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Course Introduction

Marketing Management is assigned 5 credits and contains 15 units. Marketing objectives are
a set of goals that marketing managers establish in advance of a marketing campaign.
Companies set marketing objectives as a way to measure marketing efforts by key
performance indicators, as opposed to simply advertising a new product for a set time frame
with little regard for the campaign'’s results.

Each unit is divided into sections and sub-sections. Each unit begins with a statement of
objectives to indicate what we expect you to achieve through the unit.

Course Outcomes

After studying this course, a student will be able to —
Describe the basic concept of marketing /concepts & philosophies.
Recognize the relevance of marketing in modern competitive world
Classify the product and its classifications/new product development
Sketch marketing philosophy and generating ideas for marketing research for consumer
satisfaction
Assess an analytical ability to plan for various marketing strategy
Develop planning and implementation strategies to achieve wider business objectives

PoONE
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We hope you will enjoy the course.

Acknowledgement

The content we have utilized is solely educational in nature. The copyright proprietors of the
materials reproduced in this book have been tracked down as much as possible. The editors
apologize for any violation that may have happened, and they will be happy to rectify any
such material in later versions of this book.



UNIT: 1

Introduction to Marketing

Learning Objectives:
e Define the Marketing Concept.
e Differentiate the Marketing Concept from other business concepts.
e Understand customer centricity's role in the Marketing Concept.
e Recognise the importance of market research.
e Explore how to create customer value.
e Identify long-term benefits of the Marketing Concept.
e Analyse real-world examples of the Marketing Concept.

e Apply the Marketing Concept principles in business scenarios.

Structure:
1.1  Introduction to Marketing
1.2 The Nature of Marketing
1.3 Exploring the Scope of Marketing
1.4 Marketing in a Dynamic World
15 Understanding Marketing Concepts
1.6 The Production Concept in Marketing
1.7 The Product Concept in Marketing
1.8 The Selling Concept in Marketing
1.9 The Marketing Concept in Practice
1.10  The Holistic Marketing Concept
111  Summary
1.12  Keywords
1.13  Self-Assessment Questions
1.14  Case Study

1.15 References



1.1 Introduction to Marketing

Marketing is critical in any business or organisation, bridging a company's products or
services and its customers. It involves identifying, anticipating, and satisfying customer needs
to achieve the company's objectives, and it often does so profitably.

At its core, marketing revolves around understanding what customers need and value and
then developing ways to meet those needs while communicating effectively and persuasively.
This involves various activities, from market research and analysis to strategy development,

product design, pricing, promotion, distribution, and customer service.

Let's break down marketing in simple terms. Imagine it as a bridge connecting your business
and your customers. It's about being present and making the right impression exactly when

and where your customers need you.

Why does marketing hold such an important role in business?

e Unlocking Customer Insights: Marketing allows businesses to enter customers'
shoes. It serves as a radar, detecting customer needs and desires, which forms the
backbone of a prosperous business when adequately addressed.

e Nurturing Relationships: Marketing goes beyond a single transaction; it's about
establishing and nurturing a customer relationship that extends beyond the immediate
sale. This relationship-building aspect often leads to loyal customers who become
advocates for your brand.

e Communicating Value: Through effective marketing, businesses can articulate and
deliver their unique value proposition. By doing so, customers better appreciate the
value they receive, leading to their continued satisfaction and loyalty.

e Boosting Revenue: Marketing activities serve as a beacon, illuminating your brand
and driving sales. It's the mechanism that transforms the intrinsic value of your
products or services into tangible revenue.

e Securing Competitive Advantage: A well-crafted marketing strategy can help a

business rise above its competitors, giving it a meaningful market edge.

Marketing's Role in Business



Marketing is the linchpin that propels a business towards expansion and success. Here's how
it does that:

Engaging Customers: Marketing keeps customers connected throughout their buying
journey. This continuous engagement helps build a solid bond, promoting brand
loyalty and customer retention.

Amplifying Brand Recognition: Key marketing activities, like advertisements,
social media interactions, and public relations initiatives, magnify a brand's visibility.
The more familiar your brand becomes, the more likely customers will select it over
its competitors.

Guiding Market Analysis: Marketing is a compass for businesses, helping them spot
market trends and understand customer behaviour. This vital information is
instrumental in making informed strategic decisions and directing the company
towards growth and success.

Driving Product Innovation: The marketing team's insights into market demands
significantly influence the product development. Their in-depth understanding of what
customers need helps design products that genuinely meet those needs.

Setting Pricing Strategy: Pricing isn't chosen at random. Marketers study market
conditions and competitors' pricing to determine a price that appeals to customers and

generates a profit.

In a nutshell, marketing isn't just about selling; it's about creating value, fostering customer

relationships, and understanding the market's pulse. Effective marketing strategies are vital

for any business to grow and achieve its objectives. They're the fuel that drives long-term

growth and prosperity.

1.2 The Nature of Marketing

Marketing lies at the heart of business operations, bridging an organisation and its customers.

It's an intricate discipline that encapsulates elements from business strategy, behavioural

sciences, and creativity. The essence of marketing is centred around fulfilling customer needs

and desires. This involves delving into the dynamics of the marketplace, pinpointing

consumer needs, crafting appropriate solutions (products or services), and efficiently

conveying these solutions to the intended audience.

Here are some defining traits of marketing:



Customer-centric Approach: The primary objective of marketing is to generate
value for the customer. This means prioritising understanding and meeting customer
requirements in a manner that outperforms competitors.

Comprehensive Process: Marketing isn't an isolated function. Instead, it's a holistic
process that includes many interrelated tasks, such as market research, product
innovation, pricing strategy, promotions, distribution logistics, and customer service.
Goal-driven Practice: Marketing aims to achieve specific business objectives like
boosting sales, expanding market share, or nurturing customer loyalty.

Creating Mutual Value: Effective marketing practices create value for the company
and its customers. This value could materialise for customers as a solution that
addresses their needs or enhances their quality of life. This value often translates into

revenue growth and sustained customer loyalty for the organisation.

Essential Marketing Functions

Market Research: Gathering, analysing, and comprehending data related to the
market, the specific product or service, competition, and customer behaviour. The
insights obtained from this data form the foundation for making informed decisions
and developing an effective marketing strategy.

Product Development: Focuses on creating products or services that cater to the
preferences and needs of the target audience. This encompasses the entire product
lifecycle, from initial conception and design to the final stages of production and
quality assurance.

Pricing Strategy: This entails determining the optimal price for the product or
service. Factors considered include production costs, market competition, customer
willingness to pay, and the perceived value of the product.

Promotion: Involves all communication efforts aimed at showcasing the features,
benefits, and availability of the product to potential customers. This encompasses
various tactics such as advertising, sales promotions, public relations, and direct
selling techniques.

Distribution: Ensures that the product or service is readily accessible to customers
whenever and wherever they need it. This entails managing transportation logistics,
overseeing inventory control, arranging storage facilities, and determining the most

efficient distribution channels.



Fundamental Aspects of the Marketing Process

e Market Analysis: Scrutinising market conditions, discerning customer needs and
wants, surveying competition, and identifying market opportunities and threats.

e Segmentation and Targeting: Breaking down the market into distinct customer
segments with similar needs and wants and then choosing one or more of these
segments to cater to.

e Marketing Mix (Product, Price, Place, Promotion): Decisions regarding product
design, pricing strategy, distribution channels, and promotional activities. The four
'P's' should align to deliver a compelling and consistent value proposition.

e Execution: Translating the marketing plan into action. It requires orchestrating
various tasks and resources to meet marketing objectives.

e Monitoring and Evaluation: Assessing the effectiveness of marketing initiatives
against set objectives. Based on this evaluation, the marketing plan may be
maintained, adjusted, or abandoned.

1.3 Exploring the Scope of Marketing

The broad and specific scope of marketing extends far beyond the simple concept of selling a
product or service.

Marketing encompasses activities that engage potential customers and lead them toward
purchasing a product or service. This broad scope includes everything from market research
to identify target markets and understand consumer behaviour to product development,
pricing strategies, and choosing appropriate distribution channels.

On a more specific level, marketing dives deeper into more specialised areas. These can
include digital marketing, which leverages online platforms and technologies to reach
customers; content marketing, which focuses on creating and sharing valuable content to
attract and retain customers; and social media marketing, which uses social media platforms
to promote products and services.

Each specific marketing area, while part of the broader scope, requires a unique set of skills
and strategies. For example, a successful digital marketing strategy might involve SEO
(Search Engine Optimization), email marketing, and online advertising, while a successful
content marketing strategy would require a deep understanding of creating and curating
content that is relevant and valuable to your target audience.



The Intersection of Marketing and Other Business Functions

Marketing does not exist in a vacuum; it intersects and interacts with all other business

functions. Let's look at some examples:

Finance: The marketing budget, pricing strategies, and revenue forecasts all link
marketing and finance. The financial health of a company can impact marketing
strategies and vice versa.

Operations: The ability to deliver on marketing promises is crucial, making a strong
connection between marketing and operations. For example, if marketing promotes a
product feature, operations must ensure that the product can indeed deliver this
feature.

Human Resources (HR): Marketing not only targets external audiences but also
communicates internally to attract and retain talent. HR and marketing often work
together on employer branding efforts.

Sales: Perhaps the most apparent connection is between sales and marketing. Both
functions aim to attract and retain customers, but while marketing generally takes a
broader, longer-term approach, sales focus on individual customers and immediate
revenue.

Information Technology (IT): In today's digital age, marketing and IT are
intertwined. From managing websites and social media platforms to analysing

customer data, IT enables marketing to be more targeted and effective.

The intersection of marketing with these other business functions underscores its central role

in an organisation. Effective marketing management recognises these connections and uses

them to create integrated strategies that drive business success.

1.4 Marketing in a Dynamic World

The Impact of Globalization on Marketing

Globalisation has fundamentally transformed the way businesses operate, and marketing is no

exception. It has expanded the marketing arena from domestic to international platforms,

offering opportunities for businesses to extend their reach into new markets.



However, globalisation also presents unique challenges. With the global market becoming
more accessible, competition has become fiercer. Marketers are constantly under pressure to
innovate and differentiate their products and services to maintain a competitive edge.

Cultural diversity is another significant factor brought about by globalisation. As businesses
market their products internationally, they must navigate various cultures, languages, and
customs. Understanding and respecting these differences is crucial to establishing a strong
brand presence in foreign markets.

Further, globalisation has necessitated the need for businesses to be socially and
environmentally responsible. Consumers worldwide are becoming more concerned about the
social and environmental impact of the products they purchase, prompting marketers to

incorporate these elements into their strategies.

How Technological Advancements Change Marketing Strategies

Technological advancements have reshaped marketing strategies in profound ways. The rise
of digital technologies and the internet have opened new channels for marketers to reach their
audiences, such as social media, email marketing, SEO, and content marketing.

Data analytics is another area where technology has made a significant impact. With the
advent of Big Data, marketers can now analyse large volumes of data to gain insights into
consumer behaviour and preferences. This allows for more targeted and personalised
marketing efforts, which can significantly increase conversion rates.

Moreover, technology has facilitated the growth of e-commerce, enabling consumers to
purchase products and services from the comfort of their homes. This development has forced
marketers to adapt their strategies to meet the changing buying behaviours of consumers.
Finally, advancements in Al and machine learning are transforming marketing by automating
processes, personalising customer experiences, and providing predictive analytics. However,
it's important for marketers to strike a balance between leveraging technology and

maintaining a human touch in their interactions with customers.

Adapting Marketing Strategies to Societal Change

Societal changes, such as shifts in demographics, attitudes, and values, greatly influence
marketing strategies. For instance, the increasing concern for health and wellness has led to a
surge in the market for organic and natural products. Marketers in various industries, from
food to cosmetics, are capitalising on this trend by positioning their products as 'healthy’,

'natural’, or 'organic'.



The growing awareness and concern for environmental issues have also influenced consumer
behaviour. Many consumers are now choosing to support brands that demonstrate a
commitment to sustainability. In response, marketers are incorporating green marketing
strategies, promoting eco-friendly products, and highlighting their company's sustainability
efforts.

Moreover, societal changes often result in changes in consumer lifestyles and buying
behaviours. For example, the rise of remote work due to the COVID-19 pandemic has led to
an increase in demand for home office equipment, home fitness products, and home
entertainment solutions. Successful marketers are those who can quickly identify these
changes and adapt their strategies accordingly.

Being a successful marketer in today's dynamic world requires a deep understanding of the
global market, mastery of technological tools, and the agility to adapt to societal changes. It's
a challenging task but also an exciting one that offers endless opportunities for innovation

and growth.

1.5 Understanding Marketing Concepts

At its core, marketing is a multi-layered discipline, one that demands a detailed

understanding of several fundamental concepts to drive successful operations.

e Market Research: Essentially, market research is the process of systematically
gathering, analysing, and interpreting data to grasp the contours of the market landscape.
This provides insights into consumer needs, the size of the market, and the nature of
competition. Market research typically involves techniques such as surveys, focus groups,
and data mining.

e Segmentation, Targeting, and Positioning (STP): These three pillars form the bedrock
of strategic marketing. Segmentation starts by breaking down a large, diverse market into
manageable segments with similar needs or characteristics. Targeting follows next, with
the company selecting specific segments that it believes are most likely to be potential
customers. Positioning wraps up the process by crafting and conveying a desirable image
and appeals for the brand to the targeted segment.

e Marketing Mix (The 4Ps): This model includes Product, Price, Place, and Promotion.
The product should meet a consumer’s need; the price should be right for the consumer;

the place should be convenient for the consumer, and the promotion should captivate the



consumer. Striking the right balance between these four elements is crucial to marketing
success.

e Customer Relationship Management (CRM): CRM is all about managing a company's
interactions with its current and potential customers. It leverages data analysis about
customers' history with a company to improve business relationships with customers,
with an emphasis on customer retention and ultimately driving sales growth.

e Brand Management: This is about shaping consumer perception of the company's
products or services. A strong brand presence in the market that's distinct and impactful
draws in and keeps loyal customers.

e Digital Marketing: In our tech-driven era, digital marketing is an indispensable part of
any marketing strategy. It leverages digital channels such as social media, search engines,

email, and other websites to connect with current and prospective customers.

1.6 The Production Concept in Marketing

The production concept is one of the oldest business philosophies in marketing theory. It is
rooted in the belief that consumers will favour products that are widely available and
affordable. Therefore, under this concept, the management focuses on improving production
efficiency and enhancing distribution coverage to reach a wider market segment.

This approach is often embodied in the phrase "supply creates its own demand,” which is
derived from Say's Law in economics. Essentially, companies operating under the production
concept believe that as they produce more, they can achieve economies of scale, reducing
costs and hence price, which in turn attracts more customers due to the product's accessibility
and affordability.

Pros and Cons of the Production Concept

The production concept does have its merits, particularly in certain market conditions:

Pros:

e Economies of Scale: When manufacturing products in large volumes, companies can
reduce costs per unit, which can be passed on to consumers in the form of lower
prices, making the product more attractive.

e Market Penetration: By focusing on high production, companies can saturate the

market, making their product widely available and potentially outpacing competitors.



e Beneficial for Essential, Low-cost Goods: This concept works well in markets for

goods that are seen as essential and where price sensitivity is high.
However, the production concept is not without its drawbacks:
Cons:

e Neglect of Customer Needs: The production concept can lead to a product-centric
view, neglecting the customer's needs and preferences. This oversight may result in a
loss of market share to competitors who are more customer-focused.

e Lack of Innovation: The focus on cost efficiency and production volume may stifle
innovation, as less attention is paid to enhancing product features or creating new
products.

e Environmental and Social Impact: High production could lead to overuse of
resources and potential environmental issues. Furthermore, overproduction can result

in waste if the supply exceeds demand.

Real-world Examples of the Production Concept

e Ford Motor Company: In the early 20th century, Henry Ford's Model T serves as an
iconic example of the production concept. Ford focused on manufacturing efficient
production lines, which allowed for large-scale production and distribution of
affordable cars. Ford famously said, "Any customer can have a car painted any colour
that he wants so long as it is black,” underlining the lack of customisation and
consumer-focused product differentiation.

e Fast-Moving Consumer Goods (FMCG) Companies: Many FMCG companies,
such as Procter & Gamble, Unilever, and Nestle, use the production concept,
especially for their staple goods. They focus on producing essential items such as
soaps, detergents, and food products in large quantities to maintain low prices and

wide availability.

While the product concept has been instrumental in the success of many businesses, it's
important to remember that its effectiveness largely depends on the nature of the market and
product. It is one among several marketing philosophies, and companies need to evaluate

which concept best aligns with their business strategy and market conditions.

1.7 The Product Concept in Marketing
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The product concept in marketing is an orientation that asserts customers will favour those
products that offer the most quality, performance, or innovative features. This philosophy
assumes that consumers are primarily interested in product excellence and that they can
appreciate the inherent value or superiority of a product.

In this approach, companies invest significantly in research and development, innovation, and
quality control. They strive to continually improve their products and create superior
offerings to their competitors. The logic behind this concept is "build it, and they will come,"
with the assumption that an outstanding product will sell itself.

However, it's essential to note that the product concept can sometimes lead to ‘marketing
myopia," a term coined by Theodore Levitt. This term refers to the mistake of paying more
attention to the product and its intricate details rather than the needs and wants of its target

market.

Balancing Product Quality and Consumer Needs

While the product concept emphasises quality and innovation, it's crucial to balance this with
an understanding of consumer needs. The best product is one that not only has superior
quality and features but also addresses the needs and wants of the consumers.

The product concept can be a powerful tool, but it should not be the only guiding principle
for a company. It should be supplemented with the marketing concept, which is customer-
oriented. It stresses that the key to achieving organisational goals consists of the company
being more effective than competitors in creating, delivering, and communicating customer
value.

Balancing product quality and consumer needs means that while a company strives for
product excellence, it should also focus on market research, consumer feedback, and
understanding customer behaviour. A balance of these two concepts can lead to a product that

is not only superior but also highly desirable and relevant to the target market.

Case Studies: Success and Failure of the Product Concept

e Apple Inc.

An example of the successful application of the product concept is Apple Inc. The company
focuses heavily on creating innovative, high-quality products. The design, user interface, and

features of its products are often superior to those of its competitors. This approach has led to
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a strong brand image and a loyal customer base that's willing to pay premium prices for

Apple products.

e Kodak

An example of failure in the product concept is Kodak. The company believed so strongly in
its product - film cameras, that it ignored the rise of digital technology. Kodak did actually
invent the first digital camera but failed to market it effectively because they were too
focused on their existing film products. Their myopic view led to a downfall when consumers

shifted their preference to digital photography.

The product concept can be a powerful approach if balanced appropriately with consumer
needs. While striving for product excellence is important, understanding your customer's

needs and adapting to changes in consumer behaviour is equally, if not more, critical.

1.8 The Selling Concept in Marketing

The selling concept is a traditional business philosophy that asserts that consumers will not
buy enough of a firm's products unless the firm undertakes a significant effort to stimulate
their interest in its offerings. This principle holds that the key to achieving an organisation's
objectives lies in identifying customer needs and then persuading them that your products or
services can fulfil those needs better than the competition.

The selling concept is often practised in industries where companies have overcapacity. In
order to sell what they make rather than what the market may specifically demand, these

companies will often engage in aggressive promotional activities.

The Role of Persuasion in the Selling Concept

Persuasion stands as an important foundation of the selling concept. It's not just about
convincing consumers to purchase pre-existing goods or services. It's about moulding their
attitudes and perceptions to align with the benefits of your product or service. This can be
accomplished through various techniques, such as effective advertising, sales promotions,

public relations, and personal selling strategies.
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The act of persuasion also encompasses skillfully communicating the unique selling
proposition of the product or service, setting it apart from its competitors. This may include
exceptional quality, innovative design, or exceptional customer service, among other factors.
As such, the ultimate aim of persuasion is to bridge the gap between consumer needs and the
company's offerings, transforming potential interest into actual purchases.

In conclusion, while the selling concept can be beneficial in specific situations, such as
dealing with overcapacity, it's generally considered less effective than other marketing
concepts that emphasise understanding and satisfying customer needs. Modern marketing
tends to favour the marketing concept, which focuses on customer satisfaction, or the societal
marketing concept, which considers societal welfare in addition to customer satisfaction and

company profit.

1.9 The Marketing Concept in Practice

The marketing concept is a business philosophy, a mindset that places the customer at the
heart of all business activities. It's the idea that a firm's success is directly linked to its ability
to identify and satisfy the needs and wants of its customers better than its competitors can.
Imagine your business is a ship, and the marketing concept is your compass, guiding your
ship towards the customer, which is your true north. The voyage entails understanding
customer needs, creating a product or service to meet those needs, and ensuring that the

customer is aware of and can access the product or service.

The Importance of Consumer Orientation in the Marketing Concept

Consumer orientation is the crux of the marketing concept. This practice places the needs and
wants of customers above all else. It goes beyond simply knowing their personal information;
it entails comprehending their preferences, issues, and aspirations.

Asking crucial questions like "What truly drives our customers?" and "How can we simplify
or enhance their lives?" serve as the impetus that powers your business. This drives

everything from product development to sales strategies.
How the marketing concept propels business growth.

Properly implementing the marketing concept is akin to discovering a land overflowing with

wealth. There are a plethora of positive outcomes.
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Firstly, by prioritising the customer, you are more likely to produce products or services they
genuinely value. This results in greater sales and customer loyalty. Satisfied customers are
more inclined to stay and become repeat customers. Satisfied customers are also the best
brand ambassadors, promoting your business and attracting new customers to help spur
growth.

By gaining a better understanding of your customers, you can optimise your operations and
resources to deliver precisely what they want. This reduces waste and enhances efficiency,
which can result in higher profit margins.

Finally, a firm customer focus can foster innovation. Continually striving to grasp and meet
the evolving needs of your customers allows you to remain ahead of the competition while
identifying new growth opportunities.

The marketing concept emphasises the pre-eminence of the customer. By understanding their
desires and necessities and directing your business to fulfil them, you set your sights on
success. This approach not only results in contented customers but also drives business
growth, efficiency, and innovation. So, climb aboard the marketing concept, hoist your sails,

and allow the winds of customer orientation to guide your voyage toward business triumph.

1.10 The Holistic Marketing Concept

The holistic marketing concept is a comprehensive and interconnected marketing strategy
that considers the business as a whole, its place in the broader market ecosystem, and every
element within it. It's an approach that emphasises the integration and alignment of all
marketing efforts, ensuring that all activities are harmonised and consistently focused on the
ultimate goal: delivering value to customers.

At its core, holistic marketing bridges the gap between business departments, making sure
that marketing isn't siloed but instead is intertwined with all aspects of the business. It's about

creating a unified, consistent, and meaningful customer experience at every touchpoint.
The Four Components of Holistic Marketing

There are four key components to holistic marketing, each serving a critical role in ensuring

the overall effectiveness of this approach:
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Figure : 1.10.1 Holistic Marketing

Integrated Marketing: This component emphasises the need to ensure a cohesive
and consistent message across all marketing efforts. Whether it's online, offline,
product development, or customer service, all activities should tell a unified story
about the brand.

Internal Marketing: This recognises that every member of the organisation has a
role in marketing. From the top leadership to frontline employees, everyone needs to
understand, buy into, and deliver on the brand's value proposition. This often involves
training and motivating employees to serve customers effectively.

Relationship Marketing: This component focuses on building long-term
relationships with customers, as well as other stakeholders such as suppliers and
distributors. The goal is to foster customer loyalty and long-term engagement rather
than just one-off sales. This often involves understanding customer needs and
preferences, offering personalised service, and maintaining ongoing communication.
Socially Responsible Marketing: This element acknowledges the company's
responsibility to the broader society. It involves making decisions that not only
benefit the company and its customers but also positively impact the community and
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the environment. This is increasingly important in an age where consumers value

corporate social responsibility.

Integrating the Holistic Marketing Concept into Business Strategy

Incorporating the holistic marketing concept into your business strategy means adopting a

mindset that sees marketing not as a separate function but as an integral part of every

business activity. Here's how you can go about it:

1.

Ensure Alignment: Work to align your marketing strategy with your business
strategy. Every marketing effort should contribute to your overall business goals.
Foster Collaboration: Break down silos between departments. Encourage
collaboration and communication to ensure a consistent message and customer
experience across all touchpoints.

Invest in Relationships: Focus on building and nurturing long-term relationships
with customers and other stakeholders. This might involve refining your customer
service, personalising your interactions, or developing loyalty programs.

Promote Responsibility: Make social responsibility a part of your brand identity.
This might involve adopting sustainable practices, supporting local communities, or
taking a stand on social issues.

Engage Employees: Educate and engage your employees in your marketing efforts.

This might involve training, internal communications, or incentives.

By adopting a holistic marketing approach, you can create a cohesive, consistent, and

customer-focused strategy that not only drives sales but also builds long-term brand loyalty

and contributes positively to society. Remember, in today's interconnected world, everything

matters in marketing. And in the holistic marketing concept, everything is marketing.

1.11 Summary:

« The Marketing Concept is a modern business approach that prioritises identifying

and satisfying the needs and wants of consumers.

« This concept is fundamentally customer-centric, meaning it places the customer at

the core of all business decisions.

« Market research is a crucial aspect of the marketing concept, providing valuable

insights into consumer behaviour and preferences.
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< The marketing concept focuses on creating value for customers to build strong,
lasting relationships.
« Successful implementation of the marketing concept contributes to long-term

business success and growth.

1.12 Keywords:

1. Marketing Concept: The marketing concept is a business philosophy that prioritises
identifying and meeting the needs and wants of customers. Instead of just focusing on
selling products or services, businesses adhering to the marketing concept aim to
understand their customers deeply and provide value in a way that satisfies them. It is
a customer-centric approach that also takes into account competition and the broader
market environment.

2. Customer Centricity: Customer centricity is a strategy that aligns a company's
development, delivery, and marketing of products or services around the current and
future needs of a select set of customers in order to maximise their long-term financial
value to the company. This approach requires a deep understanding of customer
needs, behaviours, and preferences and often involves personalised service, customer
relationship management, and customer loyalty programs.

3. Market Research: Market research is the process of collecting, analysing, and
interpreting information about a market, about a product or service to be offered in
that market, and about the past, present, and potential customers for that product or
service. It involves researching the characteristics, spending habits, location, and
needs of a business's target market, the industry as a whole, and particular
competitors. This helps companies to make informed decisions about market
segmentation, targeting, positioning, product development, pricing, and promotion.

4. Consumer Behaviour: Consumer behaviour is the study of individuals, groups, or
organisations and the processes they use to select, secure, use, and dispose of
products, services, experiences, or ideas to satisfy their needs and wants. It blends
elements from psychology, sociology, social anthropology, and economics.
Understanding consumer behaviour allows a company to design more effective
marketing strategies by understanding why consumers make the purchase decisions

they do.
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5.

Customer Relationship Management (CRM): CRM is a strategy for managing a
company's relationships and interactions with current and potential customers. It uses
data analysis about customers' history with a company to improve business
relationships with customers, specifically focusing on customer retention and
ultimately driving sales growth. A CRM system helps companies stay connected to
customers, streamline processes, and improve profitability. CRM is not only about
technology but also a strategy that involves understanding customer life cycles and
implementing strategies to stay engaged with customers across different stages.

1.13 Self-Assessment Questions:

1.

Can you elucidate the key differences between the marketing concept and the selling
concept, particularly emphasising the unique approaches each concept employs
towards understanding the market and customer needs?

How does customer centricity play a pivotal role within the marketing concept
paradigm? Can you explain its significance in shaping a company's strategic planning
and decision-making processes?

How does rigorous market research contribute to its successful implementation? Can
you elaborate on the ways in which market research helps in identifying customer
needs, competition analysis, and shaping marketing strategies?

Is it possible for a contemporary business organisation to thrive without fully
embracing the marketing concept? Please provide a comprehensive explanation,
considering possible exceptions and the potential consequences of ignoring this
concept.

How does adherence to the marketing concept contribute to the long-term
sustainability and success of a business? Could you delve into the strategic benefits it

provides, such as customer retention, brand loyalty, and competitive advantage?

1.14 Case study:

Starbucks: Excelling with the Marketing Concept

Starbucks is a prime example of the marketing concept in action. The company excels at

understanding and meeting the needs of its customers. Starbucks invests heavily in market

research to gather insights into consumer preferences and uses this information to offer a

highly personalised experience. From its diverse menu options to its ambient store design and
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customer rewards program, Starbucks focuses on creating value for its customers. This
customer-centric approach has been central to Starbucks' success and growth globally.
Question :

1. How has Starbucks utilised market research to understand and address consumer
preferences?

2. Analyse the role of Starbucks' customer rewards program in enhancing customer
loyalty and increasing long-term value. How does this program contribute to the
overall customer-centric strategy of the company?

3. In what ways has Starbucks' customer-centric approach contributed to its global
success and growth? Discuss the importance of maintaining consistency in brand

experience while also accommodating regional preferences and cultural differences.

1.15 References:
e Kotler, P., & Armstrong, G. (2020). Principles of Marketing. 17th Edition. Pearson.
e Lamb, C. W., Hair, J. F., & McDaniel, C. (2021). MKTG. 14th Edition. Cengage
Learning
e Kumar, V., & Reinartz, W. (2012). Customer Relationship Management: Concept,
Strategy, and Tools. 2nd Edition. Springer.
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UNIT: 2
Marketing Environment & Marketing Mix

Learning Objectives:
e Understand the marketing mix (4Ps and 7Ps).
e Evaluate the marketing mix's role in business strategy.
e Comprehend the external and internal marketing environments.
e Learn factors influencing these environments.
e Understand internal environment components.
e Use tools like SWOT and PESTEL for analysis.

Structure:
2.1 Understanding the Marketing Mix
2.2 Understanding Marketing Environment
2.3 Summary
2.4 Keywords
2.5 Self-Assessment Questions
2.6 Case study
2.7 References

2.1 Understanding the Marketing Mix

The marketing mix is a foundational concept in marketing management that serves as a
critical framework for making business decisions. Coined by Neil Borden in 1964 and later
streamlined by E. Jerome McCarthy into the 4Ps, it has remained a cornerstone of marketing
strategy. This mix is often referred to as the set of marketing tools that a firm uses to pursue
its marketing objectives in the target market. It provides an effective model to understand and
manage the various levers that a company has at its disposal to influence demand and create

value for its customers.

The 4Ps of Marketing
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Brand | Discount
Services Offer Price
Packaging Credit Policy

Price

Market
Channel
Distribution

Advertising
Publicity
Sales
Promotion

e Product

It refers to the goods, services, or experiences that any company offers to its customers.
It encompasses all the features, advantages, and benefits that a consumer will enjoy from
buying and using the product. This includes not just the physical product or core service,
but also aspects such as product variety, quality, design, brand name, and packaging. It
also extends to after-sales services and customer support. In essence, the product should
satisfy a customer's need or want, and it is the marketer's job to understand these needs
and wants and design a suitable offering.

e Price

The price is what the customer pays in exchange for the product or service. It's a critical
component of the marketing mix because it directly affects a company's revenues and
profits. Price determination involves understanding customers' perceived value of the
product, cost considerations, and pricing strategies of competitors. The price also
communicates a great deal about the product's positioning — is it a luxury item, a cost-
effective option, or something in between? Various pricing tactics such as discounts,

allowances, payment period, and credit terms can also be part of this mix.

e Place
Place, also referred to as distribution, deals with how a product or service is made
available to the customers. This includes decisions about distribution channels (e.g.,

direct sales, online, retail), logistics, and geographical coverage. The choice of place is
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crucial because it impacts product availability, and hence, customer satisfaction. Today,
with the advent of e-commerce, decisions about place include online distribution
considerations, such as digital marketplaces, mobile platforms, and social media

channels.

e Promotion

Promotion encompasses all activities aimed at communicating with the target market to
inform, persuade, and remind customers about the product or service. This includes
advertising, sales promotions, public relations, direct marketing, and personal selling. A
well-coordinated promotion strategy ensures that the product's unique value proposition is
communicated effectively, and it can significantly influence the customer's purchase

decision.

The 7Ps of Marketing (Extended Marketing Mix)

@

7Ps of
Marketin

Physical Promotion

Evidence

Over time, marketing experts have recognized the need to extend the traditional 4Ps model,
especially for service-based businesses, to include three additional elements: Physical
Evidence, People, and Process. These form the extended marketing mix or the 7Ps of

marketing.

22



Physical Evidence

The tangible and intangible components that clients come into contact with when
using the service or product, are referred to as physical evidence. This can involve
the actual setting in which the service is provided, the way that personnel, buildings,
and equipment look, as well as the layout and visual appeal of digital platforms.
Physical evidence serves to shape customer perceptions about the brand and its
offerings. For example, a luxury hotel might focus on aesthetics, interior design,
high-quality amenities, and a premium website to convey an image of exclusivity and
sophistication.

People

People are the individuals who are involved in every stage of service production and
delivery, including employees, management, and customers themselves. For service-
oriented businesses, employees often become the face of the company, and their
performance can significantly impact customer satisfaction. Therefore, selecting,
training, and motivating employees is critical. Moreover, in many service contexts,
customers interact with each other, and these interactions can also shape their overall
service experience.

Process

It refers to the procedures and systems that govern the delivery of the service or
product. This encompasses customer service processes, payment procedures, and
delivery systems. A well-designed process can increase efficiency, consistency, and
customer satisfaction. For instance, an e-commerce platform might focus on

optimising its order fulfillment process to ensure quick and reliable delivery.

Role and Importance of Marketing Mix

The marketing mix is essential in achieving the organisation's marketing objectives. It serves
as a toolkit, guiding marketers in designing and implementing strategies that resonate with
their target market. The critical importance of the marketing mix lies in its ability to help a
firm differentiate itself from its competitors, create value for customers, and achieve

sustainable growth.

Moreover, it provides a structured way of thinking about the marketing strategy, ensuring all
critical aspects are considered. By adjusting the marketing mix elements, businesses can

respond to changing market conditions, consumer preferences, and competitive pressures.
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Developing an Effective Marketing Mix Strategy

Developing an effective marketing mix strategy involves understanding the target market's
needs and expectations and aligning the 7Ps accordingly. Here are some steps involved in the
process:

Market Research: Gathering and analysing market information to understand customer
behaviour, preferences, and trends. This forms the basis for designing the marketing
mix.

Product/Service Design: Based on insights from market research, design a product or
service that meets customer needs.

Pricing Strategy: Set a price that reflects the perceived value of the product, considering
costs, competitive prices, and market conditions.

Distribution Strategy: Decide on the most effective way to deliver the product to the
customer. This could involve choosing between online and offline channels, direct
and indirect distribution, etc.

Promotion Strategy: Develop a communication strategy to inform customers about the
product. This could involve advertising, PR, personal selling and sales promotion.

People, Process, Physical Evidence: For service businesses, design the service delivery
process, recruit and train personnel, and create an environment that enhances the
service experience.

Monitor and Adjust: Once implemented, monitor the performance of the marketing mix
and make necessary adjustments. This could involve changing pricing, updating the

product, modifying distribution channels, or tweaking promotional tactics.

2.2 Understanding the Marketing Environment

All of the internal and external elements affecting a business's marketing operations are
included in the marketing environment. Theseelements can be categorised into the micro
(internal) domain, which includes elements within the company, and the macro (external)
environment, which consists of broader societal forces that affect the entire industry.

These factors are critical for successful marketing management, allowing companies to
anticipate market changes, identify opportunities and threats, and align their strategies

accordingly.
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External Environment

The external environment includes all the factors outside the company that can impact its
marketing activities. These factors are generally beyond the company’s control, but they can
be analysed, anticipated, and potentially influenced. The external environment is further
divided into the macro and micro environments. For our current discussion, we will focus on

the macro environment.

Macro Environment
The macro-environment involves broader societal forces that affect all organisations in a
market. These are typically out of the control of individual companies, yet they can
significantly influence their strategies and success.
Economic Factors
Economic factors are elements that affect consumer buying power and spending
patterns. These include income distribution, inflation, unemployment, GDP, etc.
Understanding these factors is crucial as they can directly impact a company's sales,
pricing strategies, and overall profitability. For instance, during economic downturns,
consumers may reduce spending, affecting the demand for non-essential goods and
services.
Technological Factors
Technological factors relate to innovations and advancements that can create new
opportunities and challenges for a company. This can include new manufacturing
processes, communication technologies, and digital marketing tools. Technological
changes can lead to the development of new products, influence consumer behaviour,
and redefine competitive dynamics. For instance, the rise of e-commerce has
transformed the retail landscape, enabling companies to reach global markets and
increasing competition.
Sociocultural Factors
Sociocultural factors influence consumer behaviour and include societal norms,
belief, values, and lifestyles. These elements can determine the demand for the
products and services of a company, impact its brand image, and shape its
communication strategies. For example, growing environmental consciousness among
consumers has led many companies to adopt more sustainable practices and highlight

their green credentials in their marketing efforts.
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Political Factors
Political factors involve government policies, regulations, and political stability
influencing a company's operations. These can include tax policies, trade restrictions,
and political ideologies. Political factors can impact a company's ability to enter new
markets, affect costs, and shape its public image. For instance, changes in trade
policies can make it more or less attractive for a company to do business in a

particular country.

Legal Factors
Legal factors are closely tied to political factors and include laws and regulations that
a company must adhere to. These can involve consumer protection, antitrust,
employment, and more laws. Legal factors can impact a company's operations, risk
profile, and reputation. For instance, stricter data protection laws can necessitate

changes in a company's data handling practices and marketing campaigns.

Environmental Factors
They include environmental and ecological aspects such as climate, weather and
environmental laws that can influence a company's operations. These factors can
impact a company's choice of raw materials, production processes, and packaging
methods. For instance, climate change and related regulations can drive a company to

adopt more sustainable practices.

Micro Environment

The influences that are closer to the organization and have a direct impact on its ability to
serve consumers make up the microenvironment, whereas the macro environment is made up
of larger social forces. These pressures include rival businesses, clients, suppliers, and
different publics. A comprehensive comprehension of these variables is essential for efficient

marketing management.

Competitors
Competitors are other businesses that offer similar products or services, and target the
same customer base. They are a crucial aspect of the micro environment because they

influence the competitive dynamics of the industry.
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Competitors' strengths, weaknesses, strategies, and reactions can help a company
position its offerings effectively, differentiate itself, and gain a competitive advantage. A
competitive analysis usually includes the identification of direct and indirect competitors,
an understanding of their products, pricing strategies, distribution methods, promotional

activities, and their market share.

Customers
Customers are the individuals or organisations that purchase a company's products or
services. They are the most important factor in the micro environment because they are

the source of a company's revenue.

Customer needs, preferences, buying habits, and decision-making processes are crucial
for designing effective marketing strategies. This involves market segmentation,

targeting, and positioning, and requires a deep understanding of consumer behaviour.

