personality and presentational differences: differences between the styles of line managers and marketing researchers often get in the way of productive relationships. To a manger who wants concreteness, simplicity, and certainty, a marketing researcher’s report may seem abstract, complicated, and tentative. Yet in the more progressive companies, marketing researchers are Increasingly being included as members for the product management team, and    their influence on marketing strategy is growing.

Marketing Decision Support System

A growing number of organizations are using a marketing decision support system to help their marketing managers make better decisions. Little defines an MDS as follows:

A marketing decision support system (MDSS) is a coordinated collection of data, systems, tools and techniques with supporting software and hardware by which an organization gathers and interprets relevant information from business and environment and turns it into a basis for marketing action.

An Overview of Forecasting and Demand Measurement

One major reason for undertaking marketing research is to identify market opportunities. Once the research is complete, the company must measure and forecast the size, growth, and profit potential of each market opportunity. Sales forecasts are used by finance to raise the needed cash for investment and operations; by the manufacturing department to establish capacity and output levels; by purchasing to acquire the right amount of supplies; and by human resources to hire the needed number of workers. Marketing is responsible for preparing the sales forecast. If its forecast is far off the mark, the company will be saddled with excess inventory or have inadequate inventory.

Sales forecasts are based on estimates of demand. Managers need to define what they mean by market demand.

The Measures of Market Demand

Companies can prepare as m any as 90 different types of demand estimates. Demand can be measured for six different product levels, five different space levels, and three different time levels.

Each demand measure serves a specific purpose. A company might forecast short run demand for a particular product for the purpose of ordering raw materials, planning production, and borrowing cash. It might forecast regional demand for its major product line to decide whether to set up regional distribution.

Which Market to Measure?

Marketers talk about potential markets, available markets, served markets, and penetrated markets. Let us start with the definition of market:

A market is the set of all actual and potential buyers of a market offer.

The size of a market hinges on the number of buyers who might exist for a particular market offer. The potential market is the set of consumers who profess a sufficient level of interest in a market offer.
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Consumer interest is not enough to define a market. Potential consumers must have enough income and must have access to the product offer. The available market is the set of consumers who have interest, income, and access to a particular offer.

For some market offers, the company or government may restrict sales to certain groups for example, particular state might ban motorcycle sales to anyone less than 21 years of age. The eligible adults constitute the qualified available market-the set of consumers who have interest, income, access, and qualifications for the particular market offer.

A company can go after the whole available market or concentrate on certain segments. The target market is the part is the part of the qualified available market the company decides to pursue. The company, for example might decide to contrite its marketing and distribution effort on the East Coast.

The company will end up selling to certain number of buyers in its target market. The penetrated market is the set of consumers who are buying the company’s product.

These market definitions are a useful tool for market planning. If the company is not satisfied   with its current sales, it can take a number of actions. It can try to attract a larger percentage of buyers from its target market. It can lower the qualifications of potential buyers. It can expand its available market by opening distribution elsewhere or lowering its price. Ultimately, the company can try to expand the potential market by advertising the product to less interested consumers or ones not previously targeted.

A Vocabulary for Demand Measurement

The major concepts in demand measurement are market demand and company demand. Within each,  we distinguish among a demand function, a sale forecast, and a potential.

Market Demand

As we’ve seen, the marketer’s first step in evaluating marketing opportunities is the estimate total market demand.

Market demand for a product is the total volume that would be bought by a defined customer group in defined geographical is in a defined time period in a defined marketing environment under a defined marketing program.

Market demand is not a fixed number but rather a function of the stated conditions or this reason, it can be called the market demand function. The horizontal axis shows different possible levels of industry marketing expenditure in a given time period. The vertical maxis shows the resulting demands level. The curve represents the estimated market demand associated with varying levels of industry marketing expenditure. Some base sales (called the market minimum labeled Q1 in the figure) would take place without any demand stimulating expenditures. Higher levels increasing rate, them at a decreasing rate. Marketing expenditures beyond a certain level would not stimulate much further demand. Thus suggesting an upper limit to market demand called the market potential (labeled Q2 in the figure).

The distance between the market minimum and the market potential shows the overall marketing sensitivity of demand. We can think of two extremes types of markets, the expansible and the non-expansible. An expansible market, such as the market for racquetball playing, is very much affected in its total size by the level of industry marketing expenditures. 
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A non expansible market-for example, the market of opera-is not much affected by the level of marketing expenditures; the distance between Q 1nad Q2 is relatively small. Organizations selling in a non-expansible market must accept the market’s size (the level of primary demand for the product class) and direct their efforts to winning a larger market share for their product (the level of selective demand for the company’s product).

