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CHAPTER ONE

FUNDAMENTALS OF MARKETING
Objectives

After reading this unit you should be able to: 

· Know the meaning of market and marketing

· Describe the core concepts of marketing

· Know the meaning of marketing management

· Identify the importance of market and marketing

· Identify the different marketing management philosophies used to date

1.1. INTRODUCTION
Business firms and non-profit organizations engage in marketing. Products marketed included goods as well as services, ideas, people, & places. Marketing activities are targeted at market consisting of products purchasers and also individuals and groups that influence the success of an organization.  
The foundation of marketing is exchange. In which one party provides to another party something of value in return for something else of value.
In a broad sense, marketing consists of all activities designed to generate or facilitate an exchange intended to satisfy human needs. 
The concept of market is very important in marketing. The American marketing Association defines a market as “The aggregate demand of the potential buyers for product or a product or services “. Philip Kotler defines “A market as an area of potential exchanges” Thus a market is a group of buyers and sellers interested in negotiating the terms of purchase/sale for goods or services. The negotiation work may be conducted face-to-face at a certain place or it may be done through other means of communication, such as correspondence, phone, cable, or it may be done through business middlemen.

E.g. brokers and commission agents.

1.2. MEANING AND DEFINITIONS OF MARKETING
Marketing can occur any time one social unit (person or organization) strives to exchange something of values with another social unit. 
Thus, the essence of marketing is a transaction or exchange. In this broad sense, marketing consists of activities designed to generate and facilitates exchange intended to satisfy human needs or wants.

Business firms and non-profit organization engaged in marketing. Products marketed include goods as well as services, ideas, people and places. Marketing activities are targeted at market consisting of product purchasers and also individuals and groups that influence the success of an organization.
Marketing has been defined in various ways. The definition that serves our purpose best is as follows: -

Marketing is a social and managerial process by which an individual or group obtain what they need and want through creating, offering and exchanging of product of values with others (Philip Kotler)

Marketing is the total business activity designed to plan, price, promote and distribute want satisfying products to target market to achieve organizational goal (William J.Stanton)

Marketing is the creation and delivery of standard of living to society (Paul. Mazor)

Marketing management is the process of planning and executing, the conception, pricing, promoting and distributing of ideas, goods and services to create an exchange that satisfy individual or group objectives (American marketing Association)

The above definitions of marketing resets on the following core concepts: needs, wants and demands; products (Goods, Services and Idea), value, cost and satisfaction: exchange and transaction; Relationship and Networks; market; and marketers and prospects.
1.3. CORE CONCEPTS OF MARKETING
1.3.1. Needs, Wants and Demand

A person at any given time has a need. This need arises out of physical or psychological imbalances. Marketing starts with human needs and wants. People need food, air, water, clothing and shelter to service. Beyond this, people have a strong desire for recreation, education and other services.
Need: - Human Need is a state of deprivation of some basic satisfaction. People require food, clothing, shelter, safety and belonging and esteem.
A person has many needs at any given time. Some needs are biogenic. They arise from physiological states of tension such as hunger, thirst and discomfort. Other needs are psychogenic; they arise from psychological state of tension such as the need of recognition, esteem or belonging.

Abraham Maslow, a behavioral scientist has talked about a human need. He said, A human need takes the form of a hierarchy. That is, once a person is satisfied with his basic needs, he keeps on opting for his secondary needs.
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                        Figure 1: Maslow’s Hierarchy Of Needs
1. Physiological Needs: - Physiological needs arises out of physical imbalances. Which includes: Food, Shelter, Air, Water, Cloth etc.
2. Once the person is satisfied with his primary needs, he keeps on opting to satisfy his secondary needs. Psychological needs arise out of psychological imbalances. The various needs under the various sub headings are as follows: -

- Safety and security

Security and safety in the work place

Protection

Comfort and peace

No threats or danger

Orderly and net surroundings

Assuming of long-term economic well being
- Social Needs

Acceptance 

Feeling of belonging

Membership in group

Love and affection

Group participation
-Esteem or ego needs

recognition and prestige

confidence and leadership

competence and success

strength and intelligence
- Self-actualization needs

Self-fulfillment of potentials

Doing things for the challenge of accomplishment

Intellectual curiosity

Creative and aesthetic appreciation

Acceptance of reality
Therefore, the marketer’s duty is to identify the unfilled needs of their product purchasers and tailor all activities towards fulfilling them.

Wants: - Wants are desires for specific satisfiers of needs. Human wants are continually shaped and reshaped by social forces and institutions including churches, schools, families and business cooperation.

Eg. A person needs food but wants spaghetti 

Demands: - Demands are wants for specific products that are backed by ability and willingness to buy them. Wants become demand when supported by purchasing power. Companies must therefore measure not only how many people want their product but, more importantly how many would actually be willing and able to buy it.

1.3.2. Products (Goods, Services and Ideas)

People satisfy their needs and wants with products. A product is anything that can be offered to satisfy a need or want. Products broadly classify as tangibility and intangibility.

Tangible products (Goods) are those products, which can be seen, touched, felt etc.

Intangible products (services) are those products which cannot be seen, touched, felt etc.

Furthermore, products could be classified as durability and use.

Durable products are those products which last longer and which require more time to make a purchase decision. Whereby consumers will compare on such basis as suitability, durability, after sales services, cost, features, etc.

Non-durable products: are those products which are consumed on a day-to-day basis and which does not require much time for purchases decision.

Products further more classified based upon use. On this classification we could find consumer goods and industrial goods.

Consumer goods are those goods, which are being use for consumption.

Industrial goods on the other hand are those goods, which are being, use to further produce another good.

In general, a product can consist of as many as three components; physical goods, services, and ideas. The following concept is illustrated with the following example.

Example 1. A restaurant is supplying goods (foods, drinks, etc), services (cooking, seating, etc) and an idea (saves my time)

Example 2. A computer manufacturer supply goods (computer, monitor, printer), services (delivery, installation, training, maintenance etc) and an idea (computation power)

Example 3. A church offers more in the way of services sermons, singing, education, counseling) and ideas (community, salutation) etc.

1.3.2. Value, Cost, and Satisfaction

How do consumers choose among the many products that might satisfy their needs and wants?

The guiding concepts here are value and satisfaction.

Value is the consumer’s estimate of the products overall capacity to satisfy his or her needs.

According to DeRose, value is “the satisfaction of customer requirement at the lowest cost of acquisition, ownership and use.

Cost is the amount of money that are going to be expended or already incurred to acquire a product.

Satisfaction occurs when the product performance exceeded the customer expectation.

Therefore, in modern marketing era, the role of the marketer is to provide goods or services at affordable price by the consumer that meets its requirement and enhance the performance of the product to exceed the customers’ expectations.

1.3.3. Exchange and Transactions

People can obtain products in one of four ways.  The first way is self-production. People can be relieving hunger through hunting, fishing or fruit gathering. In this case, there no market and no marketing. The second way is coercion (applying forces). Hungry people can wrest or steal food from others. The third way is begging. Hungry people can approach others and beg for food.

Marketing emerges when people decided to satisfy needs and wants through exchange.

Exchange is the act of obtaining a desired product from someone by offering something in return. For exchange potential to exist, the following conditions must be satisfied: -

There are at least two parties

Each party has something that might be of value to the other party

Each party is capable of communication and delivery

Each party is free to accept or reject the exchange offer

Each party believes it is appropriate or desirable to deal with the other party.

Transaction: - is the trade of values between two parties.

E.g. If Mr. A gives ‘X’ to Mr. B and receives Y in return, that is a transaction.

E.g. If Mr. A gave $400 to Mr. B and obtained a TV set. This is a classic monetary transaction.

Transaction however do not require money as one of the traded values. A barter transaction consists of the trading of goods or services for other goods or services is also possible.
A transaction involves several dimensions, at least two things of values, agreed upon conditions, a time of agreement, and a place of agreement. Usually, a legal system arises to support and enforce compliance on the part of contract, people would approach transactions with save distrust, and everyone will lose.
1.3.4. Relationship and Networks

Transaction marketing is a part of a larger idea called relationship marketing. Relationship marketing is the practice of building long-term satisfying relations with key parties-customers, suppliers, distributors- in order to retain their long-term preferences and business. Smart marketers try to build up long term, trusting, win-win relationship with valued customers, distributors, dealers and suppliers. They accomplish this by promising and delivering high quality, good service, and fair prices to the other parties over time.
Relationship marketing results in strong economic technical and social ties among the parties.
The ultimate outcome of relationship marketing is the building of a unique company asset called a marketing network. A marketing network consists of the company and all of its supporting stockholders: customers, employees, supplies, distributors, retailers, and agencies, university scientists, and others with whom it has built mutually profitable business relationships. The operating principle is simple: 
Build a good network of relationship with key stakeholders, and profit will follow.
1.3.5. Market

The concept of exchange leads to the concept of a market.

A market consists of all the potential customers sharing a particular need or want who might be willing and able to engage in exchange to satisfy their need or want.
Thus, the size of the market depends on the number of people who exhibit the need or want, have resources that interest others, and are willing and able to offer these resources in exchange for what they want.
Traditionally, a market was the place where buyers and sellers gathered to exchange their goods. The seller and the buyer are connected by four Flows. The seller sends goods and services and communications (ads, direct mail and so forth) to the market; in return they receive money and information (attitudes, sales data, and so forth).
In the diagram below the inner loop shows an exchange of money for goods and services; the outer loop shows an exchange of information.
                                             Communication 
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   a collection of                                                              a collection of

     Sellers                             Money                                 buyers
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All modern economies are abounded in markets. Essentially, manufactures go to resource markets (raw-material markets, labor markets, money marketers and so on), buy resources and turn them into goods and services and sell the finished products to intermediaries, who sell them to consumers. Consumers sell their labor, for which they receive money with, which they pay for the goods and services they buy. The government uses tax revenues to buy goods from resources, manufacturer and intermediary markets and uses these goods and services to provide public services. Each nation’s economy and the whole world economy consist of complex interacting sets of markets that are linked through exchange process.

1.3.6. Marketers and Prospect

The concept of market brings us full circle to the concept of marketing. Marketing means working units’ markets to actualize potential exchange for the purpose of satisfying human needs and wants.
When one party is more actively seeking an exchange than the other party, we call the first party a marketer and the second party a prospect.
A marketer is someone who is seeking one or more prospects who might engage in an exchange of values.
A prospect is someone whom the marketer identified as potentially willing and able to engage in an exchange of values.
The marketer can be a seller or a buyer. Suppose several people want to buy a house that has just become available. Each prospective buyer will try to market himself or herself to the seller. These buyers are actually doing the marketing.
In the normal situation, the marketer is a company serving a market in the face of competitors. The company and the competitors send their respective products and messages directly and /or through marketing intermediaries to end users. Their relative effectiveness is influenced by their respective suppliers as well as major environmental forces (demographic, economic, physical, technological, political /legal, social/cultural).

1.4. IMPORTANCE OF MARKETING
On the average, about 50 cents of each dollar we spend as consumers goes to cover marketing costs. 
The money pays for designing the products to meet our needs, making products readily available when and where we want them, and informing us about producers. These activities add want satisfying ability or what is called utility, to products.
A customer purchases a product because it provides satisfaction. That something that makes a product capable of satisfying want is its utility. And it is through marketing that much of a products utility is created.
Then potential buyers must be informed about the products existence and the benefits is offers through various forms of promotion. The kinds of utility that marketing provides in the process are as follows: -
1. Form Utility: -

Form utility is associated primarily with production- the physical or chemical changes that makes a product more valuable. When limber is made into furniture, form utility is created. This is production, not marketing. However, marketing research may aid in decision making regarding product design, color, quantities produced, or some other aspect of a product. All of these things contribute to the product form utility.
2. Place Utility

Place utility exists when a product is readily accessible to potential customers. So physically moving the products to a store near the customers add to its value.
3. Time Utility
Time utility means having a product available when you want it. Having a product available when we want it is very convenient but it means that the retailer must anticipate our desires and maintain an inventory. Thus, there are costs involved in providing time utility. 
4. Information Utility

Information utility is created by informing prospective buyers that a product exists. Unless you know a product exists and where you can get it, the product has no value. Advertising that describes a sales person answering a customer question about the durability of a product creates information utility. Image utility is a special type of information utility. It is the emotional or psychological values that a person attaches to a product or brand because of its reputation or social standing.
5. Possession Utility

Possession utility is created when a customer buys the product-that is, ownership is transferred to the buyer.

Thus, for a person to consume and enjoy the product, a transaction must take place. This occurs when you exchange your money for a product.

1.5. MARKETING PHILOSOPHIES
Large-scale marketing activities in the world did not take shape until the industrial revolution is the latter part of the 1800s. Clearly, marketing activities should be carried out under a well-thought-out philosophy of efficient, effective and socially responsible marketing. There are five competing concepts under which organizations can choose to conduct their marketing activities:

The production concepts: the product concept; the selling/sales concept; the marketing concept and the societal marketing concept.
1.5.1. The Production Concept

The production concept is one of the oldest concepts in business.

The production concept holds that consumers will favor products that are widely available and low in cost. Managers of production-oriented organization concentrates on achieving high production efficiency and wide distribution.

The assumption that consumers are primarily interested in product availability and low price holds in at least two situations. The first is where the demand for a product exceeds supply, as in many developing countries. Here consumers are more interested in obtaining the product that in its fine points, and supplies will concentrate on finding ways to increase production.
The second situation is where the product’s cost is high and has to decreased to expand the market.

1.5.2. The Product Concept

Other businesses are guided by the product concept.

The product concept holds that consumers will favor those products that offer the most quality, performance or innovative features. Managers in product-oriented organization focus their energy on making superior products and improving them over time.
Under the concept, mangers assume that buyers admire well-made products and can appraise product quality and performance.
Product-oriented companies often design their products with little or no customer input. They trust that their engineers will know how to design or improve the product.
1.5.3. The Selling Concept/sales Concept
The selling concept (or sales concept) is another common approach

The selling concept holds that consumers, if left alone, will ordinarily not buy enough of the organization product. The organization must therefore undertake an aggressive selling and promotion effort.
This concept assumes that consumers typically show buying inertia or resistance and must be coaxed into buying. It also assumes that the company has made available a whole battery of effective selling and promotion tools to stimulate more buying.
The selling concept is practiced more aggressively with unsought goods, those goods that buyers normally do not think of buying, such as insurance, encyclopedia, and funeral plots.
Most firms practice the selling concept when they have over capacity. Their aim is to sell what they make rather than make what the market wants.
Therefore, people are surprised when they are told that the most important part of marketing is not selling; selling is only the tip of marketing iceberg.
1.5.4. The Marketing Concept

The marketing concept is a business philosophy that challenges the three concepts we just discussed. Its central tents crystallized in the mid-1950s.
The marketing concept holds that the key to achieving organizational goals consists of being more effective than competitors in integrating marketing activities toward determining and satisfying the needs and wants of target markets.
The marketing concept has been expressed in many colorful ways:

“Meeting needs profitably

“Find wants and fill them

“Love the customers, not the product etc.
The marketing concept rests on four pillars: target market, customer needs, integrated marketing, and profitability. The marketing concept takes an outside –in perspective. It starts with a well-defined market, focuses on customer’s needs, integrates all the activities that will affect customers, and produces profit by satisfying consumers. A brief discussion of the following concept is as indicated below.
1. Target market: -

No company can operate in every market and satisfy every market and every need. Nor can it always do a good job in this one broad market: even Microsoft cannot offer the best solution for every information processing need. Companies do best when they define their target market(s) carefully and prepare a tailored marketing program.
2. Customer Needs: - 

A company can define its target market but fail to fully understand the customer’s needs. Although marketing is about meeting needs profitably, understanding customer needs and wants is not always a simple task.
Consider the customer who says he wants an “inexpensive” car. The market must probe further we can distinguish among five types of needs.

Stated Needs (the customer wants an inexpensive car)

Real Needs (the customers want a car whose operating costs, not its initial price is, low)

Unstated Needs (the customer expects goods service from dealer)

Delight Needs (the customer buys the car and receives a complimentary)

Secret Needs (the customer wants to be seen by friends as a value-oriented consumer)
Customer oriented thinking requires the company to define customer needs from the customer’s point of view. Every buying decision involves trade-offs, and management cannot know what these are without researching customers.
In general, a company can respond to customers request by giving customers what they want, or what they need, or what they really need. The key to professional marketing is to understand their customer real needs and meet them better than any other competitor can. 
Because, a highly satisfied customer 

Stays loyal longer

Buys more as the company introduces new products and upgrades existing producers.

Talks favorably about the company and its products 

Pays less attention to competing brands and advertising and is less sensitive to price 

Offers product ideas to the company

Costs less to serve than new customers because transactions are raised.
Integrated marketing: When all the company’s departments’ work together to serve the customer’s interest, the result is integrated marketing. Unfortunately, not all employees are trained and motivated to work for the customer. An engineer complained that the sales people were “always protecting the customer and not thinking of the company’s interest”.
Integrated marketing takes place on two levels: First the various marketing functions-sales force, advertising, product management, marketing research, and so on- must work together. Too often the sales force is made at the product managers for setting “too high a price” or “too high a volume target”, or the advertising director and a brand manager cannot agree on advertising campaign.
All these marketing functions must be coordinated from the customer’s point of view.
4. Profitability

The ultimate purpose of the marketing concept is to help organizations achieve their goals. In the case of private firms, the major goal is profit. In the case of non-profit and public organizations, it is surviving and attracting enough funds to perform their work. In for-profit organizations, the key is not to aim for profits as such but to achieve them as the by-product of doing the job well.
1.5.5. The Societal Marketing Concept

The societal marketing concept holds that the organization should determine the needs, wants and interests of target markets. It should then deliver the desired satisfactions more effectively and efficiently than competitors in a way that maintains or improves the consumers and the society’s well-being.
The societal marketing concept holds that the organization’s task is to determine the needs, want, and interests of target markets and to deliver the desired satisfactions more effectively and efficiently than competitors in a way that preserves or enhances the consumers and the society’s wellbeing.
The societal marketing concept questions whether the pure marketing concept is adequate in an age of environmental problems, resource shortages, rapid population growth, worldwide economic problems, and neglected social services. It asks if the firm that senses, serves and satisfies individual wants is always doing what’s best for consumers and society in the long run. According to the societal marketing concept, the pure marketing concept overlooks possible conflicts between short-run consumer wants and long run consumer welfare.

Check Your Progress Exercise    
Define the term marketing? And explain the core concepts of marketing?

………………………………………………………………………………………………………………………………………………………………………………………………

Identify and explain briefly the marketing philosophies?

………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………
Discuss the importance of marketing? 

……………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………..
1.6. Summary
Business firms and non-profit organization engage in marketing. Products marketed include goods as well as services, ideas, people and places. 
Marketing activities are targeted at markets, consisting of product purchases and also individuals and groups that influence the success of an organization.
The foundation of marketing is exchange, in which one party provides to another party something of value is return for something else of value. In a broad sense, marketing consists of all activities designed to generate or facilitate an exchange intended to satisfy human needs.
In a business context, marketing is the total system of business activities designed to plan, price, promote, and distribute want satisfying products to target markets to achieve organizational objectives. Also, it is a social and managerial process by which an individual obtains what they need and want through creating, offering and exchanging of product of values with other. 
A business philosophy called the marketing concept developed to aid companies with supply capabilities that exceed consumer demand. According to a marketing concept, a firm is best able to achieve its performance objectives by adopting a customer orientation and coordinating all of its marketing activities. More recently, the societal marketing concept has been proposed as a philosophy by which a company can satisfy its customers and at the same thing fulfill its social responsibility.
Marketing activities have undergone a series of successive stages. The evolution starts with a production orientation, passed through a product orientation followed by a sales orientation, then to marketing orientation and societal orientation stage.
The main difference between marketing and selling is that is selling the emphasis is on the product; in marketing the emphasis is a customer’s wants.
1.8. Answer key to Check your progress exercise
· Refer to sections 1.2 and 1.3

· Refer to section 1.5

· Refer to sections 1.5.1 to 1.5.5

· Refer to section 1.4

1.9.  Review Questions

Part I – Say True of False 

Market is a specific area where the buyers and sellers meet for a potential exchange.

One of the conditions for an exchange to exist is there should be an implied coercion.

Wants are desires for specific satisfies of needs

Products a broadly classified as tangibility and intangibility.

One of the distinctions between marketing and selling is the former is profit oriented while the latter is sales volume oriented.

A transaction may be an exchange with some consideration

Computation power can be considered as a product.

In the marketing concept the aim of the producer is to sell what they make rather than making what the market wants

Companies and customers always benefited when products are designed with advanced features.

Needs are the specific satisfiers of wants 
Part II- Fill in the blanks

1. ___________ is the act of obtaining a desire product

2. ___________ is the ultimate outcome of a transaction marketing

3. ___________ arises when the product performance exceeds customers expectation

4. ___________ arises out of biogenic and psychogenic imbalances

5. ___________ is the customer expectation of a product performance

6. __________ are the specific products that are backed by ability and willingness to buy 

     them 

7. __________ is the state of deprivation for some basic satisfaction

8. __________ a person seeking for an exchange to take place

9. __________ is a person to whom an often and exchange is forwarded

10. _________ is anything that can be offered to satisfy a human needs or wants.

CHAPTER TWO
MARKETING ENVIRONMENT
Objective

After reading this unit, you should be able to:

· Understand marketing environment

· Explain factors of the marketing environment

· Understand how the marketing environment affects managers effectiveness

2.1.  INTRODUCTION

The company’s marketing environment consists of the actors and forces external to the marketing function of the firm that impinge on the marketing management ability to develop and maintain successful transactions with its target customers. Every company’s primary goal is to serve and satisfy set of needs/wants of a chosen target market at a profit. To carry out these tasks, the company links itself with a set of outside factors to reach its customers. The marketing environment may be classified as external and internal environment. The external environment cannot be controlled by the individual company, whereas, internal environment can be controlled and influenced by the respective company.