Suppliers

Suppliers are entities that provide the resources needed for the company's production
processes. They can supply raw materials, components, or services necessary for the
company to create its offerings. The relationship between a company and its suppliers is

a critical aspect of its micro environment.

Disruptions in this relationship, such as supply shortages or price increases, can directly
affect a company's ability to meet its customers' needs. Therefore, effective supply chain
management and supplier relationship management are key aspects of marketing

management.

Publics

Publics refer to any group that has an actual or potential interest in, or impact on, a
company's ability to achieve its objectives. This can include financial publics, media
publics, government public, citizen-action public, local public, general public, and

internal public such as employees.
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Each of these publics can impact a company in different ways. For instance, the media
can shape public opinion about a company and its products, while the government can

enact regulations that affect a company's operations.

Effectively managing relationships with these various publics is a critical aspect of public

relations and overall marketing management.

Internal Environment

The internal environment of a company refers to elements within an organisation that
influence, both directly and indirectly, its decision-making process, its capacity to perform,
and its approach to market strategy. The main components of the internal environment
include the company's resources and capabilities, culture and structure, and its vision and
mission.

e Company's Resources and Capabilities: Resources include tangible and intangible
assets, such as financial resources, human resources, physical resources, and
intellectual property. Capabilities refer to the company's ability to use these resources
effectively to perform various tasks and achieve desired outcomes. This can include
things like managerial capabilities, technological capabilities, and production
capabilities. An organisation's competitive advantage is often built on the unique
combination of resources and capabilities that it possesses.

e Company's Culture and Structure: A company's common values, beliefs, and
behaviors that define its social and psychological environment are referred to as its
culture. It affects how workers act, decide, and understand their responsibilities inside
the company. On the other hand, an organization's structure refers to how its
members' rights, responsibilities, and channels of authority are set up. It establishes
how information is shared among various levels of management as well as how roles,
authority, and responsibilities are assigned, managed, and coordinated.

e Company's Vision and Mission: The Company’s vision is a strategic plan for the
future; it's the ultimate goal the organisation wants to achieve. The mission, on the
other hand, explains the reason for the company's existence, defining its core purpose
and focus. These are essential for guiding the company's strategies, decisions, and

actions.
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Importance of Marketing Environment Analysis

Marketing environment analysis is a fundamental aspect of strategic business planning. It's a
process by which a company understands its external and internal environment. The external
environment includes factors like competition, market dynamics, socioeconomic conditions,
regulations, and technology. The internal environment, as mentioned before, includes

resources, capabilities, culture, and vision/mission.

The importance of marketing environment analysis lies in its ability to help a company
understand its SWOT (Strengths,Weaknesses, Opportunities and Threats).Strengths &
Weaknesses come under the internal environment of the company while Opportunities &
Threats come under the external environment. This knowledge helps in strategic planning,
decision-making, risk management, and ensuring the alignment of the company's strategic

direction with its operating context.

Tools for Analysing Marketing Environment
Several tools can assist in analysing the marketing environment:

e SWOT Analysis: Employing this tool, organizations can assess their Opportunities,
Weaknesses, Threats, and Strengths. Opportunities and threats are external elements,
but strengths and weaknesses are internal ones. Leverage strengths, strengthen
weaknesses, seize opportunities, and lessen threats are the objectives.

e PESTEL Analysis: One approach for analyzing the external macro environmental
elements affecting an organization is PESTEL analysis. Political, Economic, Social,
Technological, Environmental, and Legal aspects are what it stands for. These
external influences may impact the company's operations and results, but they can
also pose opportunities or threats.

These analytical tools are essential in formulating effective marketing strategies. They allow
a company to understand its position in the market, anticipate changes, forecast trends, and
make informed decisions. They are often used together as they complement each other;
SWOT has a broader focus, including internal aspects, while PESTEL is focused on the

external environment.
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2.3 Summary:

The marketing mix, consisting of the 4Ps (Product, Price, Place, Promotion) and
extended 7Ps (including Physical Evidence, People, and Process), is a fundamental
concept in marketing strategy formulation.

Marketing environments are categorised as external and internal, each with distinct
factors influencing business operations and strategies.

External factors include macro-environmental elements such as economic,
technological, sociocultural, political, legal, and environmental aspects, and micro-
environmental elements like competitors, customers, suppliers, and the public.

The internal environment is defined by a company's resources, capabilities, culture,
vision, and mission.

Analytical tools such as SWOT and PESTEL are useful in evaluating the marketing
environment, aiding strategic decision-making.

An effective marketing strategy considers the interplay between the marketing mix

and the marketing environment, adjusting the mix based on environmental changes.

2.4 Keywords:

e Marketing Mix: The marketing mix, often referred to as the 4Ps, is a foundational

concept in marketing that outlines the key elements essential for effectively
marketing a product or service. These are traditionally the 4Ps: Product, Price,
Place, and Promotion.

4Ps of Marketing: These are Product (the goods or services offered), Price (how
much consumers pay), Place (how the product is distributed to the customer), and
Promotion (how customers are informed about the product).

7Ps of Marketing: Expanding upon the 4Ps model involves integrating People
(individuals who interact with customers), Process (the methods, systems, and
sequence of actions used for service delivery), and Physical Evidence (the setting
where the service is provided).

Marketing Environment: The external factors that affect a company's ability to
serve its customers, divided into the macro environment (demographics, economic,
technological, political, and cultural forces) and the microenvironment (customers,

competitors, suppliers).
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e External Environment: These are the broader societal factors influencing the
microenvironment,  comprising  demographic,  economic, environmental,
technological, political, and cultural elements.

e Internal Environment: The environment that has a direct impact on the business,

including the business's resources, employees, and management structure.

2.5 Self-Assessment Questions:

e What are the key differences between the 4Ps and the 7Ps in the marketing mix,
and how do these additional elements contribute to a more comprehensive
marketing strategy?

e How do the elements of the external macro environment, such as technological
and sociocultural factors, impact the marketing mix of a business?

e Which factors within a company's internal environment can significantly influence
its marketing strategy, and why?

e What are some examples of how a change in the marketing environment could

necessitate an adjustment in the marketing mix?

2.6 Case study:

GreenGro is a hypothetical startup specialising in sustainable gardening supplies. They
launched an innovative biodegradable plant pot that customers could plant directly into the
ground, avoiding plastic waste. GreenGro's marketing mix initially focused on selling their
product online (Place), with competitive pricing (Price) for the eco-conscious market. They
promoted their unique product (Product) through social media and influencer partnerships
(Promotion).

However, in response to changing external macro-environmental factors, GreenGro had to
pivot its marketing strategy. The emergence of similar products from larger, more established
brands began to increase the competition. In addition, the economic downturn caused by a
global pandemic led to a decrease in discretionary spending, impacting GreenGro's sales.

To survive in this new market environment, GreenGro decided to revise its marketing mix.
They expanded their product line to include a range of eco-friendly gardening tools and
organic seeds, catering to the growing trend of home gardening. They also rethought their
pricing strategy to include value packs, making it more affordable and appealing in the

economic downturn.
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GreenGro further diversified its selling channels, partnering with local garden centres and
eco-friendly retailers. They also ramped up their promotional efforts by highlighting the
added value of their new offerings and their commitment to sustainability.

This strategic change allowed GreenGro to weather the economic downturn and competition,
and they emerged stronger, capturing a larger market share in the sustainable gardening

industry.

Questions:
e How did GreenGro adapt its marketing mix in response to changes in the macro-
environment?
e Which aspects of the internal environment might have influenced GreenGro's
ability to successfully pivot its strategy?
e Considering the PESTEL framework, what other external factors might GreenGro

need to monitor for future strategy adjustments?

2.7 References:
e Kotler, P., & Armstrong, G. (2020). "Principles of Marketing™" (17th Edition).
e Perreault, W.D., Cannon, J.P., & McCarthy, E.J. (2019).
e Jobber, D., & Ellis-Chadwick, F. (2019). "Principles and Practice of Marketing"
(9th Edition).
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UNIT: 3
Strategic Market Analysis

Learning Objectives:

Understand the role of strategic context in marketing.

Learn to use PESTLE and SWOT for environmental analysis.
Comprehend the process and importance of strategic market analysis.
Grasp the influence of consumer behaviour on marketing strategies.

Learn to align strategic marketing goals with business objectives.

Understand how to develop and implement a strategic marketing plan.

Learn the role of the marketing mix and CRM in marketing strategy.

Understand how to measure and improve marketing effectiveness.

Structure:

3.1 Strategic Context

3.2 Environmental Analysis within the Strategic Context

3.3 Strategic Market Analysis

3.4 Consumer Behaviour and Insights in Strategic Market Analysis

3.5 Strategic Marketing Goals

3.6 Developing Strategic Marketing Goals

3.7 Strategic Marketing Action

3.8 Summary

3.9 Keywords

3.10 Self-Assessment Questions
3.11 Case Study

3.12 References

3.1 Strategic Context

The strategic context refers to the broader situational and environmental factors that impact

an organisation and its strategies. It includes the economic, political, social, technological,

legal, and environmental elements (PESTLE), as well as aspects of competition, customer

trends, and industry dynamics.
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Understanding the strategic context is critical as it forms the basis upon which a company
crafts its business strategies, including its marketing strategies. It provides the lens through
which a company views its competitive landscape, identifies opportunities and threats, and

makes decisions about where and how to compete.

The Role of Strategic Context in Marketing

In marketing, the strategic context plays a pivotal role in determining how a company
positions its products or services, defines its target markets, and communicates value to its
customers.

The strategic context helps in identifying and understanding the needs and behaviours of
customers, the competitive dynamics, the regulatory environment, and the evolving
technologies that can impact how products or services are marketed.

For example, changes in the strategic context, such as new consumer trends, technologies, or
regulations, may necessitate a shift in marketing strategies. Without a clear understanding of
the strategic context, marketing efforts may not resonate with the target audience or may fall

afoul of new regulations or societal norms.

Key Elements of the Strategic Context
Several key elements make up the strategic context. These include:

e Market dynamics: Understanding market trends, customer needs and behaviours,
and competitive forces is crucial. This knowledge allows a company to identify
opportunities and threats and position its offerings effectively.

e PESTLE factors: These external factors (Political, Economic, Social, Technological,
Legal, Environmental) can significantly impact a company's strategies. For instance,
economic downturns, changes in regulations, or advancements in technology may
require adaptations in a company's marketing approach.

e Industry structure: The structure of the industry, including the number and power of
competitors, buyers, suppliers, and the threat of substitutes or new entrants (Porter's
Five Forces), can influence a company's strategic decisions.

e Internal capabilities: The company's internal strengths and weaknesses, such as its

resources, skills, and organisational structure, can also influence its strategies.
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Impact of Strategic Context on Business Performance

The strategic context can significantly impact a business's performance. Understanding the
strategic context can help a company make informed decisions, capitalise on opportunities,
mitigate threats, and gain a competitive advantage. For instance, a company that accurately
predicts a market trend before its competitors can seize that opportunity and enhance its
market position.

Moreover, a sound understanding of the strategic context can also help a company align its
marketing strategies with its overall business strategies, thereby creating a coherent approach
to market that optimises the use of resources and maximises value creation. Conversely, a
misalignment between a company's strategies and its strategic context can lead to wasted

resources, missed opportunities, and poor business performance.
3.2 Environmental Analysis within the Strategic Context

PESTLE Analysis

1 POLITICAL 1 ECONOMICAL 1 SOCIAL 1 TECH(':\IACIJ_LOGI 1 LEGAL 1 ENVIF.{I_C:\TMEN

PESTLE stands for Political, Economic, Social, Technological, Legal, and Environmental.

It's anoutline used to understand the macro-environmental elements that affect an
organisation. By examining these external factors, an organisation can develop strategies that

align with or mitigate these conditions.

e Political: This examines the impact of government policies, regulations, political
stability, and trade policies on the organisation.

e Economic: This looks at factors such as inflation rate, interest rates, exchange rates,
unemployment levels, and economic growth that may affect the organisation's
operations or a specific market.

e Social: This explores societal trends, demographic factors, consumer attitudes, and

cultural factors that may influence demand for the organisation's products or services.
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e Technological: This scrutinises how advancements in technology can create new
opportunities or threats for the organisation.

e Legal: This involves understanding the impact of current and potential legislation on
the organisation's operations.

e Environmental: This evaluates environmental aspects like climate, weather, and

geographical location, which could influence the organisation’s strategies.

SWOT Analysis

SWOT Analysis stands for Strengths, Weaknesses, Opportunities, and Threats. Unlike
PESTLE, which looks at external factors, SWOT analysis is used to analyse both the internal
and external environment of an organisation.

Strengths:These are internal elements that provide an organization with a competitive
edge, such as a robust brand image, innovative technology, or exceptional customer
service.

Weaknesses: Theinternal factors that put the organisation at a disadvantage relative to
competitors, like weak brand recognition, obsolete technology, or bad customer
service.

Opportunities: These are external elements or trends the organisation could exploit to its
benefit, for example, a new market, a change in consumer behaviour, or a competitor's
weakness.

Threats: The external factors that could harm the organisation, like a new competitor,

regulatory changes, or negative market trends.

Market Trends

Market trends are patterns or shifts in the market that signify meaningful changes in business
conditions. Understanding these trends is crucial for an organisation to stay relevant and
competitive. They could be related to consumer behaviour, technological innovations,
industry dynamics, regulatory changes, etc.

An organisation needs to identify and analyse these trends to forecast future conditions,

identify opportunities or threats, and adjust their marketing strategies accordingly.
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Competitive Analysis

Competitive analysis encompasses recognizing your competitors and assessing their
strategies to gauge their strengths and weaknesses in relation to your own product or service.
It is a vital part of an organisation's marketing and strategic plan. This analysis can provide
valuable insights about the market, competitors' strategies, market share progression, pricing
policies, customer experiences, and more.

An effective competitive analysis can help an organisation anticipate changes in the market,

spot opportunities, and improve its own business and marketing strategies.

3.3 Strategic Market Analysis

Strategic Market Analysis is the process of assessing and interpreting information about
market trends, consumer behaviour, competitive activities, and environmental changes to
determine their potential impacts on a business's marketing strategies. It is an integral part of
strategic planning, aiming to provide a comprehensive, fact-based understanding of a
market's size, growth potential, customer preferences, competitive landscape, and macro-

environmental factors like legal, technological, and cultural trends.

Importance of Market Analysis in Strategy Formulation

Market analysis is pivotal to the strategy formulation process for several reasons. Firstly, it
provides the foundation for a company to establish a competitive position in the market by
identifying opportunities and threats within the industry. It can also help identify segments
with high growth potential or those that are underserved by current competitors.

A thorough market analysis assists in understanding customer needs and preferences,
allowing businesses to tailor their offerings effectively. By understanding who the customers
are, what they want, and how they make their buying decisions, companies can create value
propositions that resonate with their target audience and foster customer loyalty.

Market analysis offers invaluable insights into competitors' strategies, strengths, and
weaknesses. With a grasp of the competitive terrain, companies can formulate strategies that
capitalize on their distinct advantages, address their shortcomings, and capitalize on

competitors' weaknesses.

Tools for Strategic Market Analysis
Various tools can aid in conducting a strategic market analysis:
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SWOT Analysis: A technique for understanding Strengths, Weaknesses, Opportunities
and Threats of a company. This method offers a strategic view of the external and
internal factors of the environment that can affect a company's performance.

PESTEL Analysis: A tool for analysing the macro-environmental factors (Political,
Economic, Social, Technological, Environmental, Legal) that could impact an
industry or a company.

Porter’s Five Forces Analysis:A method for comprehending the competitive dynamics
within an industry, including the risk of new entrants, the negotiating leverage of
suppliers and buyers, the potential for substitute products or services, and the intensity
of competitive rivalry.

Customer Analysis: Techniques such as surveys, interviews, or focus groups can be used
to understand customer needs, preferences, and behaviours.

Market STP (Segmentation, Targeting, and Positioning)

Market STP (Segmentation, Targeting and Positioning) is a strategic approach to modern
marketing.

Segmentation:

It involves dividing a market into different groups of buyers with different needs,
characteristics, or behaviors who might require separate marketing mixes. The key bases for
segmentation include demographic, geographic, psychographic, and behavioural factors.
Targeting:

It entails assessing the appeal of each market segment and choosing one or multiple segments
to target for entry. Businesses consider factors such as market growth, competitive intensity,
profitability potential, and alignment with the company's resources and capabilities when
choosing target markets.

Positioning is the act of designing a marketing mix to create a distinctive image in the minds
of the target market. Positioning is about shaping perceptions and influencing how customers
perceive the brand relative to competitors. It is achieved through a mix of product design,
pricing, distribution, and promotional activities.

The STP process is fundamental to creating a marketing strategy that aligns with business

objectives, leverages market opportunities, and drives competitive advantage.

38



3.4 Consumer Behaviour and Insights in Strategic Market Analysis

Consumer behaviour is a complex and multifaceted field of study that attempts to
comprehend the decision-making processes of buyers, both individually and in groups. It is a
combination of psychology, sociology, social anthropology, marketing, and economics. It
tries to comprehend the buyer decision-making process, both individually and in groups. This
includes studying the variables that influence purchase decisions and product use.
Understanding consumer behaviour allows businesses to create and market products and
services that genuinely meet consumer needs, improving their competitive position. The key
is to appreciate not just what consumers purchase but also how they buy (their buying
process), why they buy (the psychology behind their decisions), when they buy, and where
they buy.

Use of Consumer Insights in Market Analysis

Consumer insights refer to the understanding or interpretation of consumer data, behaviours,
and feedback, obtained through market research. These insights help businesses understand
why consumers behave the way they do, and they play a crucial role in strategic market
analysis.

In essence, consumer insights help businesses understand the 'why' behind the observable
consumer behaviour. This allows them to predict future trends, needs, and behaviours more
accurately. When effectively used, these insights can lead to more effective marketing
strategies and campaigns, product improvements, new product development, and superior

customer experiences.

Decision-Making Process

The consumer decision-making process follows a five-step framework comprising:
recognition of needs, searching for information, assessing alternatives, making a purchase
decision, and exhibiting post-purchase behavior.

Need recognition is the first step and occurs when a consumer recognises they have a need
that must be satisfied.

Information search involves the consumer looking for potential options that can satisfy this
need. This search can be internal or external where recalling past experiences is a type of

internal search while seeking information from various sources is a type of external search.
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Evaluation of alternatives is the stage where consumers evaluate different products or brands
based on their needs and wants.

The purchase decision is when the consumer makes a decision about which product or brand
to buy.

Finally, post-purchase behaviour involves the consumer's feelings of satisfaction or

dissatisfaction after the purchase, which can influence future purchase decisions.

Ethnographic Studies and Market Analysis

Ethnographic studies involve in-depth observation of consumers in their natural environment
to understand their culture, behaviours, routines, and social roles. Unlike traditional market
research techniques, ethnographic studies offer a more detailed and nuanced view of real-life
consumer behaviour.

In market analysis, ethnographic studies can provide deep insights into how consumers
interact with products and services in their everyday lives. These insights can help businesses
identify unmet needs, improve product design, and create more effective marketing strategies.
By offering a more 'human' understanding of consumers, ethnographic studies can enhance a

company's ability to connect with its target market in meaningful and relevant ways.

3.5 Strategic Marketing Goals

Strategic marketing goals set the direction for a company's marketing efforts and provide a
target to aim for. They are high-level, overarching objectives that guide marketing decisions,
tactics, and the allocation of resources. These goals can be anything from expanding into a
new market, increasing brand awareness, and improving customer satisfaction to achieving a
specific sales target. They serve as a roadmap for the marketing team, ensuring all activities

align with the overall corporate strategy.

Aligning Marketing Goals with Business Objectives

In an effective organisation, marketing goals should not exist in isolation but rather align with
the overall business objectives. This alignment ensures that the marketing department
contributes directly to the company's broader goals, such as increasing profitability,
expanding market share, or driving innovation.

For example, if the business objective is to expand into a new geographic market, the

marketing goal might be to create brand awareness in that market. This alignment is crucial
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because it ensures that marketing efforts are focused on the right areas and that success in

marketing translates to success in the business as a whole.

SMART Goals in Marketing

SMART s represents Specific, Measurable, Achievable, Relevant, and Time-bound. This
framework guarantees that marketing objectives are unambiguous, measurable, and
achievable, closely aligned with the company goals, and have a specified time range.

A Specific goal clearly states what needs to be done, with as much detail as possible.

A quantifiable objective enables you to monitor advancement and ascertain when the
objective has been achieved. Achievable goals are those that are both feasible and attainable
given the available resources and time. A pertinent purpose is in accordance with wider
corporate goals. A Time-bound aim is characterised by a specific timeframe within which the

target must be accomplished.

Role of KPIs in Tracking Marketing Goals

Key Performance Indicators (KPIs) are the quantifiable outcomes used to measure the
success of marketing goals. They provide actionable information about the effectiveness of
marketing strategies and tactics. By defining KPIs, businesses can track progress of
marketing goals, recognize areas for improvement and make decisions that are predominantly
data-driven.

KPIs might include metrics such as conversion rates, customer acquisition costs, customer
lifetime value, or social media engagement. For instance, if a strategic marketing goal is to
increase brand awareness, a KPI could be the number of mentions on social media or the

increase in website traffic.

3.6 Developing Strategic Marketing Goals

Strategic goals are instrumental in driving a company's marketing efforts towards fulfilling its
broader organisational objectives. These goals are typically categorised under the four broad
heads of market penetration, market development, product development, and diversification,

each offering a unique approach towards market growth.
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Market Penetration Goals

Market penetration refers to the company's efforts to increase its market share within its
current operating market. This is often achieved through strategies like aggressive marketing,
price reductions, or product improvements.

The objective is to tap into the existing customer base more effectively. Hence, the goals
might revolve around increasing sales volumes of existing products, improving brand recall
or recognition, or enhancing customer loyalty. Market penetration goals essentially require a
thorough understanding of the competitive landscape and customer behaviour in the current

market.

Market Development Goals

Market development involves expanding into new geographic territories or demographic
segments with the current product line. The primary objective here is to find and create new
customer bases for existing products or services.

Goals under this strategy might include successfully launching the product in a new location,
penetrating a different age group, or adapting the product to suit varying cultural contexts.
Market development requires careful market research to understand the potential and

limitations of the new market segments.

Product Development Goals

Product development entails creating new products or significantly improving existing ones
to serve the current market. The focus here is on innovation and enhancement, and the goals
are centred around successful product launches, product-line extensions, increasing the range
of products offered, or enhancing user experience with product improvements.

This strategy demands substantial investment in research and development (R&D) and often
involves a higher degree of risk due to uncertainties associated with consumer response to the

new or improved product.

Diversification Goals

Diversification is the most risk-intensive strategy, as it involves both creating new products
and venturing into new markets. Diversification can be related (where the new product or
market has some link to the existing business) or unrelated (where the new business is

completely distinct).
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Goals under this strategy often include establishing a foothold in the new market, achieving a
set volume of sales for the new product, or even becoming a market leader in the new sector.
Diversification requires significant resources, in-depth market research, and a high risk
tolerance.

Developing strategic marketing goals thus requires a thorough understanding of the
company's capabilities, the competitive landscape, and customer needs and behaviours.

It involves careful planning, rigorous implementation, and continuous monitoring and
adjustment. It is important to emphasise that these strategies are not mutually exclusive and
can be implemented concurrently, depending on the company's available resources and

market conditions.

3.7 Strategic Marketing Action

A strategic marketing plan is a detailed, research-based proposal that outlines how an
organisation intends to achieve its marketing objectives. This process is multifaceted and
includes the following steps:

e Market Research: This involves gathering and analysing information about the
market, including customer needs, competitors, and market trends.

o Define Marketing Objectives: Clear, measurable objectives should be established,
aligning with the organisation's overall goals.

e Target Market Segmentation: Understanding the target audience is crucial. This
involves segmenting the market based on demographic, psychographic, geographic,
and behavioural factors.

e Marketing Mix Strategy: This comprises decisions regarding the 4Ps - product,
price, place, and promotion.

e Budgeting: Allocating appropriate resources for each marketing activity.

e Evaluation and Control: Constant monitoring and assessment of the plan's

effectiveness, making necessary adjustments as needed.

Implementation of Marketing Strategy
The implementation phase involves turning the strategic marketing plan into action. This
requires:

Action Plan: Detailed steps on how each part of the marketing plan will be executed.

Timeline: A realistic timeline to achieve the set objectives.
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Responsibility Assignment: Defining who is responsible for each task.

Resource Allocation: Ensuring the necessary resources, including human, financial, and
technological, are available.

Communication: Regular and transparent communication with all stakeholders is

essential to keep everyone aligned and motivated.

Role of Strategic Marketing Mix
The strategic marketing mix plays a central role in marketing strategy. It includes:

Product: Decisions about the product range, design, quality, branding, and packaging to
meet customer needs.

Price: Setting prices that provide value to customers and competitive advantage to the
organisation, considering factors like costs, demand, competition, and pricing
strategy.

Place: Determining how and where the product will be distributed to reach the target
market efficiently.

Promotion: Planning communication strategies to promote the product, such as

advertising, sales promotion, public relations, and digital marketing.

The marketing mix should be strategically adjusted based on market conditions, customer
feedback, and competitive activities.

Strategic Customer Relationship Management (CRM)

Strategic CRM is about understanding, anticipating, and responding to customers' needs in a
consistent way to achieve long-term customer satisfaction and loyalty. It involves:

e Customer Information Management: Collecting and managing customer data to
understand their behaviour and preferences.

e Customer Interaction: Building and maintaining relationships with customers
through various touch points like sales, customer service, and social media.

e Customer Retention: Implementing strategies to increase customer loyalty and
reduce churn, such as loyalty programs, personalised communication, and excellent
customer service.

e Customer Value Analysis: Identifying profitable and potentially profitable customers

to ensure marketing efforts are focused effectively.

44



3.8 Summary:

The strategic context sets the foundation for all marketing activities by understanding
the business's internal and external environment, including the company's
capabilities, market trends, and competition.

Tools like PESTLE and SWOT analysis help assess the macro and micro
environmental factors affecting a business. Market trends and competitive analysis
provide insights into market dynamics and competitors' strategies.

Strategic market analysis involves understanding and interpreting market conditions,
such as customer needs, market size, and competition, to guide business decisions.
This includes segmentation, targeting, and positioning.

Understanding consumer behaviour and using these insights can help predict
consumer responses to marketing strategies. Tools like ethnographic studies can
provide in-depth consumer insights.

Strategic marketing goals are set to align with overall business objectives. They
should be SMART (Specific, Measurable, Achievable, Relevant, Time-Bound) and
tracked using KPIs (Key Performance Indicators).

Goals can be in the form of market penetration, market development, product
development, or diversification. They act as a roadmap for marketing activities and
provide a direction for the company.

Strategic marketing action involves developing and implementing a marketing plan
that utilises the marketing mix effectively. It also includes strategic customer
relationship management to build and maintain profitable customer relationships.
Various methods are used to measure the effectiveness of marketing strategies,
including sales analysis, customer feedback, and digital analytics. These assessments
lead to continuous improvement of the marketing strategy.

The future of strategic marketing involves understanding emerging trends, including
the role of technology and globalisation. It also involves considering the

sustainability and ethics of marketing practices.

3.9 Keywords:

e Strategic Context: This refers to the overall situation of a business, including its

internal and external environment. Understanding the strategic context is key to
formulating a comprehensive and effective marketing strategy.

45



SWOT Analysis:A technique for understanding Strengths, Weaknesses,
Opportunities and Threats of a company.

Strategic Market Analysis: This involves the systematic collection and analysis of
data about a market, its segments, and the competition. It helps businesses
understand the market dynamics and make informed decisions.

Consumer Behaviour: This pertains to the examination of individuals, groups, or
organisations and the procedures they employ to choose, obtain, utilise, and discard
items, services, experiences, or ideas in order to fulfil their desires and
requirements.

SMART Goals:The objectives which are Specific, Measurable, Achievable,
Relevant, and Time-bound. In the context of marketing, these goals provide a clear
direction and are easy to track and measure.

Strategic Marketing Goals: These are the specific objectives that a business hopes
to achieve through its marketing efforts. They are usually aligned with the overall
business objectives and may include goals like market penetration, market
development, product development, or diversification.

Customer Relationship Management (CRM): This entails overseeing a
company's engagements with existing and prospective clients. It utilises customer
history data analysis to enhance company connections, with a specific emphasis on
customer retention and generating sales growth.

Marketing Analytics:The practices, techniques, and technologies that enable

marketers to evaluate the success of their marketing initiatives.

3.10 Self-Assessment Questions:

How do the elements of the strategic context influence the overall marketing
strategy of a business?

What are the critical steps in conducting a strategic market analysis, and how do
they contribute to the formulation of a marketing strategy?

Which factors should be considered when setting strategic marketing goals, and
how do these goals align with broader business objectives?

How can consumer behaviour insights be effectively incorporated into a strategic

marketing plan?
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e What methods can be used to measure the effectiveness of strategic marketing

actions, and how can these assessments guide future marketing decisions?

3.11 Case study:

Sunshine Organics, an emerging brand in the organic food industry, was facing stiff
competition in their home market. Despite having high-quality products, they were struggling
with low market share and visibility.

To address this, they initiated a strategic market analysis process, segmenting the market
based on dietary preferences and lifestyle choices. Through a detailed SWOT analysis, they
discovered their main strength lay in their commitment to sustainability, while their primary
weakness was a lack of brand awareness.

Recognising this, Sunshine Organics set strategic marketing goals to increase brand
awareness by 50% and improve market share by 20% within two years. They leveraged their
commitment to sustainability as a unique selling proposition, targeting the growing segment
of health-conscious and environmentally-friendly consumers.

Their strategic marketing actions involved a comprehensive marketing mix overhaul. They
rebranded their packaging to highlight their sustainable practices, launched an influencer
marketing campaign, and started community initiatives like tree planting for every product
sold.

Sunshine Organics also invested in a strategic customer relationship management (CRM)
system to enhance customer loyalty and foster long-term relationships. They implemented
post-purchase surveys and a loyalty rewards program to collect customer feedback and
improve their offerings.

Within a year, Sunshine Organics saw a 35% increase in brand awareness and a 15% increase
in market share, demonstrating the effectiveness of their strategic marketing actions. The case
of Sunshine Organics illustrates the power of strategic marketing in transforming a business's

market position.

Questions:
1. How did Sunshine Organics' strategic market analysis influence their marketing
strategy?
2. What role did Sunshine Organics' strategic marketing goals play in guiding their

marketing actions, and how did this contribute to their success?
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3. Evaluate the effectiveness of Sunshine Organics' strategic marketing actions. What

other strategies could they have considered to achieve their marketing goals?

3.12 References:
o Kotler, P.,, & Keller, K. L. (2015). "Marketing Management” (15th Edition).
Pearson.
e Jobber, D., & Ellis-Chadwick, F. (2019). "Principles and Practice of Marketing"
(9th Edition). McGraw-Hill Education.
e West, D, Ford, J, & lIbrahim, E. (2015). "Strategic Marketing: Creating
Competitive Advantage” (3rd Edition). Oxford University Press.
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UNIT: 4

Consumer Buying Behaviour

Learning Objectives:
e Define consumer behaviour in marketing.
e ldentify factors influencing consumer behaviour.
e Understand the buyer decision process.
e Comprehend stages of buying decisions.
e Analyse how factors impact consumer behaviour.
e Develop strategies to influence buying decisions.
e Understand implications for marketers.
e Predict future consumer behaviour trends.
e Apply concepts to real-world scenarios.
o Critically analyse marketing strategies.

e Develop strategic thinking in marketing.

Structure:
4.1 Consumer Behaviour in Marketing
4.2 Factors Influencing Consumer Behaviour
4.3 Buyer Decision Process
4.4 Stages of Buying Decisions
4.5 Marketing Strategies to Influence Consumer Behaviour and Buying Decisions
4.6 Summary
4.7 Keywords
4.8 Self-Assessment Questions
4.9 Case Study
4.10 References

4.1 Consumer Behaviour in Marketing

Consumer behaviour is the examination of how individuals, groups, or organisations make

choices, purchase, utilise, and discard goods, services, ideas, or experiences in order to fulfil

their needs and desires. This interdisciplinary area integrates concepts and methodologies

from psychology, sociology, social anthropology, economics, and behavioural sciences to
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comprehensively examine how consumers make decisions, both on an individual level and
within social groupings.

Consumer behaviour encompasses the examination of “what consumers buy, why they buy it,
when they buy it, where they buy it, how often they buy it, and how often they use it.”
Further, it explores consumers' perception of a product, their attitude towards the product,
and their response to marketing strategies and efforts employed by businesses. It seeks to
understand the buyer decision-making process, both in terms of an individual consumer and
also in the context of a broader social setting.

Importance of Understanding Consumer Behaviour in Marketing

Understanding consumer behaviour holds significant value in marketing. It aids in the
development and implementation of effective marketing strategies. By understanding the why
and how of consumer decision-making, marketers can predict how consumers will respond to
marketing messages and make necessary adjustments to their marketing strategies.

e Product Development and Improvement: By understanding consumer behaviour,
marketers can identify unmet needs and wants. This insight can aid in developing
products or services that meet these needs, thereby increasing the likelihood of their
acceptance in the marketplace.

e Marketing Communication: Effective marketing communication is about delivering
the right message to the right audience at the right time. Understanding consumer
behaviour helps in segmenting the market, targeting the correct customer segment,
and positioning the product or service effectively. This way, messages can be tailored
to resonate with the intended audience, fostering improved engagement and
conversion rates.

e Pricing Strategy: Consumers' perceived value of a product or service often
influences their willingness to pay. A thorough understanding of consumer behaviour
helps in developing pricing strategies that align with the consumers' perceived value,
maximising profits while ensuring customer satisfaction.

e Distribution Channels: Consumer behaviour insights can guide businesses in
determining the most effective distribution channels. If consumers prefer shopping
online, for instance, companies might focus on enhancing their e-commerce

platforms.

50



e Competitive Advantage: An in-depth understanding of consumer behaviour can
provide a significant competitive advantage. It enables businesses to anticipate
changes in consumer preferences, allowing them to act proactively rather than
reactively.

4.2 Factors Influencing Consumer Behaviour
Consumer behaviour is a complex interplay of various factors that vary from individual to
individual and culture to culture. These factors can be broadly categorised into Personal,

Psychological, Social, and Cultural factors.

Personal Factors

e Age and Life-Cycle Stage: Age and the stage of life one is in significantly influence
purchasing decisions. For example, a college student may prioritise buying textbooks
and study materials, while a retired individual may prioritise healthcare products or
leisure experiences.

e Occupation and Economic Circumstances: Occupation and economic
circumstances define one's purchasing power and influence consumption patterns.
High-income individuals may prefer luxury goods, while those with lower incomes
may focus on essential and value-for-money goods. Also, certain occupations may
require specific products or services.

e Lifestyle and Personality: Lifestyle choices, personal values, and personality traits
also play a crucial role in consumer behaviour. For example, an individual with an
active lifestyle may be more inclined towards health and fitness products, and an

introverted individual may prefer online shopping over traditional retail shopping.

Psychological Factors
e Motivation: This refers to the drive within people that propels them to action. This
drive is influenced by specific needs that must be satisfied, which in turn influences
buying behaviour. For example, hunger might drive a person to buy food.
e Perception: Perception refers to the cognitive process by which an individual
consciously chooses, arranges, and assigns meaning to incoming sensory information

in order to construct a coherent understanding of the external world. Different people
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perceive the same information differently. For example, some might view a high price
as indicative of quality, while others might perceive it as overpriced.

e Learning: Learning influences consumer behaviour as they change their behaviour
based on their experiences. For example, if a customer had a positive experience with
a product, they might purchase it again.

e Beliefs and Attitudes: An individual's beliefs and attitudes toward different products,
services, or brands can significantly impact their buying behaviour. Beliefs may be
based on real knowledge, opinion, or faith and can be stubborn to change.

Social Factors

e Family: Family members can influence buying behaviour. For example, parents'
consumption patterns can impact their children and vice versa. Also, the purchasing
choices of households often have to take into account the needs and preferences of all
its members.

e Social Roles and Status: Each person has many roles in society, and these roles can
be associated with certain purchasing behaviours. A person's status within a group can
also influence their buying behaviour, as they may make choices that reflect their role
and status.

e Reference Groups:These groups function as either direct (in-person) or indirect
points of comparison or reference in shaping an individual's attitudes or behaviour.
People often rely on these groups to guide their behaviours and show a tendency to

buy what their reference groups approve.

Cultural Factors

e Culture: Culture is a determinant of a person's wants and behaviour. As a person
grows from being a child to an adult, he/she acquires a set of values, preferences,
perceptions and behaviours through his/her family and other key institutions. Cultural
differences impact product choices, brand perceptions, and loyalty.

e Subculture:Every culture is comprised of smaller subcultures that offer more precise
identification and socialisation for their members. Subcultures encompass several
categories such as countries, faiths, racial groups, or geographic locations, and each

has the potential to shape distinct consumer behaviours and preferences.
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e Social Class:Social stratification refers to the enduring and structured divisions
within society, where individuals within each division exhibit comparable values,
interests, and actions. It is not solely determined by one aspect, such as income, but
rather assessed as a composite of occupation, income, education, wealth, and other
characteristics. Different social classes have different preferences in terms of products

and brands, and these preferences often manifest in their buying behaviour.

4.3 Buyer Decision Process

The buyer decision process, or consumer decision process, is a series of steps that consumers
undergo when they are making a purchase decision. It's a fundamental concept in marketing
management that aids in understanding consumer behaviour and consequently, designing
effective marketing strategies. It includes five stages, each with its own characteristics and

implications.

Need Recognition

The initial phase of the buyer decision process is the recognition of a need or problem. The
recognition can be prompted by an internal stimulus (like hunger or thirst) or an external
stimulus (such as advertising or word of mouth).

This is the point where the consumer identifies a discrepancy between their current state and
their desired state. For marketers, this stage is crucial as it's the point at which a potential
need can be translated into a definite product requirement. The marketer's role is to ensure

their product or service is top-of-mind when these needs arise.

Information Search

Once the consumer recognises a need, they move onto the information search stage. This
phase involves gathering information about possible solutions to satisfy the recognised need.
The extent of this search is influenced by several factors, including the perceived risk of the
purchase, the consumer's knowledge and experience with the product category, and the
importance of the purchase to the consumer.

The sources of information may include personal sources, public sources, commercial
sources and experiential sources. Marketers need to ensure that accurate and positive

information about their products is readily available across these channels.
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Evaluation of Alternatives

The consumer uses the information gathered in information search to evaluate different
products or brands. They compare the alternatives based on various attributes and benefits,
which may include price, quality, features, aesthetics, and so forth.