It is important to emphasize that the market demand function in snot a picture of market demand over time. Rather, the curve shows alternative current forecasts of market demand associated with alternative possible levels of industry marketing effort in the current period.

Market Forecast

Only one level of industry marketing expenditure will actually occur. The market demands corresponding to this level is called the market forecast.

Market Potential

The market forecast shows expected market demand, not maximum market demand. For the latter, we have to visualize the level of market demand resulting from a “very high” level of industry marketing expenditure, where further demand.

Market potential is the limit approached by market demand as industry marketing expenditures approach infinity for a given marketing environment.

The phrase “for a given market environment” is crucial. Consider the market potential for automobiles in a period of recession versus a period of prosperity. The market potential is higher during prosperity. The dependence of market potential on the environment is illustrated in figure Module 16 (b). Market analysts distinguish between the position of the market demand function and movement along it. Companies cannot do anything about the position of the market demand function, which is determined by the marketing environment. However, companies influence their particular location on the function when they decide how much to spend on marketing.

Company Demand

We are now ready to define company demand.

The company demand is the company’s estimated share of market demand at alternative levels of company marketing effort in a given time period.

The company’s share of market demand depends on how its products, services, prices, communications, and so on are perceived relative tit he competitors’. If other things are equal, the company’s market share would depend on the size and effectiveness of its market expenditures relative to competitors. Letting model builders have developed sales-response functions to measure how its marketing expenditure level affects a company’s sales, marketing mix, and marketing effectiveness.

Company sales forecast

Once marketers have estimated company demand, their next task is to choose a level of marketing effort. The chosen level will produce an expected level of sales.

The company sales forecast is the expected level of company sales based on a chosen marketing plan and an assumed marketing environment.
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The company’s sales forecast is represented graphically with company sales on the vertical axis and company marketing effort on the horizontal axis, as in figure 4.4. Too often the sequential relationship between the company forecast so the company marketing plan is confused. One frequently hears that the company should develop its marketing plan on the basis of its sales forecast. This forecast-to-plan sequence is valid if “forecast,” means an estimate of sales company. The company sales forecast does not establish a basis for deciding what to spend on marketing. On the contrary, then sales forecast is the result of an assumed marketing expenditure plan. 

Two other concepts are worth mentioning in relation to the company sales forecast. 

A sale quota is the goal set for a product line, company division, or sales representative. It is primarily a managerial device for defining and stimulating sales effort.

Management sets sales quotas on the basis of the company’s forecast and the psychology of stimulating its achievement. Generally, sales quotas are set slightly higher then estimated sales to stretch the sales force’s effort.

A sales budget is a conservative estimate of the expected volume of sales and is used primarily for making current purchasing, production, and cash-flow decisions.

The sales budget considers the sales forecast and the need to avoid excessive risk. Sales budgets are generally set slightly lower than the sales forecast.

Company Sales Potential

Company sales potential is the sales limit approached by company demand as company-marketing effort increases relative to competitors. The absolute limit of company demand is, of course, the market potential. The two would be equal if the company achieved 100 percent of the market. In most case, company sales potential is less than market potential even when company marketing expenditures increase considerably relative to competitors’. The reason is that each competitor has a hard core of loyal buyers who are not very responsive to other companies’ effort to woo them.

Estimating Current Demand

We are now ready to examine practical methods for estimating current market demand. Marketing executives want to estimate total market potential, are market potential, and total industry sales and market shares.

Total Market Potential

Total market potential is the maximum amount of sales that might be available to all the firms in an industry during a given period under a given level of industry marketing effort and given environmental conditions. A common way to estimate total market potential is as follows: estimate the potential number of buyers times the average quantity purchased by a buyer time the price.

If 100 million people buy books each year, and the average book buyer three books a year, and the average price of a book is $10, then the total market potential for books is $3 billion (100 million 3 x $10). The most difficult component to estimate is the number of buyers in the specific product or market. One can always start with the total population is the nation, say 261 million people. The next step is to eliminate groups that obviously would not buy the product. Let us assume that illustrate people and children under 12 do not buy books, and they constitute 20 percent of the population.
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This means that only 80 percent of the population, or approximately 209 million people, would be in the suspect pool. We might do further research constitute over 30 percent of the suspect pool. 