	Activity

Dear students, do you know that any organization run its operation within environments? Discuss them.   


2.2. MEANING OF MARKETING ENVIRONMENT 

Environmental forces influence organization marketing. Some of these forces are external to the firm, while others come from within.  Marketing Environment is divided in to two parts: - external environment and internal Environment. Management cannot control external environment, but can control internal environment. There are two levels of external environment:

External macro environment: They affect all firms includes demographics, economic conditions, culture, and laws.

External micro environment: They affect a particular firm; consists of suppliers, marketing intermediaries, and customers. Successful marketing depends largely on a company's ability to manage its marketing programs within its environment. To do this, firm marketing executives must determine what makes up the firms’ environment and then monitor it in a systematic, ongoing fashion.

These marketing executives must be alert to spot environmental trends that could be opportunities or problems for their organization. And they must be able to respond to these trends with the resources they can control.

2.3. EXTERNAL MACRO MARKETING ENVIRONMENT

External forces have considerable influence on any organizations marketing system. Therefore, environmental monitoring also called environmental scanning is deemed necessary. Environmental monitoring is the process of:

1. Gathering information regarding a company's external environment.                                              

2. Analyzing it 

3. Forecasting the impact of whatever trends the analysis suggests                                                                                                                             

Six largely uncontrollable external forces influence an organization's marketing activities. They are:

1. Demography

2. Economic condition

3. Competition 

4. Social and cultural forces

5. Political and legal forces and

6. Technology.

Now let's take a look at these six external forces in more detail.

2.3.1. Demography

The statistical study of human population and its distribution is demography. It is of special interest to marketing executives because people constitute markets. Therefore, the marketing executive directs there marketing activities based on the demographical changes, i.e. Culture, age group, sex, etc. 

2.3.2. . Economic Condition

People alone do not make a market. They must have money to spend and be willing to spend it. Consequently, the economic environment is a significant force that affects the marketing activities of just about any organization. A marketing program is affected especially by such economic factors as the current and anticipated stage of the business cycle, as well as inflation and interest rate.

2.3.3. Competition

A Company's competitive environment obviously is a Major influence on its marketing programs. Skillful marketing executives constantly monitor all aspects of competitors Marketing activities, their products, pricing, distribution systems, and promotional programs

2.3.4.  Social and Cultural Forces

The task facing marketing executives is becoming more complex because our culture patterns- life styles, social values, beliefs-are changing much more quickly than they used to.  People start seeking value, quality, and safety in the products they buy. They have started concerning about education, retraining of workers, about air and water pollution, solid waste disposal (distraction of rain forests and other natural resources. These concerns have raised the level of environmental consciousness.

2.3.5. Political and Legal Forces

Every company's conduct is influenced more and more by the political and legal process in the society. The political and legal forces on marketing can be the following: -

· Monetary and fiscal policies- Government spending, tax legislation etc.

· Social legislation and regulation-Anti pollution law

· Government relationship with industries- Tariffs and import quotas etc.

2.3.6. Technology

Technology has a tremendous impact on the life style, consumption pattern, and the economic well-being. Technology is a mixed blessing in other ways also. A new technology may improve the live in one area while creating environmental and social problems in other areas.

Technological breakthroughs can affect markets in three ways:

· Start entirely new industries, as computers, robots have done

· Radically alter, or virtually destroy, existing industries.

· Stimulate markets and industries not related to the new technology.

2.4. EXTERNAL MICRO ENVIRONMENT

Three environmental forces that are external, but are a part of a company's marketing system, are that firm's market, its suppliers, and its marketing intermediaries. While they are generally uncontrollable, these external forces can be influenced more than the macro forces.

2.4.1. Marketing

The market really is what marketing is all about- how to reach it and serve it profitably and is a socially responsible manner.

A market can be defined as a place where buyers and sellers meet, goods or services are offered for sale, and transfers of ownership occur. From a business point of view a market can be defined as 'a people or organizations with wants (needs) to satisfy, money to spend, and the willingness to spend it. Thus, in the market demand for any given good or services, there are three factors to consider:


· People or organizations with wants (needs)

· Their purchasing powers

· Their buying behavior

2.4.2. Suppliers 

The people or firms who supply the goods or services that we need to produce what we sell are critical to our marketing success. And that is why we consider a firm's suppliers as part of its marketing system.

2.4.3.  Marketing Intermediaries

Marketing intermediaries are independent business organizations that directly aid in the flow of goods and services between a marketing organization and its markets. There are two types of intermediaries: -

· Wholesalers

· Retailers

Various facilitating organizations that provide such services as transportation, warehousing, and financing that are needed to complete exchanges between buyers and sellers. These intermediaries operate between a company and its markets and between a company and its suppliers. Thus, that are part of what we call channels of distribution.

2.5. INTERNAL MARKETING ENVIRONMENT

Internal forces that are controllable also shape an organization's marketing system by management. These internal influences include a firm's production, financial, and personal activities.

If a   company considers developing its existing product, it must determine whether existing production facilities and expertise can be used. If a new product requires a new plant or machinery, financial capability enters the picture. Other non-marketing forces are the company's location, its research and development (R&D) strength, and the overall image the firm projects to the public. Plant location often determines the geographic limits of a company's market; particularly if transportation costs are high or its products are perishable.

To sum up, various environmental forces influence an organization's marketing activities. Some are external to the firm and are largely uncontrollable by the organization. Other forces are within the firm and are generally controllable by management. A Company manages its marketing system within this external and internal environment. Within the framework of these constraints, management should develop a marketing program to provide want-satisfaction to its markets.

2.6. Review Questions
Part I: Choose the correct answer from the given alternatives

1) The external environment that requires people must have money to spend and be willing to spend it is:                                                                                                                                              A). Social and cultural forces                                                                                                         B). Economic condition                                                                                                               C). Competition                                                                                                                           D). Political and legal forces                                                                                                           E). None of the above

2) External environment that affects organizations’ marketing activities, their products, pricing, distribution systems, and promotional programs is:                                                             A). Social and cultural forces                                                                                                          B). Economic condition                                                                                                                   C). Competition                                                                                                                              D). Political and legal forces                                                                                                          E). None of the above

3) The environment that influences organizations based on monetary and fiscal policies is: A). Social and cultural forces                                                                                                      B). Economic condition                                                                                                                   C). Competition                                                                                                                          D). Political and legal forces                                                                                                                E). None of the above

4) From the following one is not external micro environment:                                                          A). Suppliers                                                                                                                                         B). Marketing intermediaries                                                                                                          C). Customers                                                                                                                               D). Demographics                                                                                                                         E). None of the above

5) __________are independent business organizations that directly aid in the flow of goods and services between a marketing organization and its markets.                                                         A). Suppliers                                                                                                                                 B). Marketing intermediaries                                                                                                            C). Customers                                                                                                                                  D). Demographics                                                                                                                                E). None of the above

Part II: Write True if the statement is correct and False if the statement is incorrect 
1. There isn't much that management can do about controlling the internal forces, but it generally can control the external ones. 

2. External forces have considerable influence on any organizations marketing system. 

Part III: Write short answers for the following questions on the space provided.

Can you differentiate between external macro and micro marketing environments? _____________________________________________________________________________________________________________________________________________________________________________________________________________________

Briefly describe internal marketing environment. _________________________________________________________________________________________________________________________________________________________________________________________________________________
CHAPTER THREE
MARKETING RESEARCH AND INTELLIGENCE

Objective
After studying this unit, you should be able to explain:

· what marketing information system is?

· the components of MIS

· what marketing research is?

· the process involved in conducting research?
3.1. INTRODUCTION

Every firm must organize the flow of marketing information to its marketing managers. Companies are studying their manager’s information needs and designing marketing information systems (MIS) to meet these needs.
3.2.  Meaning and definitions

3.2.1. Marketing Information System

Every firm must organize the flow of information to its marketing managers. Companies are studying their manager’s information’s needs and designing marketing information system to meet these needs.
What is a marketing information system?

A marketing information system consists of people, equipment and procedure to gather sort, analyze, evaluate and distribute needed timely and accurate information to marketing decision makers.
The marketing information system is illustrated as below:











The marketing managers to carry out their analysis, planning, implementation, and control responsibilities, they need information about development in the marketing environment.

The role of the information system is to assess the manager’s information needs, develop the needed information, and distribute the information is a timely fashion to the marketing managers.
The needed information is developed through internal company records, marketing intelligence activities, marketing research, and marketing decision support analysis.

· The information face of the market intelligence pyramid is built upon a foundation consisting of four basic areas: 
· Competitor information 
· Product information 
· Market information 
· Customer information 
Each of the four knowledge areas - competitor intelligence, product intelligence, market understanding, and customer insight-interacts to form a complete understanding of the market. 
Marketing research is a critical and significant source of information. 
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3.3.  Components of marketing information system
The components of marketing information system are described as follows: - 

3.3.1. Internal Record System

The most basic information system used by marketing managers is the internal records system. Included in the system are reports on orders, sales, prices, inventory levels, receivables, payables and so on. By analyzing this information, marketing managers can spot important opportunities and problems.

3.3.2.  Marketing Intelligence System
The internal records system supplies result data, the marketing intelligence system supplies happening data. MIS can be defined as follows: 
A marketing intelligence system is set of procedures and sources used by mangers to obtain their everyday information about pertinent development is the marketing environment.
Marketing managers often carry on marketing intelligence by reading books, newspapers, and trade publication: talking to customers, suppliers, distributors, and other outsiders; and talking with other managers and personnel within the company.

3.3.3.  Marketing Research System

Marketing managers often commission marketing research formal studies of specific problems and opportunities.

They may request a market survey, a product preference test, a sales forecast by region, or research on advertising effectiveness 

Marketing research can be defined as marketing research is the systematic design, collection, analysis, and reporting of data and findings relevant to a specific marketing situation facing the company.
3.4.  Marketing Research

3.4.1.  Steps Involved in Marketing Research

The marketing research takes the following series of steps: - 

1. Defining the problem and research objectives

2. Develop the research plan

3. Collect the information

4. Analyze the information

5. Present the findings
1. Define the problem and research Objectives 

The first step calls for the marketing manager to define the problem carefully and agree of the research objectives. There is a saying; “A problem well defined is half solved”.
Management must work at defining the problem neither too broadly nor narrowly. Not all research projects can be specific in their objectives. Some research is exploratory, its goal is to gather preliminary data 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.

Some research is casual – its purpose is to test a cause-and-effect relationship
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 manager needs to know the cost of the research plan before approving it. Designing a research plan calls for decision on the data sources, research approaches, research instruments, sampling plan and contact methods.
3.4.1.1. Sources of Data
The research plan can call for gathering 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 specific research protect.

Primary data can be collected in four ways Observation, focus group, survey and experiments.
3.4.1.2. Methods Used to Collect Primary Data
3.4.1.3.  Observation Research

Fresh data can be gathered by observing the relevant factors and settings.

i.e. observing customers talk about the product: quality, price, distribution, etc.

observing competitors’ performance in trade fair exhibition, in giving their product, quality, price, distribution etc.

3.4.1.4.  Focus Group Research

A focus group is a gathering of six to ten people who are invested to spend a few hours with a skilled moderator to discuss a product, service, organization, or other marketing entry.
The moderator needs to be objective, knowledgeable on the issue, and versed in a group dynamics and consumer behavior. The participants are normally paid a small sum of attending the focus group.
3.4.1.5.  Survey Method

While observation and focus groups are best suited for exploratory research, surveys are best suited for descriptive research. Companies undertake surveys to learn about people knowledge, beliefs preferences, satisfaction, and so on, to measure these magnitudes in the general population.
3.4.1.6.  Experimental Research

The most scientifically valid research is experimental research. Calls for selecting matured groups of subjects, subjecting them to different treatment, controlling extraneous variables, and checking whether observed response differences are statistically significant.

The purpose of experimental research is to capture cause-and-effect relationship by eliminating competing explanation of the observed findings.

3.4.1.7. Research Instruments

3.4.1.7.1. Questionnaires

A questionnaire consists of set of questions presented to respond for their answers. Because of its flexibility, the questionnaire to by far the most common instrument used to collect primary data.
Questionnaire needed to be carefully developed tested, and diverged before they are administered on a large scale in addition, the form of the question asked can influence the response.
Types of Questionnaires 
Marketing research distinguish between open-end close-end questions.

Close-end questions perspective all the possible answers, and respondents make a choice among them.
Open-end questions allow respondent to answer in their own words.
Sampling Plan

After deciding on instruments, the marketing research must design a sample plan. This plan calls for three decisions: -
a) Sampling Unit (who is to be surveyed)

The marketing researches must define the target population that sill be sampled.

Once the sampling unit is determined, a sampling frame must be developed so that everyone in the target population has an equal chance of being sampled.
b) Sample size (How many people should be surveyed)

Large samples give more reliable results than small samples. Samples of less than 1% population can provided good reliability given a credible sample procedure.

c) Sampling procedure (How should the respondents be chosen)

To obtain a representative sample, a probability sample of the population should be drawn. Probability sampling allows the calculation of confidence limits for sampling error.

Contact Methods

Once the sampling plan has been determined the marketing researcher must decide how the subject should be contacted.

The choices are mail, telephone, or personal interviews.

Mail Questionnaire 

The mail questionnaire is the best way to reach people who would not give personal interview. Mail questionnaire require simple and clearly ordered questions.

Telephone Interview

Telephone interviewing is the best method for gathering information quickly. The main drawback is that the interviews have to be short and too personal

 Personal Interview
Personal interview is the most versatile of the three methods. The interviewer can ask more questions and record additional observation about the respondents

Personal interviewing takes two forms. Arranged interviews and intercept interviews.

   Intercept Interviews 

Involving stopping people at a shopping small or busy street corner and requesting an interview. Intercept interviews have the drawback of being non-probability samples, and the interviews must not require too much time from the interviewee.

  Arranged Interview

 Respondents are randomly selected and are either telephoned or approached at their homes or office and asked for all interview.
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 based or dishonest answers. Finally, some interviews will be biased or dishonest.
4. Analyze the Information

The next to last step in the marketing research process is to extract pertinent findings from the collected data.
5. Present the Findings

At the last step in marketing research, the researchers present his or her findings to the relevant parties.

The researchers present major findings that are pertinent to the major marketing decisions facing management.
3.5. Marketing Decision Support System (MDSS)

A grouping number of organizations are using a marketing decisions support system to help their marketing managers make better decisions. MDSS can be defined as follows:
A marketing decisions support system (MDSS) is a coordinated collectors of data, systems tools, and techniques with supporting software and hard ware by which an organization gathers and interprets relevant information from business and environment and turns it in to a basis for marketing action.

Here is how MDSS works. The managers put questions to the appropriate model located in the MDSS. The model draws up data, which are then analyzed statistically. 
The manager can then use a program to determine the optional course of action.

Some of the statistical tools used in the MDSS are regression Analysis, querying model, Game theory etc.
Check Your Progress Exercise 

Discuss in detail the components of marketing information system?

……………………………………………………………………………………………………………………………………………………………………………………………………

Discuss the methods used to gather primary data?

……………………………………………………………………………………………………………………………………………………………………………………………………

Enumerate the sources of secondary data?

……………………………………………………………………………………………………………………………………………………………………………………………………

Discuss the contact methods used to gather information?

……………………………………………………………………………………………………………………………………………………………………………………………………

Define the term marketing research? Discuss the process involved?

…………………………………………………………………………………………………………………………………………………………………………………………………
3.6.  Summary

In carrying out their marketing responsibilities marketing managers need a great deal of information.
Despite the growing supply of information, managers often lack enough information of the right kind or have too much of the wrong kind. To overcome these problems, many companies are taking steps to improve their marketing information system.
A well-designed marketing information system begins and ends with the user. The MIS first assess information needs by interviewing marketing managers and surveying their decision environment to determine what information is desired, needed, and feasible to often.
The MIS next develops information and helps mangers to use it more effectively. Internal records provide information on sales, costs, inventories, cash flows, and accounts receivables and payables.
The marketing intelligence system supplies marketing executives with everyday information about developments in the external marketing environments.
Marketing research involves collecting information relevant to a specific marketing problem facing the company.
Marketing research involves a four-step process. The first step consists of the manager and researcher carefully defining the problem and setting the research objectives. The objectives may be exploratory, descriptive or casual. The second step consists of developing the research plan for collecting data from primary and secondary sources. Primary data collecting calls for choosing a research approach (observation, focus group, survey and experiment). Choosing a contact method (mail, telephone, personal), designing a sampling plan (whom to survey, how many to survey, and how to choose them). And developing research instruments.
The third step consists of implementing the marketing research plan by collecting, processing, and analyzing the information. The fourth step consists of interpreting and reporting the findings.
Finally, the marketing information system distributes information gathered from internal sources, marketing intelligence, and marketing research to the right managers at the right times.

3.7.  Answer Key Check Your Progress Exercise

1. Refer to section 2.3

2. Refer to section 2.4.3

3. Refer to section 2.4.2

4. Refer to section 2.4.4.4

5. Refer to sections 2.4 and 2.4.1

CHAPTER FOUR

BUYING BEHAVIOR

Objective

Dear learner, after completing this unit, you should be able to:

· Know who are consumers

· Identify what is a consumer market

· Explain the consumers buying behaviors

· Describe what factors do affect consumers’ buying behaviors

· Identify the buying situations in organizational buying 

· Define what factors can influence organizational buying decision 
	Dear learner, do you know that what the firm is offering or delivering in the market are affected by the consumers buying behavior? Try to mention those factors.


4.1.  INTRODUCTION

Dear distance learner, we hope in the previous units you have got enough knowledge about the basic concepts of marketing, environments’ that influence organizations’ marketing activities. In this particular unit we will focus on one of the instrumental marketing management issues of consumer markets and buying behavior. Throughout this unit, time and effort will be devoted to discuss concepts, models, and characteristics which are believed to be with paramount importance among consume markets, consumers, and consumer behavior.
4.2. CONSUMER BUYING BEHAVIOR

Consumer behavior is the actions a person takes in purchasing and using products and services, including the mental and social processes that precede and follow these actions

· Consumer Buying Behavior refers to the buying behavior of final consumers

· Individuals & households who buy goods and services for personal consumption

All these consumers make up the consumer market. The central question for marketers is:

“How do consumers respond to various marketing efforts the company might use?”

Value of Customers:

1. Transaction basis:

a. Views each individual interaction as unique

b. Calculate value of transaction

· Determine margin on goods sold

· Assess costs involved with customer acquisition

· Margin – Acquisition costs

2. Lifetime Customer Value:

a.  Views each customer as an asset or a series of interactions

b. Calculate value of customer

· Determine acquisition and response rates

· Compute relevant costs

·  Use acquisition and retention rates to compute lifetime customer value

Lifetime Customer Value (LCV):

· Focuses firms’ efforts on retaining most valuable asset (Customers)

· Increases efforts towards long-term goals                                                                                          

·  Primary risk is overestimation of retention rates                                                                               Four things are needed to successfully utilize LCV:                                                                             a). Unique customer identification                                                                                                             b).  Customer purchase history                                                                                                                     c).  Customer communication data                                                                                                               d).  Accurate cost information

The aim of marketing is to meet and satisfy target customers’ needs and wants. The field of consumer behavior studies how individual, groups, and organization select, buy, use, and dispose of goods, services, ideas of experiences to satisfy their needs & desires.

Understanding consumer buying behavior and "Knowing customers" are never simple. Customers may state their needs and wants but act otherwise. They may not in touch with their deeper motivations. They may respond to influences that change their mind at the last minute. Nevertheless, marketers must study their target customers’ wants, perception, preferences, and shopping & buying behavior. The company that really understands how consumers will respond to different product features, prices, and advertising appeals has a great advantage over its competitors.  

Types of Buying Decision Behavior:

Consumer decision-making varies with the type of buying decision. The decision to buy tooth paste, a tennis racket, a personal computer, and a new car are all very different. Complex and expensive purchases are likely to involve more buyer deliberation and more participants. The types of consumers buying behavior based on the degree of buyer involvement and the degree of differences among brands is as illustrated below.

1. Complex Buying Behavior

Complex buying behavior involves a three step-process. First, the buyer develops beliefs about the product. Second, he/she develops attitudes about the product. Third, he/she makes a thoughtful choice, consumers engage in complex buying behavior when they are highly involved in a purchase and aware of significant differences among brands.

This is usually the case when the product is expensive, bought infrequently, risky, and highly self-expressive. Typically, they consume does not know much about the product category. For example, a person buying a personal computer may not know what attributes to look for. Many product features carry no meaning unless the buyer has done some research. The marketer needs to differentiate the brand's features, use print media to describe the brands benefits, and motivate store sales personnel and the buyer's acquaintances to influence the final brand choice.

2. Dissonance – Reducing Buying Behavior

Sometimes the consumer is highly involved in a purchase but sees little difference in brands. The high involvement is based on the fact that the purchase is expensive infrequent and risky. In this case, the buyer will shop around to learn what is available but will buy fairly quickly, perhaps responding primarily to a good price or to purchase convenience. For example, carpet buying is a high involvement decision because carpeting is expensive and self-expressive, yet the buyer may consider most carpet brands in a given price range to be the same.

After the purchase, the consumer might experience dissonance that steps from noticing certain disquieting features or hearing favorable things about other brands. The consumer will be alert to information that supports his or her decision. In this example, the consumer first acted, then acquired new beliefs, then ended up with a set of attitudes. 

3. Habitual Buying Behavior

Many products are bought under conditions of low involvement and the absence of significant brand differences. Consider salt, consumers have little involvement in this product category. They go to the store and reach for the brand. If they keep reaching for the same brand, it is at of habit, not strong brand loyalty. There is good evidence that consumers have low involvement with most low-cost frequently purchased products. 