The consumer's evaluation process depends on their individual decision rules, which may be
compensatory (where good attributes can compensate for bad ones) or non-compensatory
(where a bad attribute cannot be offset by good ones). Marketers can influence this stage by
highlighting their product's unique selling proposition and reinforcing the values and benefits

that resonate with their target audience.

Purchase Decision

After evaluating the alternatives, the consumer makes a purchase decision. However, there
are two factors that can come between the purchase ‘intention’ and the ‘actual’ purchase
decision.They are — the attitudes of peer group (if someone important to the consumer thinks
negatively about the purchase, it might deter them) and unexpected situational factors (like a
sudden loss of income).

For marketers, maintaining a positive brand image, providing excellent customer service, and
offering flexible purchasing options can help ensure that consumers follow through with their

purchase intentions.

Post-Purchase Behaviour

The last stage of the buyer decision process involves post-purchase behavior. It includes the
consumer's actions ‘after’ the product has been purchased and used. The key aspect here is
the evaluation of the product against the consumer's expectations, leading to either
satisfaction or dissatisfaction.

If the product fulfils or performs beyond expectations, the consumer is prone to experience
satisfaction, resulting in recurring purchases and favourable word-of-mouth. If it falls short,
dissatisfaction can result in product returns, negative reviews, or switching to competitors.

It's crucial for marketers to manage post-purchase satisfaction by providing quality products,
offering good customer service, handling complaints effectively, and maintaining ongoing

communication with customers.

4.4 Stages of Buying Decisions
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Consumer behaviour, the buying decision process is a complex series of stages a consumer
progresses through when making a product or service purchase. This process is a critical
component of marketing management.

Understanding this process allows businesses to tailor their marketing strategies to enhance
consumer engagement, improve customer satisfaction, and ultimately drive sales. The

different stages of the buying decision process are as follows:

Problem Recognition

Problem Recognition is the initial phase of the buying decision process. The initial phase
arises when a consumer becomes aware of a need or issue that requires resolution.

It could be initiated by an internal stimulus (hunger or thirst) or an external stimulus
(advertising or word-of-mouth). Marketers need to understand the triggers that lead to

problem recognition to better reach and influence their customers.

Information Search
Once the problem or need is recognized, the consumer gets started on the process of
Information Search.

e Internal Information Search: The consumer utilises information from memory, such
as past experiences with products or brands. This stage often comes into play for
frequently purchased low-involvement products.

e External Information Search: If the internal search is insufficient, the consumer
seeks external information. This could involve online research, reading reviews,
asking friends, or consulting salespeople. High-involvement purchases, which carry

higher risk and reward, often necessitate extensive external information search.

Alternative Evaluation
The third stage involves Alternative Evaluation, where the consumer uses a set of evaluation
criteria to compare different product options.
e Evaluative Criteria: These are the characteristics that consumers consider while
going over alternative solutions to their problem. The criteria can include price,

quality, features, brand reputation, and more.
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e Decision Rules: Consumers apply decision rules, which are heuristics or mental
shortcuts, to make the decision process easier. For example, a consumer might use the

"lexicographic" rule, choosing the product that is best on the most important attribute.

Purchase Decision
At this stage, the consumer has decided what to buy and where to buy it.

e Purchase Intention: Despite their preferences, the final purchase decision can be
disrupted by unexpected situational factors, like a sale at a competing retailer or a
negative review.

e Purchase Decision: Finally, the consumer moves forward with the purchase decision,

selecting a product and purchasing it.

Post-Purchase Evaluation
It occurs after the consumer has bought and used the product or service.

Satisfaction and Dissatisfaction: Consumers compare their expectations with the
product’s perceived performance. Satisfaction occurs when the product meets or
exceeds expectations, while dissatisfaction occurs when it falls short.

Cognitive Dissonance: Often, after making a purchase, consumers experience cognitive
dissonance or buyer's remorse. Cognitive dissonance refers to the psychological
unease that arises when an individual maintains two or more conflicting views or
values, or when they make a decision that contradicts their beliefs or values.
Marketers can reduce cognitive dissonance by reassuring consumers about their

purchase decisions.

4.5 Marketing Strategies to Influence Consumer Behaviour and Buying Decisions
As marketing managers, it's pivotal to understand the factors that influence consumer
behaviour and guide buying decisions. Let's discuss some of the major strategies that can be

employed:

Segmenting and Targeting

Segmentation is the process of splitting a large market into smaller groups of consumers who
share similar demands, qualities, or behaviours. This process utilises various demographic,
psychographic, geographic, and behavioural variables to construct market segments that are

distinct and meaningful.
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Targeting involves evaluating attractiveness of each market segment and selecting one or
more segments to enter. This decision depends on factors such as market growth, competitive
structure, profitability, and alignment with the firm's resources and capabilities.

The essence of segmenting and targeting is to identify and understand the specific needs and
wants of particular consumer groups, thereby offering more precisely tailored products or

services.

Product Positioning

Product positioning is a strategic procedure employed by marketers to ascertain the most
effective way to convey the unique qualities of their products to their intended clients, taking
into account customer requirements, competitive influences, and business goals. It involves
establishing a unique and recognisable image and identity for a product or brand in the eyes
of consumers, in comparison to other similar options available in the market.

A well-executed positioning strategy takes into account the unique selling proposition (USP)
of the product, aligns it with the consumers' perceptions, and differentiates it from
competitors. This differentiation may be based on product features, price, quality, benefits, or

a combination of these and other factors.

Promotion and Advertising
Promotion and advertising are essential tools for communicating the value proposition of the
product to the target audience. They involve an array of techniques designed to inform,

persuade, and remind potential customers about a product or a brand.

Promotion includes activities such as sales promotion, public relations, direct marketing, and
personal selling. Advertising, a subset of promotion, uses paid platforms to reach a wider
audience and deliver carefully crafted messages.

Effective promotion and advertising should align with the overall marketing strategy and be

tailored to the characteristics and preferences of the target market segment.

Pricing Strategies
Pricing strategies vary greatly and are heavily influenced by factors such as cost, demand,

competitive environment, and overall corporate strategy.
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For example, Penetration Pricing involves setting a low initial price to attract a large number

of customers and gain market share rapidly. Skimming pricing, on the other hand, sets high

initial prices to maximise revenue from the segments willing to pay a premium for the

product.

Value-based pricing sets prices primarily, but not exclusively, on the value, perceived or

estimated, that a product or service will deliver to a customer. This contrasts with cost-plus

pricing, which is based on the costs of production plus a markup.

4.6 Summary:

R/
o

K/
°e

Consumer behaviour is the examination of how people, groups, or organisations go
about choosing, obtaining, consuming, and getting rid of products, services,
experiences, or ideas in order to fulfil their needs and desires. It is crucial for
marketers to understand this to effectively reach their target audience.

This involves five steps: recognising the need, searching for information, evaluating
alternatives, making the purchase decision, and exhibiting post-purchase behaviour.
Similar to the buyer choice process, this encompasses problem identification,
information retrieval, assessment of alternatives, purchase determination, and post-
purchase assessment.

Buyers can engage in either internal or external information search. The former relies
on memory and past experiences, while the latter involves seeking information from
various external sources.

Marketers can leverage a range of strategies, such as segmenting and targeting,
product positioning, promotion and advertising, and pricing strategies to influence
consumer behaviour and buying decisions.

It's crucial for marketers to keep abreast of changing consumer behaviour trends,
using this knowledge to tailor their marketing strategies accordingly. An
understanding of consumer behaviour is critical in creating effective marketing

campaigns and achieving business objectives.

4.7 Keywords:

Personal Factors: These are individual attributes such as age, occupation, lifestyle,

economic situation, etc. that influence a consumer's buying behaviour.
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Psychological Factors: These include individual motivations, perceptions, learning, and
beliefs and attitudes, which can significantly impact the consumer decision-making
process.

Social Factors: These pertain to influences from the individual's immediate social circle,
including family and friends, roles and status, and reference groups.

Cultural Factors: These involve larger societal forces that affect consumer behaviour,
including culture, subculture, and social class.

Need Recognition: Here, the consumer recognizes a need that could be satisfied by a
product or service.

Information Search: After recognising the need, consumers seek more information
about different options. This can be an internal search (from memory or experience)
or external (from various sources like the internet, friends, etc.).

Evaluation of Alternatives: At this stage, consumers engage in a process of evaluating
several products or services according to their specific criteria in order to determine
the most suitable option for their needs.

Purchase Decision: This is when a consumer decides on a product or service to purchase
after considering various alternatives.

Post-Purchase Behaviour: This refers to a consumer's actions after making a purchase,
including usage and evaluation of the purchased item, which may lead to cognitive
dissonance (discomfort due to conflict in beliefs or behaviours) or repeat purchase.

4.8 Self-Assessment Questions:

1

How would you apply the stages of the buyer decision process to a recent major purchase
you made?

What specific personal, psychological, social, and cultural factors significantly influence
your own consumer behaviour?

Which marketing strategies, in your opinion, are most effective in influencing consumer
behaviour, and why do you think they are effective?

What steps would you take to minimise cognitive dissonance in customers post-purchase
if you were managing a marketing campaign for a high-end product?

How would you use the concept of lifestyle and personality factors in designing a

marketing campaign for a new fitness product?
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4.9 Case study:

Zara's Unique Approach to Consumer Behaviour

‘Zara’ is a renowned name in the global fashion industry. Its unique approach to consumer
behaviour has set it apart from its competitors. It is the flagship brand of the Spanish retail
group ‘Inditex’.

Unlike most of its rivals, Zara's business model is built on speed and responsiveness rather
than forecasting trends. It leverages its vertically integrated supply chain to design, produce,
and deliver new fashions in as little as two weeks, compared to the industry standard of six
months. This agility allows Zara to respond rapidly to real-time changes in consumer
demand.

A key to Zara's success is its highly responsive feedback loop. Store managers communicate
directly with designers in Spain about which styles are popular and which aren't. This quick
feedback mechanism helps the company understand the changing tastes of consumers and
adjust production accordingly.

Additionally, Zara does not heavily invest in advertising. Instead, it focuses on high-quality
store locations and word-of-mouth marketing. This strategy is again rooted in a deep
understanding of its consumers, who are primarily drawn to the brand for its chic, affordable
clothing rather than a response to flashy ad campaigns.

Despite minimal advertising, Zara has achieved considerable success and profitability. Its
approach to consumer behaviour highlights the importance of agility, responsiveness, and

direct consumer interaction in today's volatile and fast-paced fashion market.

Questions
1. How does Zara's understanding of consumer behaviour differ from the traditional
approaches in the fashion industry?
2. What role does Zara's supply chain play in its ability to respond quickly to
changes in consumer behaviour?
3. Considering Zara's minimal use of traditional advertising, how does the brand
effectively communicate and engage with its customers? What might other brands

learn from Zara's approach?
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4.10 References:
e "Consumer Behaviour: Buying, Having, and Being" by Michael R. Solomon
e "Consumer Behaviour in Action: Real-life Applications for Marketing Managers" by
Geoffrey P. Lantos
e "Influence: The Psychology of Persuasion” by Robert B. Cialdini
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UNIT: 5

Business Markets

Learning Objectives:

o Understand the concept and characteristics of business markets.

o Identify the different types of business markets and their unique features.

o Learn about the key players in business markets and their roles.

o Understand the concepts of business demand, including derived and inelastic demand.

o Analyse the process of buying decisions in business markets.
o Understand the fundamentals of business buyer behaviour.
o Learn about the factors that influence business buyer behaviour.

o Understand the roles and influence of the Decision-Making Unit (DMU).

o Distinguish between different types of buying situations.
o Understand the stages in the business buying process.
Structure:

5.1 Business Markets

5.2 Business Buyer Behaviour
5.3 Summary

5.4 Keywords

5.5 Self-Assessment Questions
5.6 Case Study

5.7 References

5.1 Business Markets

Business markets, often referred to as industrial, B2B, or organisational markets, represent
transactions between organisations, such as manufacturers, wholesalers, retailers, and various
service agencies, as opposed to consumer markets (B2C) where businesses sell goods and
services directly to the consumer. Business markets play a crucial role in economic
development and functioning, given that businesses themselves are significant consumers of

goods and services.
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Characteristics of Business Markets

Business markets possess distinctive characteristics that differentiate them from consumer

markets. Here are some key characteristics:

Complex Decision Making: Business buying decisions often involve multiple
individuals within an organisation, including managers, technical experts, and
procurement officers. This group, referred to as the buying centre, undertakes a
complex decision-making process that can span over months or even years,
depending on the nature of the purchase.

Derived Demand: In business markets, demand is often derived from the demand
for consumer goods. For instance, the demand for steel is derived from the
demand for cars, construction, and other goods that require steel.

Inelastic Demand: The demand in business markets is often inelastic, meaning it
IS less sensitive to price changes, at least in the short term. Businesses often need
specific goods or services to operate, irrespective of price fluctuations.
Professional Purchasing: Business markets involve professional purchasing
activities where trained employees follow organisational procurement policies and
procedures. This often leads to a more rational and systematic buying process
compared to consumer purchasing.

Geographically Concentrated: Businesses in a similar industry often cluster in a
specific geographic area. This concentration can lead to intense competition and
specialised logistics solutions.

Relationship Focus: Business markets often focus on building long-term
relationships with suppliers for reliability and consistency, rather than one-off

transactions.

Types of Business Markets

Business markets can be categorised into several types based on the nature and purpose of the

transaction:

Commercial Markets: Businesses in these markets engage in the production,
reselling, or use of goods and services for profit. This includes manufacturers,

wholesalers, and retailers.
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Reseller Markets: These are organisations that purchase goods to resell them
without significant modifications. For example, wholesalers and retailers fall into
this category.

Government Markets: This type refers to business transactions with government
agencies at all levels local, state, and federal. The government is often a
significant buyer of goods and services, making this an important market segment.
Institutional Markets: These comprise organisations like hospitals, schools, and
nonprofits, which provide services to people in their care. The buying process in
these markets often involves special requirements and procedures.

Industrial Markets: This is where businesses sell raw materials, components, or
services necessary for the production of other goods. The automobile,

construction, and technology industries are examples of industrial markets.

Business Market Segmentation

Market segmentation in business markets, akin to consumer markets, involves dividing the

overall market into distinct subsets of consumers with common needs or characteristics. It

allows companies to tailor their marketing efforts to the specific needs of different customer

groups. The primary bases for segmenting business markets include:

Geographic Segmentation: Categorizing customers by their geographical
location, such as by country, region, state, or even specific zones within cities.
Demographic Segmentation: This involves classifying businesses by their size,
number of employees, turnover, industry, and so forth.

Psychographic Segmentation: This approach considers the attitudes, values, and
social norms of businesses.

Behavioural Segmentation: This category includes segmentation based on

product usage rate, brand loyalty, price sensitivity, and technological readiness.

Successful segmentation can help companies identify profitable market niches, better align

their offerings with customer needs, enhance customer relationships, and drive business

growth.
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B2B vs B2C Marketing: Differences and Similarities
While there are similarities between B2B and B2C marketing—the need to understand
customer behaviour, the goal of providing value, the use of similar channels—the nature of
the relationship, buying process, and communication methods can be quite different.

o Differences

o Purchase Decision Process: B2B buying decisions usually involve multiple
stakeholders with a formalised procurement process. It's more rational and
based on the value the product or service brings to the business. B2C
purchasing is typically done by individuals and can be influenced by emotions
and personal preferences.

o Sales Cycle: B2B sales cycles are typically longer, often involving contracts,
delivery schedules, and payment terms. B2C sales cycles are generally shorter,
with consumers typically paying upfront.

o Relationship Maintenance: B2B marketing places a high emphasis on
building and maintaining long-term relationships as businesses often become
repeat customers. In B2C, the focus can be more on attracting the highest

possible number of one-time buyers.

e Similarities

o Customer Understanding: Both B2B and B2C marketers must understand
their customers' needs, wants, and behaviours to effectively promote their
offerings.

o Value Proposition: In both contexts, marketers must articulate a compelling
value proposition to differentiate their offerings from competitors and justify
their prices.

o Brand Building: Both types of marketing require building a strong brand that

resonates with the target audience and fosters customer loyalty.

Key Players in Business Markets: Producers, Resellers, Governments & Institutions

In business markets, the key players can be broadly classified into four categories:
e Producers: These are companies that convert raw materials into finished goods, or
firms that provide services. They use purchases to support production or operations,

and their buying decisions heavily focus on improving efficiency and reducing costs.
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Resellers: Resellers, such as wholesalers and retailers, buy goods with the intention to
resell them to other businesses or consumers. They're primarily concerned with
buying products that will sell quickly with a good margin.

Governments: Governments at various levels (local, state, federal) can be enormous
purchasers of goods and services, from office supplies to infrastructure projects.
Selling to government entities often involves a detailed bidding process and
adherence to specific regulations.

Institutions: These are organisations like hospitals, schools, or non-profits that
procure goods and services to support their operations. Their buying decisions often

consider both cost and the potential impact on the populations they serve.

Business Demand: Derived and Inelastic

Derived Demand: This is a unique characteristic of business markets, where the
demand for one product or service is driven by the demand for another. Essentially,
the demand for industrial goods is 'derived' from the demand for consumer goods.
For example, the demand for steel (an industrial product) is derived from the demand
for cars and buildings (consumer goods).

Inelastic Demand: In business markets, the demand is often inelastic, meaning that
it does not significantly change in response to price fluctuations, at least in the short
run. This is because industries often need certain goods or services to operate,
regardless of price changes. For instance, if the price of aviation fuel rises, airlines
cannot simply stop buying it, as it is essential for their operations. Over the long
term, however, if prices remain high, businesses may seek alternatives or ways to

reduce usage, making demand more elastic.

The Buying Decision Process in Business Markets

The business buying process is a sophisticated journey typically involving multiple
decision-makers known as the 'buying centre'. This buying centre could include
individuals from procurement, technical experts, top management, and end-users. The
stages in the buying decision process include:
e Problem Recognition: The buying process begins when an organisation
recognises a problem or need that can be met by purchasing a good or service.
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e General Need Description and Product Specification: The organisation
then defines the characteristics and quantity of the needed item.

e Supplier Search: The buying organisation conducts a search to find the best
vendors.

e Proposal Solicitation: The organisation invites qualified suppliers to submit
proposals.

e Supplier Selection: The buying organisation evaluates proposals and selects a
supplier or suppliers.

e Order Routine Specification: The organisation then prepares a detailed
order, listing the technical specifications, quantity needed, expected delivery
time, return policies, and warranties.

e Performance Review: The organisation reviews supplier performance. The

supplier may be retained, modified, or dropped according to its performance.

Relationship Marketing in Business Markets

In business markets, the goal is often to build and maintain long-term relationships
with customers. Relationship marketing in business markets focuses on customer
retention and satisfaction rather than a dominant focus on sales transactions. This
approach recognises the value of keeping customers over time, which is often more
cost-effective than acquiring new ones.

Relationship marketing involves mutual respect and cooperation between buyers and
sellers. It includes strategies like customer service, customer relationship
management, personalisation, customisation, and loyalty programs. This marketing
method promotes customer loyalty, interaction, and long-term engagement, intending
to foster strong, lasting customer relationships that benefit both parties.

Moreover, with advancements in digital technology, relationship marketing has
expanded to include social media and other online platforms that facilitate constant
communication and engagement with customers. This ongoing dialogue helps
businesses better understand their customers' needs, leading to improved product

offerings, increased customer satisfaction, and deeper customer loyalty.
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Supply Chain Management in Business Markets

Supply chain management (SCM) plays a crucial role in business markets,
encompassing all activities involved in sourcing, procurement, conversion, and
logistics management. It also includes coordination and collaboration with channel
partners, such as suppliers, intermediaries, third-party service providers, and
customers.

The primary goal of SCM is to integrate supply and demand management within and
across companies, creating a seamless flow of goods and services from the point of
origin to the point of consumption. This has important implications for marketing
management, as an efficient and effective supply chain can enhance customer
satisfaction, reduce operating costs, and improve a company's competitive position.
Moreover, SCM today requires a keen understanding of global sourcing and
distribution, sustainability, technology and analytics, risk management, and the
customer experience. Thus, managing the supply chain is a complex task that can

significantly impact a business's bottom line and its relationship with customers.

E-commerce in Business Markets
E-commerce has become an integral part of business markets, with organisations
increasingly turning to online platforms for buying and selling products and services.
Business-to-business (B2B) e-commerce, in particular, has transformed the way
companies conduct business.
B2B e-commerce can increase efficiency, reduce costs, and provide a wider range of
products and services. It allows businesses to automate their sales process, streamline
supply chain management, and reach more customers, regardless of their location.
B2B e-commerce platforms often feature customer reviews and detailed product
information, aiding businesses in their decision-making process.
However, it's important to note that successful B2B e-commerce requires a robust
digital infrastructure, user-friendly interfaces, secure payment systems, and effective
digital marketing strategies. As such, the move to e-commerce should be strategic,
considering the organisation's readiness and the needs and behaviours of its

customers.
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Global Business Markets: Challenges and Opportunities
The globalisation of business markets offers both significant opportunities and
challenges. On the one hand, global markets provide businesses with access to new
customers, resources, and partnerships. This expansion can lead to increased sales,
growth, and competitiveness. Furthermore, it allows businesses to diversify their
operations and mitigate risks.
Global business markets present several challenges, including navigating different
regulatory environments, cultural differences, language barriers, political instability,
and currency fluctuations. Global supply chains can be complex to manage,
particularly in terms of logistics, customs, and quality control.
Successful global marketing requires an understanding of the global business
environment, including economic, legal, cultural, and political factors. Companies
must be able to adapt their marketing strategies to the specific needs and preferences
of customers in different countries, which often requires significant market research
and a flexible approach to marketing management.
Managing a global business often involves balancing global efficiency with local
responsiveness, a concept known as the global-local dilemma.
Businesses must standardise their operations and marketing as much as possible to
reap the benefits of global scale while also adapting to local markets to meet specific

customer needs and comply with local regulations and norms.

5.2 Business Buyer Behaviour

Business buyer behaviour refers to the decision-making process and purchasing activities
of organisations. This process is considerably more complex than consumer buying
behaviour due to the scope and scale of purchases, the level of risk involved, and the
multiple stakeholders that participate in the decision-making process. Understanding
business buyer behaviour is crucial for businesses as it helps them design effective
marketing strategies for their products or services.
Factors Influencing Business Buyer Behaviour
Several factors influence business buyer behaviour. Here are some key ones:

e Organisational Factors: These include the size of the organisation, its resources,

its strategic goals, and its internal procedures for procurement.
e Interpersonal Factors: The dynamics between the individuals involved in the

decision-making process can significantly influence the outcome. These dynamics
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can be shaped by the status, influence, and personal objectives of the individuals
involved.

Individual Factors: The personal characteristics of the individuals involved, such
as their age, education, professional background, personality traits, and personal
preferences, can also influence the decision-making process.

Environmental Factors: External influences such as economic conditions, legal
regulations, technological advancements, and competitive pressures can greatly
impact an organisation's buying decisions.

The Decision-Making Unit: Roles and Influence

The Decision-Making Unit (DMU) is the group of individuals within an organisation that

participate in the purchasing decision process. Each member can play different roles, and

the influence of each role can vary based on the buying situation. These roles may

include:

Users: They are the ones who will use the product or service. Their input is
crucial to ensuring that the product meets their needs and preferences.
Influencers: Individuals affect the decision by providing information and advice
based on their knowledge or expertise.

Deciders: They have the authority to make the final purchasing decision.

Buyers: Individuals handle the contractual and transactional aspects of the
purchase.

Gatekeepers: Control access to information or individuals within the DMU, and

hence, can influence the buying process by controlling the flow of information.

Types of Buying Situations: Straight Rebuy, Modified Rebuy, New Task

Business buyer behaviour can also be understood through the lens of the type of buying

situation:

Straight Rebuy: In this situation, the organisation reorders a product or service
without any modifications, often based on a long-term relationship with the
supplier. The decision-making process is typically routine and involves fewer
individuals in the DMU.
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Modified Rebuy: Here, the organisation decides to modify some specifications,
prices, terms, or suppliers while reordering. This process is more complex than a
straight rebuy and involves more individuals from the DMU.

New Task: Situation where the organisation purchases a product or service for the
first time. The decision-making process is most complex in this case, involving

detailed evaluation of suppliers and options, and a larger DMU.

Stages in the Business Buying Process

The business buying process is a complex decision-making sequence involving multiple

stages:

Problem Recognition: The buying process begins when a company identifies a
problem or need. For instance, a company might see a decrease in productivity
due to outdated equipment, triggering the need for new equipment.

General Need Description and Product Specification: Once the need is
identified, the company defines the characteristics and quantity of the needed
items. The product specifications are usually created by product engineers in the
company.

Supplier Search: The next stage is to search for potential suppliers who can fulfil
the identified need. This process may involve research into various suppliers in the
market and their capabilities.

Proposal Solicitation: The company will then invite qualified suppliers to submit
proposals. Each supplier will submit a detailed proposal outlining how they intend
to meet the requirements outlined by the buying company.

Supplier Selection: The buyer then evaluates the submitted proposals and selects
a supplier based on various criteria such as cost, delivery schedule, and supplier
reputation. The buyer may choose to negotiate with one or more suppliers before
making a final decision.

Order-Routine Specification: The final order with the chosen supplier is detailed
with product specifications, quantities, delivery times, and return policies.
Performance Review: Finally, the buyer will review the supplier's performance.
If the supplier's performance is satisfactory, they may be considered for future

orders. If not, the buyer may start the process over again with a different supplier.
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Models of Business Buyer Behaviour

Two key models help explain business buyer behaviour: The Webster and Wind Model

and The Sheth Model.

e Webster and Wind Model: This model emphasises four main elements:
environmental factors, organisational factors, interpersonal factors, and individual
factors. Environmental factors can be the macro-level trends and events that impact
business decisions, like the economic climate or technological developments.
Organisational factors involve a company's goals, procedures, and resources.
Interpersonal factors revolve around group dynamics, and individual factors consider
personal characteristics of the decision-makers.

e Sheth Model: This model suggests five aspects of business buying behaviour:
technical, economic, social, personal, and organisational. Technical aspects include
the capabilities and features of the product. Economic aspects involve cost-
effectiveness and profitability.

Social factors involve reputation and peer influence. Personal elements include
individual motivations, and the organisational level considers the internal processes

and policies within the organisation.

Role of Emotions in Business Buying Decisions

While business buying decisions are often viewed as purely rational, recent studies
suggest that emotions can play a significant role. Emotions can influence the perception
of risk, the formation of trust, and decision-making speed.

For instance, a buyer might be more inclined to make a purchase if they have a positive
emotional connection with the seller or the brand, even if the facts suggest another
vendor could be a better option. On the other hand, negative emotions like fear or stress
can delay or prevent a purchasing decision.

While the role of emotions in business buying decisions is complex and multifaceted,
their influence is undeniable and should be considered alongside more traditional,

rational factors when understanding and managing business buying behaviour.

Impact of Organisational Culture on Buyer Behaviour
Organisational culture, the shared values, beliefs, and practices within a company, plays
a crucial role in shaping buyer behaviour. It affects not only the internal decision-making

process but also external stakeholders, such as suppliers and customers.
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Decision-making process: Organisational culture influences how decisions are made
within a firm. For instance, a risk-averse culture may prefer established suppliers,
while a more innovative one might opt for cutting-edge technologies. This, in turn,
affects the buyer's preferences and their purchasing decisions.

Brand perception: A strong organisational culture creates a distinct brand image in
the marketplace, which can influence buyer behaviour. Companies with a positive
reputation and ethical values may attract customers who share similar beliefs,
leading to a loyal customer base and higher sales.

Trust and relationships: Organisational culture also impacts the level of trust
between buyers and sellers. Companies with a transparent and ethical culture are
more likely to be perceived as trustworthy, facilitating stronger relationships and
fostering long-term partnerships with customers.

The Role of Ethics and Social Responsibility in Buying Decisions
Ethics and social responsibility have become increasingly significant factors in
purchasing decisions. As the awareness of sustainability, ethical business practices, and
corporate social responsibility grows, consumers and businesses are more inclined to
align their buying choices with these values.

Consumer preferences: Ethical and socially responsible brands often appeal to
customers who prioritise sustainability, fairness, and transparency. This has led to
a growing demand for products and services that reflect these values and a
competitive advantage for companies adopting responsible practices.

Legislation and regulations: Governments worldwide are enacting stricter
regulations related to environmental protection and social responsibility. This
regulatory landscape influences buyer behaviour, as companies need to adapt their
purchasing decisions to ensure compliance with these rules.

Reputation management: Companies that engage in ethical and socially responsible
practices can improve their public image and reputation. In turn, this can attract

potential customers, foster brand loyalty, and ultimately impact buying decisions.

Personal Relationships and Networking in Business Buying
In a business-to-business (B2B) context, personal relationships and networking play a

crucial role in shaping buying decisions.
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Trust and credibility: Building strong personal relationships helps to establish trust
and credibility between buyers and suppliers. A good rapport allows for smoother
communication, a better understanding of needs, and enhanced cooperation,
ultimately influencing buying decisions.

Access to information: Networking facilitates access to valuable information, such as
new product developments, industry trends, and potential partnerships. This
information can impact a company's buying decisions by providing insights into
market conditions, competitor strategies, and future opportunities.

Negotiation and collaboration: A robust personal relationship between buyers and
suppliers can lead to more effective negotiations and collaborative problem-
solving. Companies may benefit from better pricing, improved contract terms, and
tailored solutions that cater to their specific needs, influencing their purchasing

decisions.

The Influence of Digital Technology on Business Buyer Behaviour
Digital technology has transformed business buying behaviour, primarily through the
advent of e-commerce, advancements in data analytics, and the growth of social media.
Information accessibility: With the proliferation of online platforms and digital
resources, buyers now have a wealth of information at their fingertips. This
accessibility can empower business buyers to make informed decisions based on
comprehensive product specifications, peer reviews, and competitor analysis.
Personalization and customisation: Digital technology enables businesses to
personalise their offerings and marketing strategies. Advanced analytics can help
predict buyer behaviour and preferences, allowing companies to offer customised
solutions and a tailored buying experience, thus influencing purchasing decisions.
Efficiency and speed: Digital technology has significantly speed up the buying
process. With online platforms, business buyers can make purchases instantly and
receive their orders rapidly. This increase in efficiency can enhance buyer
satisfaction and foster repeat purchasing behaviour.

Managing and Influencing Business Buyer Behaviour
The ability to manage and influence business buyer behaviour is a critical aspect of

strategic marketing management.
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Understand the buying process: To manage and influence buyer behaviour, it's
important to understand the stages of the business buying process from problem
recognition and search for information, to evaluation of alternatives, purchase
decision, and post-purchase evaluation. Recognizing these stages can help
marketers design strategies tailored to each step of the process.

Leverage data analytics: Harnessing the power of data analytics can help
businesses predict purchasing trends, identify customer preferences, and anticipate
future buying behaviours. By leveraging these insights, companies can shape their
marketing strategies to influence business buyer behaviour.

Build strong relationships: Cultivating strong business relationships can
significantly influence buyer behaviour. Trust, reliability, and effective
communication form the basis of these relationships. By becoming a trusted
partner, businesses can influence buying decisions and foster long-term loyalty.
Use persuasive communication: Persuasive communication plays a key role in
managing and influencing buyer behaviour. Effective marketing messages,
engaging content, and compelling calls to action can sway buyers towards a

particular product or service.

5.3 Summary:
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Business buyer behaviour refers to the purchasing decisions and the process that
organisations follow to buy products and services.

Multiple factors influence business buyer behaviour, including economic,
environmental, organisational, interpersonal, and individual factors.

The Decision-Making Unit (DMU) is the group of individuals within an
organisation involved in the buying process, each with specific roles and
influences.

Different situations call for different buying processes, including straight rebuys,
modified rebuys, and new tasks.

Despite the formal processes, emotions and ethical considerations can play a
significant role in business buying decisions.

Digital technology influences business buyer behaviour by providing more

information and options, and sometimes making the process more impersonal.

75



¢+ Future trends in business buyer behaviour include more online buying, increased
use of Al and data analysis, and growing emphasis on sustainability and ethical

sourcing.

5.4 Keywords:

Business-to-Business (B2B): Refers to transactions between businesses, such as a
manufacturer selling to a wholesaler or a wholesaler selling to a retailer.

Business-to-Consumer (B2C): Refers to transactions between a business and its end
customers.

Market Segmentation: The process of dividing a large market into smaller, distinct
groups of customers who have similar needs and priorities.

Derived Demand: In business markets, demand for a product is often derived from the
demand for another product. For example, the demand for steel is derived from the
demand for cars and other vehicles.

Buying Situations: The different types of purchasing situations, typically categorised as
straight rebuy (routine purchase), modified rebuy (some changes are made to the
usual order), and new task (the product is purchased for the first time).

Buying Decision Process: The process businesses go through to decide what products to
purchase, including problem recognition, information search, evaluation of
alternatives, purchase decision, and post-purchase behaviour.

Organisational Buying Behaviour: The decision-making process by which formal
organisations establish the need for products and services to be purchased, identify,

evaluate, and choose among alternative brands and suppliers.

5.5 Self-Assessment Questions:
e How would you differentiate between business markets and consumer markets? Give
examples of key characteristics unique to each.
e What factors influence the buying decisions in a business market? Describe how these
factors might alter the purchase decision for a large-scale manufacturing equipment.
e Which model of business buyer behaviour do you believe most accurately represents

real-world buying situations in the technology industry?
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e How does the type of buying situation (straight rebuy, modified rebuy, new task)
impact the complexity and length of the decision-making process? Give a detailed
example for each situation.

e \What are some of the ways digital technology is shaping business buyer behaviour?
Discuss the implications for businesses and how they should adapt their marketing

strategies in response.

5.6 Case study:

Tesla’s B2B Partnership with Panasonic

In 2014, Tesla, the world-renowned electric vehicle manufacturer, and Panasonic, a leading
electronics company, announced a partnership to build the Gigafactory, a large-scale lithium-
ion battery plant. The objective was to accelerate the mass production of electric vehicles and
make them more affordable for the average consumer.

Tesla required a substantial quantity of lithium-ion batteries for its electric vehicles, while
Panasonic had the technology and manufacturing capability to produce these batteries. The
collaboration was mutually beneficial: Tesla secured a stable supply of batteries, and
Panasonic gained a guaranteed buyer.

The partnership also allowed Tesla to reduce the costs associated with importing batteries, as
the Gigafactory was constructed in Nevada, USA. This strategic location minimised
transportation costs and potential disruptions in the supply chain. Meanwhile, Panasonic was
able to strengthen its foothold in the growing EV market through this strategic alliance.
However, the partnership has not been without its challenges. The demand for Tesla vehicles
has frequently outpaced the Gigafactory's production capabilities, leading to bottlenecks and
delivery delays. Additionally, fluctuating raw material prices and the COVID-19 pandemic
have also affected the Gigafactory's operations and output.

Despite these challenges, the partnership remains a significant contributor to the growth of
both Tesla and Panasonic. Their combined efforts have significantly influenced the electric

vehicle industry, pushing it towards sustainability and innovation.

Questions:
1. What strategic benefits did Tesla and Panasonic each gain from their partnership?
2. How did the partnership help Tesla in managing its supply chain and controlling costs?

3. What challenges did the partnership face, and how might these be addressed in the future?
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5.7 References:
e Business Market Management: Understanding, Creating, and Delivering Value" by
James C. Anderson, James A. Narus, and Das Narayandas
e Marketing Management" by Philip Kotler and Kevin Lane Keller

e Business-to-Business Marketing” by Robert Vitale, Waldemar Pfoertsch, and Joseph
Giglierano
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UNIT: 6

Institutional and Government Markets

Learning Objectives:

Understand the key definitions and characteristics of institutional and government
markets.

Identify the main participants in these markets, including stakeholders and
intermediaries.

Differentiate between institutional, government, and consumer markets in terms of
purchase processes, procurement policies, market size, and buying power.

Examine the key economic, political, social, technological, and legal factors
influencing buyer behaviour in institutional and government markets.

Develop effective marketing strategies for these markets, including understanding the
market environment, creating a value proposition, and building relationships.
Synthesize the main concepts and principles learned throughout the module and

consider future directions in the field.

Structure:

6.1 Introduction to Institutional and Government Markets

6.2 Understanding the Participants in Institutional and Government Markets

6.3 Differences between Institutional, Government, and Consumer Markets

6.4 Factors Influencing Buyer Behaviour in Institutional and Government Markets

6.5 Marketing Strategies for Institutional and Government Markets

6.6 Summary

6.7 Keywords

6.8 Self-Assessment Questions
6.9 Case Study

6.10 References

6.1 Introduction to Institutional and Government Markets

Institutional and government markets refer to large-scale entities, including various types

of institutions and government agencies, which engage in bulk purchasing of goods and

services to accomplish their organisational objectives.
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Institutional markets encompass organisations like hospitals, universities, and charitable
entities, amongst others. These organisations typically demand products and services in
substantial quantities for their internal consumption or for service provision to their
beneficiaries. The nature of their demands can range from office supplies, medical
equipment, to the more specialised needs relevant to their particular institutional settings.

Government markets, on the other hand, refer to the myriad of local, regional, and national
government bodies and affiliated agencies. These can include municipalities, defence
departments, educational departments, health departments, and more. The purchasing
needs of these entities can be vast and varied, encompassing infrastructure materials,
specialised equipment, consulting services, technology solutions, and so forth. The goods
and services are often procured through a competitive bidding process, which ensures

transparency and value for taxpayers' money.

The Importance of Institutional and Government Markets

Institutional and government markets hold significant importance due to their vast
purchasing power and their impact on the economy. Both these markets can provide
substantial business opportunities for suppliers and manufacturers due to the scale of their
procurement needs.

From an economic perspective, government procurement activities can stimulate economic
growth and development. Governments often use procurement as a tool for achieving
broader policy objectives, such as promoting small and medium-sized enterprises (SMES),
encouraging innovation, supporting sustainable or green practices, and fostering social
inclusion.

Institutional markets, too, can have wide-ranging impacts. For instance, universities and
hospitals purchase a wide array of goods and services, thereby supporting local
economies. Additionally, they often engage in socially responsible procurement practices,
contributing to social welfare and sustainability goals.

Understanding these markets from a marketing management perspective is crucial. It
involves comprehending the unique characteristics, buying processes, and influencing
factors of these markets.

The procurement process in these markets is often more complex and regulated than in
consumer or business markets, requiring suppliers to navigate through bureaucratic

procedures, legal stipulations, and ethical considerations. Hence, marketing strategies for
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institutional and government markets must be tailor-made, integrating these factors to

achieve successful market penetration and sustained growth.

6.2 Understanding the Participants in Institutional and Government Markets
Institutional and government markets are significant sectors that offer substantial
opportunities for businesses. However, to navigate these markets effectively, it is important

to comprehend their participants and the roles they play.