Eliminating them, we arrive at a prospect pool of an approximately 146.3 million book buyers. We would use this number of potential buyers to calculate total market potential.

A variation on this method is the chain-ratio method. It involves multiplying a base number by several adjusting percentages. Suppose a brewery is interested in estimating the market potential for a new light beer. An estimate can be made by the following calculation.

Demand for the new light beer = population X personal discretionary income per capital x average percentage of discretionary income spent on food x average percentages of amount spent on beverages that is spent on alcoholic beverages that is the spent on beer x expected percentage amount spent on beer that will be spent on light beer.

Area Market Potential

Companies face the problem of selecting the best territories and allocating their marketing budget optimally among these territories. Therefore, they need to estimate the market potential of different cities, states, and nations. Two major methods of assessing are markets potential are available: the market-buildup method, which is used primarily by business marketers, and the multiple-factor index method, which is used primarily by consumer marketer.

Market-buildup method. The market-buildup method calls for identifying all the potential buyers in each market and estimating their potential purchases. This method produces accurate results if we have a list of all potential buyers and a good estimate of what each will buy. Unfortunately, this information is not always easy to gather.

Consider a machine-tool company that wants to estimate there are market potential buyers of wood lathe in the are. The buyers consist primarily of manufacturing establishments that have to shape or ream wood as part of their operation’s o the company could compile a list from a directory of all manufacturing establishments in the Boston area. Then it could estimate the number of lathes each industry might purchase based on the number of lathes per thousand employees of per $1 million of sales in that industry.

An efficient method of estimating are market potentials makes use of the standard industrial classification (SIC) system developed by them U.S Bureau of the Census. The SIC classifies all manufacturing into 20 major industry groups, each with a two digit code. Thus number 25 is furniture and fixtures, and number 35 is machinery except electrical. Each major industry group is further subdivided into about 150 industry groups designated by a three-digit code (number 251 is household furniture, and number 252 is office furniture). Each industry is further subdivided into approximately 450 product categories designated by a four-digit code (number 2521 is wood office furniture and, and number 2522 is metal office furniture). For each four digit SIC number, the census of manufacturers provides the number of establishments’ subclassfield by location, number of employees, annual sales, and net north. The SIC system is currently being changed over the new north American industry classification system (NAICS), which was developed by the United States, Canada, and Mexico to provide statistics that are comparable across the three countries. 
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It includes 350 new industries, and it uses 20 instead of the SIC’s 10 broad sectors of the economy, changes than a four-digit code, with the last digit changing depending on the county. The first information based ion the new system will be published in early 1999 in the new economic census data.

To use SIC, the manufacturer must first determine the four-digit SIC codes that represent products whose manufacturers are likely to require lathe machines. For example, lathes will be used by manufacturers in SIC number 2511 (wood household furniture), number 2521 (wood office furniture), and so on. To get a full picture of all four digits SIC industries that might use lathes, the company can use three methods: 

It can Determine Past Customers’ SIC Codes; 

It can go through the SIC manual and check off all the four digit industries that, in its judgment, would have an interest in lathers; 

It can mail questionnaire to a wide range of companies inquiring about their interest in wood lathes.

The company’s next task is to determine an appropriate base for estimating the number of lathes that will be used in each industry. Suppose customer industry sales are the most appropriate base. For example, in sic number 2511, ten lathes may be used for every $1 million worth of sales. Once the company estimates the rate of lathe ownership relative to the customer industry’s sales, it can compute the market potential.

Table 68 shows a hypothetical computations for the Boston are involving two sic codes. In number 2511 (wood household furniture), three are six establishments with annual sales of $1 million and two establishments with annual sales of $5 million. It is estimated that 10 lathes can be sold in this Sic code for every $1 million account for $6 million in sales, which is a potential of lathes (6 x 10). Altogether, it appears that the Boston are has a market potential for 200 lathes.

The company can use the same method to estimate the market potential for other areas in the country. Suppose the market potentials for all the markets add up to 2,000 lathes. This means that the Boston market contains 10 percent of the total market potential, which might warrant the company’s allocating 10 percent of its marketing expenditures to the Boston market. In practice, SIC information is not enough. The lathe manufacturer also needs additional information about each market, such as the extent of market saturation, the number of competitors, the market growth rate, and the average age of existing equipment.