With these products, consumer behavior does not pass through the normal sequence of beliefs, attitudes and behavior. Consumers do not search extensively for information, evaluate characteristics and make a decision on which brand to buy. Instead, they are passive recipients of information in television or print advertising. Advertising repetition creates brand familiarity rather than brand conviction. Marketers of such products find it effective to use price and sales promotions to stimulate product trial. Television advertising is more effective than print because it is a low-involvement medium that is suitable for passive learning.

4. Variety Seeking Buying Behavior

Some buying situations are characterized by low involvement but significant brand differences. Here consumers often do a lot of brand switching. Think about cookies. The consumer has some beliefs about cookies, chooses a brand of cookies without much evaluation, and evaluates the product during consumption. Next time, the consumer may reach for another brand out of a wish for a different taste. Brand switching occurs for the sake of variety rather than dissatisfaction.

The market leader and the minor brands in thus product category have different marketing strategies. The market leader will try to encourage habitual buying behavior by dominating the shelf space, avoiding out-of-stock conditions, and sponsoring frequent reminder advertising. Competitor firms will encourage variety seeking by offering lower prices, deals, coupon, free samples, and advertising that presents reasons for trying something new.

4.3. Buying Decision Processes

To be successful, marketers have to go beyond the various influences on buyers and develop an understanding of how consumers actually make their buying decisions. Marketers must identify who makes the buying decisions, the types of buying decisions and steps in the buying process. 

Buyers to reach a buying decision pass through five stages: 

· Problem recognition 

· Information search 

· Evaluation of alternatives 

· Purchase decision  

· Post purchase behavior

1. Problem Recognition

The buying process starts when problem or need is recognized. The need can be triggered by internal as well as external factors. The marketer needs to determine the factors and situations that usually trigger consumer problem recognition. The marketer should research consumers to find out what kinds of needs or problems arise, what brings them about, and how they lead the consumer to a particular product

2. Information search

An aroused consumer may or may not search for more information. If the consumer’s drive is strong and a satisfying product is near at hand, the consumer is likely to buy it then. If not, the consumer may simply store the need in memory or undertake an information search bearing on the need. At one level the, the consumer may simply enter heightened attention or may go into active information search.

· Heightened attention – the consumer become receptive to the information related to the product that satisfy their need (product class advertisings, products used by friends and product conversations)

· Active information search: the consumer looks for reading materials, phones to friends, and gathers information in other ways.

The consumer can obtain information from any of several sources: 

· Personal sources: family friends, neighbors etc.

· Commercial sources: advertising, soles people, dealers, packaging, displays etc.

· Public sources: mass media, consumer rating organizations etc.

· Experiential sources: handling, examining, and using the product 

The relative influence of those information sources varies with the product and buyer. Generally, the consumer receives the most information about a product from commercial sources- those controlled by the marketer. The most effective sources, however, tend to be personal.

3. Evaluation of Alternatives

The marketer needs to know about alternative evaluation that is, how the consumer processes information to arrive at brand choices. Unfortunately, no simple single evaluation process is used by all consumers or even by one consumer in all buying situation. Instead, several evaluation processes are at work.

How consumers go about evaluating purchase alternatives depends on the individual consumer and the specific buying situation. In some cases, consumers use careful calculations and logical thinking. 

4. Purchase Decision

In the evaluation stage consumer ranks brand and forms purchase intentions. Generally, the consumer’s purchase decision will be to buy the most preferred brand, but two factors can come between the purchase intention and the actual purchase:

· The first factor is the attitude of others: Suppose you have the intention to buy an expensive player. But your husband or wife may feel strongly that you should buy the lowest priced player. Then the chance of your buying a more expensive player will be reduced. How much another person’s attitudes will affect some one’s choice depends both on the strength of the person’s altitudes towards the individual’s buying decision and on the individual’s wishes to comply with the person’s wishes.

· Purchase intention is also influenced by unexpected situational factors: The consumer forms a purchase intention based on such factors as expected family income, expected price, and expected benefits from the product. When the consumer is about to act unexpected situational factors may arise to change the purchase intention. For example, the consumer may lose his/her job; some other purchase may become more urgent and so on.

A consumer’s decision to change, postpone or avoid a purchase decision is heavily influenced by perceived risk. Many purchases involve some risk taking. Consumers cannot be certain about the purchase outcome. 

5. Post Purchase Behavior

The marketer’s job does not end when the product is bought. After purchasing the product; consumer will be satisfied or dissatisfied and will be engaged in post purchase behavior of interest to the market. 

The marketer must monitor:
a. Post Purchase Satisfaction

Satisfaction is the function of closeness between expectation and performance 

· If expectation is > performance ( the consumer will be disappointed

· If expectation is = performance ( the consumer will be satisfied

· If expectation is < performance ( the consumer will be delighted 

Consumers base their expectation on messages they receive from sellers, friends and other information sources. Therefore, marketers should not promise to their consumers what they cannot deliver.

b. Post Purchase Action

 Satisfaction or dissatisfaction influences the subsequent behavior of consumers.

If the buyer is satisfied

· Will purchase the product again 

· Talks favorably about the product

· Pays attention to competing brand and advertising

· May buy other products from the company

If the buyer is dissatisfied he/she has a choice between taking and not taking any action. If he/she acts, he/she can take:                                                                                                                                      Private action
· Not to buy the product again 

· Warn friends not to buy it 

· Return the product

Public action

· Complaining to the company

· Going to a lawyer

· Complaining to others etc.

c. Post Purchase Use and Disposal

Marketers should monitor how buyers use and dispose the product. 

· If they store the product they may not be satisfied.

· If they find new use to the product marketers should advertise the new use.
4.4. FACTORS INFLUENCING CONSUMER BUYING BEHAVIOR

The factors influencing a consumer’s buying behavior in summarized forms are as follows: 

I. Cultural Factors

· Culture
· Subculture
· Social class
II. Social Factors

· Reference groups 
· Family
· Roles & status 
III. Personal Factors

· Age & life cycle stage 
· Occupation 
· Economic circumstances 
· Lifestyle
· Personality &self-concept
IV. Psychological Factors

· Motivation 
· Perception 
· Learning 
· Belief & attitudes
4.4.1. Cultural Forces

Cultural factors exert the broadest and deepest influence on consumer behavior. The roles played by the buyer’s culture, subculture, and social classes are particularly important.

Culture is the most fundamental determinant of person’s wants & behavior. E.g. A growing child acquires a set of values, perceptions, preferences, and behavior through his or her family and other key institutions. 

· Subculture: include nationalities, religions, racial groups, and geographical regions. Many subcultures make up important market segments, and marketers often design products and marketing programs tailored to their needs.

· Social Class: All human societies exhibit social stratification. Stratification sometimes takes the form of a caste system where the members of different castes are reared for certain roles and cannot change their caste membership.

Social classes are relatively homogenous and ending divisions in a society, which are hierarchal, ordered and whose members share similar values, interests, and behavior.

Social classes do not reflect income alone but also other indicators such as occupation, education, and area of residence. Social classes differ in their dress, speech, patterns, recreational preferences, and many other characteristics. 

4.4.2. Social Factors

   Reference Group:
A person’s reference group consists of all the groups that have a direct (face-to-face) or indirect influence on the person’s attitudes or behavior. Groups having a direct influence on a person are called membership Groups. Membership groups are of two types: 

· Primary groups: Such as family, friends, neighbors, and coworkers, those with whom the person interacts fairly continuously and informally. 

· Secondary groups: Such as religious, professional, and trade union groups, which tend to be more formal and require less continuous interaction. 

People are significantly influenced by their reference groups in at least three ways. Reference groups expose the person to new behavior and lifestyle, and influence the person’s attitudes and self-concept; they create pressures to conform that may affect the person’s product brand and vendor choices. People are also influenced by groups to which they do not belong. Aspirational groups are those a person would like to join.  For example, a young boy may aspire to be part of Ethiopian Coffee Sport Club and may identify himself with this group even though he is not a member. Dissociative groups are those whose values or behavior a person rejects. 
The importance of group influence varies by product and brand. It tends to be strongest when the product is visible to others whom the buyer respects. Purchases of products that are used privately are not greatly affected by group influence. 

Groups commonly have opinion leaders. These are people within a reference group who, because of special skills, knowledge, personality, or other characteristics, exert influences over others. Opinion leaders are found in all strata of society, and one person may be an opinion leader in one product area and a follower in another.

A business should identify the opinion leaders in their community and make sure that they are invited to important events. For example, the guest list for the grand opening of a restaurant or the first anniversary of a hotel should include opinion leaders. 

Family:
Family members can strongly influence buyer behavior.  We can distinguish between two families in the buyer's life.  The buyer's parents making the “family of orientation".  The "family of procreation" - the buyer's spouse and children - have a more direct influence on everyday buying behavior.  The family is the most important consumer- buying organization in society.

Role and Status:

A person belongs to many groups: family, clubs, and organizations. An individual’s position in each group can be defined in terms of role and status. 

A Role consists of the activities that a person is expected to perform according to the persons around him or her. Each role influences buying behavior. For example, college students dining with their parents may act differently than when they are dining with peers. Each role carries a status reflecting the general esteem given to it by society.  People often choose products that show their status in society.

4.4.3. Personal Factors

A buyer’s decisions are also influenced by personal characteristics. These include, the buyer’s age and stage in the life cycle, occupation, economic circumstance, lifestyle, personality, and self-concept.
Age & stage in the life cycle:
The types of goods and services people buy change during their lifetimes. Preferences for leisure activities, travel destinations, food and entertainment are often age related. 

Buying behavior is also shaped by the family life cycle stages. If we take examples in towns, Young unmarried persons usually have few financial burdens, and spend a good portion of their discretionary income on entertainment. Young married people without children have high discretionary incomes and dine out frequently.  Once they have children, their purchases from restaurants can change to more delivery and carry out. When the children leave home, the discretionary income can jump, and expenses on dining out can increase. 

Occupation:

A Person’s occupation also influences his or her consumption patterns. A blue-collar worker will buy work clothes, work shoes, and launch boxes .A company president will buy expensive suits, air travel, country club membership, and a large sailboat.
Economic Circumstance:
Product choice is greatly affected by ones economic circumstances. People’s economic circumstances consist of their spendable income (its level, stability, and time pattern), savings and assets (including the percentage that is liquid), debts, borrowing power, and attitude toward spending versus saving.

Lifestyle:
People coming from the same subculture, social class and occupation may lead quite different lifestyles. A person’s life style is the person’s pattern of living in the world as expressed in the person’s activities, interests, and opinions. Life style portrays the “Whole person” interacting with his or her environment.

E.g. A person can choose to live a “belonging’ lifestyle by wearing conservative clothes, spending a lot of time with a family and helping a church.  Or he/she can choose an “achiever” life style by working long hours or major projects and playing had at travel and sports.

Personality and Self-Concept:

Each person has a distinct personality that influences his or her buying behavior.

By personality, we mean a person’s distinguishing psychological characteristics that lead to relatively consistent and ending responses to his or her environment. 

Personality is usually described in terms of such traits as:

· Self-confidence 

· Dominance 

· Autonomy 

· Difference 

· Sociability

· Defensives

· Adaptability

4.4.4. Psychological Factors

A person’s buying choices are influenced by four major psychological factors- motivation, perception, learning, beliefs, and attitudes. We shall discuss the above factors as follows.
Motivation

A person has many needs at any given time. Some needs are biogenic. They arise from physiological states of tension such as hunger, thirst, and discomfort. Other needs are psychogenic; they arise from psychological states of tension such as the need of recognition, esteem, or belonging. A need becomes a motive when it is aroused to a sufficient level of intensity.  A motive is a need that is sufficiently pressing to drive a person to act. Satisfying the need reduces the felt tension.

Perception: A motivated person is ready to act. How the motivated person actually acts is influenced by his or her perception of the situation. Perception is the process by which an individual selects, organizes, and interprets information inputs to create a meaningful picture of the world. People can form different perceptions of the same stimulus because of three perceptual processes: selective attention, selective distortion and selective retention.

Selective Attention: the tendency for people to screen out most of the information to which they are exposed. People are exposed to a great number of stimuli every day. For example, the average person may be exposed to a lot of ads a day. And it is impossible for a person to pay attention to all these stimuli. Thus, marketers have to work especially hard to attract the consumer's attention. Their message will be lost on most people who are not in the market for the product. 

Selective Distortion: it describes the tendency of people to adapt information to personal meanings. In other words, noted stimuli do not always come across in the intended way. Each person fits incoming information into un-existing mind-set. People tend to interpret information in a way that will support what they already believe. Thus, marketers must try to understand the mindsets of consumers and how these will affect interpretations of advertising and sales information.

Selective Retention: people also will forget much that they learn. They tend to retain information that supports their attitudes and beliefs. Because of selective retention, a person is likely to remember good points made about a particular product, which he/she is familiar, and forget good points made about competing products. Because of selective exposure, distortion and retention marketers have to work hard to get their messages through. 
Learning:
Learning involves changes in an individual's behavior arising from experience. When people act, they learn. Learning theorist believe that learning is produced through the interplay of drives, stimuli, responses, and reinforcement.

Beliefs and Attitudes:
Through doing and learning, People acquire beliefs and attitudes. These in turn influence their buying behavior. A Belief is a descriptive through that a person holds about something. Manufactures are very interested in the beliefs that people carry in their heads about their products and services. These beliefs make up product and brand images, and people act on their image.

An Attitude is a person’s enduring favorable or unfavorable evaluation, emotional, feelings, and action tendencies toward some object or idea. People have attitudes toward almost everything Religion politics clothes, music, food and so on. Attitude put them into frame of mind of liking or disliking an object, moving toward or away from it.

4.5. ORGANIZATIONAL BUYING BEHAVIOR

Buying behavior is the business market differs significantly from consumer behavior is several ways. These differences stem from the producers, markets, and buyer – seller relationship is business markets.

4.5.1.  Direct Purchase

In the consumer market, consumers rarely buy directly from the producer except in the case of services. In the business market, however, direct purchase by the business user from the producer is quite common even for goods. This is the especially when the order is large and the buyer needs much technical assistance. From a seller’s point of view, direct sale in the business market is reasonable, especially when there are relatively few potential buyers, they are big, or they are geographically concentrated.

4.5.2. Nature of the Relationship

Many business marketers take a broad view of exchanges. Rather than focus only on the immediate customer they approach marketing as a value chain. That is, they consider the roles of suppliers, producers, distributors, and end users to see how each adds value to the final product. This perspective leads to recognition of the importance of all parties involved in successfully bringing a product to market and an emphasis on building and maintaining relationships.

4.5.3. Frequency of Purchase

In the business market, firms buy certain products very infrequently. Large installations are purchased only once in many years. Small parts and materials to be used in the manufacture of a product may be ordered on long term contracts, so that a selling opportunity exists as seldom as once a year. Even standard operating supplies, such as office supplies or cleaning producers, may be bought only once in a month.

4.5.4. Size of Order

The average business order is considerably larger than its counterpart is the consumer market. This fact, coupled with the infrequency of purchase, spotlights the importance of each sale in the business market.

4.5.5. Length of Negotiation Period

The period of negotiation in a business sale is usually much longer than in a consumer transaction. Some reasons for extended negotiation are:

I. Several executives participate in the buying decision

II. The sale involves a large amount of money

III. The business product is made to order and considerable discussion is required to establish the specifications.

4.5.6. Reciprocal Arrangement

A highly controversial business buying practice is reciprocity. The policy of “I’ll buy from you if you will buy from me”. Traditionally, reciprocity was common among firms marketing homogeneous basic business products (oil, steel, rubber, paper products, and chemicals).

4.5.7. Demand for Service

The user’s desire for excellent service is a strong business buying motive that may determine buying patterns. Frequently a firm’s only differentiating features is its service because the product itself is so standardized that it can be purchased from any amount of company.

4.5.8. Dependability of Supply

Another business buying patterns is the users’ insistence on an adequate quantity of uniform-quality products. Variations on the quality of materials going into finished products can cause considerable trouble for manufactures. They may be faced with costly disruptions is their production processes if the imperfections exceed quality control limits. Adequate quantities are as important as good quality. A work stoppage caused by an insufficient supply of materials is just as costly as one caused by inferior quality of materials.

4.5.9. Leasing Instead of Buying

A growing tendency among firms in the businesses market is leasing business goods instead of buying them. In the past this practice was limited to large equipment, packaging equipment and heavy construction equipment. Presently, industrial firms are expanding leasing arrangements to include delivery trucks, automobile used by sales people, machine tools, and other items that are generally less expensive than major installations.

Leasing has several merits for the lesser – the firm providing the equipment.

· Total net income – the income after charging of repairs and maintenance expenses – is often higher than it would be if the equipment were sold.

· The lessee’s market may be expanded to include users who could not afford to buy the product, especially for large equipment.

· Leasing after an effective method of getting users to try a new product. They may be more willing to rent a product than to buy it.

From the lessee’s or customers – point of view, the benefits of leasing are:

· Leasing allows users to retain their investment capital for other purposes.

· Firms can enter a new business with less capital outlay than would be necessary if they had to buy equipment.

· Leased products are usually repaired and maintained by lessons, eliminating one headache associated with ownership

· Leasing is particularly attractive to firms that need equipment seasonally or sporadically

4.6. CHARACTERISTICS OF BUSINESS MARKET DEMAND

Four demand characteristics differentiate the business market from the consumer market: Demand is derived; Demands tend to be inelastic; Demand is widely fluctuating; and the market is well informed.

4.6.1. Demand is Derived 

The demand for a business product is derived from the demand for the consumer products in which that business product is used. Thus, the demand for steel depends partially on consumers demand for automobiles and refrigerators, but it also depends on the demand for butter, baseball gloves and co-players. This is because the tool, machines, and other equipment needed to makes these items are made of steel. Consequently, as the demand for baseball gloves increases, companies may buy more steel for sewing machines or filing cabinet.

4.6.2. Demand is Inelastic

Another characteristic of the business market is demanding elasticity of business products. Elasticity of demand refers to how responsive demand is to a change in the price of a product. The demand for many business products is relatively inelastic which means that the demand for a product responds very little to changes in its price.

As a result, when the prices of the business products change, there are very little changes in the price of the related consumer products. Since there is no appreciable shift in the demand for the consumer goods, then – by virtue of the derived demand feature – there is no change in the demand for the business product.

4.6.3. Demand is Widely Fluctuating

Although the demand for business goods does not change much in response to price changes, it does respond to other factors. In fact, market demand for most classes of business goods fluctuates considerably more than the demand for consumer products. The demand for installations major plant equipment’s, factories, and so on- is especially subject to change. Substantial fluctuations also exist in the market for accessory equipment office furniture and machinery, delivery twice, and similar products. These tend to accentuate the swings in the demand for business raw materials and fabricating parts. 

A major reason for these fluctuations is that individual businesses are very concerned about having a shortage of inventory when consumer demand increases or being caught with excess inventory should consumer demand decline. Thus, they tend to over react to signals from the economy, building inventories when they see signs of growth in the economy and working inventories down when the sign suggests stagnation. When the actions of all the individuals’ firms are combined, the effect on their suppliers is widely fluctuating demand. This is known as the acceleration principle.

4.6.4. Buyers are Well Informed 

Typically, business buyers are better informed about what they are buying than are ultimate consumers. They know more about the relative merits of alternatives sources of supply and competitive products for three reasons: - 

· There are relatively few alternatives for a business buyer to consider: Consumers typically have many more brands and sellers from which to choose than do business buyers.

· The responsibility of a buyer in an organization is ordinarily limited to a few products: Unlike, a consumer who buys many different things, a purchasing agent’s job is to be very knowledgeable about a narrowly defined set of products. 

· For most consumer purchase, an error is only a minor inconvenience: However, in business buying the rest of mistake may be thousands of dollars or even the decision makers’ job.

4.7. BUYING SITUATION IN ORGANIZATIONAL BUYIN

4.7.1. Straight Re-buy

This situation is similar to repeat buying situations of consumer/household buying; in this buying situation, only purchasing department is involved. They get information from inventory control department or section to reorder the material or item and they seek quotations from vendors in an approved list. In this the buyer keeps on placing the order on routine basis without changing any product specifications

Some typical characteristics of the routine buying situations are:

· Routine purchasing procedures exist,

· The buying alternatives are known, but a formal or informal list of `approved’ suppliers are available.

· A supplier, not on list, is not considered.

· Decision on each separate transaction is made by the purchasing department.

· Buyers have relevant buying experience and require little new information

4.7.2. Modified Re-buy

In a modified re-buy situation, a buyer may change the product specifications or may even change to a substitute product for economic and performance considerations. Executives apart from the purchasing department are involved in the buying decisions. The company is looking for additional suppliers or is ready to modify the approved vendors list based on the technical capabilities and delivery capabilities.

Some characteristics of the modified re-buy situations are:

· A regular requirement for the type of product exists.

· The buying alternatives are known, but sufficient change has occurred to require some alteration to the normal supply procedure.

· Change may be stimulated by external events, e.g. inputs from supplying companies.

· Change may be stimulated by internal events, e.g., new buying influences, value analysis, reorganization

4.7.3. New Task 
Buy

In this situation, the buyer is buying the product for the first time. As the cost of the product or consumption value becomes higher, a greater number of executives is involved in the process. The stages of awareness, interest, evaluation, trial, and adoption will be there for the products of each potential supplier. 

Some of the characteristics, for `new task’ situations are:

· Need for the product has not arisen previously.

· Little or no past buying experience is available to assist in the purchasing decision.

· Members of the buying unit require a great deal of information.

· Alternative ways of meeting the need are likely to be under review.

· The situation occurs infrequently, but the decisions taken may set a pattern for more routine purchases subsequently.

· Opportunities exist at an early stage in the decision process for external (marketing) inputs to have an influence on the final decision made.