Key Stakeholders in Institutional Markets

Institutional markets refer to the marketplace of non-profit organisations, educational entities,
hospitals, and other similar institutions that procure goods and services for their operational
needs. Key stakeholders in these markets often include the following:

Institutional Buyers: These are professionals appointed by the institution whose
responsibility is to purchase the required goods or services. They usually have a deep
understanding of the institution's needs and are accountable for making purchase
decisions that provide the best value.

End Users: These are individuals or groups within the institution who will directly use
the purchased goods or services. Their needs and preferences significantly influence
the purchasing decision.

Decision-Makers: These may include the institution's board of directors, trustees, or
senior management. They generally define the strategic direction and major
procurement policies of the institution.

Regulators: Depending on the institution's nature, regulators may play a role. For
example, in a hospital, healthcare regulators may influence the types of equipment or

services that can be procured.

Key Stakeholders in Government Markets
Government markets consist of local, state, and federal government entities that acquire
goods and services for various public services and infrastructure. Stakeholders in government
markets may include:
Government Procurement Officers: These are government employees responsible for
purchasing goods and services. They must abide by stringent regulations and often

follow a formal, transparent bidding process.
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Policy Makers: These are elected officials or appointed leaders who establish the policies
that guide government procurement.

Taxpayers: As funders of government expenditures, taxpayers indirectly influence
government procurement decisions. Public sentiment and pressure can affect the types
of goods and services procured.

Regulatory Bodies: Regulatory agencies can significantly impact the government market

through legislation, regulations, and standards that guide procurement practices.

Role of Intermediaries in Institutional and Government Markets
Intermediaries play a vital role in both institutional and government markets by facilitating
transactions between buyers and sellers. These may include:

Distributors and Wholesalers: These entities buy products in bulk from manufacturers
and sell them to institutional or government markets. They can provide logistics,
storage, and transportation services that streamline the supply chain.

Brokers and Agents: These professionals represent either the buyer or the seller and help
negotiate contracts and transactions. In some cases, they might specialise in serving
specific institutional or government sectors.

Consultants: Consultants provide expert advice to both buyers and sellers in these
markets. They can assist with procurement strategies, regulatory compliance, and
other specialised areas.

Understanding the roles and relationships between these participants can significantly
enhance your marketing strategies and operations in institutional and government markets. It
allows businesses to tailor their approaches to meet the needs and expectations of different
stakeholders, thus increasing their chances of success in these complex but potentially

lucrative markets.

6.3 Differences between Institutional, Government, and Consumer Markets

Purchase Process and Decision-Making

In the institutional market, the purchase process is often complex and involves multiple
decision-makers. Decision-making usually follows a structured and formalised process,
which may include formal proposals, bids, and reviews. Institutional buyers may use a Value
Analysis team, which reviews purchase decisions to ensure they align with the organisation's

objectives and provide the greatest value.
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Government markets, too, have a complex purchasing process, usually governed by strict
rules and procedures to ensure transparency and fairness. The decision-making process often
involves multiple stakeholders, including various government departments and officials.
Government purchases are typically made through a tendering process, which involves
inviting suppliers to bid on supplying goods or services.

Consumer markets, on the other hand, involve more straightforward decision-making
processes. Consumers often make purchases based on personal preference, price, quality, and
convenience. The decision-making process is usually shorter and involves fewer people

compared to institutional or government markets.

Procurement Policies and Regulations

Institutional markets usually have well-defined procurement policies that dictate the
purchasing process. These policies often require a competitive bidding process and adherence
to certain standards, such as sustainability or supplier diversity. Additionally, institutions may
have specific regulations that suppliers must comply with, such as industry certifications or
ethical sourcing practices.

Government markets are highly regulated. Government procurement policies are designed to
ensure fairness, transparency, and the best use of public funds. Procurement often involves a
complex tendering process with strict eligibility criteria. Suppliers must adhere to various
laws and regulations, including those related to labour practices, environmental impact, and
anti-corruption.

Consumer markets are also regulated, but to a lesser extent. Regulations in consumer markets
primarily focus on protecting consumers, such as laws related to product safety, truth in
advertising, and fair pricing. Consumers generally do not have procurement policies, and

purchases are made based on individual needs and preferences.

Market Size and Buying Power

The institutional market can be quite large, depending on the industry. Institutions such as
universities, hospitals, and corporations often make large-scale purchases, giving them
significant buying power. This buying power can impact supplier relations and pricing
negotiations.

Government markets are often the largest of all, due to the scale of government spending.
Government entities have significant buying power and can influence market dynamics,

including pricing and supply chain practices. However, the size and buying power can vary
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significantly depending on the level of government (local, state, national) and the specific
department or agency.

Consumer markets are vast and highly diverse, consisting of individual consumers making
purchases for personal use. While individual consumers typically have less buying power
than institutional or government buyers, the sheer number of consumers and the total volume
of purchases make the consumer market a powerful force. The diversity within the consumer
market also results in a wide range of needs and preferences, leading to a high degree of

market segmentation.

6.4 Factors Influencing Buyer Behaviour in Institutional and Government Markets
Economic Factors

Economic factors play a significant role in shaping buyer behaviour in institutional and
government markets. These factors can include the overall state of the economy, budget
constraints, fiscal policies, inflation rates, exchange rates, and economic forecasts.

For instance, during periods of economic recession, government and institutional buying
might become more conservative due to budget cuts. Conversely, during periods of economic
growth, these entities may be more likely to invest in new projects or initiatives.
Additionally, the economic stability of a country can also influence purchasing decisions.
Countries with stable economies are often seen as safer bets for long-term contracts and
agreements.

Political Factors

Political factors encompass a broad range of influences including political stability,
government policies, intergovernmental agreements, and shifts in power.

Political stability can influence buyer behaviour as organisations tend to prefer doing
business in a stable political environment where policies and regulations are predictable.
Changes in government can lead to changes in policy, which can have a direct impact on
procurement processes, contracts, and strategic priorities. Political factors may also
encompass international relations and trade agreements, which can impact the availability and
cost of certain goods or services.

Social Factors

Social factors refer to the cultural and societal influences on buying behaviour. In
institutional and government markets, these factors might include public opinion, social

responsibility, ethical considerations, and societal trends.
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Public opinion can exert considerable influence on government buying decisions, especially
when taxpayer money is involved. Governments may also be more inclined to purchase from
suppliers that align with societal values and expectations, such as companies that demonstrate
environmental responsibility or ethical labour practices.

Technological Factors

Technological factors involve the impact of technological change and digital transformation
on buying behaviour. Institutions and governments are increasingly leveraging technology to
streamline their procurement processes, evaluate suppliers, and manage contracts.
Technological advancements can also drive demand for new products and services. For
example, the rise of cloud computing has led to increased demand for cloud services in
government and institutional markets. On the other hand, technological obsolescence can lead
to the discontinuation of certain products or services.

Legal Factors

Legal factors encompass the impact of laws, regulations, and legal precedents on buying
behaviour. In institutional and government markets, procurement processes are often heavily
regulated to ensure fairness, transparency, and accountability.

Legal factors can influence everything from the selection of suppliers to the terms of
contracts. For instance, there may be laws that require governments to purchase from small
businesses or minority-owned businesses. Additionally, legal factors such as changes in trade
laws, data protection regulations, or environmental regulations can directly impact purchasing

decisions.

6.5 Marketing Strategies for Institutional and Government Markets

Institutional and government markets present unique challenges and opportunities for
marketers. Given their scale, rules and regulations, and public scrutiny, these markets require
specialised marketing strategies.

Understanding the Market Environment

Firstly, a comprehensive understanding of the market environment is essential. This
comprises both the macro and microenvironments that influence institutional and government
markets. Macro Environment factors include the political, economic, social, technological,
environmental, and legal contexts (also known as PESTEL analysis). For instance, political
stability, regulatory changes, and technological advancements may significantly affect these

markets.
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Microenvironment factors include customers, competitors, suppliers, and other stakeholders
directly involved in the industry. In institutional and government markets, customers are
often not the end users but the bureaucratic entities. Understanding their needs, buying
processes, and decision-making structures is crucial.

Furthermore, the public nature of these markets means transparency and accountability are
paramount. Hence, firms must be aware of public opinion, media scrutiny, and ethical
considerations.

Developing a Value Proposition

Secondly, the development of a compelling value proposition is critical. A value proposition
communicates the unique benefits that a company's product or service offers, directly
addressing the needs and wants of the customers.

In institutional and government markets, the value proposition often goes beyond the product
or service's functional aspects. For example, firms may emphasise cost-effectiveness,
compliance with regulations, or socio-economic benefits like job creation or environmental
sustainability.

An effective value proposition in these markets often includes evidence-based arguments,
clearly demonstrating the benefits through case studies, testimonials, or scientific data. This
is crucial to overcome scepticism and build credibility among stakeholders.

Building Relationships and Trust

Lastly, building relationships and trust is key in institutional and government markets. These
markets are often characterised by long-term contracts and repeat purchases, making
relationship marketing an effective strategy.

Building trust can be achieved through consistent delivery of promises, open communication,
and ethical behaviour. Trust is particularly important due to the public scrutiny these markets
face and the high stakes involved in terms of public funds or essential services.

Moreover, relationship building should extend beyond the immediate customers to include
other stakeholders like regulatory bodies, suppliers, and the public. Engaging with these
stakeholders can improve a firm's reputation, facilitate smoother operations, and open up new

opportunities.

6.6 Summary:
«» Institutional and Government Markets: These are distinct from consumer markets

and involve large-scale procurement processes by organisations and government
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entities. Understanding these markets is vital due to their substantial size and
unique buying processes.

« Participants in These Markets: The key participants in institutional and
government markets include various stakeholders like suppliers, intermediaries,
end-users, and regulatory bodies. Their roles and influences vary significantly,
impacting the market dynamics.

+«» Differences from Consumer Markets: Institutional and government markets differ
considerably from consumer markets in aspects like the purchase process, market
size, buying power, and procurement regulations, requiring distinct marketing
strategies.

% Factors Influencing Buyer Behaviour: Numerous factors, including economic,
political, social, technological, and legal elements, can influence buyer behaviour
in these markets. Being aware of these factors helps in designing effective
marketing strategies.

¢+ Procurement Processes: The procurement processes in these markets are often
complex and regulated, involving steps like bid solicitation, evaluation, and
contract management. Ethical considerations also play a crucial role.

% Marketing Strategies: Successful marketing strategies for institutional and
government markets involve understanding the market environment, developing a

compelling value proposition, and building strong, trustworthy relationships.

6.7 Keywords:

Institutional Markets: These are markets where non-profit organisations, such as
schools, churches, and hospitals, make bulk purchases. They typically have different
buying requirements compared to commercial entities or individual consumers.

Government Markets: This term refers to the sector of the market consisting of local,
state, and federal government agencies. These entities often have specific
procurement processes and regulations that suppliers must adhere to.

Key Stakeholders: In the context of institutional and government markets, key
stakeholders can include decision-makers within the buying organisation, end-users of
the product or service, and intermediaries such as procurement officers.

Intermediaries: These are individuals or organisations that facilitate transactions
between buyers and sellers. In institutional and government markets, intermediaries

often include procurement officers or departments.
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Procurement Policies: These are the rules and regulations that govern how an

organisation — especially a government or institutional entity — purchases goods and

services.

Economic Factors: Refers to the impact of broader economic conditions on buyer

behaviour. This can include factors such as budget constraints, economic growth or

recession, and inflation.

Political Factors: Political factors can heavily influence buyer behaviour. These can

include changes in administration, policy shifts, or legislative changes.

Social Factors: Societal trends or norms that influence buyer behaviour, such as

increasing emphasis on sustainability or shifts in public opinion.

6.8 Self-Assessment Questions:

1.

How do economic factors influence buyer behaviour in institutional and government
markets? Give an example to support your answer.

What are the key differences in the procurement processes between institutional and
government markets? Explain the impact of these differences on marketing strategies.
Which stakeholders play the most significant roles in influencing purchasing
decisions within institutional and government markets? Elaborate on their roles and
influence.

What strategies can be effective in building trust and long-term relationships in
institutional and government markets? Give an example of a successful strategy
implemented by a company.

How can technological advancements impact buyer behaviour in institutional and

government markets? Discuss a potential future trend and its implications.

6.9 Case study:

Digital Transformation in Government Procurement - The Case of Singapore

In the mid-2010s, the government of Singapore embarked on an ambitious digital

transformation journey to streamline its procurement process. The initiative, known as GeBIZ

(Government Electronic Business Centre), was a comprehensive one-stop e-procurement

portal aimed at increasing efficiency, transparency, and participation in government

procurement opportunities.
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GeBIZ facilitated the publishing of all government tenders, quotations, and awarded contract
information. This transparency promoted fair competition and allowed vendors to view and
participate in all government opportunities. The system also ensured that all government
purchases were subjected to a standardised procurement process.

One notable success of GeBIZ was in reducing the procurement cycle time significantly.
Vendors could now submit bids electronically, eliminating the need for physical submission
and allowing for quicker evaluation and contract award. It also enhanced the ability of
smaller companies to participate in government tenders, fostering an inclusive and
competitive business environment.

However, the implementation of GeBlZ was not without challenges. While larger companies
with established IT infrastructure could adapt to the digital process relatively easily, smaller
vendors found it difficult due to a lack of resources and digital literacy. The government had
to invest heavily in digital training and support programs to ensure a smooth transition and
widespread adoption of the platform.

Today, GeBIZ is a critical component of Singapore's government procurement process and
serves as a model for other nations undertaking digital transformation in their procurement

processes.

Questions:
1. What were the key factors contributing to the success of the GeBIZ initiative in
Singapore?
2. What strategies could be employed to mitigate the challenges faced by smaller
vendors during the transition to a digital procurement system?
3. How could GeBIZ continue to evolve and adapt to future trends in procurement and

digital technology?

6.10 References:
e Marketing to Government: How to Sell in the Government Market by Richard White.
e Influencer: The New Science of Leading Change by Joseph Grenny, Kerry Patterson,
David Maxfield, Ron McMillan, and Al Switzler.
e The Procurement and Supply Manager's Desk Reference by Fred Sollish and John

Semanik
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UNIT: 7

Market Segmentation

Learning Objectives:
e Define market segmentation and its importance.
e Understand the segmentation process.
e Differentiate between segmentation types.
e Apply effective segmentation criteria and techniques.
e Evaluate segments by size, profitability, and competitive dynamics.
e Apply segment selection strategies.
e Develop a customised marketing mix.
e Understand ethical considerations and limitations in segmentation.

e Analyse case studies in segmentation.

Structure:
7.1 Overview of Market Segmentation
7.2 The Market Segmentation Process
7.3 Types of Market Segmentation
7.4 ldentifying Potential Market Segments
7.5 Evaluation of Market Segments
7.6 Selecting and Targeting Market Segments
7.7 Summary
7.8 Keywords
7.9 Self-Assessment Questions
7.10 Case Study

7.11 References

7.1 Overview of Market Segmentation
Market segmentation is a foundational principle in marketing that entails breaking a wide
market into smaller groups of consumers or enterprises who have similar features,

preferences, or behaviours.
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These subgroups, or segments, are often defined by specific attributes like demographic,

psychographic, geographic, or behavioural factors.

The importance of market segmentation cannot be overstated. It enables companies to

understand their customers in-depth, creating a sharper focus on customer needs and

facilitating a more targeted marketing approach.

By identifying and understanding different customer segments, companies can design

products or services that meet the specific needs of these segments, making marketing efforts

more effective and efficient. Furthermore, market segmentation can help in identifying new

market opportunities and designing competitive strategies.

Objectives of Market Segmentation

The objectives of market segmentation align with the broader goals of marketing and

business strategy. These include:

1.

Identifying Target Customers: By segmenting the market, companies can identify
the most profitable segments or those that align best with their products or services.
Understanding Customer Needs: Segmentation allows companies to understand the
specific needs, behaviours, and preferences of each segment, leading to more effective
product development and marketing strategies.

Increasing Market Share: By identifying untapped or underserved market segments,
companies can focus their resources to capture these new opportunities.

Improving Marketing Efficiency: Targeted marketing to specific segments allows
for a more efficient allocation of marketing resources, potentially improving return on
investment.

Customer Retention: By understanding and addressing the unique needs of different

segments, companies can foster customer loyalty and increase retention rates.

Basis for Market Segmentation

Market segmentation is based on several key factors that influence consumer behaviour.

These factors are often grouped into four main categories:

1.

Demographic Segmentation: Market segmentation is categorising the market
according to demographic variables such as age, gender, income, education,
occupation, family size, and lifecycle stage. Demographic segmentation is one of the
most commonly used because demographic information is readily available and often

correlates with consumer behaviour.
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2.

Geographic Segmentation: Segmenting the market based on geographic variables
like region, country, state, city or neighbourhood is known as Geographic
Segmentation. Geographic segmentation allows companies to cater their offerings to
the local culture, climate, or economic conditions.

Psychographic Segmentation: Segmenting the market based on personality traits,
lifestyle, attitudes, interests or values. Psychographic segmentation goes beyond basic
demographics to understand the psychological factors influencing consumer
behaviour.

Behavioural Segmentation: This divides the market based on behavior, attitudes,
knowledge, uses or responses to a product. This also includes factors like usage rate,

brand loyalty, benefits sought or readiness to purchase.

7.2 The Market Segmentation Process

Understanding the market forms the cornerstone of the market segmentation process. At this

initial stage, a business seeks to grasp the full landscape of the market in which it operates.

Market Overview: First, one must conduct a market overview. This includes
understanding the size, growth, trends, and key players within the market.

Customer Needs: Secondly, understanding customer needs and wants is crucial.
What problems are customers facing? What solutions are they looking for? Different
groups of customers may have differing needs, so it is important to grasp this
variance.

Competitive Analysis: Lastly, an understanding of the competitive landscape is vital.
This entails understanding what other companies are doing, what their value

proposition is, and how they differentiate themselves in the market.

Profiling and Analysing Segments

After identifying potential market segments, the next stage involves profiling and analysing

these segments.

Segment Profiles: Create profiles for each identified segment. This includes a
detailed description of the segment characteristics, their needs, and their behaviour.

Segment Attractiveness: Evaluate each segment's attractiveness. This can involve
considering factors like the growth potential of the market, its size, profitability, and

how well it aligns with the company's objectives and resources.
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e Segment Positioning: Determine how your product or service can be positioned in
each segment. This involves considering what unique value proposition your product

or service offers compared to the competition.

Selecting Target Markets
The final stage in the market segmentation process involves selecting the target markets.
These are the segments that the company will actively target with its marketing efforts.
e Segment Selection: Based on the attractiveness and alignment with company
objectives, select the segments to target.
e Marketing Mix Development: Develop a tailored marketing mix (product, price,
place, promotion) for each target segment.
e Performance Tracking: Lastly, set up systems to track the performance of your
marketing efforts in the target segments. This involves monitoring key metrics like

sales, market share, and customer satisfaction.

7.3 Types of Market Segmentation
Demographic Segmentation
Demographic segmentation includes variables such as age, gender, income, education,
occupation, religion, race, and family size. The rationale behind demographic segmentation is
simple: consumer needs and wants change as they pass through different life stages, and
understanding these changes can guide marketing efforts.
e Age and Life-Cycle Stage: Marketing programs should be tailored to the life-cycle
stage of the consumer.
e Gender: Many products are gender-specific, such as cosmetics for women and
shaving products for men. Thus, gender is an essential segmentation variable.
e Income: Income influences buying behaviour and decisions. Products and services

such as luxury goods are often marketed to high-income segments.

Psychographic Segmentation

Psychographic segmentation delves deeper into the consumer's psyche and considers
variables such as lifestyle, personality, attitudes, and social class. It's based on the idea that
the more you know about a person's inner life, the better you can understand what products or

services they might be interested in.
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o Lifestyle: This relates to how people spend their time and what activities they engage
in. For instance, active individuals might be attracted to sports equipment or health
foods, while more sedentary people might prefer entertainment-related products.

e Personality and Attitudes: Consumers are often attracted to products that align with
their personality. For example, an introverted, intellectual consumer may prefer a
quiet, fuel-efficient car to a large, loud SUV.

e Social Class: Socioeconomic status exerts a substantial influence on individuals'
tastes in automobiles, apparel, household decor, recreational pursuits, literary choices,

and shopping destinations.

Geographic Segmentation

In Geographic Segmentation, we divide the market based on geography. Geographic
segmentation variables can include region, climate, population density, and population
growth rate.

e Region: Companies often adapt their marketing mix for different regions, such as
offering different products or using different advertising media. For example, a
clothing company may offer heavier outerwear in colder climates.

e City or Metro Size: Many companies segment their markets by city size and develop
different marketing plans for each of the country's major metropolitan areas.

e Climate and Terrain: Climate and terrain affect consumers' needs and the goods
they buy. For example, consumers in a rainy area might buy more raincoats and

umbrellas than those in a dry area.

Behavioural Segmentation
Behavioural segmentation is based on user behaviours, including knowledge of, attitude
towards, usage rate, and response to a product. The idea behind behavioural segmentation is
that it's not just who the consumer is that matters (which can be answered by other
segmentation types), but what they do.

e Purchase Occasion: People buy different products on different occasions.

Segmenting markets into occasion segments helps firms build up product usage.
e Benefits Sought: People often buy the same product for different reasons. Benefit

segmentation can help marketers fine-tune their offerings or messaging.
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e Usage Rate and Loyalty Status: Usage rate segmentation divides the market by
usage rate. Similarly, loyalty segmentation divides buyers into groups according to

their degree of loyalty.

7.4 ldentifying Potential Market Segments

Criteria for Effective Segmentation

Market segmentation is an essential instrument in the process of strategic marketing strategy.
It enables organisations to focus on individual consumer segments with distinct demands and
desires. However, for segmentation to be effective, certain criteria must be fulfilled. They
include:

Measurability: The size, purchasing power, and profile of the segment must be
quantifiable. This involves assessing demographic, behavioural, and psychographic
characteristics.

Accessibility: The market segments should be effectively reachable and serviceable
through various marketing channels, such as direct marketing or advertising.

Substantiality: The market segments should be large and profitable enough to serve. A
segment should represent a significant portion of the total market to justify tailored
marketing efforts.

Differentiability: Segments should be clearly distinguishable from each other and
respond differently to different marketing strategies.

Actionability: Effective segments must be practical, meaning that the firm should have
the resources and capabilities to deliver suitable products or services to the targeted

segment.

Market Research Techniques for Segmentation
Market research is critical for effective market segmentation, as it provides the data needed to
identify and understand different customer groups. Some common techniques used for
segmentation include:
Surveys: Surveys can provide quantitative data on customer behaviours, preferences, and
attitudes.
Focus Groups: Focus groups provide qualitative data and deep insights into consumer

behaviours and motivations.
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Observational Research: Studying consumer behaviour in natural settings provides
insights into genuine behaviour and usage patterns.

Secondary Data Analysis: Reviewing existing market data, including demographic,
industry, and sales data, can provide insights for segmentation.

Segmenting Business Markets
Segmenting business markets involves similar doctrines as consumer markets, but with a
greater focus on professional characteristics. Common methods include:
Industry Segmentation: Businesses can be segmented according to their industry
category.
Company Size: Small, medium, and large businesses may have different needs and
purchasing behaviours.
Geographic Segmentation: Businesses in different geographic regions might require
different product specifications or services.
Behavioural Segmentation: This includes segmenting businesses based on their
purchase history, usage of products, or loyalty to suppliers.
Value-based Segmentation: Businesses may also be segmented based on how much they

value different product attributes, such as quality, service, or price.

7.5 Evaluation of Market Segments
Market segmentation is integral to a well-devised marketing strategy. Before committing
resources, it's important to assess the size of each market segment.

Scope: Determine the potential reach of your product or service within a given segment.
The scope can be assessed in terms of geographical boundaries, demographics, or
psychographics.

Market Share: It's not enough to identify the total size of a segment; you also need to
determine the realistic market share you can achieve. This often involves assessing
your competition and your unique value proposition.

Saturation: Assess how saturated the segment is. If there are numerous players already
providing similar products or services, breaking into the segment may prove difficult,

regardless of its size.
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Assessing Segment Profitability
Profitability is the key to any business venture. A segment could be vast, but if it's not
profitable, it may not be worthwhile.

Price Sensitivity: Determine how sensitive your target segment is to pricing changes.
High sensitivity could reduce profitability.

Costs: Calculate the costs associated with reaching and serving this segment. This
includes production, distribution, marketing, and any additional costs unique to the
segment.

Lifetime Value: Evaluate the lifetime value of a customer within the segment. A high

lifetime value increases the profitability of the segment.

Analysing Segment Competitive Dynamics
Understanding the competitive dynamics within a segment is crucial to a successful strategy.

e Direct Competitors: Identify businesses offering similar products or services. Analyse
their strengths and weaknesses to position your offering more effectively.

e Indirect Competitors: Also identify businesses that could satisfy the same customer
needs with different products or services. These indirect competitors can impact your
market share.

e Barriers to Entry: Recognize any barriers to entering the segment. These could be

legal, technological, or driven by customer loyalty to existing brands.

Understanding Segment Growth Potential
Assessing the growth potential of a segment can help you prioritise your marketing efforts.
e Trends: Examine societal, technological, and market trends that could impact the
growth of your segment.
e Demographics: Demographic changes, such as an increasing population within your
target segment, can signal growth potential.
e Innovation Opportunities: Identify opportunities to innovate within the segment.
This could be through new technologies, altered customer behaviours, or untapped

needs.
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7.6 Selecting and Targeting Market Segments

Factors Influencing Segment Attractiveness

Identifiability: The segment must be clearly identifiable and measurable. This
involves assessing demographic, psychographic, geographic, and behavioural
attributes.

Size and Profitability: The segment must be large enough to justify the costs
associated with tailored marketing strategies. Moreover, the segment must hold the
potential for profit. Thus, the purchasing power of the segment is vital.

Accessibility: The segment should be reachable through various distribution channels
and marketing communication means.

Stability: The market segment should be stable over time, not just a transient group.
Companies should be able to forecast its behaviours and needs for the foreseeable
future.

Compatibility: The segment must align with the company’s overall objectives,

resources, and capabilities.

Strategies for Target Market Selection

Choosing a target market involves a few critical strategies:

Undifferentiated (Mass) Marketing: This strategy targets the market as a whole,
assuming all individuals in the market have similar needs and wants.

Differentiated (Segmented) Marketing:This strategy focuses on multiple market
segments and creates distinct offers for each area.

Concentrated (Niche) Marketing: This strategy targets one or a few small, lucrative
market segments.

Micromarketing (Local or Individual Marketing):This strategy customises
products and marketing programmes to cater to the preferences of certain individuals

and areas.

Customised Marketing Mix for Selected Segments

The marketing mix is a blend of marketing variables that marketers manipulate to satisfy

target customers. For each targeted segment, the marketing mix can be customised:
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Product: Offer features that meet the needs of the target market. Packaging,
branding, and added services should be designed to appeal to the selected segment.
Price:Develop a price plan that corresponds to the perceived value of the product as
recognised by the target market. This can vary based on the purchasing power of the
segment.

Place: Choose distribution channels that ensure the product is conveniently accessible
to the target market.

Promotion: Customise communication strategies to resonate with the target market's

values and preferences. This includes choice of advertising media, message, and tone.

Ethical Considerations

In targeting and segmenting markets, ethical considerations should not be overlooked:

Invasion of Privacy: Misuse of data or intrusive marketing techniques can infringe
upon consumer privacy. It's essential to maintain transparency and ethical use of
customer data.

Unfair Discrimination: It's crucial to avoid practices that could lead to negative
discrimination or exclusion of certain groups.

Manipulative Practices: Marketing practices should be clear, honest, and fair.
Misleading or high-pressure tactics that exploit consumers' vulnerabilities are not
ethically acceptable.

Sustainability: Consider the social and environmental impact of your products and
marketing strategies. Companies should strive to reduce their negative environmental
footprint and contribute positively to society.

7.7 Summary:

%+ Segmentation Process involves understanding the market, identifying potential
segments, profiling and analysing these segments, and then selecting the most
promising ones to target.

«» Market can be segmented based on demographics, psychographics, geographics,
and behavioural aspects. Each type provides unique insights and appeals to

specific marketing strategies.

99



s By using effective criteria and market research techniques, businesses can
identify both consumer and business market segments with potential value.

« It's crucial to assess segment size, profitability, competitive dynamics, and
growth potential to ensure the selected segments can bring expected returns.

<+ After evaluation, businesses need to select the most attractive segments based on
various factors. Then, they create a customised marketing mix for these segments,

keeping in mind ethical considerations.

7.8 Keywords:

Market Segmentation:Market segmentation is the act of breaking a large market into
smaller, more manageable groups of customers that share similar wants, attributes,
or behaviours. The goal is to devise and execute customised marketing strategies
that specifically target these distinct groups.

Target Market: This is the specific group of people or businesses that a company aims
to reach with its products or services. The target market is identified through careful
analysis of market segments.

Demographic Segmentation: This segmentation strategy categorises the market
according to demographic variables such as age, gender, income, education,
occupation, and other related aspects. It is one of the most commonly used methods
due to the relative ease of acquiring such data.

Psychographic Segmentation: This approach to segmentation categorises customers
based on their lifestyles, attitudes, interests, and opinions. It offers a deeper
understanding of consumer motives and preferences.

Geographic Segmentation: This involves segmenting customers based on their
geographical locations, such as country, state, city, or neighbourhood. It's
particularly useful for businesses whose products or services vary by location.

Behavioural Segmentation: This method groups consumers based on their knowledge
of, attitude towards, usage rate or responses to a product. This includes factors such
as brand loyalty, usage rate, benefits sought, and readiness to purchase.

Segment Profitability: This refers to the net profit that a company makes from a
particular market segment, after deducting all costs associated with serving that
segment. It's an essential factor in evaluating the attractiveness of different market

segments.
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7.9 Self-Assessment Questions:

e How would you design a market segmentation strategy for a company entering a
new, unfamiliar market? Include steps in the process, factors to consider, and
potential challenges.

e What factors should you evaluate when assessing the attractiveness and viability of
a market segment? Explain with the help of real-world examples.

e Which market segmentation type (demographic, psychographic, geographic,
behavioural) would be most suitable for an eco-friendly startup offering solar-
powered home solutions?

e How can businesses ensure their market segmentation strategies remain effective
and relevant in dynamically evolving markets, especially with rapid digital
transformations?

e What ethical considerations should a business keep in mind when segmenting its
markets? Give examples of potential ethical pitfalls and suggest ways to avoid

them.

7.10 Case study:

Spotify's Data-Driven Market Segmentation

Spotify, the Swedish audio streaming and media services provider, has significantly disrupted
the music industry since its launch in 2008. One of the critical factors behind Spotify's
success is its unique, data-driven market segmentation approach.

Spotify capitalises on its vast user data to create detailed customer profiles and hyper-targeted
segments. Each user's behaviour, preferences, and habits, including the type of music they
listen to, the time they listen, and how often they skip songs, contribute to this data pool.

The company uses this information to create specialised playlists, like Discover Weekly and
Daily Mix, personalised to each user's taste. These playlists have been hugely successful,
driving user engagement and loyalty.

Beyond music recommendations, Spotify leverages this segmentation for advertising. For
instance, in 2016, Spotify conducted a global outdoor ad campaign using data insights. The
campaign, dubbed Thanks 2016, It's Been Weird, showcased humorous, anonymized user
data, like ‘Dear person who played 'Sorry' 42 times on Valentine's Day, what did you
do?’ This campaign resonated well with audiences, combining humour and relatability, and

won the Outdoor Grand Prix at Cannes Lions.
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Furthermore, the granularity of Spotify's segmentation provides advertisers with highly
tailored audience groups, improving ad targeting precision and effectiveness.

Spotify's success story provides a clear demonstration of how data-driven market
segmentation can result in more personalised user experiences and higher marketing

campaign efficacy.

Questions:
1. How has Spotify's data-driven market segmentation strategy contributed to its
competitive advantage in the music streaming industry?
2. Discuss the ethical implications of Spotify's extensive data collection and usage. How
can they ensure user privacy while maintaining their marketing effectiveness?
3. How can other industries or companies adapt and apply Spotify's data-driven market

segmentation approach?

7.11 References:
e Marketing Management by Philip Kotler and Kevin Lane Keller
e Principles of Marketing by Philip Kotler and Gary Armstrong
e Strategic Marketing Management by Alexander Chernev
e Segmentation, Revenue Management and Pricing Analytics by Tudor Bodea and

Mark Ferguson.
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UNIT: 8
Targeting

Learning Objectives:
e Define and appreciate market targeting.
e Understand market segmentation and its bases.
o |dentify effective segmentation criteria.
e Know the process of target market selection.
e Differentiate among targeting strategies.
e Understand market positioning.
e Learn various positioning strategies.
e Recognize the role of consumer behaviour in targeting.

e Understand the significance of personalization.

Structure:
8.1 Introduction to Market Targeting
8.2 Understanding Market Segmentation
8.3 Target Market Selection Process
8.4 Positioning for the Target Market
8.5 Consumer Behaviour and Market Targeting
8.6 Customization and Personalization in Market Targeting
8.7 Summary
8.8 Keywords
8.9 Self-Assessment Questions
8.10 Case Study

8.11 References

8.1 Introduction to Market Targeting

Market targeting, or target marketing, is a pivotal process in marketing strategy that involves
identifying specific subsets of the overall market that a business can effectively reach and
cater to. These subsets, or market segments, are composed of consumers who share similar

traits, needs, and wants.
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Targeting isn't about generalising everyone into one group, but rather, it's about classifying
and understanding different customer bases. It plays an indispensable role in the strategic
planning process, enabling businesses to deliver their products or services efficiently and
effectively to a distinct and defined set of customers.

Market targeting can be defined as:
e A strategic process of identifying, evaluating, and selecting the most valuable market
segments to enter and serve with a particular product or service.
e It involves understanding who your potential customers are, their preferences, buying
behaviour, and how effectively your product or service could meet their needs

compared to your competitors.

Importance of Market Targeting
The importance of market targeting cannot be understated and can be outlined as follows:

e Customer Satisfaction: Market targeting allows companies to understand and
respond more effectively to specific needs and wants of customers within various
segments, thereby enhancing customer satisfaction.

e Competitive Advantage: By focusing on distinct segments, businesses can
distinguish themselves from competitors. This differentiation can lead to a
competitive advantage.

e Effective Use of Resources: Targeting enables businesses to focus their resources on
markets they can best serve, thus ensuring a more efficient allocation of marketing
efforts and resources.

e Market Expansion: By understanding the nuances of different market segments,

businesses can spot new opportunities and potential areas for expansion.

The Role of Market Targeting in Marketing Strategy
Market targeting plays an instrumental role in the formulation of marketing strategies. It
aligns the marketing mix (Product, Price, Place, Promotion) to the chosen market segments.

Here's how:
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e Product Strategy: By understanding specific needs and wants of a targeted segment,
companies can design or tailor their products or services to suit these needs, creating a
superior customer value proposition.

e Pricing Strategy: Pricing can be optimised based on the financial capabilities and
willingness to pay of the targeted segment.

e Place Strategy: Targeting aids in identifying the most suitable channels (online or
offline) for distributing the products or services to the chosen segment.

e Promotion Strategy: Knowing the characteristics and preferences of the targeted
segment helps in selecting the most effective communication channels and crafting

compelling promotional messages.

8.2 Understanding Market Segmentation

Market segmentation is a fundamental concept in marketing management that revolves
around the subdivision of a market into identifiable segments having similar needs, wants, or
demand characteristics.

The idea behind it is to tailor marketing strategies to meet the needs of one or more specific
segments. It is a customer-oriented philosophy that suggests that the heterogeneity of the
market leads to the opportunity for designing specific marketing mixes to match these
heterogeneous segments.

There are four primary types of market segmentation:

Demographic Segmentation: This is one of the most popular and traditionally used
methods of market segmentation, which uses variables such as age, gender, income,
education, occupation, religion, social class, and family size to segment the market.
These factors are often closely linked with consumer needs and wants, thus enabling
marketers to design effective marketing strategies.

Geographic Segmentation: Geographic segmentation involves dividing the market
based on location. This could mean segmenting markets by neighbourhood, area code,
size of city, county, state, region, country, or international region. Geographic
segmentation allows companies to localise their marketing efforts for a specific
locale, which often results in increased relevance and effectiveness.

Psychographic Segmentation: This involves dividing your market into segments based
upon different personality traits, values, attitudes, interests, and lifestyles of

consumers. Psychographic segmentation can complement demographic or geographic
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segmentation by giving marketers a deeper understanding of consumer's intrinsic
traits.

Behavioural Segmentation: This type of segmentation divides a market into groups
based on consumers' knowledge of, attitude towards, use of, or response to a product.
Many marketers believe that behavioural variables are superior indicators of

consumer responses to marketing strategies.

Criteria for Effective Segmentation
For market segmentation to be effective, there are certain criteria that the segments must
meet:

Measurability: The individual elements within the segment must be identifiable and
quantifiable. This is important to ensure that the size, purchasing power, and
characteristics of the market segment can be measured.

Accessibility: The market segment must be reachable through existing promotional and
distribution channels. If a segment is not accessible, any marketing efforts directed at
that group will be wasted.

Substantiality: The market segment must be large or profitable enough to serve. A
segment should be the largest possible homogeneous group worth pursuing with a
tailored marketing program.

Differentiability: The segments are distinct and respond differently to different
marketing mix elements and programs. If two or more segments respond similarly,
they should be combined.

Action ability: Effective market segments should lead to the development of possible
marketing programs and actions. That is, it should be possible to design a marketing

mix to attract and serve the segment.

8.3 Target Market Selection Process

The target market selection process is an essential part of developing a marketing strategy.
The process involves identifying potential customers, studying their behaviours and needs,
and deciding which of these customer groups the business will serve. There are typically
three main stages in the target market selection process: evaluating market segments,

selecting the target market, and determining the market targeting strategy.
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Evaluating Market Segments

The first stage in the target market selection process is evaluating potential market segments.
This process involves dividing the overall market into distinct subsets of customers with
common needs, characteristics, or behaviours. These segments can be defined based on a
range of variables, including demographic, geographic, psychographic, and behavioural

factors.

Key steps in evaluating market segments include:

e ldentifying Potential Market Segments: Identify potential market segments based
on common needs, preferences, and other factors that might influence consumer
behaviour.

e Analysing the Market Segments: Analyse each segment in terms of its size, growth
potential, profitability, and the company's resources and capabilities to serve it.

e Assessing the Competitive Landscape: Consider the current and potential

competition in each segment.

Selecting the Target Market

Once the market segments have been evaluated, the next step is selecting the target market.
This involves deciding which of the identified segments the company will focus on. The
selected target market should ideally have a significant potential for growth and profitability,
be compatible with the company's overall objectives and resources, and be relatively less

served by competitors.