If the company decides to sell lathes in Boston, it must know how to identify the best-prospect companies. In the old days, sales reps called on companies door to door; this was called bird-dogging or smoke stacking. Cold calls are far too costly today. The company should get a list of Boston companies and qualify them by direct mail or telemarketing to identify the best prospects. The lathe manufacturers can access Dun’s market identifies, which lists 27 key facts for every 9,300,000 business locations in the United States and Canada.
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Marketing Costs Analysis

Marketing cost analysis is another important tool or technique of marketing control. In recent years, business firms all over the world have experienced steep escalations in their marketing and distributions costs. They have found, to their dismay, that increased sales do not necessarily bring them increased profits. Containing marketing and distribution costs has become an imperative for optimizing profits.

The Importance of Marketing Cost Analysis

The marketing chief of firm has to give maximum attention to marketing cost control. And if he has to effectively control the marketing costs, he has to comprehend the components of the marketing costs and the methods available for their control. He must have an effective system to track them down. He must also analyze them systematically. For, without systematic analysis of the marketing costs, it will not be possible to control these costs, and without such costs, and without such cost control, marketing control is meaningless. Today, in most firms, marketing cost analysis has become a prominent marketing control technique.

Benefits Flowing from Marketing Cost Analysis

The firm from a careful and systematic marketing cost analysis derives a variety of benefits. The important ones among them are listed below:

It helps control and reduce the marketing costs, and thereby argument savings and surplus

It helps identify costs of performing specific marketing functions/activities; throws up alternatives ways of performing these functions/activities; and provides an evaluation of cost vs. benefit of various alternatives.

It helps improve the competitive position of products of the firm in the market. If costs are reduced, prices can be kept competitive

It helps drop in profitable customers, products, channels and markets and enables the firm to identify and concentrate on relatively profitable products, customers, channels and markets. The firm may even take a decision to carry on with the unprofitable customers, products and markets. But with marketing cost analysis, the decision is a conscious one, to support the long-term interests of the firm.

It helps appraise the true cost and true value of each marketing service provided by the firm – such as delivery, presale and after-sale service, credit facilities, etc.

Types of Marketing Cost

Marketing costs in modern large-sized firms are of a kaleidoscopic variety. There are many components to the marketing costs and they vary in their significance, size, measurability and uncontrollability.
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Marketing costs can be broadly categorized as follows:

· Physical distribution costs

· Inventory costs or costs of holding stocks

· Channel costs or costs of remunerating and administering the distribution channel

· Selling/sales administration costs 

· Promotional costs

· Cost of credit sales

Cost of marketing information and marketing research
Generally, marketing costs are more difficult to measure and control, as compared to other costs, such as material costs and manufacturing costs. Within the various components of marketing costs, some are relatively more amenable to measurement and control than others.

Steps Involved in Marketing Cost Analysis

Marketing cost analysis and control involves the following steps:

· Assigning marketing costs to each of the major functions of marketing 

· Analyzing these costs by the functions

· Assigning the functional expenses to the clearly identified marketing entities.

· Each product

· Each customer

· Each territory

· Each channel type

· Analysis the costs by the marketing entities

· Working out the cost-benefit position for each function broke up over each entity

· Determining what corrective action is needed

Analysis the Costs by the Functions

The first step marketing cost analysis is to gather the cost details by the various marketing, functions and analyze the function-wise cost. For doing this, in the first instance, the various marketing activities have to be grouped into a few major and clearly identified marketing functions. The marketing expenditure must be broken up into parts – each part clearly identified and related to the respective functions. The costs incurred by each of the major marketing functions must be then measured against the budgeted figures and the standard costs for that function. Again, the cost incurred by the function should be compared with the results accomplished, e.g., sales volume achieved, gross margins achieved and net realizations made.

Analysing the Costs by the Marketing Entities

After analyzing the costs function-wise, the firm should analyse the costs by each marketing entity – each product, each territory, etc. for this purpose, there must be an accounting system which facilitates the assignment of functional expenses to various products, markets and customers.
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The analysis can be on the following lines:

· By product

· By brand or by groups of related products

· By ‘order size’ in each product

· By stock turnover ration of the respective product; expenditures for fast selling products and slow selling products

· By the share of promotion expenditure spent on each product

· By the warehousing cost incurred on each product

· By customer group 

· By customer type

· By ‘order size’ of customers’ purchases

· By the proportion of cash and credit sales in each customer group 

· By the mode or manner of delivery taken by customers

· By territory 

· By the selling expenses incurred by each territory 

· By the promotion expenses incurred by each territory 

· By the cost of credit incurred by each territory

· By the rate of turn around of stocks in each territory

· By marketing method and channel type

· By method of sale; direct to customer, or through a wholesalers or retailer, or commission agent

· By order size and order handling cost to the firm

· By salesmen; cost of sales calls, cost of orders booked, order to call ration, etc

· By price category and discount classification; cost incurred by each price category.