4.7.4. Systems Buy

A system buying is a process in which the organization gives a single order to a single organization for supplying a full system. The buying organization knows that no single party is producing all the units in the system. But it wants the system seller to engineer the system, procure the units from various vendors and assemble, fabricate or construct the system.

4.8. BUYING DECISION PROCESS IN BUSINESS

The buying-decision process is business markets are a sequence of five stages similar to the ones followed by consumers. Not every purchase involves all five steps. Straight re-buy purchases usually are low-involvement situations for the buyers, so they typically skip some stages. But a new-task purchase of an expensive good or services is likely to be high involvement total-stage buying decisions.

The steps involved in the buying decisions are as follows:

1. Need Recognition: -


The first step in the buying process is identifying of the need. Such need may arise form the consumer or from the organization itself.

2. Identification of Alternatives

The second step in the process is identifying of alternatives. That is, searching for the potential sources of supply. The purchasing department identifies the alternative brand and supply sources for substitutes that generally meet the specifications.

3. Evaluation of alternatives

The production, research and purchasing people jointly evaluate both the alternative products and sources of supply. The complete evaluation considers such factors as product performance and price as well as the suppliers’ abilities to meet delivery schedules and provides consistent quality.

4. Purchase decision

Based on the evaluation, the buyer decides on a specific brand and supplier. Next, the purchasing department negotiates the contract. Since large sums are involved, the contract will likely to include many details.

5. Post purchase behaviors 

The buyer continues to evaluate the performance of the product and the selected supplier to ensure that both meet expectations. Future dealings with a supplier will depend on this performance evaluation and on how well the supplier handles any problems that may later arise involving its product.

4.9. INFLUENCE ON ORGANIZATIONAL BUYING DECISION

To analyze a consumer market, a marketer would study the distribution of population and various demographics such as income, and then try to determine the consumers buying motives and habits. 

Essentially, the same type of analysis can be used by a firm selling to a business market.

The following are basic determinants of business marketers:

A). Number and type of Business users:

· Number of buyers

The business market contains relatively few buying units compared to the consumer market.

The business market seems even more limited to most companies, because they sell to only a small segment of the total market.

· Size of Business users.

While the business market may be limited in the total number of buyers, it is large in purchasing power. A relatively small percentage of firm’s account of the greatest share of the value added to products by manufacturing.

The marketing significance of these facts is that buying power in many business markets is highly concentrated in a relatively few firms. That is, a high percentage of industry sales are accounted for by a very small number of firms.

B). Regional concentration of business users:

There is substantial regional concentration is many major industries and among business users as a whole. A firm that sells producers used in copper mining will find the block of its market is concentrated area.

C). Multiple Buying influences – The Buying center

Users: - The people who actually use the business product – perhaps a secretary, and executive a production live worker, or a truck driver.

 Influences: - The people who set the specifications and aspects of buying decisions because of their technical expertise, their organizational position, or even their political power in the firm

Deciders: - The people who made the actual buying decision regarding the business product and the supplier. A purchasing agent may be the decider is a straight-reby situation. But someone is top management may make the decisions regarding whether to buy.

 Gate keepers: - The people who control the flow of purchasing information within the organization as well as between the firm and potential vendors. These people may be purchasing agents, secretaries, receptionist or technical personnel

Buyers: - The people who interact with the suppliers, arrange the terms of sale, and process the actual purchase orders. Typically, this is the purchasing department’s role. But as gain, if the purchase is an expensive, complex new buy, the buyer’s role may be filled by someone in top management.

D). Buying Patterns of Business Users:
Buying behavior is the business market differs significantly from consumer behavior is several ways. These differences stem from the producers, markets, and buyer – seller relationship is business markets.

· Direct Purchase

In the consumer market, consumers rarely buy directly from the producer except in the case of services. In the business market, however, direct purchase by the business user from the producer is quite common even for goods. This is the especially when the order is large and the buyer needs much technical assistance.

From a seller’s point of view, direct sale in the business market is reasonable, especially when there are relatively few potential buyers, they are big, or they are geographically concentrated.

· Nature of the relationship

Many business marketers take a broad view of exchanges. Rather than focus only on the immediate customer they approach marketing as a value chain.

That is, they consider the roles of suppliers, producers, distributors, and end users to see how each adds value to the final product. This perspective leads to recognition of the importance of all parties involved in successfully bringing a product to market and an emphasis on building and maintaining relationships.

· Frequency of purchase

In the business market, firms buy certain products very infrequently. Large installations are purchased only once in many year. Small parts and materials to be used in the manufacture of a product may be ordered on long term contracts, so that a selling opportunity exists as seldom as once a year. Even standard operating supplies, such as office supplies or cleaning producers, may be bought only once in a month.

· Size of order

The average business order is considerably larger than its counter part is the consumer market. This fact, coupled with the infrequency of purchase, spotlights the importance of each sale in the business market.

· Reciprocity Arrangements

A highly controversial business buying practice is reciprocity. The policy of “I’ll buy from you if you will buy from me”. Traditionally, reciprocity was common among firms marketing homogeneous basic business products (oil, steel, rubber, paper products, and chemicals).

· Demand for service

The user’s desire for excellent service is a strong business buying motive that may determine buying patterns. Frequently a firm’s only differentiating features is its service because the product itself is so standardized that it can be purchased from any number of companies.

· Dependability of supply

Another business buying patterns is the users insistence on an adequate quantity of uniform-quality products. Variations on the quality of materials going into finished products can cause considerable trouble for manufactures. They may be faced with costly disruptions is their production processes if the imperfections exceeds quality control limits. Adequate quantities are as important as good quality. A work stoppage caused by an insufficient supply of materials is just as costly as one caused by inferior quality of materials.

· Leasing instead of buying

A growing tendency among firms in the businesses market is leasing business goods instead of buying them. In the past this practice was limited to large equipment, packaging equipment and heavy construction equipment. Presently, industrial firms are expanding leasing arrangements to include delivery trucks, automobile used by sales people, machine tools, and other items that are generally less expensive than major installations.

4.10.  Review Questions

Part I: Choose the correct answer from the given alternatives

1) Which one is not personal factors that influencing consumer buying behavior?                               A). Motivation                                                                                                                                  B). Perception                                                                                                                                C). Learning                                                                                                                                    D). Belief and attitudes                                                                                                                  E). None of the above
2) From the social factors groups as family, friends, neighbors, and coworkers directly or indirectly influence on the person’s attitudes or behavior is:                                                            A). Aspirational groups                                                                                                                   B). Primary groups                                                                                                                           C). Secondary groups                                                                                                                        D). Dissociative groups                                                                                                                       E). None of the above
3) Regarding post purchase satisfaction if expectation is less than performance, customers will be:                                                                                                                                            A). Disappointed                                                                                                                           B). Delighted                                                                                                                                    C). Satisfied                                                                                                                                   D). Complain                                                                                                                                 E). None of the above
4) ________are people who control the flow of purchasing information within the organization as well as between the firm and potential vendors.                                                       A). Gate keepers                                                                                                                                  B). Deciders                                                                                                                                                                               C). Influencers                                                                                                                                   D). Buyers                                                                                                                                        E).  A & B
5) _________is a highly controversial business buying practice that is the policy of “I’ will buy from you if you will buy from me”.                                                                                           A). Dependability of supply                                                                                                            B). Reciprocity Arrangements                                                                                                              C). Leasing instead of buying                                                                                                               D). Demand for service                                                                                                                        E). None of the above
Part II: Write True if the statement is correct and False if the statement is incorrect 
1. Regarding derived demand there is no change in the demand for the business product. 

2. Opinion leaders are people within a reference group who, because of special skills, knowledge, personality, or other characteristics, exert influences over others. 
3. Social classes differ in their dress, speech, patterns, recreational preferences, and many other characteristics. 

4. Complex Buying Behavior is usually the case when the product is expensive, bought infrequently, risky, and highly self-expressive. 

Part III: Write short answers for the following questions on the space provided.

1. What are the major factors influencing consumers buying behavior?

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

2. Can you mention the buyers’ decision process? ________________________________________________________________________________________________________________________________________________________________________________________________________________________

3. What are the buying situations in organizational buying? ________________________________________________________________________________________________________________________________________________________________________________________________________________________ 

CHAPTER FIVE

 MARKETING SEGMENTATION, TARGETING AND POSITIONING
Objective

After reading this unit, you should be able to:

· Know the meaning of market segmentation, targeting and positioning;

· Describe the levels of segmentation, characteristics of effective segmentation, bases for segmenting different markets;

· Describe the process of market targeting, evaluating market segments selecting the market segments 

· Describe the meaning and strategies of market positioning. 
	What do you think market segmentation? Discuss why firm segment its marketing.


5.1. NTRODUCTION 

Dear distance learner in the previous units we hope you built understanding on the basic concepts of marketing, the marketing environment and consumer buying behavior. In this particular unit we will focus on issues of market segmenting, targeting and positioning. Throughout this unit, time and effort will be devoted to discuss meaning, bases, and levels of segmentation which are believed to be with paramount importance among market segmentation.
5.2.  MARKET SEGMENTATION 

5.2.1. Meaning of Market Segmentation

Market Segmentation is the process of identifying and profiling distinct group of buyers who might require separate products or marketing mixes. 

It is the process of defining and subdividing a large homogenous market into clearly identifiable segments having similar needs, wants, or demand characteristics. Its objective is to design a marketing mix that precisely matches the expectations of customers in the targeted segment.

A market segment is a group of people who share one or more common characteristics, lumped together for marketing purposes. Each market segment is unique, and marketers use various criteria to create a target market for their product or service. Marketing professionals approach each segment differently, after fully understanding the needs, lifestyles, demographics and personality of the target consumer.

A market segment is a segmented category of customers who have similar likes and dislikes in an otherwise homogenous market. These customers can be individuals, families, businesses, organizations or a blend of multiple types. Market segments are known to respond somewhat predictably to a marketing strategy, plan or promotion. This is why marketers use segmentation when deciding a target market. Few companies are big enough to supply the needs of an entire market; most must breakdown the total demand into segments and choose those that the company is best equipped to handle.

Four basic factors that affect market segmentation are:

· Clear identification of the segment,

· Measurability of its effective size,

· Its accessibility through promotional efforts, and

· Its appropriateness to the policies and resources of the company.

The four basic market segmentation-strategies are based on

· Behavioral,

· Demographic,

· Psychographic, and

· Geographical differences

5.2.2. The Main Characteristics of Market Segmentation

To meet the most basic criteria of a market segment, three characteristics must be present:

· There has to be homogeneity among the common needs of the segment

· There needs to be a distinction that makes the segment unique from other groups 

· The presence of a common reaction, or a similar and somewhat predictable response to marketing, is required. 

For example, common characteristics of a market segment include interests, lifestyle, age, gender, etc. Common examples of market segmentation include geographic, demographic, psychographic and behavioral.

Examples of Market Segments and Market Segmentation

A good example of market segments and how a company markets to those groups is in the banking industry. All commercial banks service a wide range of people, many of whom have relatable life situations and monetary goals. If, for example, a bank wants to market to Baby Boomers, it conducts research and finds that retirement planning is the most important aspect of their financial needs. The bank therefore markets tax-deferred accounts to this consumer segment. The bank uses that data to market college-friendly savings and investment accounts to this consumer segment.

5.2.3. Bases of Segmenting the Market

Definition of market segmentation base:

A market segmentation base is simply the factor that is used to define the overall market up into its individual market segments. These factors usually include some sort of description of the consumers, usually relating to their lifestyle, purchasing behavior, goals, or life-stage attributes.
Segmentation bases are the dimensions that can be used to segment a market. Several definitions of segmentation bases are available, such as:

“A segmentation basis is defined as a set of variables or characteristics used to assign potential customers to homogeneous groups.” (Wedel & Kamakura, 2000)

“Segmentation variables are customer characteristics that relate to some important difference in customer response to marketing effort.” (Webster, 1984)

These definitions highlight that the purpose of segmentation is to differentiate between consumers by using certain variables or descriptions. However, there is a slight variation between them; the first suggests that homogeneous groupings are sufficient, whereas the second requires the groupings responses differently to marketing offering.

The most common segmentation bases are:

Geographic segmentation: Segmenting by country, region, city or other geographic basis.

Demographic segmentation: Segmenting based on identifiable population characteristics, such as age, occupation, marital status and so on.

Psychographic segmentation: This segmentation approach involves an understanding of a consumer’s lifestyle, interests, and opinions.

Benefit segmentation: This approach segments consumer on the basis of specific benefits they are seeking from the product, such as convenience, or status, or value, and so on.

Behavioral segmentation: Segmenting the market based on their relationship with the product or the firm. Examples include: heavy or light users, brand loyal or brand switchers, and so on.

Please note that these are some examples only – there are many other ways to segment (divide) a consumer market. The important things to remember are: the major categories, that there are hundreds of potentially useful segmentation bases, and that these bases can be used in combination (which is known as hybrid segmentation). 

5.2.4. Importance of Segmentation

A company cannot devise a market strategy without market segmentation. Imagine that you became a teacher one day. And the only thing your employer told you is that you have to teach students!! There would be several questions asked by you. Which grade are the students in? What is the subject I will be teaching? What timing are the classes etc. If you don’t ask these questions, the “Students” will be a very generic term for you, and you will have no idea whom you have to teach or what you have to teach.

The same dilemma is faced by companies. If they don’t do segmentation, they do not know whom they have to sell and what they have to sell. There are several advantages of segmentation:

1) Focus of the Company – Segmentation is an effective method to increase the focus of a firm on market segments. If you have better focus, obviously you will have better returns. Numerous automobile companies have started focusing on small car segments. This is nothing else but a company changing its focus for better returns. Thus, companies base their strategy completely on a new segment which increases its focus and profitability.

2) Increase in competitiveness – Naturally, once your focus increases, your competitiveness in that market segment will increase. If you are focusing on youngsters’, your brand recall and equity with youngsters will be very high. Your market share might increase and the chances of a new competitor entering might be low. The brand loyalty will definitely increase. Thus, market segmentation also increases competitiveness of a firm from a holistic view.

3) Market expansion – Geographic segmentation is one type of segmentation where expansion is immediately possible. If you have your market strategy on the basis of geography, then once you are catering to a particular territory, you can immediately expand to a nearby territory. Segmentation plays a crucial role in expansion. You cannot expand in a territory when you have no idea of which segment of customers you will be meeting.

4) Customer retention – By using segmentation, Customer retention can be encouraged through the life cycle of a customer. The best example of this is the Automobile and the Airlines segment. You will find major example of customer life cycle segmentation in the Hospitality segment whether they are hotels, airlines, or hospitals. 

5) Have better communication – One of the factors of marketing mix which is absolutely dependent on firm’s promotions or communications. The communications of a company need to be spot on for its TARGET market. Thus, if you need a target market, you need segmentation. Communication cannot be possible without knowing your target market. Imagine if you had to make someone across a curtain understand what politics is. You would go on about ruling parties, states, countries and politicians. And when the curtain is taken aside, you find that the person across the curtain is a 5-year-old kid. Is there any use talking to him about politics? This shows why communication needs segmentation. 

6) Increases profitability – Segmentation increases competitiveness, brand recall, brand equity, customer retention, and communications. Thus, if it is affecting so many factors of your business, then definitely it affects the profitability of the firm. 

5.2.5.  Levels of Market Segmentation

Market segmentation is an effort to increase a company’s precision marketing. The starting point of any segmentation discussion is mass marketing. In mass marketing, the seller engages in the mass production, and mass promotion of one product for all buyers. The arguments of mass marketing are that it creates the largest potential market, which leads to the lowest costs, which turn can lead to lower prices or higher margins.

5.2.5.1.  Segment Marketing

A market segment consists of a large identifiable group within a market with similar wants, purchasing power, geographical location, buying attitudes, or buying habits.

i.e. An auto company may identify four broad segments: car buyers who are primarily seeking basic transportation or high performance or luxury or safety.

Segmentation is an approach midway between mass marketing and individual marketing. Each segment’s buyers are assumed to be quite similar in wants and needs, yet no buyers are really alike. Segment marketing offers several benefits over mass marketing: The Company can create a more fine-tuned product or service offering and price it appropriately for the target audience. The choice of distribution channels and communications channels becomes much easier. The company also may face fewer competitors in the particular segment. 

5.2.5.2. Niche Marketing

A niche is a more narrowly defined group, typically a small market whose needs are not well served. Marketers usually identify niches by dividing a segment into sub segments or by defining a group seeking a distinctive mix of benefits. I.e. the segments of heavy smokers include those who are trying to stop smoking and those who don’t care.

Whereas segments are fairly large and normally attract several competitors, niches are fairly small and normally attract only one or two. Large companies lose pieces of their market to nicher. Niche marketers presumably understand their customers’ needs so well that the customers willingly pay a premium.

E.g. Ferrari gets a high price for its cars because loyal buyers feel no other automobile comes close to offering the product-service-membership benefits handle that Ferrari does.

An attractive niche is characterized as follows:

The customers in the niche have a distinctive set of needs; they will pay a premium to the firms that best satisfies their needs; the niche is not likely to attract other competitors; the nicher gains certain economies through specialization; and the niche has size, profit and growth potential.

· Local Marketing

Target marketing is leading to marketing programs being tailored to the needs and wants of local customer groups (trading areas, neighborhoods, even individual stores).

Those favoring localizing a company’s marketing see national advertising as wasteful because it fails to address local needs. Those against local marketing argue that it drives up manufacturing and marketing costs by reducing economies of scale.

Logistical problems become magnified when companies try to meet varying local segments. Brands overall image might be deluded if the product and message differ in different localities.

· Individual Marketing

The ultimate level of segmentation leads to “Segments of One” customized marketing, ‘or’ one-to-one marketing. For countries, consumers were served as individuals: The tailor made the suit and the cobbler designed shoes for the individual. Much business-to business marketing today is customized, in that a manufacturer will customize the offer, logistics, communications, and financial terms for each major account. New technologies: computers, databases, robotic production, e-mail, and fax-permit companies to return to customized marketing, or what is called “Mass customization”.

Mass customization is the ability to prepare on a mass basis individually designed products and communications to meet each customer’s requirements.

5.2.6.  Market Segmentation Procedure

The three steps procedure for identifying market segments: survey analysis and profiling.

Step One: - Survey Stage

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

Step Two: - Analysis Stage

Researches apply factories analysis to the data to remove highly correlated variables, and then apply cluster analysis to create a specified number of maximally different segments.

Step Three: - Profiling Stage

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

5.3. TARGET MARKET STRATEGIES

Meaning of Market Targeting

Select one or more market segments to enter (Market Targeting). Let’s assume that a company has segmented the total market for its product. The company can follow one of three strategies: 

· Market aggregation

· Single-segment concentration

· Multiple –segment targeting

Four guidelines govern how to determine which segments should be the target markets:

· Target markets should be compatible with the organizations goal and image. 

· Match the market opportunity represented in the target markets with the company’s resources. 

· Over the long run, a business must generate a profit to survive.

· A company ordering should seek a market more there are the least and smallest competitors.

A seller should not enter a market that is already saturated with competition inters it has save overriding differential advantage that will enable it to take customers from existing firms.

Aggregation Strategy (Undifferentiated Marketing):
By adopting a market aggregation strategy also known as a mass-market or un-differentiated market strategy –a seller treats its total market as a single segment. An aggregated market numbers are considered to be alike with respect to demand for the product. Therefore management can develop a single marketing mix and reach most of the customers in the entire market. That is the company develop a single product for this mass audience. It develops one pricing structure and one distribution system of its product. And it uses a single promotional program aimed at the entire market.

This strategy would be appropriate for firms that are marketing an in differentiated, staple product such as salt or sugar. In the eyes of many people, sugar is sugar. Regardless of the brand, and all brands of table salt are pretty much alike. 

Single Segment Strategy (Concentrated Marketing):
A single-segment (or concentration) strategy involves selecting one segment from within the total market as the target market. One marketing mix is developed to reach this single segment. A company may want to concentrate on a single market segment rather than to take on the competitors in the broader market.

A single-segment strategy enables a seller to penetrate one market in depth to acquire a repetition as a specialist or an expert in this limited market. A company can imitate a single-segment strategy with limited resources. And as long as the single segment remains a small market, large competitors are likely to leave it alone. However, if the small market should show signs of becoming a large market, big boys jump in.

Multiple-Segment strategy (Differentiated Marketing):

Under a multiple-segment strategy two or more difficult groups of potential customer are identified as target markets. A separate marketing mix is developed to reach segment. In a multiple-segment strategy, a seller frequently will develop a different version of the basic product for each segment. However, market segmentation can also be accomplished with no change in the product, but rather with separate distribution channels or promotional appeals, each tailored to a given market segment. 

A multiple segment strategy normally results in a greater sales volume than a single segment strategy. It also is useful for a company facing seasonal demand. A firm with excess production capacity may well seek additional market segment to absorb this capacity.

5.4. MARKET POSITIONING

Meaning of Market Positioning

A brand's Positioning is the way in which firm want the consumer to think about a product.

Product positioning is what comes to mind when your target market thinks about your product compared to your competitor’s products. When you hear Apple phone, what do you think? Probably: highest-end luxury and exclusivity. That’s their positioning. There’s no confusing the positioning of Apple phone. 

Why is positioning important? 
Product positioning is a crucial ingredient in the buying process and should never be left to chance. It’s your opportunity to influence the market’s perception of your products. 

Failure to proactively address product positioning is unlikely to end well. With or without your input, customers will position your product—probably based on information from your competitors, which will not flatter you.

Positioning characteristics
The goal of product positioning is to keep your product on top of your customers’ mind when they’re considering a purchase. To be successful, product positioning must achieve three objectives:
· Differentiate your product from the competitions

· Address important customer buying criteria

·  Articulate key product (or company) characteristics

5.5. TOOLS FOR COMPETITIVE DIFFERENTIATIONS

A company must try to identify the specific way it can differentiate its products to obtain a competitive advantage. Differentiation is the act of designing a set of meaningful differences to distinguish the company’s offering from competitors offering.