Key considerations in selecting the target market include:
e Market Attractiveness: The size, growth potential, and profitability of the market.
e Company Objectives and Resources: The compatibility of the market with the
company's objectives, resources, and capabilities.
e Competitive Environment: The level of competition and the company's potential to

create a competitive advantage in the market.
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Market Targeting Strategies

After selecting the target market, the next step is to decide on the market targeting strategy.
This involves choosing the approach the company will take to serve its target market. There
are four main types of market targeting strategies:

e Undifferentiated Marketing: This strategy treats the entire market as a whole,
delivering the same marketing mix to everyone. This strategy is usually effective
when the needs of customers in a market are similar.

e Differentiated Marketing: This strategy involves targeting two or more segments
with a distinct marketing mix for each. This approach can help a company to cater to
different customer needs and preferences but may require more resources and can
increase the risk.

e Concentrated Marketing: This strategy focuses on a single market segment. It
allows a company to understand the needs, preferences, and behaviours of its
customers in depth and can be effective for companies with limited resources.

e Micro Marketing: This strategy involves tailoring the marketing mix to suit the
needs and wants of specific individuals and local customer segments. Examples
include local marketing and individual marketing. This approach can lead to strong

customer loyalty but can be costlier and more time-consuming.

8.4 Positioning for the Target Market

Market positioning is a critical concept in marketing that involves creating a unique,
consistent, and recognizable customer perception about a brand or product. It is the way a
product is defined by consumers on important attributes, relative to competing products.
Effective market positioning places a product or service in a particular spot in the minds of
the customers in the target market. By defining unique advantages of the product, positioning
influences how the target audience perceives the product compared to the competition.
Positioning is about differentiation. It requires understanding where your product fits within
the market and how it stands out from competitors. Positioning also involves communicating
your product's unique benefits and features to your target market. It is a process that takes
into consideration your customers' needs and preferences, your product or service's unique

qualities, and your competition's strengths and weaknesses.

Positioning Strategies

108



Different positioning strategies can be employed to achieve a competitive advantage in the

market. These strategies are typically based on product attributes, benefits, use or application,

user, competition, and price or quality.

By Product Attributes: This positioning strategy emphasises the unique
characteristics or features of a product. For example, a mobile phone might be
positioned based on its battery life, camera quality, or processing speed. This strategy
works well when your product has a unique feature that your competitors do not offer.
By Benefits: This strategy positions a product based on the benefits it provides to
consumers. For example, a skincare brand might position its products based on their
anti-aging benefits or their ability to provide clear skin. The focus is on the value that
the product can deliver to the consumer.

By Use or Application: This positioning strategy presents the product's practical uses
or applications. For example, a software tool might be positioned based on its ability
to help businesses track their expenses more efficiently. This strategy can work well
when the product has a particular use that is not readily apparent or widely known.

By User: This positioning strategy targets a specific user group or market segment.
For example, a car brand might position a specific model as ideal for first-time drivers
or families. This strategy often relies on creating a strong connection with a specific
demographic.

By Competition: This positioning strategy differentiates a product in relation to
competing products in the market. It involves comparing the product's unique
attributes or benefits to those of the competitors. For instance, a coffee brand might
position itself as more ethically sourced compared to other brands.

By Price or Quality: This positioning strategy uses price or quality as a key
differentiator. Some brands position themselves as the affordable choice, while others
emphasise their premium quality and correspondingly higher price. For instance, a
luxury watch brand might position itself based on the high-quality materials and

craftsmanship that justify a higher price point.

Understanding and utilising these positioning strategies effectively is essential for marketing

management. In an increasingly competitive business environment, effective positioning can

serve as a critical differentiator that helps a product or brand stand out. By adopting an

appropriate positioning strategy, businesses can better target their marketing efforts,
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communicate unique product benefits, and ultimately drive customer preference and purchase

behaviour.

8.5 Consumer Behaviour and Market Targeting

Consumer behaviour refers to the study of how individuals, groups, and organisations select,
buy, use, and dispose of goods, services, ideas, or experiences to satisfy their needs and
wants. This understanding is fundamental for effective market targeting. By developing a
deep comprehension of consumer behaviour, marketers can effectively segment their
potential customers, craft valuable propositions, and ultimately implement more successful
marketing strategies.

Key roles of consumer behaviour in market targeting include:

e ldentification of Potential Market Segments: Understanding consumer behaviour
allows companies to identify and characterise different segments within the broader
market. These segments can be distinguished based on various factors such as
demographics, psychographics, behaviour, and geographic location.

e Target Market Selection: Consumer behaviour helps firms to identify the most
suitable target market. This refers to the group of customers they aim to reach with
their marketing efforts, based on the consumers' behavioural characteristics.

e Designing a Marketing Mix: Understanding consumer behaviour can guide
companies in designing an optimal mix of product, price, place, and promotion - the
4Ps of marketing. This can influence consumer purchasing decisions, enhancing the
effectiveness of the marketing strategy.

e Customer Retention: By observing and interpreting consumer behaviour, companies
can devise strategies to enhance customer satisfaction, foster loyalty, and ultimately

improve customer retention.

Understanding the Consumer Decision-making Process

The consumer decision-making process is a key component of consumer behaviour that
enables marketers to comprehend how consumers arrive at their purchase decisions. There
are typically five stages in this process: problem recognition, information search, evaluation

of alternatives, purchase decision, and post-purchase behaviour.
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e Problem Recognition: This is the initial step where the consumer recognizes a
problem or need. The marketer's role here is to highlight the problem and suggest
their product or service as a potential solution.

e Information Search: In this stage, the consumer seeks more information about
various alternatives that could solve their problem. Marketers need to ensure that their
product or service is well-represented among the information the consumer
encounters.

e Evaluation of Alternatives: Consumers compare the various products or services
they've discovered based on criteria like price, quality, features, etc. It's crucial for a
marketer to articulate their product's unique selling proposition clearly at this stage.

e Purchase Decision: The consumer makes their decision at this point. However,
external factors, like a pushy salesperson or negative reviews, can influence the
outcome. Marketers should try to eliminate such negative factors as much as possible.

e Post-Purchase Behaviour: The consumer evaluates their decision after purchase. If
they are satisfied, they may repurchase and become loyal customers. If not, they
might return the product or spread negative reviews. It's crucial to provide quality

customer service during and after the sales process to maintain customer satisfaction.

8.6 Customization and Personalization in Market Targeting

Customization and personalization are integral to modern marketing strategies. With the
increased volume of data available from various digital sources, marketers can provide
individualised experiences to customers based on their unique preferences, behaviours, and
needs.

e Customization in marketing refers to the process where a business modifies its
products, services, or customer engagement strategies to meet the individual needs
and preferences of its customers.

Examples of customization include offering customers the opportunity to configure
their products or services or offering unique discounts to loyal customers.

e Personalization in marketing refers to the strategy where marketers tailor the
messaging and customer experience to individual customers, based on data collected

about their behaviour, preferences, and interactions with the brand.
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This could involve personalised emails, recommendations based on past purchases, or

even website experiences that change based on customer behaviour.

Importance of Personalization
Personalization is vital for several reasons:

Customer Expectations: Today's consumers expect personalised experiences. They want
to feel recognized and understood by the brands they interact with. If businesses can
provide a personalised experience, they can significantly enhance customer
satisfaction and loyalty.

Improved Conversion Rates: Personalization can drive better results in terms of
conversion rates. By tailoring marketing messages to align with individual
preferences and behaviours, businesses can engage customers more effectively,
leading to higher conversion rates.

Increased Revenue: Studies have shown that personalization can lead to increased sales.
When customers receive personalised recommendations or offers, they're more likely
to make a purchase.

Technology and Data in Market Targeting
Various technologies enable businesses to collect, process, and analyse large volumes of
customer data, allowing for precise market targeting.

Data Collection: Technologies like cookies, beacons, and mobile SDKs can collect data
on customer behaviour across various digital platforms. This data can include
information on browsing habits, past purchases, and social media interactions.

Data Analysis: Advanced analytics tools and artificial intelligence (Al) can analyse
customer data, providing insights into customer behaviour and preferences. These
insights can inform personalization strategies.

Data Application: Personalization platforms can apply these insights to provide
personalised experiences. These platforms can customise emails, website experiences,

and other customer touchpoints based on individual customer data.

Ethical Considerations in Personalization

While personalization offers many benefits, it also raises important ethical considerations.
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Privacy: Marketers must respect the privacy of their customers. They must be transparent

about the data they collect, how they use it, and offer customers the ability to opt out

of data collection.

Data Security: Businesses have a responsibility to protect customer data. This involves

implementing robust security measures and following best practices for data

management.

Consent: Marketers should always get consent before collecting personal data. This can

be done through clear and comprehensive terms of service and privacy policies.

Equity: Marketers should ensure that personalization doesn't lead to discrimination or

unfair practices. This can involve careful monitoring of personalization algorithms to

ensure they don't perpetuate harmful biases.

8.7 Summary:

X/
L X4

X/
L X4

Market targeting is an integral component of any marketing strategy, focusing on
identifying and understanding subsets of a market to deliver tailored marketing
messages.

Market Segmentation involves dividing a broad market into distinct subsets of
consumers with similar needs and behaviours. Effective segmentation can be
based on demographic, geographic, psychographic, and behavioural factors.
Companies need to evaluate and select their target markets carefully, using
strategies like undifferentiated, differentiated, concentrated, or micro marketing
based on their resources and market conditions.

Market positioning entails shaping how the targeted consumers perceive a
product or brand. Different positioning strategies can be employed, such as by
product attributes, benefits, use, user, competition, or price/quality.
Understanding consumer behaviour, including the decision-making process, is
crucial in effective market targeting. This understanding allows marketers to

create more impactful and resonant marketing messages.

8.8 Keywords:

Market Targeting: The process of identifying and evaluating different market

segments, then selecting one or more of these segments to enter. The objective is to

design and implement a marketing mix that will satisfy the chosen market segment's

specific needs and preferences.
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Market Segmentation: The process of dividing a large, heterogeneous market into
smaller, homogeneous groups (segments) based on certain shared characteristics
such as demographics, behaviour, geography, and psychographics.

Target Market: Specific group of consumers that a company has identified as its focus
for marketing and sales efforts. It's the group that a firm believes will be most likely
to purchase its products or services.

Market Positioning: Once a target market is identified, market positioning involves
creating an image or identity in the minds of the targeted consumers. The
positioning is how the product or service is defined by consumers on important
attributes - the place the product occupies in consumers’ minds relative to
competing products.

Consumer Behaviour: This refers to the study of individuals, groups, or organisations
and the processes they use to select, secure, use, and dispose of products, services,
experiences, or ideas to satisfy needs and the impacts that these processes have on
the consumer and society.

Personalization: In marketing, this refers to the practice of creating customised
experiences that cater to individual customer needs and preferences. This is often
achieved through the use of data and technology.

E-commerce: Commercial transactions conducted electronically on the internet. In
relation to market targeting, e-commerce platforms can offer advanced targeting

capabilities due to the wealth of data they can collect about consumers.

8.9 Self-Assessment Questions:

e \What are the four main types of market targeting strategies, and how do they differ in
their approaches to reaching consumers?

e How does consumer behaviour influence the process of market targeting, and which
stages of the consumer decision-making process are particularly critical to consider in
devising a targeting strategy?

e In the context of market segmentation, which criteria are essential for effective
segmentation, and how do demographic, geographic, psychographic, and behavioural

bases contribute to this process?
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e How has the rise of social media and e-commerce impacted traditional market
targeting strategies, and what key factors should businesses consider when targeting
in the digital age?

e Which ethical considerations are important when implementing personalization in
market targeting, and how can businesses ensure they are respecting consumer

privacy while still utilising data effectively?

8.10 Case study:

Coca-Cola’s Market Targeting Strategy in India

Coca-Cola is a multinational beverage corporation that is widely known for its successful
market targeting strategy. One real-world example of this is Coca-Cola’s penetration in the
Indian market.

In the early 2000s, Coca-Cola identified India as a high-potential market due to its large
population, rapidly growing middle class, and low per capita consumption of soft drinks.
However, understanding the diverse Indian market required a multi-dimensional
segmentation approach.

Coca-Cola segmented the Indian market geographically, recognizing differences between
urban, suburban, and rural consumption patterns. They also utilised demographic
segmentation, considering factors such as age, income levels, and occupation.

In rural areas, where purchasing power is lower, Coca-Cola introduced a 200ml bottle priced
at a mere 5 rupees, making it affordable to the masses. Meanwhile, in urban and suburban
areas, they offered larger bottle sizes and pushed their other beverage offerings, such as Diet
Coke and flavoured drinks.

Psychographic segmentation was employed through marketing campaigns tailored to resonate
with Indian cultural values and festivals, reinforcing the brand's image as a part of Indian life.
Coca-Cola's famous "Open Happiness" campaign was well-received, establishing an
emotional connection with consumers.

Coca-Cola's careful targeting strategy led to their significant market share in India, proving
that understanding and catering to the complexities of a target market can drive success.

Questions:
e How did Coca-Cola's market targeting strategy in India demonstrate the effective use

of geographic and demographic segmentation?
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e What role did psychographic segmentation play in Coca-Cola's marketing campaigns
and how did this contribute to the brand's success in India?

e Coca-Cola's targeting strategy in India be replicated in other emerging markets, or
should it be tailored according to each market's unique characteristics? What factors

should be considered when adapting a market targeting strategy?

8.11 References:

e Consumer Behaviour: Building Marketing Strategy by Delbert Hawkins, David
Mothersbaugh

e Positioning: The Battle for Your Mind by Al Ries and Jack Trout

e Data-Driven Marketing: The 15 Metrics Everyone in Marketing Should Know by
Mark Jeffery
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UNIT: 9

Positioning

Learning Objectives:
e Understand competitive advantage and its role in business.
e Comprehend market positioning principles.
e Conduct comprehensive market analysis.
e Implement product differentiation strategies.
e Apply various pricing strategies.
e Understand innovation's role in competitive advantage.
e Develop sustainable competitive advantage strategies.

e Address challenges in maintaining competitive advantage.

Structure:
9.1 Introduction to Competitive Advantage
9.2 The Concept of Market Positioning
9.3 Differentiating the Product Offering
9.4 Positioning for Price Advantage
9.5 Place and Promotion for Competitive Advantage
9.6 The Role of Innovation in Competitive Advantage
9.7 Positioning for Sustainable Competitive Advantage
9.8 Summary
9.9 Keywords
9.10 Self-Assessment Questions
9.11 Case Study
9.12 References

9.1 Introduction to Competitive Advantage

The concept of competitive advantage is fundamental to contemporary strategic thinking in
business. In essence, a competitive advantage exists when a firm is able to deliver the same
benefits as its competitors but at a lower cost , or deliver benefits that exceed those of its
competitors. It's essentially an edge or a set of attributes that allows a business to outperform
its rivals in the marketplace.
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Competitive advantage provides the basis for a firm's value proposition, which is a primary
component of its overall market positioning. A firm's competitive advantage is often
encapsulated in its unique selling proposition (USP), which outlines the specific, unique

benefits it offers to customers.

Sources of Competitive Advantage
There are numerous sources of competitive advantage, which can be broadly classified into
two categories: comparative advantage and differential advantage.

e Comparative Advantage: This type of advantage is generally based on cost
leadership. Firms can achieve a comparative advantage through economies of scale,
efficient internal systems, geographic location, or access to inexpensive raw materials,
among other factors.

e Differential Advantage: Differential advantage involves creating value through
unique or superior products or services. This might stem from superior technology, a
strong brand, exceptional customer service, or other unique attributes that set a firm's
offerings apart.

Companies often aim to cultivate multiple sources of competitive advantage. For example, a
firm may strive to create a strong brand while also streamlining its supply chain to reduce

costs.

The Importance of Competitive Advantage in Business Strategy

The importance of competitive advantage in business strategy cannot be overstated. A
sustainable competitive advantage is essentially a firm's roadmap to long-term success. It
creates a strong position within its industry, wards off competitors, and generates value for
the firm and its stakeholders.

e Market Positioning: A competitive advantage helps a firm establish a strong market
position. Whether through cost leadership or differentiation, this edge allows a firm to
attract customers and capture market share more effectively than its rivals.

e Resistance to Competition: A strong competitive advantage creates barriers to entry,
making it difficult for new competitors to enter the market. Additionally, it can deter
existing competitors from copying a firm's business model or product offerings.

e Value Creation: Finally, a competitive advantage enables a firm to create superior

value for its stakeholders, including customers, employees, and shareholders. This can
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manifest as superior products, high-quality service, excellent job opportunities, or

strong returns on investment.

9.2 The Concept of Market Positioning

Market positioning refers to the strategic activity aimed at creating a unique, advantageous,
and memorable place in the minds of target customers for a product, service, brand, or
organisation.

The goal of market positioning is to differentiate your product or service from competitors in
a manner that appeals to your target audience, shaping their perception in a way that they
associate certain attributes, benefits, and values exclusively with your offering. The essence

of positioning lies in customers' perceptions, not necessarily the product's characteristics.

Principles of Effective Market Positioning
Effective market positioning is based on several core principles:

Uniqueness: Your product or service should have a unique selling proposition (USP) that
differentiates it from others in the market. The uniqueness can be in the form of price,
features, service, or even brand image.

Clarity: The positioning statement and messages should be clear and easy to understand.
They should precisely communicate the benefits and the value proposition of your
product or service.

Consistency: Consistency is critical for successful positioning. The communicated
attributes and benefits must remain consistent across all channels and customer
touchpoints.

Credibility: Your positioning should be credible and believable. Overpromising and
under delivering can damage your brand's reputation and its market position.

Relevance: The chosen positioning must be relevant to the target market. The unique

features or benefits should be of value to the target customers.

Market Positioning Strategies
Several strategies can be adopted for effective market positioning. The choice of strategy will
depend on the product, target audience, market conditions, and competitive landscape. Here

are some common market positioning strategies:
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Price Positioning: This involves positioning the product as offering the best value for the
price. It could be positioning as the most affordable option or positioning as a luxury,
high-priced item justifying its premium through superior quality or exclusivity.

Quality Positioning: Here, the product is positioned based on its quality. It might be
positioned as offering superior, uncompromised quality, or as a good balance between
quality and cost.

Benefit Positioning: This strategy is based on the unique benefits that the product or
service provides to the customers. These benefits could be in terms of convenience,
performance, safety, or any other tangible or intangible aspect that the customer
values.

Competitor-Based Positioning: In this strategy, the product is positioned relative to its
competitors. It involves clearly demonstrating how the product is superior to its
competitors.

Problem/Solution Positioning: This involves positioning the product or service as the
best solution to a specific problem faced by the target customers.

User-Based Positioning: The positioning is based on a user or a group of users. The

product is associated with a particular user or lifestyle.

9.3 Differentiating the Product Offering

In a competitive marketplace, it's vital to ensure that your product stands out from the crowd.

This is where product differentiation strategies come into play. These strategies aim to

highlight the unique aspects and features of a product that separate it from competitors. These

unique elements should offer additional value to consumers, compelling them to choose your

product over others.

Here are some ways to differentiate your product:

e Innovative Features and Technology: A product that introduces a new feature or
uses advanced technology that others do not possess can effectively differentiate
itself.

e Superior Design: Aesthetics can play a crucial role in distinguishing a product. If a
product is visually appealing or has an ergonomic design that improves usability, it

can stand out in the marketplace.
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e Better Performance or Quality: A product that performs tasks more efficiently, lasts
longer, or simply works better than its competitors is likely to win favour among
consumers.

e Price: While price can be a double-edged sword, offering a product at a lower price
than competitors, while maintaining quality, can attract cost-conscious consumers.
Conversely, a higher price can imply superior quality or prestige, attracting a different

segment of the market.

Service Differentiation
Service differentiation refers to the unique ways that a company delivers its services,
distinguishing it from competitors. In many sectors, where the products offered are largely
similar, how a company interacts with its customers and the level of service it provides can
be a key differentiator.
Key strategies for service differentiation include:
e Superior Customer Service: High-quality, personalised customer service can create
a positive experience that sets a company apart.
e Speed and Responsiveness: Fast service or response times to customer inquiries or
issues can differentiate a company.
e Additional Services: Providing additional services that competitors do not offer, like
free delivery, extended warranties, or ongoing support, can be a valuable point of

differentiation.

Branding as a Differentiator
Branding goes beyond just a logo or a tagline; it encompasses the overall image and
perception that a company and its products have in the minds of consumers. A strong brand
can significantly differentiate a product in the market, even when the product itself is not
drastically different from its competitors.
Key aspects of branding as a differentiator include:

e Brand Story: Creating an engaging narrative about the company’s mission, values, or

history can resonate with consumers and create a distinct brand identity.
e Visual Identity: A distinctive and consistent visual identity, from the logo to product

packaging, can make a brand instantly recognizable.
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Brand Reputation: Building a reputation for quality, innovation, or customer service
can set a brand apart.

Brand Associations: The associations people make with your brand, such as luxury,
innovation, reliability, can be a powerful differentiator.

9.4 Positioning for Price Advantage

Price positioning is a critical component of the broader marketing strategy. It reflects how a

business wants its products or services to be perceived in relation to the competition, based

on the price. The strategies may broadly fall into three categories:

Premium pricing: Businesses set higher prices to underscore the superior quality,
exclusivity, or unique features of their offerings. This strategy is common in luxury
markets or for highly differentiated goods and services. Companies such as Apple and
Rolex employ premium pricing.

Competitive pricing: This strategy involves setting prices similar to or slightly lower
than the competitors to attract their customers. It is often used in markets with similar
products and high competition, such as supermarkets and consumer electronics.
Penetration pricing: Businesses offer lower prices to gain a quick market share and
establish a customer base. It's common in technology markets where economies of
scale are expected. Once a significant market share is achieved, prices can be

gradually increased.

Pricing Strategies for Competitive Advantage

Pricing strategies can be a powerful tool for gaining a competitive edge. Some common

pricing strategies include:

Cost-plus pricing: This straightforward strategy involves adding a predetermined
profit margin to the cost of producing the product. While it's easy to understand and
implement, it may not always reflect customer value perception.

Value-based pricing: It's a customer-centric strategy where prices are set based on the
perceived value by the customers. This requires a deep understanding of the
customers and the value they place on different product features.

Psychological pricing: This leverages the customer's emotional response to certain
price points. Examples include setting prices just below a round number (9,99 instead

of 1000) or using prestige pricing for luxury products (e.g., 14,000 instead of 13,999).
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Price Discrimination and Differentiation

Price discrimination is a strategy where a company charges different prices to different
customers for the same product or service. This is often based on market segments,
geographic location, customer's purchasing power, or buying behaviour. Examples include
student or senior citizen discounts, off-peak pricing, or geographical pricing.

Price differentiation, on the other hand, involves charging different prices for variations of
the same product. This can be based on different features, sizes, customization options, or
packaging.

Both strategies can maximise profits by capturing more consumer surplus, but they require
sophisticated market segmentation and customer insight. They must also comply with
relevant legal and ethical guidelines to avoid discrimination or anti-competitive behaviour.
9.5 Place and Promotion for Competitive Advantage

The concepts of place and promotion are integral components of the marketing mix. This
strategic blend also includes product and price. Together, these elements form the foundation
of a firm's marketing strategy. However, place and promotion are often the tools that allow a
company to carve out a unique competitive advantage.

e Place: This refers to distribution channels, or the path a product takes from the
producer to the consumer. This includes the various stages of transportation, storage,
and, most importantly, where the product is ultimately sold to consumers. Effective
distribution strategy ensures that products are available at the right place, at the right
time, and in the right quantities. To gain a competitive advantage, companies should
consider the following:

o Intensive Distribution: This strategy involves placing your product in as many
outlets as possible. This works best for convenience goods with high demand.

o Selective Distribution: This involves a limited number of outlets in a
geographical area. Best for shopping products that consumers are willing to
spend more time and effort locating.

o Exclusive Distribution: This is the strategy of selling through only one
intermediary. Best suited for specialty goods that offer a unique selling
proposition.

e Promotion: This involves communicating with the customer about the product. It
comprises advertising, personal selling, sales promotion, public relations, and direct

marketing. The end goal is to persuade and inform potential customers about the
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product's benefits, thus prompting purchase. For a competitive advantage, consider
these strategies:
o Differentiation: Highlight unique product features to distinguish your product
from competitors.
o Personalization: Use data to deliver individualised messages and product
offerings.
o Interactive Promotion: Engage customers through social media and interactive
websites.
o Integrated Marketing Communication: This approach ensures all forms of

communications and messages are carefully linked together.

Utilising Distribution Channels

An integral part of 'place’ in the marketing mix, distribution channels are the conduits through
which goods and services reach the final consumers. A firm's selection and management of
these channels significantly impact its reach and profitability. Here's how to optimise
distribution channels:

e Analysing Consumer Needs and Preferences: The first step is understanding how
your customers prefer to buy and use your products. This could be through online
platforms, retail outlets, or direct purchases from the manufacturer.

e ldentifying Channel Members: This involves selecting intermediaries like
wholesalers, retailers, and e-commerce sites that add value to your product by making
it more accessible to consumers.

e Managing Channel Relationships: Developing a healthy and collaborative
relationship with channel members is essential. This can be achieved by offering
attractive incentives, establishing clear communication, and providing necessary

support.

Innovative Marketing and Promotion Strategies

In an era of fierce competition and increasing consumer expectations, innovation in

marketing and promotion strategies is paramount. This not only differentiates a brand but also

creates a stronger connection with its target audience. Here are some innovative strategies:
Content Marketing: This is about creating and sharing valuable free content to attract

and convert prospects into customers, and customers into repeat buyers.
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Influencer Marketing: Collaborating with influencers who have a significant online
presence can help reach a broader audience.

Social Media Marketing: Utilising various social media platforms not only for
promotion but also for customer engagement and feedback.

Experiential Marketing: This involves creating an immersive experience for customers
that enhances brand affinity.

Al and Data-driven Marketing: Al can provide personalised recommendations,
automate customer service via chatbots, and use predictive analytics to optimise

marketing efforts.

9.6 The Role of Innovation in Competitive Advantage

The companies that thrive in such an environment are those that recognize and exploit the
role of innovation in establishing and maintaining a competitive advantage.

The Innovation-Competition Link

To deeply understand the innovation-competition link, it is pivotal to grasp these essential
points:

Driving Market Differentiation: Innovative products, services, or processes allow
companies to distinguish themselves from their competitors. This differentiation can
lead to increased market share, higher customer loyalty, and the ability to command
premium pricing. Unique and improved offerings not only attract new customers but
also retain existing ones, thereby fostering sustainable growth.

Creating Entry Barriers: Innovation can act as an entry barrier for potential
competitors. For instance, patented technology or a highly sophisticated
manufacturing process that took years of research and development can deter
competitors from entering the market.

Cost Leadership: Some innovations enable companies to lower their cost structure,
thereby achieving cost leadership. This could be through process innovations that
streamline operations, enhance productivity, or reduce waste.

Fostering New Market Creation: Innovation is often the catalyst for the development of
entirely new markets or industry segments. Companies that pioneer these innovations
often enjoy a 'first-mover' advantage and set the industry standard.

Enhancing Customer Value: Innovations that improve customer experience or enhance

the value customers derive from a product or service can increase customer
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satisfaction and loyalty. This can lead to repeat business, referrals, and a stronger
brand reputation.
The link between innovation and competition is not just about being the first to market or
offering the latest technology. It also involves the strategic application of innovation in ways
that add value to customers and enhance the competitive position of the company. It's about
continually evolving, learning, and reinventing to stay ahead in an ever-changing business
landscape.
The link between innovation and competition is therefore both direct and indirect. Directly,
innovation can lead to competitive advantage by offering better products or services,
lowering costs, or creating new markets. Indirectly, the innovative capabilities of a firm can
enhance its reputation, attract better talent, and foster partnerships, all of which can also
contribute to a competitive advantage.

9.7 Positioning for Sustainable Competitive Advantage

Creating a Value Proposition:

A value proposition refers to a business's promise of the value that it delivers, communicates,
and acknowledges to its consumers. Essentially, it clarifies why customers should choose a
company's product or service over its competitors. It encapsulates the unique selling points,
specific benefits, and differentiated features a product or service brings to the table.

Understanding Customer Needs: The process of creating a compelling value
proposition starts by understanding the needs and wants of your customers. This
involves extensive market research and feedback collection to identify customer
pain points and desires.

Differentiating Your Offering: It's critical to highlight how your offering is unique
and superior to competitors. This can be achieved through better design,
additional features, superior quality, excellent customer service, or any other
attributes that set your product or service apart.

Communicating Value Clearly: Once you understand your customers' needs and
have differentiated your offering, it's essential to communicate this value
proposition clearly and convincingly. This may be through marketing channels

such as advertising, PR, social media, and more.
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Establishing Brand Loyalty:

Brand loyalty refers to the tendency of consumers to continuously purchase one brand’s
products over another. Building brand loyalty is critical for sustainable growth and
profitability, as it leads to increased customer lifetime value, lower marketing costs, and the
potential for free word-of-mouth advertising.

Quality Products and Services: To foster brand loyalty, your business needs to
provide consistent, high-quality products or services that meet or exceed customer
expectations.

Exceptional Customer Experience: Brands can achieve loyalty by delivering
excellent customer experiences, from the first point of contact to after-sales
service. This includes user-friendly interfaces, efficient customer service, and
responsiveness to customer inquiries and complaints.

Building Emotional Connections: Often, loyalty comes from an emotional
connection between the brand and the customer. This can be created through
effective storytelling, engaging marketing campaigns, or involvement in social

causes that resonate with your customer base.

Enhancing Customer Retention and Satisfaction:
Customer retention refers to the strategies and activities companies use to prevent
customer defection, while customer satisfaction measures how products and services
supplied by a company meet or surpass customer expectations.

Delivering High-Quality Products and Services: Similar to building brand loyalty,
customer satisfaction and retention are closely linked with the quality of products
and services a company offers. The better your offerings meet customers' needs,
the more likely they are to continue doing business with you.

Building Relationships: Building strong relationships with customers is key to
retention. This could involve regular communication, personalised messages, or
loyalty programs that incentivize repeat business.

Customer Feedback and Continuous Improvement: Collecting customer feedback
and taking action to address issues is a powerful retention strategy. This
demonstrates that you value your customers' opinions and are committed to

improving their experience with your brand.
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9.8 Summary:

X/
L X4

X/
L X4

Competitive advantage is central to a firm's success in the market. This involves
gaining an edge over rivals through superior value proposition, unique offerings,
or cost leadership.

Market positioning involves defining a unique position in the minds of the target
customers. This strategy helps the firm differentiate its products/services,
communicate its unique value, and attract the right audience.

Tools like SWOT and Porter's Five Forces help companies understand their
competitive environment. This aids in identifying potential opportunities and
threats, helping in formulating effective positioning strategies.

Product Offering involves creating unique products or services that appeal to a
particular market segment. Differentiation can be achieved through various
means such as product features, branding, and customer service.

Firms can leverage pricing strategies for gaining a competitive advantage. While
some may opt for a premium pricing approach to convey high quality, others may
employ cost leadership strategies for a price advantage.

Companies that foster innovation tend to gain a significant competitive edge. By
continually improving and reinventing their offerings, they can stay relevant in
the dynamic market and meet evolving customer needs.

Building a sustainable competitive advantage is about creating long-term value
and maintaining a distinct position in the market. This involves customer
retention, creating brand loyalty, and adjusting strategies according to market

dynamics.

9.9 Keywords:

Competitive Advantage: This is what sets a company apart from its competitors,

allowing it to perform better than them in the marketplace. It could be anything

from a unique product feature to an efficient supply chain, superior customer

service, or a strong brand.

Market Positioning: This is the process of establishing and maintaining a distinctive

place in the market for a company or its product. It involves differentiating the

company's offering and image to occupy a unique place in the mind of the target

market.
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Market Segmentation: This refers to the process of dividing the overall market into
smaller, homogeneous groups based on various factors like demographics,
psychographics, behavioural factors, etc. It helps companies to target their products
or services more accurately.

Competitive Analysis: This involves identifying key competitors and evaluating their
strategies to determine their strengths and weaknesses relative to those of your own
product or service. The Porter's Five Forces framework is a popular tool used for
this purpose.

SWOT Analysis: A strategic planning tool used to identify and analyse an
organisation's internal Strengths and Weaknesses, and external Opportunities and
Threats.

Product Differentiation: This involves distinguishing a product or service from others
in the market. It may involve innovative features, branding, quality, design, or
customer service.

Pricing Strategies: These are tactics that businesses use to price their products or
services in a way to maximise profitability while maintaining a competitive edge.
They can range from premium pricing to cost-plus pricing, value-based pricing, and

others.

9.10 Self-Assessment Questions:

How does Porter's Five Forces Model assist in evaluating the competitive landscape
in your industry? Give an example of its application to a real-world business.

What steps would you take to develop a market positioning strategy for a new product
entering a saturated market? Illustrate your answer with a hypothetical product.
Which factors should be considered when trying to achieve sustainable competitive
advantage through innovation? Describe a case where a company successfully
leveraged innovation for competitive advantage.

What role does leadership play in establishing and maintaining a company's
competitive advantage? Explain with the help of a real or hypothetical scenario.

How does a SWOT analysis contribute to the development of a company's positioning
strategy? Can you create a sample SWOT analysis for a well-known brand, explaining

how it could inform the company's positioning?
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9.11 Case study:

IKEA's Market Positioning for Competitive Advantage

IKEA, a Swedish multinational corporation, has long positioned itself as a dominant player in
the global home furnishing market. Founded in 1943 by Ingvar Kamprad, IKEA started as a
small-scale mail-order business. The secret to its success lies in its unique approach to market
positioning and a well-defined value proposition: providing a wide range of functional, well-
designed, and affordable furniture.

IKEA differentiated itself by adopting a self-assembly model for its products. This innovation
helped to keep prices low by saving costs associated with assembly labour and transportation.
The company's DIY (Do-It-Yourself) furniture also offered a unique and engaging experience
to customers, creating a distinct position for IKEA in the market.

Moreover, IKEA implemented a uniform global strategy, while also making minor
adaptations to meet local tastes and preferences. For instance, while the showrooms are
similar worldwide, IKEA's product range varies from country to country to cater to local
preferences.

IKEA's strategic positioning is supported by an efficient supply chain and large-scale
production that helps achieve economies of scale, and subsequently, lower prices. Moreover,
their strong emphasis on sustainability and corporate social responsibility reinforces their
image and builds trust among consumers.

This successful positioning strategy has made IKEA one of the world's most recognized
furniture brands, showing that effective market positioning is a key factor for gaining and

maintaining a competitive advantage.

Questions
e What other factors, aside from its positioning strategy, have contributed to IKEA's
global success?
e How has IKEA maintained its competitive advantage amidst increasing competition
in the home furnishings market?
e \With changing consumer behaviour and market trends, what adaptations should IKEA

make to its positioning strategy to stay competitive in the future?
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UNIT: 10
The Product

Learning Objectives:

Understand product decision-making importance.

Identify key product decision factors.
Comprehend the concept of product levels.
Learn product classification methods.
Understand the product life cycle (PLC).
Identify PLC stages and related strategies.
Grasp effective product line management.
Develop skills for product line decisions.

Analyse case studies for practical insights.

Structure:
10.1 Product Decision-Making

10.2 Understanding Product Levels
10.3 Product Classification
10.4 The Product Life Cycle

10.5 Different Stages and Strategies in the Product Life Cycle

10.6 Product Line Decisions

10.7 Summary

10.10 Keywords

10.11 Self-Assessment Questions
10.12 Case Study

10.13 References

10.1 Product Decision-Making

Product decisions are integral to the strategic planning process in marketing management.

They encompass the choices regarding product design, development, positioning, branding,

and lifecycle management.
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These decisions significantly affect an organisation's profitability, market share, and overall
competitive advantage. Product decisions are not isolated choices but rather a complex

interplay of numerous aspects that reflect the product’s value proposition to the target market.

Product decision-making is about identifying the needs and wants of customers and creating a
product that satisfies those needs effectively while meeting business objectives. Such
decisions are driven by both internal considerations (like company strategy, resources,
capabilities) and external factors (like market conditions, competition, and customer

behaviour).

Key Factors in Product Decision-Making
Several key factors play a significant role in product decision-making:

e Customer Needs and Wants: A successful product must meet the needs and wants
of its intended market. Understanding these needs is fundamental to product design
and positioning.

e Market Dynamics: The overall state of the market, including trends, market size,
growth rate, and level of competition, can influence product decisions, like whether to
introduce a new product or discontinue an existing one.

e Company Resources and Capabilities: A firm’s resources (financial, human,
technological) and capabilities (skills, knowledge, experience) significantly affect
product decisions. The capacity to develop, produce, and support a product is as
crucial as the idea itself.

e Regulatory Environment: Laws, regulations, and industry standards can dictate
certain aspects of product design, packaging, labelling, and marketing.

e Product Life Cycle: The stage of a product in its life cycle (introduction, growth,
maturity, decline) also affects product decisions such as pricing, promotion, and

possible product modifications or extensions.

The Role of Market Research in Product Decisions
Market research plays a vital role in product decision-making. It provides valuable insights
into consumer behaviour, market trends, competitive landscape, and other critical market

variables.
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Market research helps identify opportunities for new products or product enhancements,
predict product performance, and inform decisions regarding product design, pricing,

distribution, and promotion.

There are several types of market research that can be valuable in product decisions:

e Primary Research: This involves directly gathering information from customers and
potential customers. Methods include surveys, focus groups, and in-depth interviews.
Primary research can yield detailed insights into customer needs, preferences, and
buying behaviour.

e Secondary Research: This involves analysing information that has already been
collected, often by other entities. Secondary sources can include industry reports,
market statistics, academic research, and more.

e Competitive Analysis: This involves assessing the product offerings, strategies,
strengths, and weaknesses of competitors. Understanding the competitive landscape
can help identify market gaps and opportunities, inform product positioning, and

guide decisions on pricing and promotion.

10.2 Understanding Product Levels
Core Product Level
The core product level forms the most fundamental layer of any product or service. This
represents the intrinsic value, the basic benefit or solution that a customer seeks when they
buy a product. It is essentially the reason why a customer buys a product or service. The core
product is not tangible and may not be immediately obvious; it is more of a conceptual
understanding of the key value proposition of a product.
For example:

e For a car, the core product is mobility. The car enables the customer to travel from

one place to another.
e For a software suite like Microsoft Office, the core product is increased productivity

and efficient information management.
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Actual Product Level
The actual product level refers to the physical item or delivered service, including the quality,
features, brand name, design, packaging, and other attributes that combine to deliver the core
product's benefits. This level of product comprises the tangible aspects that allow the
consumer to realise the core benefit.
For Example:

e For a car, the actual product involves elements like the engine, wheels, seats, colour,

brand logo, etc.
e For a software suite like Microsoft Office, the actual product would include the

software code, the user interface, the various tools and features available, etc.