Cost-Benefit Analysis 

The costs incurred by each of the above-mentioned marketing entities should be measured against the results produced by the respective entities. Results for this exercise should mean sales volume generated, gross margins achieved and the net realization made by the entity. Furthermore, the productivity of each of these entities i.e., how efficient by the entity. Furthermore, the productivity of each of these entries, i.e., how efficient or productive each product, each channel type, each customer and each salesman had been, should be analysed by measuring their respective contributions to profits of the firm on the one hand and to the overheads of the firm on the other. The unprofitable product, channel or customer should be discontinued. Or, they may be continued, as a matter of conscious decision, in view of their carrying a part of the overheads of the firm, though they are not contributing t profits directly. Each product, channel, customer class, salesman and sales method or sales policy has an associated cost. This will come to the fore by systematic marketing cost analysis. Each of these entities also has an associated gross profit. This will also come to the fore by systematic cost analysis. The associated costs and profits of each entity should be weighed against that of the others, and appropriate marketing decisions taken.
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Comparison with Standard Costs

If marketing cost analysis is to be effective, it should include standard costing for various marketing function and entities. It may not be enough, if the marketing costs are only compared with the budget. The firm should develop standards costs for each function of marketing and measure the actual costs against the standards. The standard cost approach will reveal what ought to have happened or what could have happened under very efficient conditions. Cost can also be compared with industry averages, when they are available.
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Meaning of Cash Flow Statement

A cash flow statement is a statement depicting change in cash position from one period to another. For example, if the cash balance of a business is shown by its Balance sheet on 31st December 1988 at Rs. 20,000 while the cash balance as per its balance sheet on 31st December 1989 is Rs 30,000 there has been an inflow of cash of Rs 10,000 in the year 1989 as compared to the year 1988. the cash flow statement explains the reasons for such inflows or outflows of cash, as the case might be. It also helps management in making plans for the immediate future. A projected cash flow statement or a cash budget will enable the management in ascertaining how much cash will be available to meet obligations to trade creditors, to pay bank loans and to pay dividend to the shareholders. A proper planning of the cash resources will enable the management to have cash available whenever needed and put it to some profitable or productive use in case there is surplus cash available.

The term “cash” here stands for cash and bank balances. It is also explained that the word “funds” in a narrow sense, is also used to denote cash. In such a case, the term “funds” will exclude from its purview all other current assets and current liabilities and the terms “funds flow statement” and “cash flow statement” will have synonymous meanings. However, for the purpose of this study, we are calling this part of study cash flow analysis and not funds flow analysis.

Utility of Cash Flow Analysis

A cash flow statement is useful for short-term planning. A business enterprise needs sufficient cash to meet its various obligation in the near future such as payment for purchase of fixed assets, payment of debts maturing in the near future, expenses of the business, etc. a historical analysis of the different sources and applications of cash will enable the management to make reliable cash flow projections for the immediate future. It may then plan out for investment of surplus or meeting the deficit, if any. Thus, a cash flow analysis is an important financial tool for the management. Its chief advantages are as follows:

Helps in efficient cash management. Cash flow analysis helps in calculating financial policies and cash position. Cash is the basis for all operations and hence a projected cash flow statement will enable the management to plan and coordinate the financial operations properly. The management can know how much cash is needed, from which source it will be derived, how much can be generated internally and how much could be obtain from outside.

Helps in internal financial management. Cash flow analysis provides information about funds, which will be available for operations. This will help the management in determining policies regarding internal financial management, e.g., possibility of repayment of long-term debt, dividend policies, planning replacement of plant and machinery, etc.

Discloses the movements of cash. Cash flow statement discloses the complete story of cash movement. The increase in, or decrease of, cash, and the reason therefore can be known. It discloses the reason for low cash balance in spite of heavy operating profits or for heavy cash balance in spite of low profits. However, comparison of original forecast with the actually results highlights the trends of movements of cash which may otherwise go undetected.

Discloses success or failure of cash planning. The extent of success or failure of cash planning can be known by comparing the projected cash flow statement with the actual cash flow statement and necessary remedial measure can be taken.
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