How exactly can a company differentiate its market offering from competitors? Here we will examine how a market offering can be differentiated along time dimensions: - product, services, personnel, channel or image.

· Product Differentiation

Differentiation of physical products takes place along a continuous. At one extreme we find highly standards products that allow little variation. At the other extreme are products capable of high differentiation, such as automobiles, commercial holdings, and furniture. Here the seller faces an abundance of design parameters. The main product differentiations are features, performance, conformance, durability, reliability, reparability, style and design.

1. Features: -

Features are characteristics that supplement the products’ basic function. The starting point of feature differentiation is a stripped down, or “bare bones”, version of the product. The company can create additional version by adding extra features. Thus, automobile manufacturers can offer optional features, such as electric windows, air bags, automatic transmission, and air conditioning. Each feature has a chance of capturing the fancy of additional buyers.

2. Performance Quality

Most products are established initially at one of four performance levels, low, average, high and superior. Performance quality refers to the level at which the products primary characteristics operate. A company must also decide how to manage performance quality through time. Three strategies are:

· Where the manufacture continuously improves the product, often produces the highest return and market share.

· Strategy is to maintain product quality at a given level. 

· Strategy is to reduce product quality through time. Some companies cut quality to offset rising costs, hoping the buyers will not notice any difference. 

3. Conformance Quality

Buyers expect products to have a high conformance quality. Conformance quality is the degree to which all the produced units are identical and meet the promised target specifications.

Suppose an automobile is designed to accelerate to 60 miles an hour within 10 seconds. If it does this, the model is said to have high conformance quality. However, if it varies greatly in their acceleration time, they have low conformance on this criterion. 

4. Durability: -  
Durability is a very important product attribute to most buyers. Durability is a measure of the product’s expected operating life under natural and/or stressful conditions.

Buyers will generally pay more for products that have more durability. 

5. Reliability

Buyers normally will pay a premium for product with more reliability. Reliability is a measure of the probability that a product will not manufacture or fail within a specified time period. Buyers want to avoid the high costs of product breakdowns and repair time.

6. Reparability: -

Buyers prefer products that are easy to repair. Reparability is a measure of the ease of fixing a product that manufactures or fails. Thus, an automobile made with standard parts that are easily replaced has high reparability. Ideal reparability would exist if users could fix the product themselves with little or no cost or time lost. The buyer might simply remove the defective part and insert a replacement part.

7. Style: -


Buyers are normally willing to pay a premium for products that are attractively styled. Style describes the product’s looks and feel to the buyer. Style has the advantage of creating product distinctiveness that is difficult to copy. The package provides the buyer’s first encounter with the product and is capable of turning the buyer on or off.

8. Design

As competitions intensify, designs will offer one of the most patent ways to differentiate and position a company’s products and services. Design is the totality of features that affect how a product looks and functions in terms of customer requirements.

· Service Differentiation/Personal Differentiation:

In addition to differentiating its physical products, a firm can also differentiate its services. The main service differentiations are ordering ease, delivery, installation, customer training, customers consulting, maintenance and repair, and a few others.

1. Ordering Ease: -
Ordering ease refers to how easy it is for the customer to place an order with the company. For example, some companies have eased the ordering process by supplying customers with computer terminals through which they sell orders directly to the seller. Many banks are now providing home banking software to help customers get information and transact with the bank more efficiently.

2. Delivery: -
Delivery refers to how well the product or service is delivered to the customers. It includes the speed, accuracy, and care attending the delivery process. Buyers will often choose the supplier with a better reputation for on-time delivery.

3. Installation: -

Installation refers to the work done to make a product operational in its planned location. Buyers of heavy equipment expect good installation service from the vendor. For examples, some companies deliver all the purchased equipment to the site at the same time rather than sending in different components at different times.

4. Customer Training: -

Customer training refers to training the customer’s employees to use the vendor’s equipment properly and efficiently. Some companies are not only selling and install this expensive equipment but also take on the responsibility for training the uses of this equipment.

5. Customer consulting: -
Customers consulting refer to data, information systems, and advising services that the seller offers free or for a price to buyers. Some sellers consult their buyers in setting up accounting and inventory systems, computer ordering systems and so forth.

6. Maintenance and repair

Maintenance and repair describe the company’s service program for helping customers keep this purchased product in good working order. Automobile buyers are especially concerned with the quality of repair service that they can expect from this dealer.

7. Personal Differentiation 
Companies can gain a strong competitive advantage through hiring and training better people than their competitions do. Better-trained personnel exhibit six characteristics:

· Competence –The employees possess the required skill and knowledge. 

· Courtesy –The employees are friendly, respectful and considerate.

· Credibility –The employees are trust worthy.

· Reliability –The employees perform the service consistently and accurately.

· Responsiveness –The employees respond quickly to customer’s requests and problems.

· Communication –The employees make an effort to understand the customer and communicate clearly.
5.6. Review Questions

Part I: Choose the correct answer from the given alternatives    
1)  ___________is an effort to increase a company’s precision marketing.                                 A). Market segmentation                                                                                                               B). Marketing                                                                                                                                 C). Market                                                                                                                                    D). Selling                                                                                                                                     E). None of the above

2) Which one is an attractive characteristic of niche market?                                                            A). Customers in the niche have a distinctive set of needs                                                B). They will pay a premium to the firms that best satisfies their needs                                      C). Niche is not likely to attract other competitors                                                                     D). Niche has size, profit and growth potential                                                                            E). All of the above

3) XYZ Company, dividing it markets at Addis Ababa, Gambella and Hawassa. This type of segmentation is:                                                                                                                         A). Demographic                                                                                                                             B). Geographic                                                                                                                                  C). Psychographics                                                                                                                        D). Customer                                                                                                                                  E). None of the above

4) __________is the act of designing the company's offering and image so that they occupy a meaning full and distinctive competitive position in the target customer's minds.                                                                                                                                          A). Market positioning                                                                                                                 B). Product differentiation                                                                                                  C). Performance quality                                                                                                                 D). Conformance Quality                                                                                                     E). None of the above

5) The ultimate level of segmentation leads to “Segments of One” customized marketing, ‘or’ one-to-one marketing is:                                                                                                                 A). Individual Marketing                                                                                                     B). Niche marketing                                                                                                                         C). Target marketing                                                                                                          D). A & C                                                                                                                                               E). None of the above

6) _________is the totality of features that affect how products look and functions in terms of customer requirements.                                                                                                     A). Durability                                                                                                                                B). Design                                                                                                                                  C). Reparability                                                                                                                                D). Style                                                                                                                                                  E). None of the above

Part II: Write True if the statement is correct and False if the statement is incorrect
1. The argument of mass marketing is that it creates the largest potential market, which leads to the lowest costs. 

2. Reliability is a measure of the product’s expected operating life under natural and/or stressful conditions. 

3. Where all the customers have roughly the same preference is known as homogeneous preferences. 
Part III: Write short answers for the following questions on the space provided.
1. What do you understand by market segmentation? ______________________________________________________________________________________________________________________________________________________

2. What do you know about basis of segmenting the market? ______________________________________________________________________________________________________________________________________________________ 

3. What are the importances of market segmentation? ______________________________________________________________________________________________________________________________________________________

CHAPTER SIX

 MANAGING MARKETING MIX
Objective
After completing this you should be able to:

· Define product; price, place and promotion

· Examine the various types of consumer and industrial products;

· Discuss product mix and product line decision;

· Examine the factors affecting pricing decisions

· Study the different types and stage of the product lifecycle;

· Study the overall process of designing a pricing strategy

· Define brand, package and Labels of a product;

· Differentiate price and non-price competition.
	Activity 

What do you know about elements of marketing mix? Discuss them.


6.1. INTRODUCTION

Dear learner, in this unit you will learn & understand the different types of the marketing mix elements those are highly interrelated and one element’s market strategy can be influenced by the others. Here you have detail information about product, its classification, its life cycle, price, how to price product, product distribution systems and promotional elements. 

6.2. PRODUCT PLANNING

 Definition of Product Planning
Product planning is the process of creating a product idea and following through on it until the product is introduced to the market. Additionally, a small company must have an exit strategy for its product in case the product does not sell. Product planning entails managing the product throughout its life using various marketing strategies, including product extensions or improvements, increased distribution, price changes and promotions.

6.2.1.   Meaning of Product 

A product is anything that can be offered to satisfy a need or want. A product consists of as many as three components: Physical good(s) service(s) and idea (s). Products that are marketed include physical goods (automobiles, books etc), service (concerts, professional advice), persons (Mr A, B, C), places (Langano, Sodere), organizations (Health association, social clubs, and ideas like family planning, safe driving) etc.

Levels of a product: -

There are three levels of a product: The core product, the actual product, and the augmented product.

· The core product - This is the most basic level, which answers the question, what is the buyer really buying?  The core product constitutes the benefits received. As the figure illustrates, the core product stands at the center of the total product. It consists of problem-solving services or core benefits that consumers seek when they buy a product. 

· The tangible product- The core product must be turned into a tangible product.  Perfume, computers, lipsticks, political candidates, cars, shoes are all tangible products.  Tangible products have multiple characteristics: features, styling, a brand name, packaging, and quality level.

· The augmented product - includes the additional services and benefits offered around the core and actual products. Therefore, a product is more than a simple set of tangible features.

6.2.2.  Product Classification 

Marketers have traditionally classified products on the basis of varying products characteristics: durability, tangibility, and use (consumer or industrial).  Each product type has an appropriate marketing mix strategy.

6.2.2.1.  Durability and Tangibility

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

a). Durability

Products based up on Durability could be classifies as   Durable and Non-Durable goods

· Non-durable goods

Non-durable goods are tangible goods that normally are consumed in one or few uses.  i.e. soap, beet etc. since these goods are consumed quickly and purchased frequently, the appropriate strategy is to make them available in many locations, charge only a small mark up, and advertise heavily to induce trail and build preference.

· Durable goods

Durable goods are tangible goods that normally service many uses. i.e. refrigerators, machine tools, clothing etc. Durable products normally require more personal selling and service, command a higher margin, and require more seller guarantees.

b). Tangibility

Products further more could be classified based upon tangibility. On this basis we could find: Tangible and Intangible Products

6.2.2.2. Intangible Product/Service 

Intangible products (Service) are those products that cannot be touched, seen, felt etc.

Services are intangible, inseparable, variable, and perishable.  So as a result, they normally require more quality control, supplier credibility, and adaptability.  e.g. repairs, professional services.

Tangible Products 

Tangible products are those products that can be seen, touched, felt etc. E.g. Refrigerator, Car, Stereo

c). Use

Products further could be classified based up on their use. Accordingly, they will be classified as: Consumer Goods and Industrial Goods

Consumer -Goods classification

Consumers buy a vast array of goods.  These goods can be classified on the basis of consumer shopping habits.  They can be classified as convenience, shopping, specialty and unsought goods.

1. Convenience goods: are goods that the customers usually purchase frequently, immediately, and with a minimum of efforts, i.e. soaps, newspapers, etc.
2. Shopping goods: are goods that the customer, in the process of selection and purchase, characteristically compares on such bases as suitability, quality, price, and style.  i.e. furniture, clothing, cars & major appliances etc.

3. Specialty goods: are goods with unique characteristics and/or brand identification for which a significant group of buyers is habitually willing to make a special purchasing effort i.e. specific brands and types of fancy goods, cars stereo components, photographic equipment etc.

4. Unsought goods: are goods that the consumer does not know about or knows about but does not normally think of buying.  New products, such as smoke detectors, food processors, are unsought goods until the consumer is made aware of them through advertising.  The classic examples of known but unsought goods are life insurance, cemetery plots, gravestones, & encyclopedias etc.
B.  Industrial goods classification

Organizations buy a vast array of goods and services.  Industrial goods can be classified in terms of how they enter the production process and their relative costliness. They are classified as: material & parts, capital items, and supplies and business services.

i) Materials and parts 

Are goods that enter the manufacturer's product completely?  They fall into two classes: raw materials, and manufactured materials and parts.   

· Raw materials fall into two major classes:

· Farm products - wheat, cotton, livestock, fruits etc, and

· Natural products - fish, lumber, crude petroleum etc.

· Manufactured materials and parts divided into two categories:

· Component materials - Iron, yarn , cement, wires and 

· Component parts - small mortars, tires, casting etc.

ii) Capital Item:

They are long-lasting goods that facilitate developing and/or managing the finished product. They include installation and equipment.

Installations consist of building (i.e. factories & offices) and equipment (i.e. generators, drill presses, computers, elevators).  Installations are major purchases.  They are usually brought directly from the producer, with the typical sale preceded by a long negotiation period.

Equipment comprises portable factory equipment and tools (hand tools, life trucks) and office equipment (e.g. personal computers, desks).  These types of equipment do not become part of the finished product.

Supplies and Business Services are short-lasting goods and services that facilitate developing and/or managing the finished product. 

6.3.  PRODUCT LIFE CYCLE

Introducing a new product at the proper time will help maintain a company's desired level of profit. Striving to maintain its dominant position in the market, the company has to face that challenge often. However, any product moves though identifiable stages, each of which is related to the passage of time and each of which has different characteristics.

Assumptions of PLC

According to P.Kotler, the assumption, behind the product life cycle concepts are as follows

· Products have a limited life

· Product sales pass through distinct stages, each posing different challenges to the seller

· Profits rise and fall at different stages of product life cycle.

· Products require different marketing, human resource, finance, production strategies in each stage of their life cycle.

The Life cycle of a product consists of four stages: Introduction, growth, maturity and decline.
A product life cycle consists of the aggregate demand over an extended period of time for all brands comprising a generic product category.
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Characteristics of Each Stage:

Management must be able to recognize what part of the life cycle its product is in at any given time. The competitive environment and marketing strategies that should be used ordinarily depend on the particular stage.

1. Introduction

During the introduction stage, a product is launched into the market in a full-scale marketing program. It has gone through product development, including idea screening prototype and market tests. This introductory (Sometimes called pioneering) stage is the most risky and expensive one, because substantial amount of money spent in seeking consumer's acceptance of the product.

2.   Growth 

In the growth stage, or market acceptance stage, sales and profit rises, often at a rapid rate. Competitors inter the market, often in a large number if the profit outlook is particularly attractive. Mostly as a result of competition, profits start to decline near the end of the growth stage. 

3. Maturity
During the first part of the maturity stage, sales continue to increase, but at a decreasing rate.  When sales level of profits of producers and middlemen decline, the primary reason: Intense price competition. During the latter part of this stage, marginal producers, those with high costs or without deferential advantages are forced to drop out of the market. They do so because they lack sufficient customers and /or profits.

4. Decline

For most products, a decline stage as gauged by sales volume for the total category is inevitable for one of the following reasons:

· The need for the product disappears.

· Better or less expensive product is developed to fill the same need

· People simply tired of a product (a clothing style for instance) 

· So, it disappears from the market.

6.3.1. Marketing Strategies throughout the Product Life Cycle

1. Introduction stage: -

Rapid skimming strategy

· Consisting of launching the new product at a high price and high promotional level

 Slow skimming strategy: -
· Consists of launching the product at a high price and low promotion.

Rapid penetration strategy

· Consists of launching the product at a low price and spending heavily on promotion. 

 Slow penetration strategy.

· Consists of launching the new product at a low price and low level of promotion.

2. Growth strategy: -

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

· It adds new model and flanker’s product (product of different sizes, flavors, etc)

· It enters new market segments

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

· It shifts from product awareness advertising to product preference advertising

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

3. Maturity Stage: -

Marketers should systematically consider strategies of market, product, and marketing mix modification: -
a. Marketing modification: -
· Attracting & converting non-users

· Enter new market segments

· Win competitors' customers.

b. Product modification: -

· Strategy of quality improvement

· (Durability, reliability, Speed, taste. etc)

· Strategy of feature- improvement  

· (Size, Weight, Materials, additives, accessories)

· Strategies of style improvement (Restyling the package)

C. Marketing Mix- Modification

· Prices: - cut the prices, quantity discounts, credit terms etc.

· Distribution: - More outlets penetration, new distribution channels

· Advertising: - Increasing advertising expenses, copy or message should be changed, timing, frequency or size of ads be changed.

· Sales promotion: -trade deals, cents- off, coupons rebates, warranties, gifts, and contests.

· Personal selling: - quality of salespeople be increased, sales territories, be revised, sales incentives be revised.

· Services: - Speed up delivery, more technical assistance to customers, extend more credit

6.4.  NEW PRODUCT DEVELOPMENT PROCESS

Guided by a company's new-product strategy, a new product is best developed through a series of six stages. 

1. Generating new product ideas

New product development starts with an idea.  A system must be designed for stimulating new ideas within an organization and then acknowledging and reviewing them promptly.  Customers should also be encouraged to propose innovations.

2. Screening ideas

At this stage, new product ideas are evaluated to determine which one warrant further study.  Typically, a management team screens the pool of ideas.

3. Business Analysis
A surviving idea is expanded in to a concrete business proposal.  This means management: 

· Identifies product features 

· Estimates a market demand, competition, and the products profitability 

· Establishes a program to develop the product 

· Assigns responsibility for further study of the products feasibility  

4. Prototype development 

If the result of the business analysis is feasible, then a prototype (or trail model) of the product is developed.  In the cases of goods, a small quantity of the trail model is manufactured to designated specifications. 

5. Market tests 

Unlike the internal tests conducted during prototype development, this test involves actual customers.  A new tangible product may be given to a sample of people for use in their households (in the case of consumer good) or their organization (a business good).  Following this trail, consumers are asked to evaluate the product.  Consumers use tests are less practical for services due to their intangible nature.

This stage in new product development often entails test marketing, in which the product is placed on sale in a limited geographic area.  Results, including sales and repeat purchases, are monitored by the company that developed the product and perhaps by competitors as well. 

6. Commercialization 

In this stage, full-scale production and marketing programs are planned and finally, implemented, up to this point in development, management has virtually complete control over the product.

6.5.  CONCEPT OF PRODUCT MIX AND PRODUCT LINE

Meaning of Product Line:

A broad group of products, intended for essentially similar uses and having similar physical characteristics, constitutes a product line. 

Meaning of Product Mix:

The set of all products offered for sale by a company is a called a product mix.

The structure of a product mix has both breadth & depth.  Its breadth is measured by the number of product lines carried, its depth by the variety of sizes, colors, and models offered within each product line.

6.5.1. Product Mix Strategies

To be successful in marketing, producers and middlemen need carefully planned strategies for managing their product mixes.

1.  Positioning the Product

Positioning means developing the image that a product projects in relation to competitive products and to the firm's other products.

Marketing executives can choose from a variety of positioning strategies.  Sometimes they decided to use more than one for particular products.  Several types of positioning include 

· Positioning in relation to a competitor 

· Positioning in relation to a product class or attribute

· Positioning by price and quality

· Positioning in relation to a target market

2. Product Mix Expansions

Product mix expansion is accomplished by increasing the depth with in a particular line and/or the number of lines a firm offers to consumers.

When a company adds a similar item to an existing product line with the same brand name, is termed as line extension.

Another way to expand the product mix, referred to as mix extension.  Under a mix extension the company is to add a new product line to its present assortment. 

The new line may be related or unrelated to current products.  Furthermore, it may carry one of the company's existing brand names or may be given a entirely new name.

The product strategies of trading up and trading down involve a change in product positioning and an expansion of the product line; trading up means adding a higher price product to a line to attract a broader market.  Also the seller intends that the new product's prestige will help the sale of its existing lower price products; trading down means adding a lower-price product to a company's product line.  The firm expects that people who cannot afford the original higher price product or who see it as too expensive will buy the new lower-price one.

3. Alterations of Existing Products

Product alteration is often improving an established product.  Product alteration can be more profitable and less risky than developing a new one.  Redesigning the product itself can sustain its appeal or even initiate its renaissance.  Alternatively, especially for consumer goods, the product itself is not changed but its packaging is altered. 

4 Product Mix Contractions

Another product strategy, product mix contraction, is carried out either by eliminating an entire line or by simplifying the assortment with in a lien.  Thinner and/or shorter product lines or mixes can weed out low-profit and unprofitable products.  The intended result of product-mix contraction is higher profits form fewer products. 

As firms find that they have an unmanageable number of products or that various terms or lines are unprofitable, or both, product-mix pruning is likely.

6.6.  INTRODUCTION TO BRANDING, PACKAGING AND LABELING

6.6.1.  Branding 

In developing a marketing strategy for individual products, the seller has to confront the branding decision, branding is a major issue in product strategy.  On the one hand, developing a branded product requires a great deal of long-term investment spending, especially from advertising, promotion, and packaging.

Perhaps the most distinctive skill of professional marketers is their ability to create, maintain, protect, and enhance brands; marketers say that “Branding is the art and cornerstone of marketing."  The American marketing association defines a brand as follows: -

Meaning of a Brand:

"A Brand is a name, term, sign, symbol, or design, or a combination of them, intended to identify the goods or services of one seller or group of sellers and to differentiate them from those of competitors".

A brand is essentially a seller's promise to consistently deliver a specific set of features, benefits, and services to the buyers.

A brand name is the part of brand consisting of words, letters, and/or numbers that can be vocalized.  A trademark is defined as a brand that is given legal protection.  Therefore, trademark is a legal term meaning the words, names, or symbols that the law designates as trademarks. 

Brand Name Selection:

A good name can add greatly to a products' success.  However, finding the best brand name is a difficult task.  It begins with a careful review of the product and its benefits, the target market and proposed marketing strategies.

Desirable qualities for a brand name include: -

· It should suggest something about the product's benefits & qualities

· It should be easy to pronounce, recognize, and remember. The brand name should be distinctive

· It should be capable of registration and legal protection

Once, chosen, the brand name must be protected.  Many times, try to build a brand name that will eventually become identified with the product category.