Augmented Product Level

The augmented product level includes additional services, benefits, or attributes beyond the
actual product that enhance the value proposition. These add-ons are not necessarily central
to the product's function but serve to differentiate it from the competition, adding value and
enhancing customer satisfaction.

For Examples :

e Fora car, augmented aspects could include a warranty, free maintenance for a specific
period, free roadside assistance, or even a loyalty program for regular services and
repairs.

e For a software suite like Microsoft Office, augmented services might include

customer support, regular software updates, cloud storage, or training resources.

The Interplay Between Different Product Levels

Understanding the interplay between the different product levels is crucial for effective
marketing and product management. Each level adds value to the customer and is critical for
creating a competitive advantage.

e Core and Actual Level: The relationship between the core product and the actual
product is fundamental. The actual product must deliver the benefits of the core
product effectively. For example, a car that doesn't provide reliable mobility due to
poor build quality would be unsuccessful in the market.

e Actual and Augmented Level: The actual product must be designed to support,

facilitate, and enhance the augmented product. For instance, a software suite that
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doesn't support easy updates or customer support would face challenges in user
satisfaction and retention.

e Core and Augmented Level: The augmented product can serve to reinforce and
enhance the core product. For example, a car's core benefit of mobility is reinforced

by the peace of mind provided by a good warranty and free maintenance services.

10.3 Product Classification

Product classification refers to the process of systematically categorising products based on
their characteristics, usage, or other relevant attributes. It forms the backbone of many
business and marketing strategies, as it helps firms comprehend their product assortment,
identify potential market segments, and shape promotional tactics.

Product classifications typically bifurcate into two broad categories: consumer products and
industrial products. Understanding these divisions is crucial for aligning marketing efforts

with the target audience's purchasing behaviour and decision-making process.

Consumer Products Classification
Consumer products are primarily purchased for personal use or consumption. They can be
further classified into four categories:

e Convenience Products: These are inexpensive items that consumers buy regularly
and with minimal buying effort. Examples include bread, milk, or toothpaste. These
products are usually low risk and readily available.

e Shopping Products: These items are purchased less frequently, and consumers
tend to compare these products based on quality, price, and style. Examples include
furniture, clothing, or appliances.

e Specialty Products: These products carry unique characteristics or brand
identification for which a significant group of buyers is willing to make a special
purchasing effort. High-end luxury items, professional photography equipment, or
unique handcrafted products can be classified under this category.

e Unsought Products: These are products that the consumer does not know about or
does not normally consider buying, such as life insurance or funeral services. These
products often require a significant amount of advertising, personal selling, and

marketing efforts.
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Industrial Products Classification
Industrial products are those purchased for further processing or for use in conducting a
business. They can be classified into three primary categories:

e Materials and Parts: These include raw materials and manufactured parts that go
into the final product. Raw materials, such as cotton or rubber, and manufactured
parts like batteries or buttons, fall under this category.

e Capital Items: These are long-lasting goods that facilitate developing or managing
the finished product. They include installations like buildings and fixed equipment,
as well as accessory equipment such as desktop computers or handheld scanners.

e Supplies and Services: Business supplies, maintenance items, and services like
cleaning, repairs, and business consulting that assist in day-to-day operations of a
business fall under this category.

The Implications of Product Classification
Understanding product classification carries significant implications for a firm's marketing
strategy:

e Product Strategy: Understanding the nature and category of the product helps in
designing the product, packaging, and also in adding features that will appeal to the
target segment.

e Pricing Strategy: For example, specialty products can command a higher price,
while pricing of convenience products needs to be competitive.

e Distribution Strategy: Some products, like convenience products, need a wide
distribution network, while specialty items can be sold in select stores only.

e Promotion Strategy: Unsought goods require aggressive advertising and personal
selling, while other types of consumer goods might rely more on public relations,

social media marketing, and other promotional methods.

10.4 The Product Life Cycle

The Product Life Cycle (PLC) is a critical conceptual framework in marketing management
that describes the progression of a product through distinct stages from its inception to
withdrawal from the market. This trajectory is not static but is subject to the dynamics of the

market environment, competitive pressures, and changes in consumer behaviour.
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It is characterised by differing levels of sales, profits, and marketing strategies, with

implications for product management and strategic planning. Understanding the PLC helps

companies make informed decisions about product development, pricing, promotion, and

distribution, contributing to sustainable competitive advantage.

Stages of the Product Life Cycle

The PLC typically consists of four main stages:

Introduction: This is the launch phase, when the product is first introduced to the
market. Sales are typically low due to limited awareness and adoption, and costs are
high due to development and marketing expenses. Marketing efforts at this stage are
focused on building product awareness and achieving market penetration.

Growth: In this stage, sales begin to grow rapidly as market acceptance increases.
Profits also start to rise, although competition may start to intensify. Marketing
activities are aimed at enhancing product differentiation and expanding market share.
Maturity: At this stage, the product reaches peak sales. The market becomes
saturated, growth slows down, and competition is often fierce, leading to potential
price reductions. Marketing efforts here aim to defend market share while maximising
profit.

Decline: This is the final phase, characterised by a steady fall in sales and profits.
This decline could be due to market saturation, technological obsolescence, changing
consumer preferences, or increased competition. At this stage, companies may
consider strategies such as market modification, product modification, or withdrawal

from the market.

Product Life Cycle Limitations and Criticisms

Despite the PLC’s popularity as a strategic tool, it's not without limitations and criticisms.

These include:

Predictability: It is challenging to accurately forecast at which stage of the PLC a
product is, the length of each stage, or when the product will move to the next stage.

These transitions can be abrupt and unpredictable.
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e Uniformity: The PLC implies a uniform sequence of stages for all products, but not
all products follow the classic four-stage model. Some products may skip stages,
while others might oscillate between stages.

e Self-fulfilling prophecy: If managers strongly believe in the PLC, they may make
decisions that unwittingly precipitate a product’s decline.

e Overemphasis on stages: The PLC model may lead to an overemphasis on the stage

of the product rather than the market dynamics or competitive environment.

10.5 Different Stages and Strategies in the Product Life Cycle

The introduction stage is the first phase in the product life cycle. Here, the product is newly
launched into the market, and consumer awareness is minimal. Demand is usually low, costs
are high, and profits are non-existent or negative.

Strategies for this stage include:

e Market Penetration Pricing: To gain market share rapidly, a product can be
introduced with lower pricing. This approach can deter potential competitors and help
establish the product in the market.

e Promotional Efforts: Intensive promotion is necessary to create awareness and
induce trial purchases. This could include public relations, advertising, sales
promotions, and in-store displays.

e Product Quality and Reliability: Ensuring the product is of high quality and reliable

can help build a positive reputation and consumer trust from the start.

Growth Stage and Strategies

The growth stage is characterised by rapidly increasing sales, improving profitability, and
more competitors entering the market. It's at this stage that companies start realising
significant profits.

Strategies for the growth stage include:

e Product Improvement and Differentiation: Enhancements and upgrades can
provide competitive advantages, while differentiation can help the product stand out
in the increasingly crowded market.

e Market Expansion: Businesses can seek to enter new markets or segments to

continue driving growth.
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e Increased Distribution: Expanding the distribution channels can help reach more

customers and increase sales.

Maturity Stage and Strategies
During the maturity stage, the growth of sales slows down, competition intensifies, and
profits start to decline. This phase is often the longest in the product life cycle.
Strategies for this stage include:
e Market Segmentation: Companies can identify and target different customer
segments with customised marketing strategies to maintain or even increase sales.
e Product Line Extensions: Introducing variations of the product can rekindle interest
and boost sales.
e Cost Reduction:Optimising operations and reducing costs can help maintain

profitability.

Decline Stage and Strategies
The decline stage is marked by decreasing sales and profits. This could be due to market
saturation, changing customer preferences, or the introduction of more advanced products.
Strategies for this stage include:
Product Discontinuation: If the product is no longer profitable, it may be prudent to
discontinue it.
Harvesting: The company reduces investment in the product, maximising short-term
profit and cash flow without concern for the product's long-term future.
Niche Marketing: Focusing on a smaller, dedicated customer base can prolong the

product’s life in the market.

Extending the Product Life Cycle
There are strategies that companies can use to extend the product life cycle, delaying the
maturity or decline stage:
Product Redesign: Giving the product a new look or introducing new features can re-
engage customers.
Rebranding: Changing the product's image, packaging, or branding can help it appeal to

a new customer segment.
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Finding New Uses: Educating consumers about new uses for the product can increase its
lifespan.
Targeting New Markets: Introducing the product to new markets, domestically or

internationally, can give it a new lease on life.

10.6 Product Line Decisions

A product line refers to a group of related products manufactured or marketed by a single
firm. These products are usually closely related in terms of function, customer groups,
distribution channels, or price range.

The purpose of product lines is multifold:

To cater to varying customer needs: A company can appeal to different customer
segments, each with its unique needs, by offering a range of products within a product
line.

Enhanced brand image: A well-managed product line can improve a company's
reputation and strengthen its brand image.

Economies of scale: Having a product line allows for efficiencies in production,

distribution, and marketing efforts.

Product Line Length, Depth, and Consistency

Product line length refers to the number of products in a product line. It demonstrates the
variety offered by a company to its customers.

Product line depth refers to the variations in each product within a product line. It shows how
the company caters to different segments within the market.

Product line consistency measures how closely related the products in a line are in terms of
their usage, production requirements, and distribution channels.

All three attributes should be carefully managed to ensure that they align with the firm's
strategic objectives:

Length: Companies need to have an optimal product line length that suits their
capabilities and market demand. Too few products might mean missed opportunities,
while too many can dilute the brand.

Depth: Adequate depth ensures that different customer preferences are catered for, but it

should not be so extensive that it leads to self-cannibalization.
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Consistency: Products should be consistent enough to leverage common branding and

marketing strategies but varied enough to appeal to diverse customer segments.

Product Line Expansion and Pruning

Product line expansion refers to adding new products to an existing product line to achieve
wider market coverage. It often involves targeting a new demographic or entering a new
market segment.

Product line pruning, on the other hand, involves reducing the number of products in a
product line, usually to eliminate unprofitable or low-performing products.

Both actions are important to the product line strategy:

Expansion: This can help the company reach new customers, increase market share, and
stimulate growth. However, careful market analysis and forecasting are essential to
avoid over-extension.

Pruning: This can help optimise resources and improve profitability by focusing on high-
performing products. However, it should be done with caution to avoid negatively
impacting the customers who are loyal to the pruned products.

Managing Product Lines for Competitive Advantage
Managing product lines effectively is critical for companies to maintain a competitive
advantage. This involves careful decision-making around the development, maintenance, and
adjustment of product lines, considering both internal capabilities and external market
conditions.
o Differentiation: Differentiating products within the line to cater to different consumer
preferences can create a competitive edge.
e Innovation: Regularly updating and improving products within the line keeps the
company's offerings fresh and competitive.
e Cross-selling: Leveraging relationships between products within the line to
encourage customers to purchase more.
e Brand extension: Using the established brand name for new products in the product

line to reduce marketing costs and make use of the existing brand's reputation.
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10.7 Summary:

<,

2
°o

Product Decision-Making involves evaluating and deciding on key aspects of a
product such as its design, features, pricing, and target market. These decisions are
typically informed by market research, competitive analysis, and a company's
strategic goals.

Products can be understood at three levels: core (the fundamental benefit or need it
satisfies), actual (the physical product and its features), and augmented (additional
services or benefits that come with it, such as warranty or customer service).

Product Classification refers to categorising products into groups based on their
characteristics, usage, or market segmentation. Classification includes consumer
products (convenience, shopping, specialty, and unsought) and industrial products
(materials and parts, capital items, and supplies and services).

The Product Life Cycle is a theoretical model that depicts the stages a product
typically goes through in the market, from introduction, through growth and maturity,
to decline. Each stage requires different marketing strategies to maximise product
success.

Strategies differ by stage - the introduction stage focuses on awareness and
distribution, growth on building market share, maturity on maintaining share and
profitability, and decline on divestment or re-invention.

These involve managing a range of products that a company offers. Decisions might
include how many products to include in the line (line length), the number of
variations of each product (line depth), the consistency of products within the line, as
well as the decision to add or remove products from the line (line expansion or
pruning).

Effective product line management can give a company a competitive advantage by
meeting customer needs more fully, optimising resources, and encouraging Cross-

selling or up-selling opportunities.

10.8 Keywords:

Market Research: The process of gathering, analysing, and interpreting information

about a market, including its customers, competitors, and trends. This information
guides product decisions, such as whether to introduce a new product or revise an

existing one.
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Customer Needs: Fundamental requirements that customers expect from a product.
Understanding customer needs is crucial in product decision-making, influencing the
product design, features, and overall value proposition.

Actual Product: This includes the tangible features of a product, such as design, brand
name, quality, and packaging that deliver the core benefit.

Augmented Product: This refers to additional services or benefits that come with the
product, like after-sales service, warranty, or delivery, which enhance its value.

Market Penetration Strategy: Used in the introduction stage, this strategy involves
setting a low price for a new product in order to attract a large number of customers
and a large market share.

Product Development Strategy: Involves creating new products to replace existing
ones; used during the growth and maturity stages to maintain interest and

competitiveness.

10.9 Self-Assessment Questions:

How would you apply the concept of product life cycle to a real-world product of your
choice? Describe the different stages and appropriate marketing strategies for each.
What are the key factors to consider when making product line decisions for a
multinational corporation? Illustrate your answer using a hypothetical product line.
Which product classification (consumer or industrial) would best apply to an innovative
technology product in a nascent market? Justify your choice.

What are the potential advantages and disadvantages of extending a product's life
cycle? Give examples of products where extension strategies have succeeded or failed.
How can the different levels of a product (core, actual, and augmented) influence a

consumer's purchase decision? Discuss with a reference to a product you often use.

10.10 Case study:
Apple Inc. and Product Life Cycle Management

Apple Inc. is known for its innovation and excellence in product design and development. A

critical look at Apple's success reveals a mastery of the product life cycle management.

Consider the iPhone. Since its introduction in 2007, the iPhone has gone through various

stages of the product life cycle. It experienced rapid growth as it was a revolutionary product,

144



introducing a new era of smartphones. Apple's marketing and development strategies helped
maintain this growth phase, with consistent innovation in design and functionality.
As the market matured and competition increased, Apple did not rest on its laurels. Instead, it
continued to invest in Research and Development (R&D), introducing new features like Face
ID, augmented reality, and superior processing capabilities. These additions kept the iPhone
at the maturity stage of its life cycle, maintaining its market leadership despite the saturated
smartphone market.
In a bold move to keep the product from reaching the decline stage, Apple diversified its
product line. It introduced different versions of the iPhone - like the iPhone SE, XR, and Pro
Max - catering to different market segments. Simultaneously, Apple leveraged its established
brand to introduce complementary products and services like the Apple Watch, Apple Music,
and iCloud, thus extending the product life cycle.
Apple's strategic product life cycle management has been key to its resilience and continued
growth in the competitive tech market.
Questions:
e How has Apple's approach to managing the product life cycle contributed to the
iPhone's sustained success?
e How does Apple's strategy of product line diversification help in extending the
product life cycle of the iPhone?
e Given the maturity of the smartphone market, what strategies could Apple potentially
implement in the future to maintain its market position and extend the iPhone's life

cycle?

10.11 References:
e The New Strategic Brand Management: Advanced Insights and Strategic Thinking"
by Jean-Noél Kapferer
e Positioning: The Battle for Your Mind" by Al Ries and Jack Trout
e Product Lifecycle Management (Volume 1): 21st Century Paradigm for Product
Realisation" by John Stark
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UNIT: 11

New Product Development

Learning Objectives:
e Learn new product development importance.
e Understand the new product development process.
e Apply strategies for product development.
e Learn the role of market research.
e Learn about product mix strategies.
o Apply strategies to different market segments.
e Understand the role of branding in product mix.

e Learn influence of product lifecycle on product mix.

Structure:

11.1New Product Development
11.2 Product Mix Strategies
11.3 Summary

11.4 Keywords

11.5 Self-Assessment Questions
11.6 Case Study

11.7 References

11.1 New Product Development

New Product Development is a fundamental business process that involves creating new
products or significantly improving existing ones to meet changing consumer needs, exploit
emerging market opportunities, and ensure business growth.

The process is characterised by its inherent complexity and risk, requiring a blend of
creativity, analytical rigour, and strategic acumen. It enables businesses to stay competitive

and relevant in today's fast-paced, innovation-driven markets.

The Need for New Product Development

The need for NPD arises from several drivers:
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Customer Needs: As markets and consumer preferences evolve, businesses must
adapt by creating products that align with these changing needs.

Market Competition: Increasing market competition necessitates that businesses
regularly innovate their offerings to retain market share and remain competitive.
Technological Advancements: Rapid advancements in technology provide
opportunities for businesses to develop innovative products, streamline operations,
and create a competitive advantage.

Business Growth: For businesses to grow and expand, they need to diversify their

product portfolio to reach new markets or customer segments.

The New Product Development Process

The New Product Development process is a sequence of steps that transforms an idea into a

market-ready product. While this process varies across industries and organisations, it

commonly follows these stages:

Idea Generation: This stage entails engaging in brainstorming sessions and actively
searching for novel concepts to develop a new product. These ideas might stem from
several sources such as market research, consumer feedback, competition analysis,
employees, or technical breakthroughs.

Idea Screening: This stage is where the generated ideas are evaluated against criteria
such as feasibility, potential market size, alignment with the company's strategic
goals, and potential return on investment. This step is crucial to filter out unfeasible or
non-strategic ideas early in the process.

Concept Development and Testing: In this phase, the selected ideas are developed
into product concepts. These concepts are then tested among a small group of target
customers to gauge their reaction and interest in the product.

Business Analysis: This stage involves assessing the business viability of the product
concept. This includes a detailed analysis of the product's potential market,
competition, cost of production, pricing, and expected profitability.

Product Development: At this stage, the product concept is turned into a physical
product. This involves detailed design, prototyping, and testing to ensure the product

meets the intended quality standards and customer requirements.
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Test Marketing: The developed product is introduced into a limited, representative
market to collect customer feedback and understand its performance in real-world
conditions. The results of test marketing guide any necessary product modifications
before full-scale launch.

Commercialization: This is the final stage where the product is launched into the
market. It involves decisions about the timing, geographic rollout, and promotional

activities for the product launch.

The New Product Development process, while structured, is iterative and feedback-driven,

allowing for continual learning and adjustments as the product moves from idea to market

launch. Therefore, effective management of this process is critical for successful product

innovation and sustained business competitiveness.

Factors Influencing New Product Success

There are numerous factors that can influence the success of a new product in the market.

Understanding these factors can help managers create strategies to increase the chances of

success for their new products.

Market Needs: Understanding market needs is paramount. If a product fails to meet a
need or solve a problem for consumers, it's unlikely to succeed. Comprehensive
market research is crucial in identifying these needs.

Product Quality: The quality of the product must be satisfactory to meet the
expectations of consumers. Substandard product quality could lead to negative word-
of-mouth and poor sales.

Pricing: The pricing of the product should reflect its perceived value. It should also
be competitive with similar products in the market.

Promotion: Effective promotional activities increase product awareness and can
drive consumer demand. The product's value proposition should be clearly
communicated.

Distribution: The product should be available where and when the customer wants to
buy it. An efficient distribution system ensures product availability to the target

market.
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e Competitive Environment: The success of a new product depends on the
competitive landscape. If similar products are available from multiple vendors, it

could be challenging to secure market share.

Consumer Adoption Process

The consumer adoption process refers to the cognitive process that individuals go through
from initial awareness of an innovation to eventually incorporating it into their normal
routine. The normal procedure involves the following steps:

o Awareness: The buyer is introduced to the new product but does not possess sufficient
information about it.

e Inquiry: The consumer is interested in obtaining information regarding the recently
launched product.

e Evaluation: The consumer assesses the feasibility of trying the new product.

e Trial: The consumer does a small-scale test of the new product to enhance their assessment
of its worth.

e Adoption: The consumer chooses to completely embrace and utilise the product.
Understanding this process allows marketers to identify strategies and touchpoints to

influence consumers at each stage.

Role of Research in New Product Development
Research plays a vital role in new product development:
e Idea Generation: Market research helps to generate new product ideas by identifying
market needs, trends, and gaps.
e Concept Testing: Research is used to test the acceptance of a product concept by
potential consumers before it is developed.
e Product Development: During the product development stage, research can help
refine the product features and benefits based on consumer feedback.
e Market Testing: Before a full-scale launch, research helps test the product in a
limited market to gauge consumer response.
e Post-Launch Review: After launch, research can help evaluate the product’s success

and identify areas for improvement.
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Strategies for New Product Development

Several strategies can be employed for new product development:
e New-to-the-World Products: These are novel products that establish a completely new
market.
e New Product Lines: These are recently developed products that enable the company to

enter a well-established market for the first time.

Product Line Extensions: Additional items that enhance and complement an organization's
existing product offerings.
e Enhancements and Modifications of Current items: Novel items that offer enhanced
functionality or increased perceived worth, hence substituting existing products.
Repositioning refers to the process of targeting existing items towards new customers or
market segments.
e Cost reductions: Introducing new goods that offer comparable performance at a reduced

cost.

Risk Management in New Product Development
Risk management is a critical aspect of new product development. By identifying, analysing,
and responding to potential risks, organisations can significantly increase the likelihood of a
new product's success in the market. Risks can manifest in several ways: technical, market,
operational, financial, or strategic. Proper risk management helps in mitigating these potential
risks, and can be broken down into four key stages:

e Risk Identification: This involves discovering, recognizing, and describing the risks
that could affect the NPD. Risk sources could be internal or external, and methods to
identify risks include brainstorming sessions, expert opinions, historical data analysis,
and SWOT analysis.

e Risk Analysis: After identifying risks, it is necessary to assess them in order to
comprehend their potential consequences and probability. This encompasses both
qualitative and quantitative risk assessment. Qualitative analysis classifies risks
according to their severity and probability, whereas quantitative analysis assesses the

possible impact of the risk on the project's objectives using numerical methods.
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e Risk Evaluation and Prioritization: Here, the organisation decides which risks need

to be treated based on their severity and likelihood, as well as the company's risk

appetite. Risks that cannot be accepted are then prioritised for further action.

Here are some of the ways that marketing management can contribute to risk management:

Market Research: Conducting thorough market research helps identify market-
related risks such as customer preferences, competition, and market trends. It is
critical in avoiding the risk of product failure due to lack of market fit.

Customer Segmentation: Identifying and understanding different customer segments
can help manage the risk of targeting the wrong customers or missing out on potential
customer segments.

Pricing Strategy: Developing an effective pricing strategy can mitigate the risk of
setting a price too high or too low for the target market.

Promotion and Distribution Strategy: Creating an effective promotion and
distribution strategy can minimise the risk of insufficient product awareness or access
in the target market.

Product Testing: This helps identify any technical risks related to the product itself.

Feedback from product testing can inform improvements to the product before launch.

11.2 Product Mix Strategies

The concept of the product mix, also known as product assortment, is a fundamental pillar of

marketing management. The product mix encompasses all the various types of products a

company has available for sale. It's an important strategic decision as it directly influences a

company's identity, market positioning, and potential profitability. To appreciate the

intricacies of the product mix, let's delve into its components: product line length, depth,

consistency, and width.

Components of the Product Mix

Product Line Length: Product line breadth is the aggregate quantity of products or
items within a product line. A product line refers to a collection of interconnected
products that are marketed by a single company under the same brand. For instance,
in a cosmetic company, a product line could be skincare products. The length then is
the number of skincare products offered by the company. The product line length is

important because it can help companies cater to various customer segments and
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needs, but it can also be challenging to manage and could dilute the brand if not
handled correctly.

e Product Line Depth: While product line length concerns the number of products,
product line depth focuses on the variations within each product. Using the same
cosmetics company example, depth would consider the different types of a specific
skincare product, such as facial cleansers available in various formulations and for
different skin types. A deeper product line allows a company to cater to more specific
consumer preferences, but it also increases complexity in operations and marketing.

e Product Line Consistency: This term refers to how closely related the products
within a product line are, in terms of use, production, and distribution. In the cosmetic
company scenario, skincare products and makeup products may be considered
consistent because they are both used for beauty enhancement, likely to share
production processes, and sold through similar channels. Maintaining consistency is
advantageous for creating a strong brand image and leveraging synergies in marketing
and production. However, it can limit the company's adaptability to diverse market
trends and customer needs.

e Product Line Width: This represents the number of different product lines a
company offers. For the cosmetics company, the product line width would consider
all the product lines it carries like skincare, makeup, haircare, and fragrances.

A wider product mix can help a company reach diverse markets and reduce business
risk by not relying on a single product category. However, managing a broad product
mix can be resource-intensive and could risk diluting the company's brand image if

the product lines are too disparate.

Strategies in Product Mix Decisions
Product Line Extension:
Product line extension refers to the strategy of adding new products to an existing
product line to attract a larger audience and capitalise on the established brand value. It is
an effort to cater to a segment of the market whose needs were previously unfulfilled by
the existing product line. It's an opportunity to leverage brand equity and increase market

share.
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Example: A successful coffee brand launching a new flavour or a new type of coffee
bean. This can attract different subsets of consumers who weren't previously

addressed by the existing product line.

Product Line Filling:
Product line filling refers to the process of expanding the existing range of items within a
product line. This strategy is used to plug the gaps and give consumers more options
within the existing product line. This not only provides a comprehensive solution for
customer needs but also helps in capturing more shelf-space in retail outlets, potentially
leading to increased sales.

Example: A clothing brand may decide to add more colour options, sizes, or styles in

their existing line of shirts, thereby filling their product line.

e Product Line Pruning:
Product line pruning is the process of eliminating underperforming or low-profit
products from the existing product line. The rationale behind this strategy is to
concentrate resources on high-performing products and increase overall profitability.
This also helps in reducing complexity and increasing focus.
Example: A cosmetics company may decide to discontinue a particular line of
lipsticks that are not selling well, so they can focus more on their best-selling

products.

Product Line Modernising:
Product line modernising involves updating or improving existing products in response
to changing market conditions, consumer trends, or technological advancements. This
could include updating product features, design, packaging, or any other aspect of the
product that could be made more appealing or relevant to the target market.
Example: An electronics company might modernise its line of smartphones by
incorporating new technologies or software updates to keep up with market trends

and meet consumer demands for the latest features.
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Product Mix Strategies for Different Market Segments

When choosing a product mix strategy, companies should consider their target market

segments and their unique needs. Here are a few strategies tailored to different market

segments:

Mass Market Strategy: This involves offering a product that appeals to the majority
of consumers. It's often used by large corporations with wide-ranging customer bases.
Niche Market Strategy: This involves offering a product that caters to a specific,
often smaller, segment of the market. It allows firms to become experts in a specific
area, offering superior value to that niche.

Segmented Market Strategy: This strategy targets several market segments with
unique product offerings for each. It requires deep knowledge of each market segment
to successfully tailor products and marketing messages.

One-to-One Marketing: This highly personalised strategy targets individual
consumers or businesses with specific products or solutions. It's often used in B2B
contexts, where individual customer needs can be met with tailored products or

services.

The Role of Branding in Product Mix Strategies

Branding is a critical aspect of product mix strategies as it impacts customer perception and

product positioning. It can create a unified, recognizable identity across a diverse product

line, or distinguish individual products within the same company.

Branding for a Full Product Line: Strong branding allows companies to leverage
brand equity across a full range of products. Customers who trust the brand may be
more likely to try new products under the same name.

Branding for a Limited Product Line: Here, branding is focused on establishing the
product as superior in its niche. It aims to create a perception of quality and
specialisation.

Branding for Differentiated Product Lines: In this strategy, branding serves to
differentiate products within the company's offering. It helps customers to understand
the distinct value proposition of each product variant.
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The Impact of Product Lifecycle on Product Mix Strategies

Understanding the product lifecycle and its impact on product mix strategies is critical in

Marketing Management. The product life cycle (PLC) delineates the sequential phases

that a product undergoes, commencing with its inception and culminating in its removal

from the market. The stages encompassed in this process are introduction, growth,

maturity, and decline. A balanced product mix strategy considers the lifecycle stage of

each product to optimise profitability and market share.

Introduction Stage: At this stage, companies often focus on a single or a small
number of products to control costs and concentrate resources. The product mix is
generally narrow and aims to carve out a niche in the market.

Growth Stage: As the product gains acceptance and starts to grow, firms may look to
diversify their product mix. This could be by adding different versions of the product,
accessories, or complementary goods.

Maturity Stage: This stage often leads to a broadening of the product mix.
Companies may introduce variations of the product or entirely new products to
maintain interest and fend off competition.

Decline Stage: At this point, the product mix strategy may involve phasing out the
product or replacing it with a more innovative offering. Companies could also choose

to maintain the product for a niche market segment that remains loyal to it.

By adapting the product mix strategy to the lifecycle stage of each product, companies can

better meet the changing needs and preferences of their consumers, manage risk, and

maximise profit.

The Influence of Market Trends on Product Mix Strategies

Market trends are an essential determinant of the product mix strategy of a company. These

trends may be driven by changes in consumer preferences, technological innovations,

regulatory changes, and competition, among other factors.

Consumer Preferences: Changes in consumer preferences can result in shifts in the
product mix. For example, the increasing demand for sustainable products has led
many companies to add eco-friendly alternatives to their product mix.
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e Technological Innovations: Advances in technology can create opportunities for

new products or improve existing ones. Companies need to constantly innovate and
update their product mix to stay relevant and competitive.

Regulatory Changes: Changes in regulations can influence the product mix. If
certain materials or practices are banned, companies may need to remove or modify
products in their mix.

Competition: The entry of new competitors or the launch of new products by existing
competitors can force companies to adjust their product mix in response. This could
involve introducing new products, discontinuing underperforming ones, or

repositioning existing products.

11.3 Summary:

% New product development (NPD) involves identifying potential product ideas,
screening them, developing viable concepts, testing, and finally launching the
product.

% NPD is essential to maintain a competitive edge and satisfy evolving customer
needs.

%+ The NPD process follows stages including idea generation, screening, concept
development, business analysis, product development, test marketing, and
commercialization.

% Product mix strategies involve managing and optimising these components to
meet market demands and organisational objectives.

¢ Strategies include product line extension, filling, pruning, and modernising, each

serving different purposes.

11.4 Keywords:

Idea Generation: This is the initial stage of new product development where ideas for
a new product are explored, typically through brainstorming sessions, market
research, and competitor analysis.

Idea Screening: At this stage, the generated ideas are screened to eliminate the ones
that are not viable or do not align with the company's objectives.

Concept Development and Testing: This involves creating detailed product concepts

and testing these concepts with potential customers to gather feedback.

156



Business Analysis: At this stage, the feasibility of the product concept is assessed
from a business perspective, taking into account factors like projected sales,
profitability, and market share.

Product Development: The chosen product concept is developed into a physical
product during this phase.

Test Marketing: The product is launched in a restricted geographical area or among a
specific consumer group to gather customer feedback and to understand its potential
in the real market.

Commercialization: This is the stage where the product is introduced to the entire
target market.

Consumer Adoption Process: This refers to the process a consumer goes through from

first learning about a new product to finally purchasing and using it.

11.5 Self-Assessment Questions:

How would you design a new product development process for a technology company
looking to break into the wearable tech market?

What are the advantages and disadvantages of a product line extension strategy
compared to a product line filling strategy? Provide an example for each.

Which factors do you consider critical for the success of new product development
and why?

How would you handle product line pruning for a multinational corporation with
diverse product categories? Give a step-by-step approach.

What role does market segmentation play in determining a company's product mix

strategy? Provide a real-world example to illustrate your answer.

11.6 Case study:
Unilever’s Strategic Product Mix and New Product Development

Unilever, one of the world's leading FMCG companies, is a perfect example of a business

that has effectively harnessed the power of product mix strategies and new product

development. The company manages more than 400 brands that are grouped into four main

segments: Personal Care, Foods, Refreshment, and Home Care.
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Unilever's Dove brand exemplifies successful product line extension and depth. Originally
launched as a beauty bar soap in the 1950s, Dove now encompasses a wide range of products
including body wash, shampoo, deodorant, and skincare. This was a strategic move to
capitalise on the positive image of the Dove brand and expand its customer base.

Unilever also leverages product line filling effectively. For instance, within the Dove body
wash range, there are several variants catering to different customer needs, like sensitive skin,
deeply nourishing, and instant hydration, providing customers a variety of choices.

Unilever’s commitment to sustainable living led to the new product development of Love,
Beauty and Planet, a brand dedicated to environmentally friendly personal care products.
The product was developed keeping in mind the changing consumer preferences towards
sustainability, showcasing Unilever’s ability to anticipate market needs and trends.

Through effective product mix strategies and new product development, Unilever maintains
its market position, caters to diverse consumer needs, and adapts to market trends, providing

valuable lessons for businesses worldwide.

Questions:
e How has Unilever's product mix strategy contributed to its global success, using Dove
and Love, Beauty and Planet as examples?
e Analyse the potential risks and benefits associated with Unilever's approach to
product line extension and product line filling.
e In what ways has Unilever's new product development strategy responded to evolving
consumer preferences and market trends, and how might it continue to do so in the

future?

11.7 References:
e Product Design and Development - Karl T. Ulrich, Steven D. Eppinger
e New Products Management - C. Merle Crawford, C. Anthony Di Benedetto
e Strategic Marketing Management: Planning, Implementation and Control - Richard
M.S. Wilson, Colin Gilligan
e Strategic Brand Management - Kevin Lane Keller, VanithaSwaminathan
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UNIT: 12

Product Differentiation

Learning Objectives:
e Understand and apply product differentiation strategies.
e Master branding strategies and their impacts.
e Grasp brand equity and valuation methods.
e Learn about packaging strategies and their roles.
e Identify interrelations between different strategies.
e Keep abreast of emerging trends in these fields.
e Understand the challenges and opportunities in product differentiation, branding,

and packaging.

Structure:
12.1  Understanding Product Differentiation
12.2  Strategies for Product Differentiation
12.3  Introduction to Branding
12.4  Branding Strategies
12,5 Brand Equity and Brand Valuation
12.6  Introduction to Packaging
12.7  Packaging Strategies and Decisions
12.8  Summary
129  Keywords
12.10 Self-Assessment Questions
12.11 Case Study
12.12 References

2.1 Understanding Product Differentiation

Product differentiation is a marketing strategy that businesses employ to distinguish their
products or services from similar offerings in the market. This concept hinges on the premise
that no two products are entirely alike, allowing businesses to highlight their unique features,
benefits, or brand characteristics to create a distinctive market position. Product

differentiation can manifest in various forms including:
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e Quality Differentiation: The overall durability, reliability, or innovative
characteristics that distinguish a product from competitors. For instance, a
smartphone manufacturer may differentiate their products through superior
camera quality or battery life.

e Design Differentiation: The physical aspects or aesthetics of a product, including
its colour, shape, size, or style, that are distinct from competitors. For example,
Apple's minimalist design philosophy sets their products apart in the technology
market.

e Price Differentiation: Offering products at different price points, aiming to
appeal to different market segments based on affordability or perceived value.

e Service Differentiation: The customer service or added services that accompany
a product, such as delivery services, after-sales service, or warranty.

e Brand Differentiation: The reputation, image, or values associated with a brand,
which create a unique identity in the minds of consumers. For instance,
Patagonia's commitment to environmental sustainability is a key differentiator for
their brand.

Role of Product Differentiation in Competitive Advantage
Product differentiation plays a crucial role in achieving a competitive advantage. By
distinguishing their products from competitors, businesses can create a unique value
proposition that appeals to a particular segment of consumers, resulting in increased
market share, loyalty, and profitability. Here's how product differentiation contributes to
competitive advantage:

e Consumer Preference: Differentiation helps to cater to a variety of customer
tastes and preferences. By offering unique product features or benefits, businesses
can meet specific customer needs better than competitors, fostering customer
loyalty and repeat purchases.

e Market Positioning: Differentiated products enable businesses to establish a
distinctive market position, making them more memorable and recognizable to
consumers. This positioning can create a barrier to entry for competitors and can

reduce the impact of price-based competition.
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e Pricing Power: When a product is perceived as unique or superior, businesses
have greater flexibility in pricing. They can charge a premium for differentiated
products, which can result in higher profit margins.

e Brand Loyalty: Unique product attributes, excellent customer service, or a
compelling brand story can foster emotional connections with consumers, creating
brand loyalty. Loyal customers are less likely to switch to competitors, providing
a stable customer base and consistent revenue.

e Mitigate Competition: Effective product differentiation can make direct
comparisons difficult for consumers, mitigating the intensity of competitive
rivalry. If a product is sufficiently differentiated, it may even be considered in a

category of its own, effectively reducing competition.

12.2 Strategies for Product Differentiation

Product differentiation is a cornerstone of marketing strategy and refers to the process of
distinguishing a product or service from others in the market. This is accomplished through
unique characteristics that are valued by customers and are not easily replicable by
competitors. The main strategies for product differentiation include quality, design and
feature, customer service, price, channel, and image differentiation.

e Quality Differentiation: Quality differentiation focuses on the superiority or
uniqueness of the product's performance in comparison to rival offerings. This
includes factors such as durability, reliability, efficiency, and effectiveness. The
objective is to create value for the customer by providing high-quality goods or
services that outperform others in the marketplace.

o Example: High-end brands such as Apple and Mercedes-Benz focus on quality
differentiation by offering superior products with meticulous attention to
details and performance.

e Design and Feature Differentiation: Differentiation can be achieved by adding
unique design elements and features that enhance the usability, functionality, or
aesthetic appeal of a product. This strategy tends to focus on the customer's needs and

preferences, often involving innovation and technological advancement.

161



o Example: Google’s Android operating system differentiates itself with its
customizable design and numerous unique features, compared to the more
standardised i0S of Apple.

e Customer Service Differentiation: This strategy is centred on providing superior
customer service, enhancing the overall experience associated with the product or
brand. This can include elements such as quick response times, personalised service,
post-purchase support, and knowledgeable staff.

o Example: Companies like Zappos and Amazon have made customer service a
key point of differentiation, offering easy returns and quick resolution of
customer complaints.

e Price Differentiation: Price differentiation is the strategy of setting a price that
distinguishes the product from similar offerings in the market. This can be a lower
price, appealing to cost-conscious customers, or a higher price, intended to signal
superior quality or prestige.

o Example: Walmart uses a low-price strategy, often pricing goods lower than
competitors, while luxury brands like Gucci employ a high-price strategy to
convey exclusivity.

e Channel Differentiation: Channel differentiation involves the unique use of
distribution channels to reach customers. This can include online and digital channels,
brick-and-mortar stores, direct-to-consumer models, or any other method of getting
the product to the customer in a way that adds value.

o Example: Dell revolutionised the computer industry with its direct-to-
consumer model, differentiating itself by bypassing traditional retail channels.

e Image Differentiation: Image differentiation involves crafting a distinct and
appealing image or brand persona that sets a product apart from competitors. This can
be achieved through advertising, packaging, and overall branding efforts that project a
specific lifestyle, value, or identity associated with the product.

o Example: Coca-Cola has crafted an image of happiness and positivity, often
associating their product with joyful life experiences, thus setting themselves
apart in the crowded soft drink market.

12.3 Introduction to Branding
Branding, in the most comprehensive sense, represents the totality of perceptions that a

consumer holds regarding a particular product, service, or company. It's a complex mixture of
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tangible and intangible components, including name, logo, visual aesthetics, and the
messages it conveys, together with the customer's experiences, perceptions, and emotional
responses.

Branding is the embodiment of a promise to the consumer. It communicates what they can
expect from your products or services and distinguishes your offerings from competitors'. In
essence, branding is the summation of who you are, who you aspire to be, and how the public

perceives you to be.

Importance of Branding
Branding is critically important in marketing due to a multitude of reasons:

Recognition: A strong brand creates recognition and familiarity, making it easier for
consumers to recall, recognize, and prefer your products or services over others.

Trust: A well-established brand inspires trust and credibility in the marketplace. This
trust can help businesses weather periods of uncertainty, and it also allows for a
premium on goods and services.

Customer loyalty: Successful branding efforts lead to customer loyalty, which translates
into repeat purchases, positive word of mouth, and resilience in the face of competitor
offerings.

Differentiation: Branding helps to distinguish your offerings from those of competitors,
reducing the commoditization threat and promoting distinct value propositions.

Employee Pride and Satisfaction: Strong branding can also boost employee morale and
satisfaction, as employees often take pride in working for a well-regarded brand.

Benefits of Strong Branding
Strong branding offers numerous benefits to both the organisation and its customers.

Customer Recognition: Having a strong brand means consumers are far more likely to
recognize your products or services in a crowded marketplace.

Competitive Edge: A strong brand provides a crucial edge in fiercely competitive
markets. It can also create barriers to entry, making it difficult for newcomers to gain
a foothold.

Customer Loyalty: Once a brand has created a positive impression and won the trust of
consumers, it tends to lead to continued business and loyalty. This loyalty can also

protect the brand during economic downturns or other challenges.
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Enhanced Credibility: A strong brand enhances a business's credibility with customers,
the industry, and the marketplace as a whole. This can be particularly beneficial in
B2B relationships, where trust and credibility are critical.

Easy Introduction of New Products: Once a strong brand is established, it's easier for a
business to introduce new products. Consumers, already familiar with and trusting of

the brand, are more likely to try new products under the same brand umbrella.

12.4 Branding Strategies
Brand Positioning
Brand positioning refers to the strategic effort to create a unique impression in the minds of
the customers and the market. It's about crafting a specific image or identity that distinguishes
a brand from its competitors, clearly communicating the brand's unique value proposition.
Effective brand positioning ensures customers understand the brand's benefits, qualities, and
the ways it meets their needs better than competitors.
Some key factors in brand positioning include:

Identifying the target demographic

Understanding the unique selling propositions

Analysing the competitive landscape

Defining the brand's values and mission

Creating a consistent brand message across all channels

Brand Name Selection

The brand name serves as a critical aspect of brand recognition and perception. The selection
of a brand name is a strategic decision that influences the brand's image and positioning. It
needs to be easily pronounceable, memorable, and ideally, it should convey something about

the product's benefits or its core values.

When selecting a brand name, consider:
The relevance and resonance to the target market
Legal availability and international implications
The potential for expansion to other product categories

The compatibility with the desired brand image and values
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Brand Sponsorship

Brand sponsorship involves associating a brand with an event, organisation, individual, or
another brand, typically through financial support. This is a strategic move to increase brand
visibility, enhance reputation, and establish a strong presence in the minds of potential
consumers. Sponsorship can create a strong emotional connection with the target audience if

aligned well with their values and interests.

Factors to consider in brand sponsorship:
The relevance and alignment of the sponsored entity with the brand's image and values
The visibility and reach of the sponsorship opportunity
The potential return on investment

Risks associated with the sponsored entity

Brand Development
Brand development is an ongoing process of reviewing and refining the brand. It involves
building brand equity through effective marketing and consistent performance. Strategies for
brand development may include new product development, entering new markets, or even
rebranding to adapt to evolving market needs.
Brand development strategies could involve:

Brand extension: Introducing new products under the same brand name

Multi-brands: Establishing different brands for different product lines

New brands: Creating a new brand for a new product line

Brand revitalization: Rebranding to rejuvenate an existing brand

12.5 Brand Equity and Brand Valuation

Brand equity refers to the commercial value that derives from consumer perception of the
brand name of a particular product or service, rather than from the product or service itself.
It's essentially the value premium that a business generates from a product with a

recognizable name as compared to its generic equivalent.

Brand equity has several key components:
Brand Awareness: The degree to which potential customers recognize the brand and are

familiar with its qualities or image.
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Brand Associations: These are the links and relationships that consumers associate with
a particular brand, including the emotional connections customers make with the
brand.

Perceived Quality: This refers to the customer’s perception of the overall quality or
superiority of a product or service compared to alternatives and with respect to its
intended purpose.

Brand Loyalty: The extent to which consumers are faithful to a specific brand,
demonstrated by repeat purchases regardless of the marketing pressure generated by

competing brands.

The goal for businesses is to build positive brand equity, which can lead to tangible financial
benefits. These can include increased margins, greater customer loyalty, the ability to expand

the product line, and improved negotiating power with suppliers and channel partners.

Methods of Brand Valuation

Brand valuation is the job of estimating the total financial value of the brand. It's an important
part of the strategic management of brands, allowing for the understanding of value drivers
and areas of risk. It can provide valuable insights for strategic planning, mergers and
acquisitions, licensing, legal disputes, and financial reporting.

Several methods exist for valuing brands:

e Cost-Based Brand Valuation: Approach involves calculating all the investment that
has gone into building the brand since its inception. This includes costs such as
market research, advertising, branding, and public relations.

e Market-Based Brand Valuation: Based on estimating the price of the brand in the
open market. This method is highly subjective as it involves estimating the price that
a potential buyer is willing to pay for a brand.

e Income-Based Brand Valuation: Popular method of brand valuation and involves
determining the future net revenues that are directly attributable to the brand and

discounting them to a present value.

12.6 Introduction to Packaging
Packaging, a critical element of the marketing mix, is an area that bridges the gap between
branding, design, sales, and consumer satisfaction. It is often the first touchpoint that

consumers have with a product and can create a long-lasting impression about the brand.
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Indeed, packaging transcends its practical purpose of safeguarding and preserving the
product, moving into a realm of communication and persuasion. It's an interface where the
product and the consumer meet, making it one of the most potent tools in a marketer's

arsenal.

Importance of Packaging in Marketing

e Brand ldentity and Recognition: Packaging is a visual manifestation of the brand,
embodying its personality and values. The colour scheme, typography, logo
placement, and overall design aesthetics all contribute to brand recognition. When a
product's packaging resonates with its target audience, it establishes a strong brand
identity and cultivates brand loyalty.

e Product Differentiation: In today's highly competitive market, products often need
to stand out on the shelf to attract consumers' attention. Creative, unique, and
appealing packaging can distinguish a product from its competitors, driving customer
preference and choice.

e Information Communication: Packaging is a critical vehicle for communicating
necessary information about the product, such as its features, usage instructions,
ingredients, nutritional facts (for food items), or warnings. This not only aids the
purchasing decision but also builds trust with consumers by ensuring transparency.

e Consumer Convenience: Effective packaging considers the end-user's needs and
convenience. This includes resealable packets, easy-to-open cans, and portable,
lightweight designs, all of which add value to the product, enhancing consumer

experience and satisfaction.

Functions of Packaging
e Protection: One of the primary functions of packaging is to protect the product
during transit, from the warehouse to the retail store and finally to the consumer. It
prevents damage, contamination, and tampering, ensuring the product arrives in the
best condition possible.
e Storage: Packaging can aid in the storage and organisation of products. It can be
designed to stack easily, taking less shelf space or to be resealable, allowing

consumers to store the product after opening.
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e Attractiveness: Packaging can lure potential customers through its visual appeal. By

using attractive colours, images, and designs, it can draw attention, incite interest, and
eventually lead to purchase decisions.

Promotion: Packaging also serves as a promotional tool. It can carry advertising
messages, promotional offers, or QR codes that lead to more brand content. It's a
silent salesperson on the shelves, communicating the brand's unique selling
proposition to consumers.

Sustainability: With growing consumer awareness about environmental concerns,
sustainable packaging has become a vital function. This can involve using recyclable
or biodegradable materials, reducing unnecessary packaging, and promoting reuse.
Such efforts not only meet regulatory requirements but also enhance brand image and

attract environmentally conscious consumers.

12.7 Packaging Strategies and Decisions

Packaging strategy is an often-underestimated part of the marketing mix, playing a crucial

role in product positioning, branding, and overall marketing effectiveness. This strategy

involves numerous decisions such as material selection, form, function, convenience,

branding, and informational aspects.

Material Selection: Involves determining the appropriate materials to use for
packaging based on the product's nature, cost implications, and durability needs.
Form and Function: Packaging must provide protection, but it should also be
designed to enhance user experience. Decisions around size, shape, and ease of use all
fall into this category.

Branding: Packaging should align with the brand's identity, convey the product's
value proposition, and differentiate it from competitors.

Informational aspects: Packaging is also a crucial medium to communicate
necessary information such as ingredients, usage instructions, health and safety

warnings, and more.

Packaging Design and Its Impact on Consumer Behaviour

Packaging design has a profound influence on consumer behaviour as it significantly impacts

their purchase decisions. The visual appeal of a package can grab a customer's attention,

trigger their interest, and evoke emotional responses that influence buying behaviour.
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e First Impressions: Packaging often provides the first impression of a product,
affecting a consumer’s perception and initial judgement about product quality. A
product with a well-designed package may be perceived as high-quality, justifying a
higher price.

e Brand Recognition: Consistent packaging design across products can improve brand
recognition and loyalty.

e Information Transmission: Packaging that clearly communicates key product

features, benefits, and usage can assist consumers in their decision-making process.

Eco-friendly Packaging Solutions

The importance of eco-friendly packaging has risen significantly due to increasing consumer
awareness about environmental issues and sustainability. It encompasses the use of recyclable
materials, biodegradable packaging, and minimalistic designs that reduce waste.

Consumer Preference: Many consumers now prefer products with eco-friendly
packaging and are willing to pay a premium for them, making this a potentially
profitable strategy.

Regulatory Compliance: With increasingly stringent regulations around packaging
waste and recyclability, eco-friendly packaging can help companies avoid regulatory
penalties and reputational damage.

Brand Image: Sustainable packaging can enhance a brand’s image by positioning it as
environmentally responsible and conscious, which can lead to increased customer

loyalty.

Packaging as a Tool for Differentiation
In a crowded market, effective packaging can serve as a key differentiator, helping products
stand out on the shelves. Distinctive shapes, colours, or designs can make a product
memorable and recognizable, enhancing its appeal to consumers.
Visual Differentiation: Unique colours, shapes, or design elements can make a product
stand out visually and attract consumer attention.
Value Proposition Differentiation: Packaging can also communicate unique selling

points or benefits that set the product apart from competitors.

169



Sensory Differentiation: Incorporating elements that engage the senses such as texture,

sound, or scent—into packaging can create a unique and memorable unboxing

experience, adding to product differentiation.

12.8 Summary:

X/
L X4

X/
L X4

X/
L X4

X/
L X4

Product Differentiation is a marketing strategy that involves distinguishing a
product or service from competitors to make it more attractive to a target market.
Strategies for product differentiation can include quality, design, customer
service, price, channel, and image differentiation.

Branding involves creating a unique name and image for a product in the
consumer's mind, mainly through advertising campaigns with a consistent theme.
It aims to establish a significant and differentiated presence in the market that
attracts and retains loyal customers.

Branding strategies include brand positioning, brand name selection, brand
sponsorship, and brand development. These strategies help enhance brand equity
and facilitate brand valuation.

Packaging plays a crucial role in marketing as it often influences consumers'
buying decisions. The primary functions of packaging are to protect the product,
make it convenient for use, and promote it effectively.

Packaging Strategies involve the design of packaging, the use of eco-friendly
materials, and the use of packaging as a differentiation tool. The right packaging
strategy can significantly improve the product's visibility and attractiveness.
Interrelation of Product Differentiation, Branding, and Packaging: These three
aspects are interconnected and contribute significantly to the overall marketing
strategy. A well-differentiated product with strong branding and effective

packaging can significantly enhance a product's market position.

12.9 Keywords:

Product Differentiation: This is a marketing strategy whereby businesses attempt to

make their product unique to stand out from competitors. This could be achieved

through design, brand image, technology, features, customer service, or other

aspects.
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Competitive Advantage: It's the leverage a business has over its competitors. This can
be gained through offering consumers greater value, either by means of lower prices
or by providing greater benefits and services that justify higher prices.

Branding: This involves creating a distinct image of the product or service in the mind
of consumers, primarily through branding elements such as name, logo, tagline,
design, and a consistent theme throughout all marketing communications.

Brand Positioning: It is the process of positioning your brand in the mind of your
customers. It refers to how a brand is different from its competitors and where, or
how, it sits in customers' minds.

Brand Equity: The commercial value derived from consumer perception of the brand
name of a particular product or service, rather than from the product or service
itself.

Brand Valuation: The process of estimating the total financial value of the brand.

Packaging: The activities of designing and producing the container or wrapper for a
product. It involves aesthetic and functional considerations. It also involves making

sure the package does a good job of protecting the product.

12.10 Self-Assessment Questions:

How would you apply product differentiation strategies to gain competitive advantage
in a saturated market? Provide an example to illustrate your point.

What are the essential elements to consider when developing a successful branding
strategy for a new product in the technology sector?

Which packaging design decisions can significantly influence a consumer's buying
behaviour, and how would you incorporate these elements into a packaging design
strategy?

What role does brand equity play in determining the success of a brand in the market,
and how can it be effectively managed and measured?

How do product differentiation, branding, and packaging strategies interrelate and
contribute to the overall marketing mix for a product or service? Please provide a

comprehensive example.

12.11 Case study:

Patagonia's Product Differentiation and Branding Strategy
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Patagonia, an American outdoor clothing and gear retailer, has firmly established its brand
through a unique blend of product differentiation and branding strategies.

Patagonia's product differentiation strategy is rooted in its commitment to quality and
environmental sustainability. Each product is designed to last, reflecting the company's anti-
consumerism philosophy. Furthermore, the company uses recycled materials and organic
cotton, reducing its environmental footprint and appealing to eco-conscious consumers.

On the branding front, Patagonia has successfully carved out a unique identity. It's not just a
clothing retailer; it's a symbol of environmental activism. The brand positions itself as a
steward of the environment, a stance that strongly resonates with its customer base. This is
evidenced in their "Don't Buy This Jacket" campaign, where they asked customers to
reconsider their purchase and to buy only what they need. This was a bold move, but it
strengthened Patagonia's brand identity and earned them customer loyalty.

Their packaging strategy also aligns with their broader environmental commitments. Using
minimalist and recyclable packaging, Patagonia reduces waste, while reinforcing their brand
identity as a sustainable and responsible company.

This multi-faceted approach has helped Patagonia distinguish itself in a crowded market. It
not only sells high-quality outdoor clothing and gear but also promotes a lifestyle and set of

values that resonate deeply with its customers.

Questions:
e How does Patagonia's commitment to environmental sustainability serve as both a
product differentiation and branding strategy?
e Analyse the risks and benefits of Patagonia's "Don't Buy This Jacket" campaign. How
did it strengthen or weaken the brand?
e Discuss Patagonia's packaging strategy. How does it align with the company's overall

brand image and product differentiation strategy?

12.12 References:
e Positioning: The Battle for Your Mind by Al Ries and Jack Trout
e Building Strong Brands by David A. Aaker
e Packaging Design: Successful Product Branding from Concept to Shelf by Marianne

Rosner Klimchuk and Sandra A. Krasovec
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UNIT: 13

Distribution Channels

Learning Objectives:
e Understand the concept of distribution channels
e Recognize the form and organisation of distribution channels
e Differentiate between direct and indirect distribution strategies
e Appreciate the importance of distribution channels in marketing
e Make informed distribution channel decisions
e Master the essentials of channel management and leadership
e Design and implement strategic channel plans

e Discover the role of technology in channel management

Structure:
13.1 Understanding Distribution Channels
13.2 The Form and Organization of Distribution Channels
13.3 Distribution Channel Strategy: Direct vs. Indirect
13.4 Importance of Distribution Channels
13.5 Distribution Channel Decisions
13.6 Channel Management and Leadership
13.7 Strategic Channel Design and Implementation
13.8 Role of Technology in Channel Management
13.9 Evaluating Channel Performance
13.10 Summary
13.11 Keywords
13.12 Self-Assessment Questions
13.13 Case Study
13.14 References

13.1 Understanding Distribution Channels
A distribution channel refers to the route or pathway through which goods and services travel
from the producer or manufacturer to the end consumer. It includes intermediaries such as

distributors, wholesalers, retailers, and agents.
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The choice of distribution channel has significant implications for various aspects of a
marketing strategy, including pricing, product positioning, and overall profitability. An
optimal distribution channel bridges the gap between the production place and the
consumption place, allowing products to reach the customers efficiently and at the right time.

Types of Distribution Channels
There are several types of distribution channels, broadly classified as direct and indirect
channels.

e Direct Channels: In this type, the manufacturer sells the product directly to the
consumer without involving any intermediaries. This can be achieved through an
online store, a physical retail store owned by the producer, or direct sales through
sales representatives.

e Indirect Channels: In these channels, intermediaries are involved between the
producer and the consumer. There are various forms of indirect channels:

o Producer > Retailer > Consumer: Here, the producer sells to the retailer, who
then sells to the consumer. This is a common channel for producers who
manufacture high volume products.

o Producer > Wholesaler > Retailer > Consumer: This channel is generally
used for low-cost, low-unit value items where the retailer requires substantial
inventory.

o Producer > Agent/Broker > Wholesaler > Retailer > Consumer: This is a
lengthy distribution channel typically employed for products distributed in

international markets.

Components of a Distribution Channel
A distribution channel typically consists of the following components:
e Producer: The producer or manufacturer is the entity that creates the product.
e Intermediaries: These can include wholesalers, distributors, agents, and retailers who
aid in moving the product from the producer to the consumer. Each plays a unique
role and offers different services and costs.

e Consumer: The final recipient of the good or service.
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e Physical Distribution: The logistics involved in moving the goods from one place to

another, such as transportation, warehousing, and order processing.

Function of Distribution Channels
Distribution channels fulfil several key functions:
e Information: Gathering and distributing market research and intelligence relevant to
planning and aiding exchange.
e Promotion: Developing and spreading persuasive communications about an offer.
e Contact: Finding and communicating with prospective buyers.
e Matching: Adjusting the offer to fit a buyer's needs, including grading, assembling,
and packaging.
e Negotiation: Reaching an agreement on price and other terms so that ownership or
possession can be transferred.
e Physical Distribution: Transporting and storing goods.
e Financing: Acquiring and using funds to cover the costs of channel work.

e Risk Taking: Assuming the risks of carrying out the channel work.

13.2 The Form and Organization of Distribution Channels

Distribution channels are vital components in the process of moving goods and services from
the producer to the end-user. They serve as the pathway that products or services follow as
they move from the point of production to consumption. The form and organisation of these
channels can vary, depending on the nature of the market, the product, and the strategic
objectives of the firm. A distribution channel can be as simple as a direct transaction from the
manufacturer to the consumer, or as complex as involving several intermediaries, such as

wholesalers, distributors, and retailers.

Structure of Distribution Channels

The structure of distribution channels typically includes producers, intermediaries, and
consumers. This structure can be direct or indirect. In a direct channel, the producer sells
straight to the consumer. For instance, farmers selling at local farmers' markets or artists
selling their work online. In contrast, indirect channels involve one or more intermediaries.
This could look like a producer selling to a wholesaler, who then sells to a retailer, who

finally sells to the consumer.
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Channel Length and Width

Channel length refers to the number of intermediaries involved in the distribution process. A
short channel, or direct distribution, involves few or no intermediaries, while a long channel
may involve several.

For example, a book publisher may sell directly to consumers through its website or may sell
through various intermediaries such as book wholesalers, bookstore chains, and online
retailers.

Channel width, on the other hand, refers to the number of outlets offering a product within a
particular market or geographic area. A wide channel means a product is available in many
retailers or points of sale, while a narrow channel means the product is available in fewer
outlets. The choice between wide and narrow channels depends on a variety of factors,
including the type of product, target market characteristics, and competitive strategy.

Hierarchical Levels in Distribution Channels

Hierarchical levels in a distribution channel refer to the layers of intermediaries that a product
goes through from production to final consumption. At each level, there is a transfer of
ownership, although not always a physical movement of the product. The first level might be
the wholesaler, followed by a distributor, then a retailer. The level at which an intermediary
operates in the distribution channel hierarchy often determines their function, responsibilities,

and profits.

Intermediaries and Their Roles
Intermediaries play an essential role in distribution channels. They bridge the gap between
producers and consumers by performing various functions such as:
e Transaction Fulfilment: Intermediaries make the product available where and when
consumers want it.
e Market Efficiency: They reduce the number of transactions between producers and
consumers, leading to cost and time savings.
e Matching and Assortment Building: Intermediaries provide a variety of products to
meet the diverse needs of consumers.
e Facilitating Functions: This includes services such as financing, grading, marketing,
and after-sales service, which add value to the product.
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Risk Taking: Intermediaries take on risks associated with carrying out the

transaction, including damage, theft, and obsolescence.

13.3 Distribution Channel Strategy: Direct vs. Indirect

Direct distribution involves a company selling its products or services directly to its

customers, without the use of intermediaries. This might be done through a storefront,

website, or direct sales team. The company has complete control over the distribution

process, allowing for a high level of customer interaction and customization.

Indirect distribution involves the use of intermediaries between the company and the

consumer. These can include wholesalers, retailers, and distributors. The company relies on

these intermediaries to reach their customers.

Advantages and Disadvantages of Direct Distribution

Direct distribution offers several advantages:

Control: Direct distribution provides a high degree of control over the sales process.
The company can manage customer relationships, pricing strategies, and the brand
experience directly.

Profitability: Without intermediaries, the company may retain a higher percentage of
the profit, as there are no middlemen fees or markups.

Customer insights: Direct interaction with customers facilitates better understanding
of their needs, preferences, and behaviours. This can be leveraged for more effective
marketing and product development.

However, direct distribution also has disadvantages:

Limited reach: Direct distribution may limit the company's ability to reach a broader
customer base, especially if physical presence or significant online traction is not
established.

Resource-intensive: It requires substantial investment in infrastructure, logistics, and
salesforce. This can be burdensome for smaller or newer companies.

Customer service demands: The company is solely responsible for all aspects of

customer service, which can be resource-intensive.
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Advantages and Disadvantages of Indirect Distribution
Indirect distribution also has advantages:

e Scalability: Intermediaries can enable a company to quickly reach a wider audience,
nationally or internationally, without the need for substantial infrastructure
investments.

e [Focus: The company can concentrate more on core competencies such as product
development or production, leaving sales and distribution to the experts in those areas.

e Risk reduction: The risk associated with carrying inventory, logistics, and bad debts
is transferred to the intermediaries.

But indirect distribution is not without its disadvantages:
e Less control: The company may have less control over pricing, sales techniques,
customer service, and the overall brand experience.
e Reduced profit margins: The use of intermediaries often implies sharing a portion of
the profit with them.
e Information asymmetry: The company might not get direct feedback or data about
their customers' behaviours and preferences, as the interaction is managed by

intermediaries.

13.4 Importance of Distribution Channels

The Marketing Mix consists of the famous 4Ps: Product, Price, Promotion, and Place. The
'Place’ here refers to the distribution channels which form the path or route that a product
takes from the producer to the ultimate consumer.

The strategic selection and management of this pathway is essential to ensure that products
are readily available where and when consumers demand them. This decision can directly
affect the product's performance, its brand image, and the overall customer experience.

For example, a high-end product would need selective distribution in premium outlets,

ensuring it reaches its targeted demographic, thereby maintaining its exclusive brand image.

Enhancing Customer Reach
A well-designed and managed distribution channel is crucial in expanding customer reach. It
allows the company to make their products available to customers in different geographical

locations, including areas where the company doesn't have a physical presence. This becomes
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more vital in global marketing, where products need to reach consumers across borders. It is
not feasible for a company to have direct outlets everywhere. Thus, intermediaries such as
wholesalers, retailers, and online marketplaces play a significant role in bridging the gap
between the company and its customers.

Facilitating Speed to Market

Distribution channels not only improve the reach but also speed up the process of getting
products to the market. A product's success can often hinge on how quickly it reaches the
market, particularly in industries where trends and tastes change rapidly, like fashion and
technology. Therefore, efficient distribution channels help businesses maintain
competitiveness by ensuring that products are launched in the market in a timely manner.
This is especially relevant for perishable goods, where delays can result in significant

financial losses.

Reducing Cost and Improving Efficiency

Having an effective distribution strategy can lead to significant cost reductions and efficiency
improvements. For example, by using economies of scale in transportation and storage,
companies can reduce the costs per unit of product handled. Moreover, intermediaries often
perform tasks such as breaking bulk, carrying stock, and offering credit, which allows
manufacturers to focus on their core competencies rather than diverting resources to
managing these logistics. By doing so, companies can streamline their operations, reduce

redundancies, and improve overall efficiency.

Importance in the Product Life Cycle

The role of distribution channels also changes with the different stages of the product life
cycle (Introduction, Growth, Maturity, and Decline).

During the introduction phase, the focus is often on selective distribution to create a buzz in
the market and provide extensive after-sales service. As the product moves to the growth
phase, the company might expand its distribution as demand increases and competitors
emerge.

During maturity, the distribution becomes more intensive and incentives might be offered to
retailers to prefer their product over competitors. Finally, in the decline phase, the company

might decide to gradually contract the distribution to cut costs.
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13.5 Distribution Channel Decisions

Choosing the Right Channel Members

In strategic marketing management, choosing the right channel members is a pivotal decision
as it directly impacts your brand's reach and your relationship with consumers. The goal is to
select channel members who can efficiently and effectively get your product or service to the
end user, while also adding value to the transaction.

Criteria for Selection: Selecting the right channel members involves a meticulous
evaluation of potential partners. This involves assessment of their financial condition,
the markets they serve, their reputation in the market, past performance, and their
future strategic direction. Additionally, their compatibility with your company's
strategic goals, the quality of their management and the systems they have in place,
and the extent to which they can extend services such as customer support, should
also be assessed.

Synergy and Alignment: Ensure that the chosen channel members align with the
company's mission, values, and goals. The right channel members should be able to
reinforce your brand message and contribute positively to the brand image.

Capacity and Reliability: Channel members must have the capability to manage

expected demand and exhibit a level of operational reliability to ensure uninterrupted

supply.

Setting Distribution Objectives and Constraints
Setting distribution objectives and identifying constraints is another crucial step in the
marketing channel decision process.

Distribution Objectives: Goals related to the distribution strategy can range from high-
level strategic goals like improving customer satisfaction or increasing market share,
to more operational goals like improving delivery speed or reducing distribution costs.
Objectives need to be measurable, specific, and in alignment with overall marketing
and business objectives.

Constraints: Challenges that could impede the distribution process. Constraints could be
financial, logistical, regulatory, or contractual. Identifying these constraints early on

helps in developing a more effective and realistic distribution strategy.
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Evaluating and Selecting Among Channel Alternatives
Finally, the evaluation and selection of channel alternatives is a decision-making process that
involves comparing different distribution options and selecting the most effective ones.

Types of Channels: Different types of distribution channels include direct sales , indirect
sales, and digital channels. Each channel has its own advantages and challenges, and
the choice between them depends on a variety of factors like your product, target
market, resources, and competitors' strategies.

Evaluation of Alternatives: The evaluation process should be based on the degree to
which potential channels meet defined distribution objectives and align with overall
business strategy. Factors such as control over the channel, cost of distribution, speed
and reach, and flexibility should be considered.

Selection and Management: Once the evaluation is complete, the best channels should
be selected, bearing in mind the identified constraints. After selection, managing the
relationships with the chosen channel members becomes key to a successful

distribution strategy.

13.6 Channel Management and Leadership
Understanding Channel Power
Channel power is a crucial aspect in the realm of marketing management. It refers to the
ability of a certain member within a distribution channel to influence the behaviour of other
members in the channel. Understanding channel power is essential because it significantly
impacts the decisions regarding product distribution, pricing, and promotion.
Several sources of channel power exist:
Expertise: The possession of unique knowledge or skills can create power. For instance,
a distributor may have special expertise in serving a certain market segment.
Referent Power: This comes from the admiration or respect one channel member has for
another. A retailer might highly regard a manufacturer known for innovative products.
Legitimate Power: Here, the power comes from a member's position in the channel. A
manufacturer, for example, has the power to set prices or define product
specifications.
Reward and Coercive Power: Reward power involves the ability to provide positive
reinforcement to other channel members, while coercive power involves the ability to

penalise.
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Channel Conflict and Coordination
Channel conflict can be defined as a situation where one channel member perceives another
member's actions as preventing or impeding their goals. Two main types of channel conflict
are:
e Horizontal conflict: Arises among channel members at the same level (for example,
between two retailers).
e Vertical conflict: Occurs between different levels within the same channel (for
example, a manufacturer and a retailer).
Coordination in channel management is the act of synchronising and integrating tasks carried
out by various members to achieve efficient and effective distribution. It involves aligning
goals, streamlining communication, and resolving conflicts. Effective coordination can lead

to benefits like reduced costs, improved service, and increased overall channel performance.

Motivating Channel Members
Motivating channel members is a critical leadership task in channel management. It's about
encouraging channel members to perform in ways that meet the overall goals of the channel.
Motivation strategies may include:
e Financial Rewards: Offering discounts, bonuses, or other monetary incentives can
motivate members to sell more or prioritise your products.
e Training and Support: Providing training or technical support can help members
perform better, thus motivating them to support your products.
e Recognition and Respect: Recognizing the achievements of channel members and

treating them with respect can enhance their motivation and loyalty.

Managing Channel Relationships
The management of channel relationships involves the strategic and tactical decision-making
related to the selection, training, support, and assessment of channel partners. This is vital for
the success of the distribution channel and ultimately the company's performance in the
market.
The principles for managing channel relationships include:

e Trust and Commitment: Essential for a long-term successful relationship. Both

parties must trust each other and be committed to mutual success.
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e Effective Communication: Regular, transparent, and clear communication is
necessary to keep everyone on the same page and to address any potential issues early
on.

e Cooperation and Collaboration: Relationships should not be merely transactional.
Working together to solve problems and achieve mutual goals can lead to a stronger
and more successful relationship.

e Conflict Resolution: Misunderstandings and disagreements are inevitable. Having a

system for resolving conflicts amicably and promptly is crucial.

13.7 Strategic Channel Design and Implementation

The design of a channel strategy holds a fundamental place in marketing management. A
channel strategy, also known as a distribution strategy, outlines how a company's products or
services will reach the end consumer. The strategic importance of channel design can be
encapsulated in the following points:

e Customer Reach: Effective channel design allows businesses to reach a wide
customer base. This is especially important in global markets where geographical
barriers can impede access to potential customers.

e Customer Service: The design of the channel determines how customers interact
with the business, affecting the customer experience. This includes factors such as
ordering processes, delivery, and after-sales service.

e Competitive Advantage: A well-structured channel design can provide a significant
competitive advantage by optimising distribution efficiency and customer satisfaction.

e Revenue and Profitability: Finally, an effective channel strategy can maximise

revenue and profitability by balancing costs with customer reach and service.

Steps in Channel Design Process
The channel design process involves several key steps:
e Understanding the Customer: This involves understanding customer behaviour,
preferences, needs, and the factors that influence purchasing decisions.
e Setting Channel Objectives: Objectives should align with broader marketing and
company objectives. They could include maximising market coverage, minimising

distribution costs, or enhancing customer service.
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Identifying Channel Options: Channel options could include direct selling, retailing,
wholesaling, or e-commerce. Each option needs to be evaluated based on its potential
to meet channel objectives.

Evaluating Channel Options: The evaluation process involves assessing each
channel option against key criteria such as market coverage, cost, control, and
customer preference.

Selecting Channel Members: The right channel members can help enhance the
product or service offering by providing additional services such as financing,
logistics, or after-sales support.

Implementing and Managing the Channel Design

Once a channel design is chosen, the next stage involves its implementation and

management:

Recruiting Channel Members: This process involves identifying, negotiating, and
contracting with chosen channel members.

Training Channel Members: In order to effectively represent and sell the company's
products or services, channel members may require training and support.

Managing Channel Performance: This requires regular monitoring of channel
member performance against set objectives. This process should include feedback
mechanisms to continually improve performance.

Managing Channel Dynamics: Channel dynamics include factors such as
competition and conflict among channel members. Effective channel management
involves proactively managing these dynamics to ensure channel efficiency and
effectiveness.

Evolving the Channel Strategy: As the market and business environment evolve, so
too should the channel strategy. Regular review and adjustment of the channel design

will ensure it continues to meet strategic objectives.

13.8 Role of Technology in Channel Management

The advent of technology has revolutionised the way businesses manage their distribution

channels.
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o Data Analysis: Technology enables businesses to gather, analyse, and utilise a vast
amount of data about customers, their buying patterns, and preferences. This
information aids in decision-making, helping businesses to optimise their channel
strategies.

e Communication and Coordination: Through technology, businesses can seamlessly
communicate and coordinate with intermediaries in the channel. CRM systems, ERP
systems, and similar tools enable real-time updates, fostering collaboration and
efficiency.

e Channel Automation: Technology automates many aspects of channel management,
reducing costs and eliminating errors. For example, the use of Al and ML can help

businesses predict demand, determine optimal pricing, and manage inventory.

Impact of E-commerce on Distribution Channels
E-commerce has had a profound impact on the traditional distribution channels, with the
following key areas of influence:

e Direct-to-Consumer Model: The biggest change e-commerce has brought is the
ability for businesses to sell directly to consumers. This eliminates the need for certain
intermediaries, reducing costs and improving customer relationships.

e Global Reach: E-commerce platforms provide businesses access to global markets,
transcending geographical limitations that were inherent to traditional distribution
channels.

e 24/7 Availability: With e-commerce, businesses can offer products and services
round-the-clock, offering convenience to customers and increasing potential sales

opportunities.

Role of Supply Chain Management Systems
Supply chain management systems (SCMS) play a pivotal role in optimising and enhancing
the efficiency of distribution channels.
e Inventory Management: Supply Chain Management Systems helps businesses
accurately manage and forecast inventory requirements, ensuring products are

available when needed and reducing the costs associated with excess inventory.
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Supply Chain Visibility: Supply Chain Management Systems provides real-time
visibility into the supply chain, aiding businesses in making informed decisions and
quickly responding to potential disruptions.

Integration: Supply Chain Management Systems integrates various supply chain
components, fostering collaboration and ensuring seamless flow of information and

goods across the channel.

Digital Transformation of Distribution Channels

Digital transformation has revolutionised distribution channels, offering significant benefits:

Omnichannel Approach: Digital transformation enables businesses to create an
integrated and consistent customer experience across multiple channels, both offline
and online.

Real-Time Tracking: Digital technologies provide businesses the ability to track
products in real-time during transit, improving reliability and customer satisfaction.
Personalization: Digital technologies enable businesses to offer personalised
products and services, enhancing customer experience and potentially boosting sales.

13.9 Evaluating Channel Performance

Evaluating channel performance is a vital aspect of marketing management, particularly in

the era of multi-channel marketing strategies. It involves the systematic monitoring and

evaluation of different sales and distribution channels to understand their effectiveness,

efficiency, and contribution to overall business objectives.

Evaluation tools might include qualitative measures, such as feedback from channel partners,

and quantitative metrics, such as sales volume, conversion rates, and revenue contribution.

Key Performance Indicators for channels might include:

Sales volume: Measures the amount of product or service sold through a particular
channel over a specific period.

Conversion rates: Analyses the percentage of interactions that result in a successful
sale.

Revenue: Calculates the monetary value brought in through each channel.

Customer Acquisition Cost (CAC): Computes the total cost of acquiring a new

customer via a particular channel, considering all relevant expenses.
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e Customer Lifetime Value (CLV): Estimates the net profit from the entire future
relationship with a customer.
e Return on Investment (ROI): Assesses the profitability of the investments made in

each channel.

Channel Profitability Analysis

Channel profitability analysis is a further step in evaluating channel performance. It delves
deeper into the financial outcomes associated with each marketing channel, accounting for
both the revenue generated and the costs incurred.

Understanding channel profitability is crucial in strategic decision-making, helping
organisations to identify underperforming channels, allocate resources more efficiently, and
optimise their marketing mix.

The elements of channel profitability analysis may include:

e Direct costs: These are the expenses directly related to the operation of a channel,
such as staff salaries, marketing costs, and inventory management costs.

e Indirect costs: These costs are not directly tied to a specific channel but are still
important to consider. They might include overheads, administrative expenses, and
infrastructure costs.

e Gross margin: This is the difference between the total sales revenue and the cost of
goods sold (COGS). It shows the profitability of a product or service before deducting
operating expenses.

e Net Profit Margin: This final metric indicates the channel's profitability after all

expenses, including both direct and indirect costs.

Feedback and Control in Channel Management
Feedback and control mechanisms are pivotal for effective channel management. They
provide the means to monitor channel performance, identify issues, and make adjustments in
a timely manner. This is a continuous, cyclical process of planning, monitoring, and adjusting
to ensure channels remain aligned with the company's strategic goals.
Key steps in this process include:

e Establishing performance standards: This involves setting clear, measurable targets

for each channel, based on strategic objectives and historical performance data.

187



e Monitoring performance: Regular tracking and reporting of KPIs will provide a

clear picture of each channel's performance and highlight any deviations from set

standards.

e Comparing actual performance with standards: This step identifies discrepancies

between actual and expected performance. Such a comparison can flag potential

problems or opportunities.

e Taking corrective action: If a channel's performance is not meeting expectations,

corrective action may be necessary. This could involve revising channel strategies,

reallocating resources, or improving training and support for channel partners.

13.10 Summary:
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Distribution channels are a critical part of the marketing mix, encompassing the
route a product takes from producer to consumer. Channels can vary in structure,
length, and width depending on the intermediaries involved.

Form and Organization of Distribution Channels are typically organised
hierarchically and can involve several levels, including manufacturers,
wholesalers, and retailers. The form of the channel affects the product's
accessibility and its positioning in the market.