 Brand Strategy:

A company has four choices when it comes to brand strategies, which are as follows: -

· Line extension: 

Line extension occur when a company introduces additional items in the same product category under the same brand name, usually with features, such as new flavors, forms, colors, added ingredients, package sizes, and so on. 

· Brand Extension
A company may decide to use an existing brand name to launch a product in a new category.  Brand extension strategy offers a number of advantages.  A well-regarded brand name gives the new product instant recognition and earlier acceptance. It enables the company to enter new product categories more easily.  

Advantages of Branding:
· The brand name makes it easier for the seller to process orders and track down problems.  Furthermore, the seller finds it easier to trace the order if it is misshaped, or to determine why the beer was rancid if consumes complain.

· The seller's brand name and trademark provide legal protection of unique product features, which competitors would otherwise be likely to copy. 

· Branding gives the seller the opportunity to attract a loyal and profitable set of customers.  Brand loyalty gives sellers some protection from competition and greater control in planning their marketing program

· Branding helps the seller segment markets.

· Strong brands help build the corporate image, making it easier to launch new brands and gain acceptance by distributors and consumers.

6.6.2.  Packaging 

Even after a product is developed and branded, strategies must still be developed for other product related aspects of the marketing mix.  One such product feature, and a critical one for some products, is packaging, which consists of all activities of designing and producing the container or wrapper.  Thus, packaging is a business function and a package is an item.

 Meaning of Packaging: 
"Packaging includes the activities of designing and producing the container or wrapper for a product."

The container or wrapper is called the package.  The package might include upto three levels of material.  Thus, old spice, after shave lotion is in bottle (primary package) that is in a cardboard box (secondary package) that is in a corrugated box (shipping package) containing six-dozen boxes of old spice.

In recent times, packaging has become a potent marketing tool.  Well-designed packages can create convenience value for the consumer and promotional value for the producer.

A product must be packaged to meet the needs of wholesaling and retailing middlemen.  For instance, a packages size and shape must be suitable for displaying and stacking the product in the store.
 Advantages of Packaging:
Packaging and the resulting package are intended to serve several vital purposes. 

· Protect the product on its way to the consumer: -

A package protects products during shipment. Furthermore, it can prevent tampering with products, notably medications and food products, in the warehouse or the retail store.

· Provide protection after the product is purchased: -

Compared with bulk (that is unpackaged) items, packaged goods generally are more convenient, cleaner, and less susceptible to losses form evaporation, spilling and spoilage.

· Be part of a company's trade marketing program: -

A product must be packaged to meet the needs of wholesaling and retailing middlemen.  For instance, a packages size and shape must be suitable for displaying and stacking the product in the store.

· Be part of a company's consumer marketing program: -

Packaging helps identify a product and thus may prevent substitution of competitive product.  At the point of purchase such as supermarket aisle - the package can serve as a 'silent sales person'

Ultimately, a package may become a product's differential advantage, or at least a significant part of it.  In the case of convenience goods and operating suppliers’ buyers feel that are well-known brand is about as good as another.  Thus, a feature of the package - reusable jar, self-contained applicator etc., might differentiate these types of a product.

In general, packaging provides the following advantages: -

· It physically protects the products from damage, theft, pilferage

· It helps in identifying the products 

· It encourages impulse buying 

· It is used as an advertising media 

· It serves as an information tool

· It serves as a sales tool

When packing, the following points should be considered:

· Product description: -

The package is expected to show not only what the product is, but also what it does in terms of benefits it gives the promotional message.  This could be done using words or pictures.

· Product image-

The packaging material ought to match the image of the product inside.  Highly prestigious products and inferior products should be packed differently.

· Product value
The pack is often designed to make its contents look more than they really are in terms of value a small value item looks huge in certain packages.

· Shelf display
It is also important products are packed in such a way that they occupy small space, they are protected from shocks damages, their shelf-life increases, they are protected from pilferage.

Criticism of Packaging:

Packaging in the public eye today, largely because of environmental issues, specific concerns are:

· Packaging depletes natural resources:

This concern has been addressed through the use of recycled materials in packaging.  A point in favor of effective packaging is that it minimizes spoilage, thereby reducing a form of resource waste.

· Packaging is too expensive

Even it seemingly simple packaging, such as for soft drinks, as much as one-half of the production cost is for the container. Still, effective packaging reduces transportation costs and spoilage losses.

· Packaging is deceptive

Government regulations plus greater integrity on the part of business firms regarding packaging have alleviated these concerns to some extent.

· Used and discarded packaging contributes significantly to the solid waste problem etc. 

Marketing executives are challenged to address these criticisms.  At the same time, they must retain or even enhance the positive features of packaging, such as product protection, consumer convenience, and marketing support.

6.6.3. Labeling

Labeling which is closely related to packaging is another product feature that requires managerial attention.  

Meaning of Labeling:

A label is a part of a product that carries information about the product and the seller.  A label may be part of the package, or it may be a tag attached to the product.  Obviously, there is a close relationship among labeling, packaging, and branding.

Types of Labels:

Labels fall into three primary kinds:

· A brand label: -

It is simply the brand name applied to the product or package.

· A descriptive label

It gives objectives information about the products' use construction, care, performance, and/or other pertinent features ingredients and nutritional contents.

· A grade labels

It identifies the products judged quality with a letter, number, or word.  Canned peaches are grade labeled A, B, C, corn and wheat are grade labeled 1 & 2.

Brand labeling is an acceptable form of labeling, but it does not supply sufficient information to a buyer.  Descriptive labels provide more product information but not necessarily all that is needed or desired by a consumer in making a purchase decision. 

Functions of Labeling:

Labeling performs several functions.  Some of which are illustrated below: -

· The label identifies the product or brand 

· The label might also describe several things about the product, which made it, where it was made, when it was made, its contents, how it is to be used, and how to use it safely.

· The label might promote the product through attractive graphics in general the label may contain: 

Other want-satisfaction product features may contain product quality, color, design, and warranty. In general, the label may contain: 

· Brand name

· Name & address of manufacturer

· Weights, measures, contents

· Direction of proper use

· Precaution on safety use

· Recipe on food products 

· Nutritional guidelines

· Wholesale & retail prices

· Ingredients

· Manufacturing & expiry date

· Gross & net weight
6.7. PRICE DECISION

All profit organizations and many non-profit organizations set prices on their products.

Buyers and sellers, negotiating with each other, set Price. Sellers would ask for a higher price than they expected to receive, and buyers would after less than they expected to pay. Through bargaining, they would arrive at mutually acceptable price.

Price is the only element in the marketing mix that produces revenue. The other elements produce costs. Price is also are of the most flexible elements of the marketing mix, is that it can be changed quickly, unlike product features and channel commitments. At the same time, pricing and price competition are the number-one problem facing many marketing executives.

Companies handle pricing in a variety of ways. In small companies, prices are often set by top management rather than by marketing or sales people. In a large company, division and product line mangers typically handle pricing.

6.7.1.  Meaning of Price

Simply, price is the amount of money and/or other items with utility needed to acquire a product.  Utility is an attribute that has the potential to satisfy wants. Price is significant to the economy, to an individual firm and in the consumer's mind. 

What is 'Market Price'?

The current price at which an asset or service can be bought or sold. Economic theory contends that the market price converges at a point where the forces of supply and demand meet. Shocks to either the supply side and/or demand side can cause the market price for a good or service to be re-evaluated.

For example, suppose that the market price for a widget has been $10 for a number of years. Suddenly, the market price shifts to $20 when it is announced that only half of this year's widgets will be sold in stores. In this case, a drop in supply causes the market price to increase.

In regard to stocks, the market price of a stock is the most recent price at which the stock was traded. It does not guarantee that an investor will receive the same price upon buying the stock afterward. For example, suppose that a company's stock has been halted from trading because it was planning to release some material news in the next hour. While the market price of the stock at the time will be the last price at which the stock traded, buying the stock when trading resumes will definitely yield a different price.

6.7.2.  Objectives of Pricing

Every marketing activity-include pricing should be directed toward a goal.  Thus, management should decide on its pricing objectives before determining the price itself.

To be useful, the pricing objectives management selects must be compatible with the overall goals set by the company and the goals for its marketing program. Some of the pricing objectives set by the firm may include:

· Profit oriented     
- To achieve a target return

-   To maximize profit

· Sales oriented       
 - To increase sales volume

- To maintain or increase market share  

· Status quo-oriented - To stabilize prices

· To meet competition

Profit – Oriented Goals

Profit goals may be set for the short or long run. The company may select one or two profit-oriented goals for its pricing policy.

a) Achieve a target return

A firm may price its product to achieve a target return – a specified percentage return on its sales or on its investment. Many retailers and wholesalers use a target return on sales as a pricing objective for short period such as a year or a fashion season. 

They add an amount to the rest of the product, called a markup, to cover anticipated operating expenses and provide a desired profit for the period.

b) Maximize Profit

The pricing objective of making as much money as possible is probably followed more than any other goal. The trouble with this goal is that to some people, profit maximization has an ugly connotation, suggesting profiteering, high price and monopoly. 

Sales- Oriented Goals

In some company’s management’s pricing is focused on sales volume. The pricing goal may be to increase sales volume or to maintain or increase the firm’s market share. 

Increase Sales Volume

The pricing goal of increasing sales volume is typically adopted to achieve rapid growth or to discourage potential competitors from entering a market. The goal is usually stated as a percentage increase in sales volume over same period, say 3 years or 3 years. Management may seek higher sales volume by discounting or by some other aggressive pricing strategy.

Maintain or Increase 

In some companies, both large and small the pricing objective is to maintain or increase market share. Most industries today are not grouping much, if at all, and have excess production capacity. Many firms need added sales to more utilize their production capacity, and in turn, gain economies of scale and better profit. 

Status Quo Goals

Two related goals – stabilizing prices and meeting competition – are the least aggressive of all pricing goals. They are intended simply to maintain the firm’s current situation – that is, the status quo. With either of these goals, a firm seeks to avoid price competition. 

Price stabilization often is the goal in industries where the product is highly standardized (such as steel or bulk chemicals) and one large firm. 

6.7.3.  Factors Affecting Price Decision

Before a firm develops the pricing strategy, it should take into consideration the different factors which affect price decisions.  These factors are external as well as internal. 

6.7.3.1.  External Factors

· Demand

Demand for the product is the total volume that is bought by a customer group(s) in a definite time period, in a definite geographical area, in a particular marketing environment and with the defined marketing mix. For a marketer it is necessary to understand the relationship between price and the consumer perception.  The relationship can be explained by two economic concepts Law of Demand and Elasticity of Demand.

The law of demand states that consumer usually purchase more units at a low price than the high price.  The price elasticity of demand shows the sensitivity of buyers to price changes in terms of quantities they will purchase.

Elastic demand occurs if relatively small changes in price result in large changes in quantity demanded total revenue goes up when prices are reduced or goes down.  Price elasticity is more than 1.

Inelastic demand takes place if considerable price change has little impact on quantity demanded.  Price elasticity is less than one.  Total revenue goes up when prices are raised.

Unitary demand exists when there is no impact of price on demand.  Total sales revenue remains constant. Price elastic is one.

Negative demand exists if change in price has the adverse impact on demand.  Price increase leads to increase in demand.

Research confirms that not all consumers use price as the dominant purchase determinants.  The marketer has to study the type of product and type of customers to whom he want to serve and price elasticity of demand before arriving at a pricing decision.

· Competition.  

Another factor that contributes to the degree of control a firm has over prices is the competitive environment within which it operates.  A company’s marketing program is influenced considerably by a particular type of competitive structure in which the company operates.

Pure competition is a market situation in which there are too many small buyers and sellers, each with the complete market information no single buyer or seller controls market demand, market supply or price.  The product is homogenous i.e., each seller markets the same product.  It is easy to enter or leave this type of market.  This type of competition is rare.

Monopolistic Competition there is many buyers and sellers but they lack the complete information.  Each seller attempts to gain a differential advantage over its competitions.

An oligopoly is a market structure where there are only a few large sellers, marketing essentially similar products, and accounts for all or almost all of an industry’s sales.

A monopoly is a market structure in which only one firm is marketing a particular product or service and there are no close substitutes.  While planning the pricing strategies each seller must consider the possible reactions of the competitors.

· Channel Members

Each channel members seeks to play a significant role in setting prices in order to generate sales volume, obtain adequate profit margins, derive a suitable image, ensure repeat purchases and meet specific goals. 

A manufacturer can gain greater control over price by using an exclusive distribution system.

A whole seller or retailer can gain stronger control over price by stressing its importance as a customer to the manufacturer.

To maximize channel member cooperation regarding price decisions, the manufacturer needs to consider four factors

· Channel member profit margins

· Price guarantees

· Special deals

· The impact of price increases.

· Economic Conditions:


The inflationary or deflationary tendency affects pricing.  In recession period, the prices are reduced to a sizeable extent to maintain the level of turnover.  On the other hand, the prices are increased in boom period to cover the increasing cost of production and distribution.  To meet the changes in demand, price etc., several pricing decisions are available.

· Buyers


The various consumers and businesses that buy a company’s products or services may have an influence in the pricing decision.  Their nature and behavior for the purchase of a particular product, brand or services etc. affect pricing when their member is large. 

· Government

 Price decision is also affected by the price controlled by government through enactment of legislation, when it is thought proper to arrest the inflationary trend in prices of certain products.

6.7.3.2.  Internal Factors

· Organizational Factors

Pricing decision occur on two levels in the organization.  Over all pricing strategy is dealt with by top executives.  They determine the basic ranges that the product falls into in terms of market segments.  The actual mechanics of pricing are dealt with at lower levels in the firm and focus on individual product strategies. Usually, some combination of production and marketing specialists are involved in choosing the price.

· Marketing Mix


Marketing experts view price as only one of the many elements of the marketing mix.  A shift in any one of the elements has an immediate effect on the other three-production, promotion and distribution.  In some industries, a firm may use price reduction as a marketing technique.  Other firms may raise prices as a deliberate strategy to build a higher prestige product line.  In either case, the effort will not succeed unless the price change is combined with a total marketing strategy that support is.  A firm that raises its prices may add a more impressive looking package and may begin a new advertising campaign.

· Product Differentiation

The price of the product also depends upon the characteristics of the product.  In order to attract the customers, different characteristic are added to the product, such as quality, size, color, attractive package, alternative uses etc.  Generally, customers pay more price for the product which is of the new style, fashion better package etc.

· Cost of the Product

Cost and price of a product are closely related.  The most important factor is the cost of production.  In deciding to market a product, a firm may try to decide what 

Prices are realistic, considering current demand and competition in the market.  The product ultimately goes to the public and their capacity to pay will fix the cost; otherwise, product would be flapped in the market.

· Objectives of the firm

A firm may have various objectives and pricing contributes its share in achieving such goals.  Firms may pursue a variety of value-oriented objectives, such as maximizing sales revenue, maximizing market share, maximizing customer volume, minimizing customer volume, maintaining an image, maintaining stable price etc.  Pricing policy should be established only after proper considerations of the objectives of the firm.
· Discount & allowances 

Discount & allowances result in a deduction form a base (or list) price.  The deduction may be in the form of a reduced price or some other concession, such as free merchandise or advertising allowances.  Discount & allowances are commonplace in business dealings.  Discount takes several forms as explained below:

· Quantity Discounts

Quantity discounts are deductions from a seller's list price intended to encourage customers to buy in large amounts or to buy most of what they need from the seller offering the deduction.  Discounts are based on the size of the purchase, ether in Birr or in units. 

e.g.from 1-10 units 
none


         10-20 units 
2% discount

21-40 units
4% discounts etc.

· Trade discount

Trade discount sometimes called functional discounts, are reductions form the list price offered to buyers in payment for marketing functions the buyers will perform - functions such as storing, promoting and selling the product.  A manufacturer may quote a retail price of $400 with trade discount of 40% and 10%.  The retailer pays the wholesaler $240($400 less 40%), and the wholesaler pays the manufacturer $216 ($240 less 10%).  The wholesaler is expected to keep the 10% to cover costs of the wholesaling functions and pass on the 40% discount to retailers.

· Cash discount

A Cash discount is a deduction granted to buyers for paying their bills within a specified time.  The discount is composed on the net amount due after first deducting trade and quantity discounts from the base price.  Every cash discount includes three elements.

· The percentage discounts

· The period during which the discount may be taken &

· The time when the bill becomes overdue 

Let's say a buyer owes $360 after other discounts have been granted and is offered terms of 2/10, n/30 on an invoice dated November 8.  This means the buyer may deduct a discount of 2% ($7.20) if the bill is paid within 10 days of the invoice date - by November 18, otherwise the entire (net) bill of $360 must be paid in 30 days - by December 8, etc.

· Cumulative quantity discount
This is a discount that increases as the cumulative quantity increases. Cumulative discount may be offered to resellers who purchase large quantities over time but who do not wish to place large individual orders.

· Seasonal Discounts

This is based on the time that the purchase is made and designed to reduce seasonal variation in sales. For example, the travel industry offers much lower off-season rates. Such discounts do not have to be based on the time of the year; they also can be based on day of the week or time of the day, such as pricing offered by long distance and warless service providers.

Allowances 

Allowances are other types of reduction from the list price. For example, trade-in allowances are price reduction given for turning in an old item when buying a new one. Trade-in allowances are most common in the automobile industry and are also given for some other durable goods. Promotional allowances are payments or price reeducations to reward dealers for participating in advertising and sales-support programs.

6.7.4. General Approach to Pricing

To determine their selling price, most companies establish their prices using one of the following methods:

· Cost Plus/ Mark up Pricing 

Cost plus pricing means setting the price of one unit of a product equal to the total cost of the unit plus the desired profit on the unit.

Cost plus pricing when it is based on cost, the formula used is as follows

Mark up %   = markup


cost

when mark up is based on selling price

Mark up %   =        markup




selling price 

Adding standard markup to the cost of the product examples: -

A retailer pays a supplier $10 for a product and marks it up to sell at $15.  There is a 50% markup on the product and the retailer's gross margin is $5.  If the operating costs of the store are $4 per unit adds, the retailer's profit margin is $1 or 10%.

Suppose a manufacturer, whose unit cost of the product is $16, wants to earn a 20 percent markup on sales, his mark up price could be calculated in two ways.


Markup price
=               Unit cost







   1   -   Desired return on sales





=        $16





    1-0.2 (20%)

  



=   $20

ii)
Given

Unit cost
=
$16

Markup
=
20% (0.2)

Markup price (sales price)
=
P

P 

=
16 + 0.2p

P - 0.2p
=
$16

0.8p

=
$16

p

=
$16




0.8

=$20

One way to consider both market demand and cost in price determination is break-even analysis to calculate break even pints.  A break-even point is that quantity of output at which total revenue equals total cost.

e.g.
Total units sold - 4,000 selling price/unit    $10


Variable cost/unit $6 and fixed cost $ 16,000

:.  
Total sales         
=     10x4000     =  40,000


Total variable cost =   6x4000      =  24000

Contribution 
 16000

Fixed cost 4x4
16000
BEP


 =

· Break-even analysis & Target Profit pricing (Marginal Analysis)

Another pricing method, marginal analysis, also takes into account of both demand and costs to determine the best price for profit maximization.  Firms with other pricing goals might use price based on marginal analysis to compare price determined by different means.


This approach is particularly useful where there is high proportion of overhead costs to be included in the selling price.  However, demand and the perceived value of the product should not be ignored.

Break-even analysis uses the concept of a break-even chart to develop a system of target profit pricing in which the organization tries to determine the price that will produce the profit it is seeking. The chart shows the total cost and total revenue at different sales volume levels.

Example:

· Assume fixed costs to be $300,000

· Assume variable cost per unit to be $10

· Variable cost-plus fixed cost gives the total cost (TC)

· Produce total revenue (TR) on the basis of a given price per unit sold.  

Assume if company sales

· 75,000 units

· 50,000  units

· 37,500 units

· 30,000 units and 

· 25,000 units

These are break-even volumes.  For instance, at $20, the company must sell at least 30,000 units to break-even 

Break-even 
=
                Fixed cost




Volume


Price - variable cost (contribution)



=
$300,00




$20-10




=
30,000 units

Suppose the enterprise wants to earn a tangent profit, it must sell more than 30,000 units at $20 each.  Consider ABC company has invested $1,000,000 in the business and wants to set price to earn a 20% return, or $200,000.  In that case it must sell at least 50,000 units at $20 each.

· Market Pricing

The seller price may be set right at the above or below the market price.

· Uniform delivered pricing

Under uniform delivered pricing, the same delivered price is quoted to all buyers regardless of their locations. This strategy is sometimes referred to as postage stamp pricing, because of its similarity to the pricing of the first-class mail service.

Uniform delivered pricing is typically used when freight costs are a small part of the seller’s total costs. This strategy is also used by many retailers who believe is free delivery is an additional service that strengthens their market position. 

· Zone delivered pricing

Zone – delivered pricing divides a seller’s market into a limited number of broad geographic zones and them sets a uniform delivered piece for each zone. Zone delivered pricing is similar to the system used in pricing package – delivery service.

When using this pricing strategy, a seller must walk a tightrope to avoid charges of illegal price discrimination. The zone must be drawn so that all buyers who compete for a particular market are in the same zone. This condition is almost impossible to meet in dense population areas. 

· Odd Pricing

Odd pricing, another psychological strategy is commonly used in retailing.

Odd pricing sets prices at uneven (odd) amounts such as 49 cents, or $ 19.95, rather than at even amounts. The rationale for odd pricing is that it suggests lower prices and as a result yields greater sales than even pricing. Recent research indicates that odd pricing can be an effective strategy for a firm that emphasizes low prices.

· Value Pricing
In recent years several companies have adopted value based pricing in which they change a fairly low price for a fairly high quality offering. Value pricing says that the price should represent a high value offer to consumers. Lexus is a good example because Toyota could have priced Lexus, given its extra ordinary quality, much closer to Mercedes price.

· Perceived Value Pricing

An increasing number of companies are basing their price on the product’s perceived value. They see the buyer’s perception of value, not the seller’s cost, as they key to pricing. They use the non-price variables on the marketing mix to build up perceived value in the buyer’s mind. Price is set to capture the perceived value.

· Going Rate Pricing

In going rate pricing, the firm pays less attention to its own costs or demand and bases its price largely on competitors’ prices. The firm might change the same, more or less than its major competitors.

· Sealed Bid Pricing
Competitive – oriented pricing is common where firms submit sealed bids for jobs. The firm bases its price on expectations of how competitors will price rather than on a rigid relation to the firm’s costs or demand. 

The firms want to win the contract, and winning normally requires submitting a lower price than competitors. At the same time, the firm cannot set its price below cost without worsening its position.

· Discriminatory pricing
Discriminatory pricing Companies often adjust their basic prices to allow for differences in customers, products, and locations. In discriminatory pricing, the company sells a product or service at two or more prices, even though the difference in prices is not based on differences in costs. Discriminatory pricing takes several forms: 

· Customers- segment pricing- different customers pay different prices for the same product or service. Museums, for example, often change a lower admission for students and senior citizens. 

· Product-from pricing –different versions of the product are priced differently but not according to differences in their costs. 

· Location pricing-different locations are priced differently even though the cost of offering each location is the same. For instance, a theater varies its seat prices because of audience preferences for certain locations. 

· Time pricing- prices are varied seasonally, by the month, by the day, and even by the hour. Public utilities vary their prices to commercial users by time of day and weeded versus weekday. The telephone company offers lower “off-peak charges, and resorts give seasonal discounts. 

For discriminatory pricing to an effective strategy for the company, creation conditions must exist. The market must be segment able and the segments must show different degrees of demand. Members of the segment paying the lower price should not be able to turn around and resell the product to the segment paying the higher price Competitors should not be able to undersell the firm in the segment being changed the higher price. Nor should the costs of segmenting and watching the market exceed the extra revenue obtained from the price difference. The practice should not lead to customer resentment and ill will. Finally, the discriminatory pricing must be legal.
· Psychological pricing 

Price indicates something about the product. For example, many consumers use price to judge quality. A $100 bottle of perfume may contain only $3 worth of scent, but some people are willing to pay $100 because this price indicates something special.

In using psychological pricing sellers consider the psychology of prices and not simply the economics. For example, one study of the relationship between price and quality perceptions of cars found that consumers perceive higher priced cars as having higher quality. Buy the same token, higher quality cars are perceived to be even higher priced than they actually are! When consumers can judge the quality of a product by examining it or by calling upon past experience with it, they use price less to judge quality. But when consumers cannot judge quality because they lack the information or skill, price becomes an important quality signal.

Another aspect of psychological pricing is reference prices. These are prices that buyers carry in their minds and refer to when they look at a given product. The reference price might be formed by noting current prices, remembering past prices, or assessing the buying situation. Sellers can influence or use these consumers’ reference   prices when setting price. For example, a company could display its product next to mere expensive ones in order to imply that it belongs in the same class. Department stores often sell women’s clothing in separate departments differentiated by price: Clothing found in the more expensive department is assumed to be of better quality. Companies can also influence consumers’ reference prices by stating high manufacturer’s suggested prices, or by indicating that the product was originally priced much higher, or by pointing to a competitor’s higher price.      

Even small differences in price can suggest product differences. Consider a stereo priced at $300 compared to one priced at $ 299.95. The actual price difference is only 5 cents, but the psychological difference can be much greater. For example, some consumers will see the $299.95 as a price in the $200 range rather than the $ 300 range. Although the      $299.95 will more likely be seen as a bargain price, the $300 price suggests more quality. Some psychologists argue that each digit has symbolic and visual qualities that should be considered in pricing. Thus, 8 is round and even and creates a shooting effect, and 7 is angular and creates a jarring effect.

· Promotional pricing

With promotional pricing, companies temporarily price their products below list price and sometimes even below cost. Promotional pricing takes several forms. Supermarkets and department stores often price a few products as loss leaders to attract customers to the store in the hope that they will buy other items at normal markups. Sellers also use special-event pricing in certain seasons to draw more customers.

· Geographical Pricing

A company also must decide how to price its products for customers located in dif​ferent parts of the country or world. Should the company risk losing the business of more distant customers by charging them higher prices to cover the higher ship​ping costs? Or should the company charge all customers the same prices regardless of location? There are some geographic pricing strategies that can be followed by marketers

· New product pricing /market entry strategies
In preparing to enter the market with a new product, management must decide whether to adopt a skimming or a penetration pricing strategy.

· Market Skimming Pricing

Setting a relatively high initial price for a new product is referred to as market skimming pricing.  

Ordinarily the price is high in relation to the target market's range of expected prices. That is, the price is set at the highest possible level that the most interested customers will pay for the new product.

Market-skimming pricing has several purposes.  Since it should provide healthy profit margins, it is intended primarily to recover research and development costs as quickly as possible.  Further it provides the firm with flexibility, because it is much easier to lower an initial price that meets with consumer resistance etc.

· Market Penetration Pricing

In market penetration pricing, a relatively low initial price is established for a new product.  The price is low in relation to the target market's range of expected prices.  The primary aim of this strategy is to penetrate the mass market immediately and, in so doing generate substantial sales volume and a large market share.  At the same time it is intended to discourage other firms from introducing competing products. 

6.8.  PLACING THE PRODUCT

6.8.1.  Meaning and Importance of Distribution

Meaning:

The movement of goods and services from the source through a distribution channel, right up to the final customer, consumer, or user, and the movement of payment in the opposite direction, right up to the original producer or supplier.

The path through which goods and services travel from the vendor to the consumer or payments for those products travel from the consumer to the vendor. A distribution channel can be as short as a direct transaction from the vendor to the consumer, or may include several interconnected intermediaries along the way such as wholesalers, distributors, agents and retailers. Each intermediary receives the item at one pricing point and movies it to the next higher pricing point until it reaches the final buyer. Coffee does not reach the consumer before first going through a channel involving the farmer, exporter, importer, distributor and the retailer.

Importance of channels of distribution:

There are hundreds of thousands of marketing intermediaries whose job it is to help move goods from the raw-material state to producers and then on to consumers.

Marketing intermediaries are organizations that assist in moving goods and services from producer to industrial and consumer users. They are organizations (formerly called "middlemen") in the middle of a series of organizations that join together to help distribute goods.

A channel of distribution is the whole series of marketing intermediaries who join together to transport and store goods in their path from producers to consumers. A wholesaler is a marketing intermediary that sells to other organizations. A retailer is an organization that sells to ultimate consumers.

Why Marketing Need Intermediaries?

Manufacturers don’t always need marketing intermediaries to sell their goods to consumer and industrial markets. Intermediaries perform certain functions better than most manufacturers. These functions include transportation, storage, selling, advertising, and relationship building.

Companies often outsource distribution to others. Brokers are marketing intermediaries who bring buyers and sellers together and assist in negotiating an exchange, but do not take title to the goods. Intermediaries create exchange efficiency by decreasing the number of contacts needed to establish marketing exchanges. 

Differences between Wholesalers and Retailers:

Some producers won’t sell directly to retailers but only to wholesalers. Some organizations sell much of their merchandise to other intermediaries, but also sell to ultimate consumers. A retail sale is the sale of goods and services to consumers for their own use.

A wholesale sale is the sale of goods and services to businesses and institutions for use in the business to others for resale. Merchant wholesalers are independently-owned firms that take title to goods that they handle.

6.8.2.  Factors Influencing Channel Decision

The factors affecting the choice of distribution channels may be classified as follows:

1. Product Differentiation:

The nature and type of the product have an important bearing on the choice of distribution channels. The main characteristics of the product in this respect are given below:                                      

A). Unit Value: Products of low unit value and common use are generally sold through middlemen as they cannot bear the cost of direct selling. Low-priced and high turnover articles like cosmetics, hosiery goods, stationery and small accessory equipment usually flow through a long channel. On the other hand, expensive consumer goods and indus­trial products are sold directly by the producers.
B). Perish ability: Perishable products like vegetables, fruits, milk and eggs have relatively short channels as they cannot withstand repeated handling. Same is true about articles of seasonal nature. Goods which are subject to frequent changes in fashion and style are generally distributed through short channels as the producer has to maintain close and continuous touch with the market. Durable and non-fashion articles are sold through agents and merchants. 

C). Bulk and Weight: Heavy and bulky products are distributed through shorter channels to minimize handling costs. Coal, bricks, stones, etc., are some examples

D). Standardization: Custom-made and non-standardized products usually pass through short channels due to the need for direct contact between the producer and the consumers. Standardized and mass-made goods can be distributed through middlemen

E). Technical Nature: Products requiring demonstration, installation and after sale services are often sold directly the producer appoints sales engineers to sell and service industrial equipment and other products of technical nature
F). Product Line: A firm producing a wide range of products may find it economical to set up its own retail outlets. On the other hand, firms with one or two products find it profitable to distribute through wholesalers and retailers
G). Age of the Product: A new product needs greater promotional effort and few middlemen may like to handle it. As the product gains acceptance in the market, more middlemen may be employed for its distribution. Channels used for competitive products may also influence the choice of distribution channels.
2. Market Considerations:

The nature and type of customers is an important consideration in the choice of a channel of distribution. Following factors relating to the market are particularly significant.

A). Consumer or Industrial Market: The purpose of buying has an important influence on channel. Goods purchased for industrial or commercial use are usually sold directly or through agents. This is because industrial users buy in a large quantity and the producer can easily establish a direct contact with them. To ultimate consumers, goods are sold normally through middlemen.
B). Number and Location of the Buyer: When the number of potential customers is small or the market is geographically located in a limited area, direct selling is easy and economical. In case of large number of customers and widely scattered markets, use of wholesalers and retailers becomes necessary.
C). Size and Frequency of the Order: Direct selling is convenient and economical in case of large and infrequent orders. When articles are purchased very frequently and each purchase order is small, middlemen may have to be used. A manufacturer may use different chan­nels for different types of buyers. He may sell directly to departmental and chain stores and may depend upon wholesalers to sell to small retail stores.   

D). Customer’s Buying Habits: The amount of time and effort which customers are willing to spend in shopping is an important consideration. Customer expectations like desire for one-stop shopping, need for personal attention, preference for self-service and desire for credit also influence the choice of trade channel.
3. Company considerations: The nature, size and objectives of the firm play an important role in channel decisions.
A). Market Standing: Well-established companies with good reputation in the market are in a better position to eliminate middlemen than new and less known firms.
B). Financial Resources: A large firm with sufficient funds can establish its own retail shops to sell directly to consumers. But a small or weak enterprise which cannot invest money in distribution has to depend on middlemen for the marketing of its products.
C). Management: The competence and experience of management exercises influence on channel decision. If the management of a firm has sufficient knowledge and experience of distribution it may prefer direct selling. Firms whose managements lack marketing know-how have to depend on middlemen.
D). Volume of Production: A big firm with large, output may find it profitable to set up its own retail outlets throughout the country. But a manufacturer producing a small quantity can distribute his output more economically through middlemen
E). Desire for Control of Channel: Firms that want to have close control over the distribution of their products use a short channel. Such firms can have more aggressive promotion and a thorough understanding of customers' requirements. A firm not desirous of control over channel can freely employ middlemen
F). Service provided by manufacturers: A company that sells directly has itself to provide installation, credit, home delivery, after sale services and other facilities to customers. Firms which do not or cannot provide such services have to depend upon middlemen.

4. Middlemen considerations: The cost and efficiency of distribution depend largely upon the nature and type of middlemen as reflected in the following factors:
A). Availability: When desired type of middlemen is not available, a manufacturer may have to establish his own distribution network. Non-availability of middlemen may arise when they are handling competitive products as they do not like to handle more brands.
B). Attitudes: Middlemen who do not like a firm's marketing policies may refuse to handle its products. For instance, some wholesalers and retailers demand sole selling rights or a guarantee against fall in prices.
C). Services: Use of middlemen is profitable who provide financing, storage, promotion and after sale services.
D). Sales Potential: A manufacturer generally prefers a dealer who offers the greatest poten­tial volume of sales.
E). Costs: Choice of a channel should be made after comparing the costs of distribution through alternative
F). Customs and Competition: The channels traditionally used for a product are likely to influence the choice. For instance, locks are sold usually through hardware stores and their distribution through general stores may not be preferred. Channels used by com­petitors are also important. 

G). Legal Constraints: Government regulations regarding certain products may influence channel decision. For instance, liquor and drugs can be distributed only through li­censed shops.
6.8.3. Channel Decision

One of the important tasks facing firms in setting up distribution channels is organizing different flows through the channel to ensure the best possible performance. There are eight identified generic activities that must be considered: physical possession, ownership, promotion, negotiation, financing, risk, ordering, and payment. In a distribution channel, one of the ownership decisions is which member should own (control) the inventory carried by the Ownership matters in a channel when demand is uncertain. 

The firm that owns the units in the channel can adjust its actions in response to new information regarding actual demand by consumers. For example, if a manufacturer retains ownership of the units in the channel and finds that demand for the product is higher than expected, it can increase the wholesale price in response. Conversely, a channel member that does not own the units has limited ability to respond to new information. If the manufacturer transfers ownership of the units to the retailer before learning that demand is higher than expected, the manufacturer loses the ability to increase its wholesale price in response. 

The decision regarding ownership flow in a channel comes down to the benefit and cost associated with postponing the transfer of ownership from the manufacturer to the retailer until after demand uncertainty is resolved. Intuitively, the ability to wait and make decisions after demand is known should be valuable, hence the interest in designing processes that allow decision postponement.  

6.9.  PROMOTING THE PRODUCT

6.9.1.  Meaning of Promotion

Product promotions are designed to increase sales of a product or service. In sales, promotion refers to a different sort of advancement. A sales promotion entails the features - via advertising and/or a discounted price - of a particular product or service. 

Business promotion is communicating with the public in an attempt to influence them toward buying your products and/or services. The words promotion and advertising are often used interchangeably, but they're not the same thing.

Promotion is the broader, all-inclusive term. Advertising is one specific action you could take to promote your product or service. It's one type of promotion. Promotion, as a general term, includes all the ways available to make a product and/or service known to and available to purchase by customers.

The word promotion is also used specifically to refer to a particular activity that is intended to promote the business, product or service. A store might advertise that it's having a big promotion on certain items, for instance, or a business person may refer to advertising as a promotion.

Examples of Business Promotion:


Word of mouth is considered by many to be the most effective way to promote a business, and best of all it is free. Studies have shown that over 90 percent of consumers use recommendations from friends or family when choosing products or services. Businesses that consistently go the extra mile to provide superior customer service rely on word of mouth over other forms of promotion.

Social media is a popular, inexpensive form of online business promotion. Face book, Twitter, and YouTube can be effective in reaching customers. The "Elevator Pitch" is used by business people to give a short two or three sentence description of what their business does and how their products or services might benefit the potential customer(s).

Business cards are still one of the most commonly used forms of business promotion, even in the digital age. In fact, in Asian countries exchanging business cards has become a ritual. All types of business documents are used for promotional purposes as well; letterheads and email signatures typically contain the company logo and promotional tag line.

6.9.2.  The Purpose of Promotion


The purpose of promotion is: 

· To move ahead in the ranks, 

· To gain more experience and

·  To receive honor and benefits in an organization. 

· To influence sales positively 

· To raise awareness of a brand or business, 

· Highlight the benefits or value of its products to attract sales or help to change the image of a firm. 

· Initiating awareness amongst non-customers or increasing knowledge of new offers for existing customers

· Generating interest for and creating desire to have the product

· To ensuring action to purchase

·  To keep customers loyal so that over time they become ‘advocates’ and promote the product to other consumers. Customer recommendation is a very strong form of promotion. 

When a person is promoted within a company, he receives recognition in the workplace for his accomplishments. Promotion is also used to ensure that a business maintains a diverse workforce and does not discriminate against its workers by limiting equal access to better positions

It is beneficial for employees to witness promotion in a business because it shows that moving ahead is a possibility and may motivate them to perform better. Promotion often leads to higher compensation and additional benefits that allow the employee to live a better lifestyle. Working in the same position for decades on end can be boring and may lead a person to despise his job; but promotion keeps work interesting.

6.9.3.  Promotional Mix Elements

Product Mix:

The most basic marketing mix tool is product. The firm’s tangible offer to the market, which includes the product quality, design, features. Branding, and Packaging. As a part of product offering, some companies provide various services, such as leasing, delivery, repair, and training. Such support services can provide a competitive advantage in the globally competitive market place.

 Price Mix:

A Critical marketing mix tool is price; the amount of money that customers pay for the product. Company has to decide on wholesale, and retail prices, discounts, allowances, and credit terms. If its price is not competitive, the buyers will turn to competitors Products.

Place Mix:

Another key marketing tools includes the various activities the company undertakes to make the product accessible and available to target customers. Company’s must identify, recruit, and link various marketing facilitators to supply its products and services efficiently to the target market. It must understand the various types of retailers, wholesalers and physical distribution firms and how they make their decisions.

Promotion Mix:

Promotion is the fourth marketing- mix tool. Includes all the activities the company undertakes to communicate and promote its products to the target market. company has to hire, train, and motivate sales-people. It has to set up communication and promotion programs consisting of advertising, sales promotion, public relations, and direct and online marketing; though that the 4ps represent the seller’s view of the marketing tools available for influencing buyers. Form a buyer’s point of view, each marketing tool is designed to deliver a customer benefit.
The seller’s 4P’s to the customer 4C’s 

4P’s




4C’s   

Product



            Customer needs & wants 



Price




Cost to the customer  

Place




Convenience 

Promotion



           Communication 

6.9.3.1.  Advertising

Definition

The word advertising came from the Latin word' advert ere' means "to turn the mind toward".

The American Marketing Association (AMA) recommends the definition, "Advertising is any paid form of non-personal presentation and promotion of ideas, goods and services by an identified sponsor".

The AMA points out that advertising is a tool of marketing along with the product and its packaging, price, distribution and personnel selling.

Definitely advertising is openly and over the overtly subsidized information and persuasion, and its task is to present and promote for more than merchandise. According to this definition promotion is 'non-personal'. It is directed "to whom it may concern". If advertising is effective, it is because the audience is receptive to it. The following are elements of advertising:

Paid form: When product or services are mentioned favorably in the media newspaper, magazines and radio or television- the item appears because it is presumed to provide information or entertainment for the audience. But this is publicity, and no payment is made by the benefited organization.

Advertising on the other hand, is published or broadcast because the advertiser has purchased time or space to tell the story of a certain product or service.

Non-personal presentation: Personal selling takes place when a personal face-to-face presentation is made. Although advertising complements or may submit for, personal selling it is done in a non-personal manner through intermediaries - or media.

Idea, goods and services: From this point advertising is concerned with much more than the promotion of tangible goods. Most of the advertising is designed to help sell goods and services. It is being used increasingly to further public interest group.

An Identified Sponsor: Advertising discloses or identifies the sources of the opinion and ideas. According to an identified sponsor, this point distinguishes advertising from propaganda. Propaganda attempts to present opinions and ideas in order to influence attitudes and actions.

6.9.3.2.  Sales Promotion

Sales promotions are those promotional activities that are intended to stimulate customer demand and improve the marketing performance of sellers. 

Companies use sales promotion tools to create a stronger and quicker response. Some of the sales promotional tools are;

· Trade shows or exhibitions

· Samples

· Demonstrations

· Coupons

· Consumer contest

6.9.3.3.  Public Relation and Publicity

DEFINITIONS OF PUBLIC RELATIONS

“Public Relations are the deliberate, planned and sustained effort to establish and maintain mutual understanding between on organization and its publics.” - Institute of Public Relations, USA

 “Public Relations are the attempt by information persuasion and adjustment to engineer public support for an activity, cause, movement or institution.”  Edward L. Bernays
“Public Relations is a combination of philosophy, sociology, economics, language, psychology, journalism, communication and other knowledge into a system of human understanding." Herbert M. Baus
Functions of Public Relations

· Public Relations is establishing the relationship between organization and public.

· Art or Science of developing reciprocal understanding and goodwill

· It analyses the public perception & attitude, identifies the organization policy with public interest and then executes the programs for communication with the public.

The Components and Tools of Public Relations:
I. "Public"

A group of similar individuals; an assortment of persons having the same interests, problems, circumstances, goals; it is from such persons that opinion emanates. Public is a varied creature; it comes in many forms and sizes. Public has a multitude of wants and desires; it has its likes and dislikes, sometimes, strong likes and strong dislikes.

II. "Relations"

Human wants to create the need to establish relations with one another. The representative wants of the individuals will profoundly affect their relationship. To understand any relationship, therefore, one must understand the wants of those involved. 'Relationships are of all possible types. We have relationship by ran-superior to inferior, inferior to superior, and equal to equal. We have relationship by sentiment-benevolent, Friendly, suspicious, jealous, hostile. A relationship may be active, or passive it may be good or bad, or it may be neutral.

III. Propaganda:

Propaganda is the manipulation of symbols to transmit accepted attitudes and skills. It describes political application of publicity and advertising, also on a large scale, to the end of selling an idea cause or candidate or all three.

IV. Campaigns:

These consist of concerted, single-purpose publicity program, usually on a more or less elaborate scale, employing coordinated publicity through a variety of media, aimed, at a number of targets, but focused on specific objectives. A campaign objective may be the election of a candidate, the promotion of political cause or issue, the reaching of a sales goal, or the raising of a quota of funds.

V. Lobbying:

It entails the exertion of influence, smooth and measured pressure on other, exercise of persuasion cum-pressure. In essence, it means a group putting its points of view forward in an attempt to win the other groups support.

PUBLICITY

Publicity means gaining attention for products and or your company without any financial compensation. All newsworthy information about products and the company are eligible for editorials. Editorials have a great advantage because the information is provided by objective outsiders. So be very alert to any new developments in your company and try to get editorials placed in the media that’s relevant for your business.

6.9.3.4. Personal Selling

Personal selling, unlike advertising or sales promotion, involves direct relationships between the seller and the prospect or customer. In a formal sense, personal selling can be defined as a two-way flow of communication between a potential buyer and a salesperson that is designed to accomplish at least three tasks:

· Identify the potential buyer’s needs; 

· Match those needs to one or more of the firm’s products or services; and 

· Convince the buyer to purchase the product. 

The personal selling element of the promotion mix can encompass diverse forms of direct interaction between a salesperson and potential buyer, including face-to-face, telephone, written, and computer communication. The importance of the personal selling function depends partially on the nature of the product. As a general rule, goods that are new and different, technically complex, or expensive require more personal selling effort. The salesperson plays a key role in providing the consumer with information about such products to reduce the risks involved in purchase and use.

It is important to remember that, for many companies, the salesperson represents the customer’s main link to the firm. In fact, to some, the sales person is the company. Therefore, it is imperative that the company take advantage of this unique link. Through the efforts of the successful salesperson, a company can build relationships with customers that continue long beyond the initial sale. It is the salesperson who serves as the conduit through which information regarding product flaws, improvements, applications, or new uses can pass from the customer to the marketing department. 

6.10. Review Questions
Part I: Choose the correct answer from the given alternatives

1) Objective of pricing which is to stabilize prices is:                                                                                                     A). Status quo-oriented                                                                                                                 B).  Sales oriented                                                                                                                            C). Profit oriented                                                                                                                              B & C                                                                                                                                                                  E). None of the above
2) _________is the total volume that is bought by a customer group(s) in a definite time period, in a definite geographical area.                                                                                                        A). Need                                                                                                                                      B). Demand                                                                                                                                     C). Want                                                                                                                                         D). Marketing                                                                                                                                  E). None of the above
3) __________is a market situation in which there are too many small buyers and sellers, each with the complete market information no single buyer or seller                                                                             A). Negative demand                                                                                                                                              B). Monopolistic Competition                                                                                                                                   C). Pure competition                                                                                                                                                D). Monopoly                                                                                                                                                                    E). None of the above
4) _______is delivered pricing, the same delivered price is quoted to all buyers regardless of their locations.                                                                                                                                                                          A). Zone delivered pricing                                                                                                                                      B). Uniform delivered pricing                                                                                                                                               C). Odd Pricing                                                                                                                                                                          D). Value Pricing                                                                                                                                                                     E). None of the above
5) _______is the pricing firm pays less attention to its own costs or demand and bases its price largely on competitors’ prices                                                                                                                                            A). Going rate pricing                                                                                                                                                      B). Perceived Value Pricing                                                                                                                                                  C). Sealed Bid Pricing                                                                                                                                                D). Discriminatory pricing                                                                                                                                        E). None of the above
6) Any Paid form of non-personal presentation and promotion of ideas, goods, or services by an identified sponsor.                                                                                                                                                         A). Advertising                                                                                                                                                              B). Sales promotion                                                                                                                                                  C). Direct Marketing                                                                                                                                                                                                    D). Public relation                                                                                                                                                      E). None of the above
Part II: Write True if the statement is correct and False if the statement is incorrect 
1. Price is the amount of money or other items with utility needed to acquire a product. 
2. Cash discount sometimes called functional discounts, are reductions form the list price offered to buyers in payment for marketing functions the buyers will perform. 
3. Unitary demand exists when there is no impact of price on demand. 

4. Cost plus pricing means setting the price of one unit of a product equal to the total cost of the unit plus the desired profit on the unit.  
Part III: Write short answers for the following questions on the space provided.

1. Products are classified in to different parts what are ____________________________________________________________________________________________________________________________________________

2. The Concept of Product Mix and Product Line ____________________________________________________________________________________________________________________________________________

3. Factors Affecting Pricing Decisions ____________________________________________________________________________________________________________________________________________

4. Promotional Mix Elements: ____________________________________________________________________________________________________________________________________________

Chapter SEVEN

 Strategic Marketing Planning 
7.1. Introduction


The management process as applied to marketing, consists basically of:
i. Planning a marketing program

ii. Implementing it, and 

iii. Evaluating its performance

The Planning stage includes setting goals and designing strategies and tactics to reach these goals.

The implementation stage entails forming and staffing the marketing organization and directing the actual operation of the organization according to the plan.

The evaluation stage consists of analyzing past performance in relation to organizational goal.  

This third stage indicates the interrelated, continuing nature of the management process.

Planning is a predetermined goal.  It is deciding now what to do later, including how and when we are going to do it.  Without a plan, we cannot get things done effectively and efficiently, because we don't know what needs to be done or how to do it.   

In strategic planning, managers match an organizations resource with its market opportunities over the long run.  Market and economic conditions during the past two decades prompted many companies to consider more formally and more frequently how best to match their opportunities and their resources.  
Most companies operate several businesses. However, companies too often define their business in terms of products. They are in the “auto business” or the “Slide business”. A business must be viewed as a customer satisfying process, not a goods – producing process. Products are transmitted, but basic needs and consumer groups endure forever. 

A business can be defined in terms of three dimensions; customer groups, customer needs, and technology. For example, a small company that defines its business as designing incandescent lighting systems for televisions studios, its customer group is television studios; the customer need is lighting; and the technology is incandescent lighting.

The purpose of identifying the company’s strategic business units is to develop separate strategies and assign appropriate funding. Senior management knows that its portfolio of business usually includes a number of “Yesterday’s has – been as well as tomorrow’s breadwinners.” But it cannot rely just on impressions; it needs analytical tools for classifying its business by profit potential.

1. It is a single business or collection of related business that can be planned separately from the rest of the company.

2. It has its own set of competitions

3. It has a manager who is responsible for strategic planning and profit performance and who controls most of the factors affecting profits. 

Two of the best-known business pert folio evaluation models are the Boston Consulting Groups model and the General Electric Model. 

             Meaning of Strategic Planning
Strategic marketing planning is the managerial process of developing and maintaining a viable fit between the organization’s objectives, sill, and resources and its changing market opportunities. The aim of strategic planning is to shape and reshape the company’s businesses and products so that they yield target profits and growth. 

 Key Planning Concepts

The intent of planning is to seize the opportunities and to avoid the threats associated with changing markets.  Formal strategic planning was recognized as an effective management tool to do this.  

Strategic planning process

The business unit strategic planning process consists of the eight steps as shown below:

The business strategic - planning process



 
   SWOT analysis 



1 Business Mission

Each business unit needs to define its specific mission with in the broader company mission.

e.g.
We provide various types of safe and cost-effective energy.

We offer comfort, fashion, and durability in wearing apparel.

2 External Environmental Analysis (Opportunity and Threat Analysis)

Once the business unit has formulated its mission statement, the business manager knows the parts of the environment it needs to monitor to achieve goals.

In general, a business unit has to monitor key external macro environment forces (demographic, economic, technological, political, legal, social & cultural) and significant microenvironment factors (customers, competitors, distribution channel, suppliers) that affect its ability to earn profits.  The business unit should set up a marketing intelligence system to track trends and important developments.  For each trend or development, management needs to identify the associated opportunities and threats. 

Opportunities:

A marketing opportunity is an area of buyer need in which a company can perform profitability. 

Opportunities can be classified according to their attractiveness and their success probability.  The company's success probability depends on whether its business strengths not only match the key success requirements for operating in the target market but also exceeds those of its competitions.

Threats

An environmental threat is a challenge posed by an unfavorable trend or development that would lead, in the absence of defensive marketing action, to deterioration in sales or profit.

Threats should be classified according to their seriousness and probability of occurrence.  To deal with threats, the company needs to prepare contingency plans that spell out what changes the company can make before or during the threat occurrence.

Once management has identified the major opportunities and threats facing a specific business unit, it can characterize that business's overall attractiveness. 

Four outcomes are possible:

· An ideal business is high in major opportunities and low in major threats.

· A speculative business is high in both major opportunities and threats.

· A mature business is low in major opportunities and low in threats.

· A troubled business is low in opportunities and high in threats.

Opportunity and threat matrixes 

(a)
Opportunity matrix

Success probability


      High 
 Low

	1


	2

	3


	4


b) Threat matrix

Probability of occurrence


    High     Low

	1


	2

	3


	4



3 Internal Environment Analysis (Strengths/ weakness Analysis)

Each business needs to evaluate its internal strength and weakness periodically.

Management or an outside consultant reviews the business marketing, financial, manufacturing, and organizational competencies and rates each factor as a major strength, minor strength, neutral factor, minor weakness, or major weakness. 

Checklist for performing strengths/weakness analysis

Performance

Major
       Minor      Neutral    Minor        Major              Importance 

Strength     strength 
            weakness   weakness
Hi  mid  low

Marketing

1. Company Reputation

2.  Market share

3.  Product quality

4.  Service quality

5.  4p's effectiveness

6.  Sales force effect etc.

Finance

7. Availability of capital

8.  Cash flow

9.  Financial stability etc. 

Manufacturing

10. Facilities

11. Economies of scale

12. Capacity

13. Technical manufacturing skill etc.

Organization

14. Leadership

15. Dedicated employees

16. Flexible/Responsive etc.

A modern tool for analysis of the situation 

Today, strategy designers have been aided by a number of matrixes showing the relationship of critical variables.

The SWOT matrix has a wider scope, and it has different emphases form those of the Business portfolio matrix.

It has been common to suggest that companies identify their strengths and weakness, as well as the opportunities and threats in the external environment.

Four Alternative Strategies 

The strategies are based on the analysis of the external environment (threats and opportunities) and the internal environment (weakness and strengths).

1. The WT strategy aims to minimize both weakness and threats.  It may require that the company.  For example, forms a joint venture, retrench, or even liquidate.

2. The WO strategy attempts to minimize the weaknesses and maximize the opportunities.  Thus, a firm with certain weakness in some areas may either develop those areas with in the enterprise or acquire the needed competencies (such as technology or persons with needed skills) from the outside, making it possible to take advantage of opportunities in the external environment. 

3. The ST strategy is based on the organization's strengths to deal with threats in the environment.  The aim is to maximize the former while minimizing the latter.  Thus, a company may use its technological, financial, managerial, or marketing strength to cope with the threats of a new product introduced by its competitors.  

4. The most desirable situation occurs when a company can use its strength to take advantage of opportunities.  (The SO strategy).  Indeed, it is the aim of enterprises to move from other position in the matrix to this one. If they have weakness, they will strive to overcome them, making them strengths.  If they face threats, they will cope with them so that they can focus on opportunities.

       The SWOT Matrix for Strategic Formulation

	Internal factors

External factors
	Internal strengths (s)e.g. strengths in management, operations finance, marketing R&D, engineering
	Internal weakness (W)

e.g. Weakness in the area shown in the box of strengths 

	External opportunities (0) current & future economic conditions, political and social changes, new products, services and technology consider risks also 
	So strategy maxi-maxi potentially the most successful strategy, utilizing the organizations strengths to take advantages of opportunities 
	WO strategy mini-maxi e.g. developmental strategy to overcome weaknesses in order to take advantage of opportunities 

	External Threats (T) e.g. lack of energy competition, and areas similar to those shown in the opportunities box above
	ST strategy

Maxi-mini

e.g. use of strengths to cope with threats or to avoid threats 
	WT strategy 

Mini-mini

e.g. retrenchment, liquidation, or joint venture. 


Clearly the business does not have to correct all its weakness, nor should it gloat about all its strengths.  The big question is whether the business should limit itself to those opportunities where it possesses the required strength or should consider better opportunities where it might have to acquire or develop certain strength.

4 Goal Formulation 

The overall evaluation of a company's strengths, weakness, opportunities and threats is called SWOT analysis.  Once the company has performed its SWOT analysis, it can proceed to develop specific goals for the planning period.  This stage of the business strategic planning process is called goal formulation.

Objectives must be

1. Hierarchically arranged 

2. Should be stated quantitatively i.e. increase ROI by 15%

3. It should be ambitious but realistic 

4. It must be consistent

Other important trade off includes short-term profit verses long-term growth, deep penetration of existing markets versus developing new markets, profit goals versus non-profit goals and high growth versus low risk.  

5 Strategy Formulation

The company's plans for its existing businesses allow it to project total sales and profits.  Often projected sales and profits are less than what corporate management wants them to be.  If there is a strategic planning gap between future desired sales and projected sales, corporate management would have to develop or acquire new business to fill it.

Evidently the company wants to grow much faster than its current businesses will permit.  How can it fill the strategic planning gap?

Three options are available.  The first is to identify opportunities to achieve further growth with in the company's current businesses (intensive growth opportunities).

The second is to identify opportunities to build or acquire businesses that are related to the company's current business (integrative growth opportunities).

The third is to identify opportunities to add attractive businesses that are unrelated to the company's current business (diversification growth opportunities).

i) Intensive Growth

Corporate management's first course of action should be a review of whether any opportunities exist for improving its existing businesses performance.  Ansoff has proposed a useful framework for detecting new intensive growth opportunities called a product/market expansion grid.

ii) Integrative Growth 

Often a business's sales and profits can be increased through backward, forward, or horizontal integration within its industry.

An organization might acquire one or more of its suppliers (producers) to gain more control or generate more profit (backward integration). Or an organization might acquire some wholesalers or retailers, especially if they are highly profitable (forward integration).  Finally, an organization might acquire one or more competitors.  Provided that the government does not bar this move (horizontal integration).

Through investigating possible integration moves, the company may discover additional sources of sales-volume increases over the next 10 years.  These new sources may still not deliver the desired sales volume. However, in that case, the company must consider diversification.

Diversification Growth

Diversification growth makes sense when good opportunities can be found outside the present businesses.  A good opportunity is one in which the industry is highly attractive and the company has the mix of business strengths to be successful.  Three types of diversification are possible.  The company could seek new products that have technological and/or marketing synergies with existing product lines, even though the new products themselves may appeal to a different group of customers (concentric diversification strategy).

Second, the company might search for new products that could appeal to its current customers even though the new products are technologically unrelated to its current product line (horizontal diversification strategy)

Finally, the company might seek new businesses that have no relationship to the company's current technology, products, or markets (conglomerate diversification strategy).

Major classes of Growth opportunities

	    Intensive Growth
	   Integrative Growth 
	  Diversification Growth

	Market Penetration
	Backward Integration
	Concentric Diversification

	Market Development 


	Forward Integration 

Horizontal Integration
	Conglomerate Diversification 

Horizontal Diversification 
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The company first considers whether it could gain more market share with its current products in their current markets (market penetration strategy).  Next it considers whether it can find or develop new markets for its current products (market- development strategy).  Then it considers whether it can develop new products of potential interest to its current markets (product development strategy).  Later it will also review opportunities to develop new products for new markets-diversification strategy).

1 Ansoff's Product/Market Expansion Grid 

 Product

	
	Current
	New



	           Current 
	Market penetration strategy
	Product development strategy

	             New 
	Market Development strategy
	Diversification strategy


The four product-market growth strategies describe in detail as follows:

i) Market Penetration: -
A company tries to sell more of its present products to its present markets.  Supporting tactics might include greater spending on advertising or personal selling.  Or a company tries to become a single source of supply by offering preferential treatment to customers who will concentrate all their purchases with it. 

ii) Market Development

A firm continues to sell its present products, but to a new market.

iii) Product Development

This strategy calls for a company to develop new products to sell to its existing markets.

iv) Diversification

A company develops new product to sell to new markets.  This strategy is risky because it doesn't rely on either the company's successful products or its position in established markets.

As market conditions change over time, a company may shift product-market growth strategies.  For example, when its present market is fully saturated, a company may have no choice other than to purse new markets.

2 Porter's Generic Strategies Model

Michael porter, a Harvard business professor, advises forms to assess two factors, scope of target market and differential advantage, and then choose an appropriate strategy.

Porter's generic strategies model recommends three alternatives for consideration.

1. Overall cost leadership:

A company or an SBU, typically large, seeks to satisfy a broad market by producing a standard product at a low cost and then underpricing competitors. 

2. Differentiation

An organization creates a distinctive, perhaps even a unique, product through its unsurpassed quality, innovative design, or some other feature and, as a result, can change a higher-than-average price.  This strategy may be used to pursue either a broad or narrow target 

3. Focus 

A firm or an SBU concentrates on part of a market and tries to satisfy it with either a very low-priced or highly distinctive product.  The target market ordinarily is set apart by some factor such as geography or specialized needs.
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3 Boston Consulting Group Model

The Boston consulting Group (BCG) is a leading management consulting firm, developed and populated the growth share matrix. 

	               Stars

   
	Question mark



	        Cash cows

  
	            Dogs

  





                20%

               18%

              16%

              14%

             12%

             10%

               8%

               6%

               4%

              2%

              0

                                               Relative Market Share

The market growth rate on the vertical axis indicates annual growth rate of the market in which the business operates. In the above illustration it ranges from 0% to 20%, although a larger range could be shown. A market growth rate above 10% is considered high. Relative market share, which is measured on the horizontal axis, refers to the SBU’s market share, relative to that of its larger competitor. It saves as a measure of the company’s strength in the relevant market. A relative market share of 0.1 means that the company’s sales volume is only 10% of the leaders’ sales volume a relative share of 10 means that the company’s SBU is the leader and has 10 times the sales of the next strongest competitor is that market. Relative market share is divided into high and low share using a 1.0 as a dividing line.

The growth-share matrix is divided into four cells, each indicating a different type of business 

1. Question mark: -

Question marks are businesses that operate in high-growth markets but have low relative market shares. Most businesses start of as question marks as the company tries to enter a high-growth market in which there is already a market leader. Plants, requirement, and personnel to keep up with the fast-growing market and because it wants to overtake the leader.

2. Stars: - If the question-mark business is successful it becomes a star is the market leader in a high-growth market. A star does not necessarily produce a positive cash flow for the company. The company must spend substantial funds to keep up with the high market growth and fights of competitors attacks. 

3. Cash Cows: - When a market’s annual growth rate falls to less than 10% the star becomes a cash cow if it still has the largest relative market share. A cash cow produces a lot of cash for the company. The company does not have to finance a lot of capacity expansion because the market growth rate has a showed down. And since the business is the market leader, it enjoys economies of scale and higher profit margin.

4. Dogs: - Dogs are business that has make market share in low-growth markets. They typically generate low profits or losses, although they may generate some cash. The company should consider whether it is holding on to these dog businesses for good resource (Such as unexpected teem around in the market growth rate or a new chance at market leadership) or for sentimental reasons. Dogs often consume more management time than they are worth and need to be phased down or out.

After plotting its various businesses in the growth share matrix, a company must determine whether its portfolio is healthy. An unbalanced portfolio would have too many dogs or question marks and/or too few stars and cash cows.

The company next task is to determine what objective, strategy, and budget to assign to each SBU. 

Four stages can be passed: 

1. Build: - Here the objective is to increase the SBU’s market share, even forgoing short term earnings to achieve this objective if necessary. Building is appropriate for question marks whose market share must grow if they are to become stars.

2. Hold: - Here the objective is to increase the SBU’s market share. This strategy is appropriate for strong cash cous if they are to continue yielding a large positive cash flow.

3. Harvest: - Here the objective is to increase the SBU’s short-term cash flow regardless of long-term effect. Harvesting involves a decision to eventually withdraw from a business by implementing a program of continuous cost retirement. The company plans to cash in on its “Crop to milk its business”. Harvesting generally involves eliminating R is expenditures, not replacing the physical plant as it wears out, not replacing sales people, reducing advertising expenditures, and so on.

The hope is to reduce costs at a faster rate than any potential drop in sales, thus resulting in an increase in the company’s positive cash flow. 

This strategy is appropriate for weak cash cows whose future is dein and form which more cash flow is needed. harvesting can also be used with question marks and dogs. The company coming at a harvesting strategy faces prickly social and ethical questions over how much information to share with various stockholders.

4. Divest: - Here the objective is to sell or liquidate the business because resources can be better used elsewhere. This strategy is appropriate for dogs and question market that are acting as a drag on the company’s profits.

Companies must carefully decide whether harvesting or divesting is a better strategy for a weak business. Harvesting reduces the business future value and therefore the price at which it card later be sold if divested. An early decision to divest, in contrast, is likely to produce fairly good bids if the business is in relatively good shape and of more value to another firm.

Program Formulation

Once the business unit has developed its principal strategies, it must work out detailed supporting programs.  

Thus, if the business has decided to attain technological leadership, it must plan programs to strengthen its R & D department, gather technological intelligence, develop leading edge products, train the technical sales force, develop ads, to communicate its technological leadership and soon.

3.4.7 Implementation

A clear strategy and a well-thought-out supporting program may be useless if the firm fails to implement them carefully.  Indeed, strategy is only one of seven elements, according to the Mckinsey consulting firm, that the best-managed companies exhibit.

The Mckinsey 7-s framework for business success is includes - Strategy, Structure, and Systems- are considered the hardware of success.  The next four - Style, Staff, Skills, and Shared values - are the software's.

The first soft element, Style, means that company employees share a common way of thinking and behaving. The second staff means that a company has hired able people, trained them well, and assigned them to the right jobs. The third, skills, means that the employees have the skills needed to carry out the company strategy. The fourth shared values, means that the employees share the same guiding values.  When these soft elements are present, companies are usually more successful at strategy implementation. 

          Feedback and Control

As it implements its strategy, the firm needs to track the results and monitor new development in the internal and external environments.

The environment will eventually change.  And, when it does, the company will need to preview and revise its implementation, programs, strategies, or even objectives.
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