Direct vs. Indirect: Businesses can choose between direct (selling straight to
consumers) or indirect distribution (using intermediaries). Each strategy has its
advantages and drawbacks, affecting cost, control, customer reach, and speed to
market.

Distribution channels impact product availability, sales speed, market expansion,
and efficiency. They are also instrumental during different stages of the product
life cycle.

Channel Management and Leadership involves managing relationships and power
dynamics among channel members, resolving conflicts, and motivating
intermediaries to meet the business's objectives.

Businesses must strategically design and manage their distribution channels,
taking into account their marketing objectives, market trends, and customer
behaviour.

It's important to track the performance of distribution channels and adapt to

changing trends such as multi-channel distribution, the impact of e-commerce,
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and the increasing importance of sustainable and ethical practices in channel

management.

13.11 Keywords:

Distribution Channels: These are the paths that products or services take from the
producer or manufacturer to the end consumer. They play a key role in placing
products in the right place, at the right time, and in the right quantities.

Direct Distribution: This occurs when the producer sells the product directly to the
consumer, with no intermediaries involved. Examples include manufacturer-owned
stores and online direct sales.

Indirect Distribution: This involves intermediaries such as wholesalers, distributors,
or retailers. The manufacturer sells to these intermediaries, who in turn sell to the
consumer.

Channel Length: This refers to the number of intermediaries in the distribution
channel. A longer channel might involve a wholesaler, distributor, and retailer, while
a shorter channel may only involve a retailer.

Channel Width: This refers to the number of outlets offering a product within a
specific market. A wider distribution channel will have the product available in more
outlets.

Channel Conflict: This occurs when there is disagreement or discord among channel
members about roles, activities, or rewards. This could be horizontal (between firms
at the same level of the channel) or vertical (between different levels).

Channel Power: This refers to the ability of one channel member to influence
another member's behaviour. It often stems from one member having control over
resources that other members value.

Channel Design: This involves developing a channel strategy that involves choosing
the type of channel, identifying channel members, and managing the channel to

achieve a firm's distribution objectives.

13.12 Self-Assessment Questions:

How would you analyse and select the most effective distribution channel for a new
product in a highly competitive market? Explain the steps you would take in the
selection process.
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e What strategies would you employ to manage and mitigate channel conflict in a
multi-channel distribution network? Give examples to illustrate your answer.

e Which indicators would you consider most critical when evaluating the performance
of your distribution channels? Explain how these indicators contribute to the overall
effectiveness of the channel.

e What role does technology play in your channel management strategy? Discuss how
digital transformations like e-commerce or supply chain management systems can
enhance distribution channel efficiency.

e How would you implement a sustainable and ethical approach in channel
management? Provide specific examples showing how sustainability and ethics can be

integrated into channel design, management, and evaluation processes.

13.13 Case study:

Amul's Efficient Distribution Channel Strategy

Amul, one of India's iconic dairy product brands, has consistently led the market due to its
robust and effective distribution strategy. The brand, managed by the Gujarat Cooperative
Milk Marketing Federation (GCMMF), offers a range of products from milk and butter to ice
cream and cheese. With its extensive distribution channel, Amul products are available in
over 10 lakh retail outlets across India.

The heart of Amul's distribution network lies in its three-tiered structure: the Dairy
Cooperative Societies at the village level, the District Cooperative Milk Producers' Union at
the district level, and the State Cooperative Milk Marketing Federation at the state level. This
cooperative model empowers the farmers, allows for an efficient collection of milk, and
ensures quality control right from the start.

Amul has embraced technology to further strengthen its distribution channels. For instance, it
employs a Geographical Information System to enhance delivery routes and outlet coverage.
Furthermore, it utilises a Sales and Distribution Management system to streamline the supply
chain, manage inventories, and ensure products are delivered fresh.

In urban areas, Amul deploys a hub and spoke model, where products are distributed from a
central warehouse to various retail outlets. In contrast, in rural areas, Amul reaches customers
through the Chilling Centre model, ensuring products reach the remotest corners of the
country. This multi-pronged approach ensures that Amul's diverse product portfolio reaches

millions of customers, maintaining its stronghold in the market.
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Questions:
1. How does Amul's three-tiered distribution structure contribute to its market leadership
in the Indian dairy industry?
2. What role does technology play in Amul's distribution strategy, and how has it
enhanced their market reach?
3. Given the diverse geography and consumer behaviour across India, how does Amul

adapt its distribution strategy for rural and urban markets?

13.14 References:
e Marketing Channels by Bert Rosenbloom
e Distribution Channels: Understanding and Managing Channels to Market by
Julian Dent

e Supply Chain Management: Strategy, Planning, and Operation by Sunil Chopra
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UNIT: 14

Channel Design

Learning Objectives:

Structure:

Understand channel design basics and importance.
Examine key factors affecting channel design.

Understand channel segmentation and its importance.
Discover benefits and levels of channel segmentation.
Learn about geographic, demographic, behavioural,
segmentation.

Grasp the concept of channel structure and strategy.
Identify types of channel structures: direct and indirect.

Understand channel conflict, its causes, and consequences.
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14.8 Keywords
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14.1 Concept of Channel Design

and

psychographic

Channel design is an essential aspect of marketing management. It encompasses the

processes, decisions, and strategies involved in developing an efficient marketing or

distribution channel. This distribution channel is the path or route along which goods move

from producers or manufacturers to consumers.
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It includes all the entities involved, such as wholesalers, distributors, and retailers. The

channel design plays a critical role in the delivery of the value proposition and determines the

accessibility of the product or service to the customer.

Fundamentals of Channel Design

Several key fundamentals underline the process of channel design:

Channel Length and Width: The channel length refers to the number of
intermediaries between the producer and the consumer. On the other hand, channel
width denotes the number of outlets offering a product within a specific area.
Channel Integration: This involves coordinating the various channel members to
ensure smooth and seamless product flow. It can be horizontal (among firms at the
same level, like two retail stores) or vertical (among different levels, like
manufacturer to wholesaler).

Channel Type: There are various types of distribution channels, such as direct
channels and indirect channels.

Channel Functions: Different members of the channel perform various functions,

such as information dissemination, promotion, contact, matching, and negotiation.

Importance of Channel Design

The design of the marketing channel holds significant importance due to several reasons:

Reach: An effective channel design enables a company to reach a wide customer
base, improving sales potential.

Cost Efficiency: By optimising the roles of intermediaries and eliminating
unnecessary ones, a company can minimise distribution costs.

Customer Satisfaction: If designed well, the distribution channel ensures timely
delivery of the product, thus enhancing customer satisfaction.

Competitive Advantage: A well-designed channel can provide a competitive
advantage, with efficient and effective distribution being a potent differentiator in the

marketplace.

Key Factors Affecting Channel Design

Several key factors influence the design of a marketing channel:
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e Market Factors: These include market size, geographic dispersion of the market, and
market behaviour.

e Product Factors: The nature of the product (durability, perishability, etc.), product
line complexity, and unit value significantly affect the channel design.

e Company Factors: The company's size, financial capacity, and overall strategic
objectives also play a role.

e Competitive Factors: The strategies and distribution channels of competitors may
also influence a company's channel design.

e Environmental Factors: Legal, economic, technological, and social-cultural

environment factors may influence the channel design.

14.2 Channel Segmentation: Levels and Importance

Channel segmentation, in the realm of marketing, refers to the strategic division of a market
into distinct groups or segments, each of which can be targeted separately through different
distribution channels. Distribution channels, in essence, are the paths that a product or service
follows from the producer to the end consumer.

This segmentation is based on certain characteristics or behaviours of the consumer groups.
The primary objective of channel segmentation is to enable more effective and efficient
marketing efforts by targeting groups of customers with similar needs, wants, and

characteristics.

Benefits of Channel Segmentation

e Increased Efficiency: Channel segmentation allows businesses to focus their
resources on the most profitable channels. This maximises ROI by ensuring resources
are not wasted on channels that do not reach the intended target market effectively.

e Improved Customer Satisfaction: By delivering products and services via the
preferred channels of different segments, companies can enhance customer
satisfaction, leading to increased customer loyalty and advocacy.

e Competitive Advantage: Effective channel segmentation can give businesses a
competitive edge. Understanding the best channels for reaching specific customer

groups can lead to improved market share and brand reputation.
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e Better Understanding of Customer Needs: Channel segmentation can provide
valuable insights into customer behaviour and preferences, allowing businesses to

tailor their offerings and marketing messages more accurately.

Levels of Channel Segmentation
In the marketing world, channel segmentation often takes place on different levels to target
customers more precisely.
e Geographic Segmentation
o This involves segmenting the market based on geographic parameters. This
could include country, region, state, city, or even specific neighbourhoods.
Geographic segmentation helps companies understand different market
conditions and cultural preferences, allowing them to tailor their distribution
strategy accordingly.
For example, a business might use online channels more intensively in urban
areas with high internet usage, while relying on physical retail outlets in rural

regions.

e Demographic Segmentation
o This approach involves dividing the market based on demographic factors such
as age, gender, income, education level, family size, and occupation.
Demographic data is relatively easy to obtain and allows businesses to target
specific segments with high precision. For instance, a luxury fashion brand
might focus its distribution efforts on high-end department stores and online

platforms that cater to a wealthier demographic.

e Behavioural Segmentation
o Behavioural segmentation divides customers based on their behaviour towards,
use of, or knowledge about a product. It can include parameters such as brand
loyalty, user status, readiness to purchase, and consumption rate.
Understanding these behaviours can help a company decide on the most
effective distribution channels. For example, a business might sell its products

via e-commerce to tech-savvy consumers who frequently shop online.
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e Psychographic Segmentation
o Psychographic segmentation differentiates customers based on their lifestyle,
personality, interests, attitudes, and social class. This level of segmentation
offers an in-depth understanding of consumer motivations, preferences, and
needs.
An environmentally conscious brand, for instance, might choose distribution
channels that align with its customers' sustainable lifestyle, such as eco-friendly

online platforms or local farmers' markets.

14.3 Channel Structure and Strategy

Channel structures refer to the systems and methods through which a company delivers its
goods or services to the end customer. They constitute a significant part of any firm's
marketing strategy.

Choosing the right channel structure involves various decisions regarding the type and
number of intermediaries, levels in the channel, and the intensity of distribution. A robust
channel structure streamlines the path from the producer to the consumer, ensuring customer

satisfaction and increasing overall business efficiency.

Types of Channel Structures
There are primarily two types of channel structures:

e Direct Channel Structure: In this model, the producer or service provider sells
directly to the customer with no intermediaries. The methods for this include online
selling, direct mail, telemarketing, and company-owned stores. Direct channel
structures are characterised by:

o Greater control over pricing, service, and delivery.

o A closer relationship with customers, providing valuable insights into their
preferences and behaviours.

o Lower distribution costs due to the elimination of middlemen. However, this
comes with increased responsibility for all aspects of the sales process.

e Indirect Channel Structure: Here, intermediaries (such as wholesalers, retailers,
agents, or brokers) are used to bring the product or service to the customer. This
structure is typified by:
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Extended market reach, as intermediaries have their customer base and market
knowledge.

Reduced load on the manufacturer regarding storage, transportation, and
customer service.

Potentially higher costs due to margins taken by the intermediaries.

e Factors Influencing Channel Structure

Several factors influence the choice of channel structure:

O

Market Factors: Customer buying habits, size and geographical dispersion of
the market, and the degree of service required by the customer.

Product Factors: The nature of the product, including its perishability,
complexity, standardisation, and unit value.

Company Factors: The financial and managerial capacity of the firm, the scale
of operations, and the company's overall marketing strategy.

Competitive Factors: The channel strategies used by competitors and the

availability of desired intermediaries.

Developing an Effective Channel Strategy

An effective channel strategy is crucial for the successful delivery of products or services.

Here are the steps to develop one:

e Understanding the Customer: The first step is to understand your customer's needs,

preferences, and buying behaviour. This understanding should guide your channel

selection.

e Evaluate Channel Options: Based on your customer understanding, evaluate the

possible channel structures and intermediaries.

e Choose the Channel Structure: Decide on the type of channel structure (direct,

indirect, or a hybrid) based on your evaluation. This choice should align with your

marketing objectives and company resources.

e Select Channel Partners: If you opt for an indirect structure, carefully select your

intermediaries. Consider their reputation, market coverage, performance, and the

compatibility of their goals with yours.
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e Managing the Channel: Continually monitor the performance of your channel and
manage relationships with partners. Regularly assess the effectiveness of your channel

strategy and make adjustments as necessary.

14.4 1dentifying and Bridging Channel Gaps
Identifying Channel Gaps
Channel gaps refer to the disconnect that can occur between a company's product or service
and the customer, disrupting the intended path or channel. This interruption could be due to
various factors, such as a lack of understanding of customer needs, ineffective marketing
strategies, or an inappropriate distribution system.
Identifying channel gaps often involves:

e Conducting market research to understand customer needs and preferences.

e Reviewing current marketing and distribution strategies.

e Examining customer feedback and complaint data.

e Performing a SWOT analysis (Strengths, Weaknesses, Opportunities, Threats) on the

company and its market environment.

Impact of Channel Gaps on Business Performance
The presence of channel gaps can have a significant negative impact on business
performance. They can:
e Result in lost sales and reduced market share due to customers' inability to access the
product or service.
o Lead to ineffective marketing, as messages may not reach the intended audience or
may not resonate with them.
o Create customer dissatisfaction, leading to a damaged brand reputation.
e Increase operational costs due to inefficient distribution methods or marketing

channels.

Strategies for Bridging Channel Gaps
Bridging channel gaps requires an integrated approach that ensures all marketing and
distribution efforts align with customer needs and preferences. This can be achieved through

several strategies:
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Developing a Customer-Centric Approach: Prioritise understanding the customer's
journey, needs, and preferences. This can guide improvements in product design,
marketing messages, and distribution channels.

e Enhancing Channel Integration: Ensure that all channels (physical and digital)
work seamlessly together, providing a consistent customer experience.

e Implementing Effective Communication: Ensure clear and effective
communication between the company and its customers. This can involve improving
customer service and feedback systems, as well as developing marketing messages
that resonate with the target audience.

e Optimising Distribution Channels: Evaluate and improve distribution channels.
This might include expanding into new channels or optimising existing ones to ensure
products are readily available to customers.

e Continuous Monitoring and Adaptation: Regularly review and update strategies as

market conditions change and new information about customer needs and preferences

becomes available.

14.5 Channel Power in Marketing Management

Channel power in marketing refers to the degree of influence that one member within a
distribution channel holds over the other members. This influence can be used to negotiate
terms, affect decision-making processes, or direct the activities of the channel in a way that
suits the objectives of the powerful member.

It is essential to grasp that channels are not simply conduits through which goods and
services flow; they are complex systems where power dynamics play a crucial role in how

decisions are made, how resources are allocated, and how conflicts are resolved.

Sources of Channel Power
The power dynamics in a distribution channel are driven by several factors:

Control Over Resources: If a channel member has exclusive control over essential
resources, they tend to hold significant power. For instance, a supplier with a unique
product holds power over retailers because they can't source the product elsewhere.

Market Position and Size: Larger members often have more power because of their

broad market reach, extensive customer base, or economies of scale.
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Information and Expertise: Channel members with superior knowledge, skills, or access
to crucial market information can exert influence over others.

Brand Strength: A strong brand can command considerable channel power because
retailers desire to stock products that customers demand.

Dependency: If a channel member is significantly dependent on another, the less

dependent member usually has greater power.

Managing Channel Power for Business Success

To optimise business performance, companies need to strategically manage channel power. A

balanced power relationship typically results in higher channel performance because it

promotes cooperation and reduces conflict.

Understanding Power Dynamics: The first step is to understand the power dynamics in
your distribution channel. Analyse where the power lies, what drives it, and how it
affects channel relationships and performance.

Building Strong Relationships: Establishing solid relationships with other channel
members can mitigate power imbalances. This might include creating contractual
agreements that ensure fair conduct or fostering interpersonal relationships that
encourage mutual respect and cooperation.

Leveraging Assets: Companies can increase their channel power by leveraging their
unique assets. For instance, they might develop unique products, build a strong brand,
or gain control over essential resources.

Enhancing Information and Expertise: By improving their market knowledge and
expertise, companies can increase their power within the channel.

Managing Dependency: If a company is overly dependent on another channel member,
it can seek to manage this dependency, perhaps by diversifying its supplier base or

building direct relationships with end customers.

14.6 Channel Conflict: Causes, Consequences, and Solutions

Channel conflict, in the realm of marketing, is a situation where various channel members

such as manufacturers, wholesalers, distributors, and retailers experience discord due to a

clash of goals or disagreements over aspects such as prices, competition, or organisational

restructuring.
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These conflicts can occur at different levels within the same channel or between different
levels within the same channel. They can severely impact the harmony of the channel,
impeding the fluid movement of goods and services from the producer to the end consumer.
Common Causes of Channel Conflict

Pricing Discrepancies: Channel conflict often occurs when different members have
varied pricing strategies. For example, a manufacturer selling a product directly to
consumers at a lower price than retailers can lead to conflict.

Overlapping Territories: If two or more resellers are given the same geographic area to
sell, it can lead to conflict due to overlapping territories and resultant competition.

Product Disparity: Conflict might arise when a manufacturer differentiates a product for
various distributors or provides exclusive products to certain retailers, creating
perceived unfairness.

Direct Sales by Manufacturers: If a manufacturer bypasses the traditional channel and
sells directly to the end consumer, conflict can ensue, as the traditional intermediaries
might feel threatened.

Lack of Role Clarity: If roles and responsibilities are not clearly defined among channel

members, it can lead to confusion and conflict.

Impact of Channel Conflict on Business Operations
The consequences of channel conflict, if not managed correctly, can be detrimental to
business operations:

Reduced Sales and Profits: Conflict can lead to competition within the channel,
potentially reducing sales and profit margins for certain members.

Brand Reputation: Channel conflict can lead to inconsistent messaging, customer
confusion, and diminished brand reputation in the market.

Decreased Motivation and Performance: The presence of channel conflict can
significantly impact the morale and performance of the channel members, leading to a
decrease in overall channel efficiency.

Strained Relationships: Conflict often leads to poor communication and strained
relationships between channel members, which can further aggravate the situation and

lead to even more conflict.
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Strategies for Resolving and Preventing Channel Conflict

Clear Communication: Regular and transparent communication among all channel

members can clear misunderstandings and reduce potential conflicts.

Well-defined Roles and Responsibilities: Clearly defining the roles and responsibilities

of each channel member can avoid any confusion and potential disagreements.

Effective Channel Design and Management: Designing an effective channel structure

and managing it properly can help in minimising conflicts. This could include

exclusive territories for certain resellers or providing unique product assortments to

different retailers.

Conflict Resolution Mechanisms: Establishing norms and procedures for resolving

conflicts when they arise can help prevent them from escalating. This could include

third-party mediation or other types of conflict resolution techniques.

Building Trust: Building mutual trust among channel members can prevent many

conflicts. This could involve promoting a culture of collaboration and mutual respect,

fostering a spirit of partnership.

14.7 Summary:

X/
L X4

X/

L X4

DS

*

X/
°

X/
°

Channel Design is the process of developing an effective method of reaching
customers. Factors such as customer behaviour, market conditions, and company
goals affect this process.

Channel Segmentation involves dividing the market into distinct subsets of
consumers with common needs or characteristics. Segmentation levels include
geographic, demographic, behavioural, and psychographic.

Channel Structure refers to the system of intermediaries involved in moving
products from producers to consumers. It can be direct (manufacturer to
consumer) or indirect (involving intermediaries like wholesalers or retailers).
Channel Gaps are discrepancies or disconnects between a company's current
channel strategy and the optimal channel strategy. Strategies to bridge these gaps
include refining the product mix, modifying pricing strategy, and enhancing
communication.

The capacity of a channel member to control or influence the behaviour of other
channel members. This can come from a number of sources, such as the ability to

offer superior products, control over resources, or strong customer relationships.
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¢+ Channel Conflict occurs when channel members have disagreements over goals,
roles, or rewards. Conflict can stem from issues like price discrepancies, product
availability, and distribution strategy. Resolution strategies include improving
communication, clarifying roles, and revising agreements.

¢+ Modern trends include increased use of technology in channel design, growing
emphasis on customer-centric strategies, and the rise of omnichannel marketing.
Effective channel management will continue to be a key factor in business

SUCCESS.

14.8 Keywords:

Channel Design: This refers to the planning and decision-making process that
determines the most effective marketing channel, considering factors such as
customer needs, channel costs, and competitive environment.

Channel Segmentation: The process of dividing a market into distinct groups of
buyers who might require separate products or marketing mixes. In the context of
channel design, it might refer to differentiating channels based on characteristics of
the customer, product, or region.

Direct Channel Structure: This type of channel structure involves the manufacturer
selling directly to the end consumer, bypassing intermediaries such as wholesalers,
distributors, and retailers.

Indirect Channel Structure: In this structure, intermediaries such as wholesalers and
retailers are used to distribute goods from manufacturers to end consumers.

Channel Gaps: These refer to discrepancies or disruptions between the intended and
actual states of product availability, pricing, information, or customer service within a
marketing channel.

Channel Power: The degree of control or influence one organisation within a
marketing channel has over the activities of other members. Power might stem from
size, resources, or the unique ability to provide value to other channel members.
Channel Conflict: This arises when one member of a marketing channel perceives
another member’s actions as preventing or impeding their own goals. Conflicts might

stem from disagreements over roles, margins, or customer relationships.
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14.9 Self-Assessment Questions:

e How would you approach designing a new distribution channel for a multinational
corporation entering a new market? Please consider factors such as market
segmentation, channel structure, and potential channel gaps in your answer.

e \What strategies would you implement to prevent or manage channel conflicts within a
complex multi-level distribution network?

e Which elements of channel power do you think are most influential in a direct-to-
consumer business model and why?

e \What steps would you take to identify and bridge channel gaps in a fast-growing tech
startup that is rapidly scaling its operations?

e How would you apply the principles of channel segmentation to improve the
distribution efficiency of a globally distributed product line in a diverse and

segmented market?

14.10 Case study:

Nike’s Global Distribution Strategy

Nike, the world-renowned sportswear company, has always focused on creating an efficient
and powerful channel design, which has been instrumental in propelling the brand to its
dominant position in the market. The company uses a combination of direct and indirect
channel structures. Directly, Nike sells to consumers through its retail stores and online
platforms, ensuring complete control over the customer experience. Indirectly, Nike
distributes its products through a network of global wholesalers.

A critical component of Nike’s channel design is its segmentation strategy. It uses
geographic, demographic, behavioural, and psychographic segmentation to deliver targeted
marketing campaigns and tailored product offerings. For instance, Nike tailors its products to
suit different sports preferences in various regions. Basketball shoes are primarily marketed
in the US, while soccer cleats are popular in Europe.

Despite its success, Nike has faced channel conflicts. One notable issue arose when the
company decided to focus more on direct-to-consumer sales, leading to a reduction in
wholesale distribution. This caused discontent among wholesalers, who felt the change

threatened their business.
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Nike addressed this channel conflict by clearly communicating the strategic shift and offering
support to wholesalers to adapt to the changes. The company also invested heavily in
technology to bridge channel gaps and streamline its distribution. Nike leveraged data
analytics to gain deeper insights into consumer behaviour and improve its supply chain
efficiency, which ultimately enhanced its channel power.

The evolution of Nike’s channel design strategy, from a traditional wholesale model to a
more balanced DTC approach, demonstrates the importance of effective channel design,

segmentation, and conflict management in achieving business success.

Questions:
e How did Nike’s channel segmentation strategy contribute to its market dominance?
e How did Nike identify and manage channel gaps in its distribution strategy?
e What strategies did Nike implement to resolve the channel conflict arising from its

increased focus on direct-to-consumer sales?
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UNIT: 15

Marketing Communications

Learning Objectives:

e Understand the importance of marketing communications in business.

e Comprehend the components and roles of the communications mix.

e Learn to plan effective marketing communications, including targeting, objectives,
design, channels, and budgets.

e Recognise the significance of advertising in the marketing communications mix.

e Explore the five M's of advertising: Mission, Money, Message, Media, and
Measurement.

e Develop skills in making key advertising decisions.

e Enhance critical thinking and strategic decision-making abilities in marketing

communications and advertising.

Structure:

15.1 Introduction to Marketing Communications
15.2The Communications Mix

15.3 Marketing Communications Planning

15.4 The Role of Advertising in Marketing Communications
15.5 The Five M's of Advertising

15.6 Advertising Decisions

15.7 Summary

15.8 Keywords

15.9 Self-Assessment Questions

15.10 Case Study

15.11 References

15.1 Introduction to Marketing Communications
Marketing Communications, often referred to as MarCom, is a fundamental and complex part
of a company's marketing efforts. It involves conveying the company's value proposition to

its target audience, i.e., potential and current customers, through a myriad of channels.
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e Message creation: It all begins with the development of an appealing, persuasive,
and clear message about the product or service being marketed. The message should
encapsulate the unique selling propositions (USPs) of the offering and be tailored to
the target audience's needs and desires.

e Medium selection: Once the message is crafted, the suitable medium or medium for
its distribution must be selected. This could be anything from traditional advertising
channels like print or broadcast media to digital platforms such as social media, email,
or content marketing.

e Consumer interaction: Marketing communications is not a one-way street. Rather,
it's about fostering a two-way interaction that facilitates customer engagement, brand

loyalty, and, ultimately, sales conversions.

Evolution of Marketing Communications

The world of marketing communications has seen dramatic changes over the past several
decades, thanks to advances in technology, changing consumer behaviours, and an
increasingly globalised marketplace.

e Traditional era: The early stages of marketing communications were dominated by
traditional media—print ads, billboards, TV commercials, and radio spots. The
communication was predominantly one-way, from the company to the consumer.

e Digital revolution: With the advent of the internet and digital technology, the
landscape changed dramatically. Websites, social media, email marketing, search
engine marketing, and other digital platforms opened up new avenues for interaction
and personalised messaging.

e Integrated Marketing Communications (IMC): As the digital age advanced, the
need for a more integrated approach became evident. IMC advocates for a seamless
experience for consumers across all communication channels, reinforcing the same

message and maintaining brand consistency.
Importance of Marketing Communications

Marketing Communications holds an irreplaceable role in any business strategy, large or

small. Here's why:
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e Brand Awareness: Through effective marketing communications, a brand can ensure
visibility and recognition in a saturated market. This familiarity often influences
consumer purchasing decisions.

e Customer Acquisition and Retention: Persuasive messaging and strategic
communication can attract new customers and keep existing ones loyal. By
continuously communicating the benefits and value of their products or services,
brands can establish long-term relationships with their customer base.

e Competitive Advantage: A well-executed marketing communications strategy can
differentiate a company from its competitors. It can effectively communicate a
company's USPs, creating a unique identity that sets it apart in the marketplace.

e Boost Sales and Profits: Ultimately, the goal of any marketing communication
strategy is to increase sales and drive business growth. By effectively reaching out to
and engaging with its target audience, a company can stimulate demand for its

products or services, leading to increased sales and revenue.

15.2 The Communications Mix

The Communications Mix, also known as the Marketing Communications Mix or the
Promotional Mix, is a comprehensive term referring to the variety of ways that businesses
can communicate with their target audience.

It encompasses all the methods and means a company uses to reach potential customers, drive
demand, and retain current consumers. The primary objective of the Communications Mix is
to persuade or inform customers about the company's products or services, thereby affecting
their purchasing decisions.

Communications Mix can provide significant competitive advantages. It helps build brand
awareness, shapes brand perception, stimulates demand, and ultimately fosters customer
loyalty. However, to achieve these results, organisations must design their Communications
Mix in alignment with their marketing strategy, taking into account their target audience’s

characteristics, communication preferences, and the overall market context.
Components of the Communications Mix

The Communications Mix comprises several key components, which collectively form the

company's promotional strategy:
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e Advertising: This refers to any form of nonpersonal presentation and promotion of
ideas, goods, or services by an identified sponsor. Examples include TV commercials,
print ads, online banners, and radio spots.

e Sales Promotion: These are short-term incentives to encourage the purchase or sale
of a product or service. This can include coupons, discounts, rebates, contests,
samples, and trade shows.

e Public Relations (PR): This component involves creating a positive image of the
company and maintaining a favourable relationship with the public. This can be done
through press releases, sponsorships, special events, and community outreach.

e Personal Selling: The company's sales force directly interacts with the customers to
initiate, develop, and conclude a sale. This involves face-to-face meetings,
telemarketing, video conferencing, etc.

e Direct Marketing: This involves direct communication with targeted individual
consumers to obtain an immediate response and cultivate lasting customer
relationships. Examples are email marketing, catalogue distribution, telemarketing,
and SMS marketing.

e Social Media Marketing: This component involves promoting the brand, engaging
with customers, and distributing content through various social media platforms like
Facebook, Instagram, LinkedIn, Twitter, etc.

e Content Marketing: This strategy is focused on creating and distributing valuable,
relevant, and consistent content to attract and retain a clearly defined audience and,
ultimately, drive profitable customer action.

The Role and Relevance of Each Component in the Communications Mix
Each component of the Communications Mix plays a crucial role in the overall promotional
strategy and holds unique relevance for different scenarios:

e Advertising: Advertising plays a crucial role in raising broad brand awareness and
reaching a large audience simultaneously. It is essential when launching new
products, entering new markets, or building an overall brand image.

e Sales Promotion: Sales promotions stimulate immediate sales and can help move
excess inventory, boost off-season sales, and attract price-sensitive customers. They
are particularly useful when businesses seek a quick boost in sales or wish to

encourage trial of a new product.
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Public Relations (PR): Public relations helps build credibility and manage the
company's image in the eyes of the public, including customers, employees, investors,
and the community at large. It becomes vital in crisis management situations and in
building overall brand reputation.

Personal Selling: Personal selling plays a key role when products or services are
complex, expensive, and require detailed explanation or customisation. It's crucial in
B2B markets or high-end B2C markets where individual customer relationships
matter significantly.

Direct Marketing: Direct marketing allows for personalised communication and
immediate feedback from customers. It's ideal for targeted marketing campaigns and
for businesses that have a well-defined and reachable target market.

Social Media Marketing: Social media marketing provides a platform for companies
to engage with their audience directly, gain customer insights, and promote their
products or services. It is critical in today's digital age, where customers spend a
considerable amount of time on these platforms.

Content Marketing: Content marketing helps in establishing a company as a thought
leader in its industry, driving organic search traffic, and nurturing leads through the
sales funnel. It is important in the current age of information where customers

research thoroughly before making purchasing decisions.

15.3 Marketing Communications Planning

Identifying Target Audience

The first step in any successful marketing communication plan is to identify the target

audience. This refers to the specific group of potential consumers to whom the company's

marketing efforts will be directed. Understanding who your target audience is is critical

because it forms the basis for all the subsequent steps in the marketing communication plan.

This process can include:

Market Segmentation: The market is divided into distinct groups of customers who
have similar needs or characteristics.
Targeting: After segmentation, you need to decide which segment(s) you want to

target based on their attractiveness and strategic fit.
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e Buyer Persona Development: This involves creating a semi-fictional representation
of your ideal customer based on market research and data about your existing

customers.

Determining Communications Objectives

Once the target audience is identified, the next step is to establish the communication
objectives. These objectives should align with broader business goals and guide the
development of the communication strategy. Common objectives include creating awareness,
generating interest, stimulating desire, and driving action. For instance, a new product launch

might have a primary communication objective of creating awareness.

Designing the Communications

This step involves creating the actual message to be conveyed to the target audience. It
involves decisions about the content, structure, format, and source of the message. Key
considerations here include:

e Message Content: This involves what you want to communicate. The content should
align with your communication objectives and be relevant to your target audience.

e Message Structure: This includes deciding whether the message should be
argumentative or narrative, whether the benefits should be stated explicitly or
implicitly, etc.

e Message Format: This relates to the aesthetic aspects of the message, such as the

size, colours, graphics, sounds, etc.

Selecting Channels

Channel selection refers to the mediums through which the designed message will be
delivered to the target audience. This might include television, radio, print media, online
channels (like social media, email, websites), and personal selling. The channels should be

selected based on where your target audience is likely to be most receptive to your message.

Establishing the Total Marketing Communications Budget

Determining the budget for marketing communications involves deciding how much money
will be allocated to implement the communication plan. This decision can be based on
various methods such as the percentage of sales method, objective and task method,

competitive parity method, or all-available-budget method.
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Deciding on the Marketing Communications Mix

The final step involves deciding on the mix of marketing communication tools that will be
used to deliver the message. This includes advertising, sales promotion, public relations,
personal selling, and direct marketing. The decision on the mix will be influenced by the
nature of the product or service, the target audience, the communication objectives, the
budget, and the channels selected. It's about creating a consistent, coordinated customer

experience across all touchpoints.

15.4 The Role of Advertising in Marketing Communications

Advertising is a paid, non-personal communication that employs persuasive and promotional
messages created by specific sponsors and disseminated through various media. Essentially,
it is a component of the marketing process that aims to persuade and inform potential
customers about products, services, or ideas.

Various types of advertising exist, and the choice is contingent on the target audience,
objectives, budget, and the nature of the message:

e Traditional Advertising: This includes television, radio, print (newspapers,
magazines), and outdoor (billboards, transit advertisements) mediums. These channels
have a broad reach and are effective for brand awareness and recall.

e Digital Advertising: Includes advertising through online channels such as websites,
email, social media platforms, and mobile applications. It's known for its targeted,
measurable, and interactive nature.

e Direct Advertising: This category involves sending promotional materials directly to

the consumer, typically through mail, email, or text messages.

Objectives of Advertising
Advertising serves several purposes, which form its core objectives:
e Awareness: The primary goal is often to increase awareness about a product, service,
or brand, especially for new market entries or product launches.
e Interest and Desire: By presenting unique selling propositions and benefits,
advertising stimulates interest and cultivates desire among potential customers.
e Action: The ultimate goal of any advertisement is to encourage consumers to take a
specific action, such as purchasing a product, subscribing to a service, or visiting a

website.
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Loyalty: Through consistent and positive messaging, advertising can help establish

and sustain brand loyalty among customers.

Role of Advertising in the Communications Mix

The communications mix, also known as the promotional mix, comprises different tools and

methods used by businesses to communicate with their target audience, including advertising,

public relations, sales promotion, personal selling, and direct marketing.

Advertising plays a critical role in this mix:

Reach: Advertising has an unparalleled ability to reach a wider audience compared to
other tools. It can transcend geographical boundaries, especially in the digital space.
Control: Advertising allows a high degree of control over the message, its placement,
and timing, enabling brands to align their communication strategy with their overall
marketing goals.

Consistency: It allows for consistency in messaging across multiple channels,
enhancing brand recognition and recall.

Reputation and Image Building: Effective advertising can significantly enhance the

perceived value of a brand and solidify its image in the minds of consumers.

Current Trends in Advertising

Data-Driven Advertising: With the proliferation of big data, advertisers are using
sophisticated algorithms to analyse consumer behaviour, enabling them to create
highly personalised and targeted ads.

Mobile Advertising: As smartphone usage continues to rise, mobile advertising,
particularly in-app and location-based advertising, has become increasingly
significant.

Native Advertising: To combat ad fatigue, more brands are opting for native
advertising, integrating their ads seamlessly into the platform's content, increasing
engagement and conversion rates.

Social Media and Influencer Advertising: Brands are leveraging social media
platforms and influencers to reach younger, digital-native demographics with

authentic and engaging content.
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e Programmatic Advertising: This automated process of buying and selling ad
inventory in real-time through an automated bidding system allows for efficiency and
precision in ad placements.

e Sustainability and Social Responsibility: With consumers becoming more
conscious about the societal impact of brands, advertisers are emphasising their

commitment to sustainable practices and social causes.

15.5 The Five M's of Advertising

MISSION

FIVE M's OF
ADVERTISING
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Mission: Advertising Objectives
The foundation of any effective advertising strategy lies in the clarity of its mission, which is
defined by its advertising objectives.
They can be oriented towards various aspects such as brand awareness, increasing sales,
product launch, rebranding, or even combating negative press. Understanding the objectives
provides focus and allows for the creation of a strategic roadmap, leading to more efficient
resource allocation and the avoidance of unnecessary detours.
Key elements to consider when defining advertising objectives include:

e Determining the specific market segment to target

e Deciding on the desired customer response or action

e Selecting the appropriate timeframe within which the objectives should be achieved

Money: Advertising Budget
Once the objectives have been laid out, the next step is to determine the advertising budget.

This is a critical element of any advertising plan, dictating the scale and reach of your
activities. It requires careful consideration of the organisation's overall financial resources,
the revenue expectation from the product or service, the cost of different advertising
mediums, and the competitive landscape.
Some important aspects to consider while setting the advertising budget are:

e Defining the stage of the product in its lifecycle

e Evaluating the market share and consumer base

e Factoring in market competition and advertising noise

e Including the cost of producing creative and content for ads

Message: Creation and Evaluation

The message of an advertising campaign is the heart of the initiative. It communicates the
brand's values, vision, and benefits of the product or service being promoted. The message
needs to be compelling, relevant, and consistent across all platforms to resonate with the
targeted audience. This phase involves creative brainstorming, copywriting, and design
efforts.

Important elements in creating and evaluating the advertising message include:
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e Identifying the unique selling proposition (USP) of the product or service
e Understanding the wants, needs, and language of the target market

e Ensuring the message aligns with the brand's overall voice and image

e Conducting qualitative and quantitative testing of the message

Media: Selection and Scheduling
Choosing the right media to disseminate your advertising message is crucial to ensure it
reaches the intended audience. The media selection involves understanding where your target
market spends its time and how they consume information, be it through traditional media
like TV, radio, and print or digital media like social platforms, search engines, and websites.
The scheduling of the advertising is also important to maximise visibility and impact.
Key aspects of media selection and scheduling include:

e Understanding the media consumption habits of the target audience

e Evaluating the reach, frequency, and cost-effectiveness of different media channels

e Planning the timing and frequency of advertisements based on audience behaviour

and campaign objectives
e Aligning media strategy with seasonal trends, consumer purchase cycles, and

competitive activities

Measurement: Evaluation and Control of Advertising
The final stage of the advertising plan is the measurement and evaluation of the campaign.
This step involves gathering and analysing data to assess whether the advertising objectives
are being met and whether the budget is being used effectively. This control mechanism
allows for necessary adjustments to be made in real-time, enhancing the effectiveness and
efficiency of the campaign.
Key aspects to consider when measuring and controlling advertising include:

e Determining key performance indicators (KPIs) relevant to the advertising objectives

e Regularly monitoring and analysing these metrics

e Comparing actual performance against set objectives and industry benchmarks

e Implementing corrective measures if the campaign is not on track to meet its

objectives

e Performing a post-campaign analysis to inform future advertising strategies
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15.6 Advertising Decisions

Decision on Advertising Objective

The advertising objective outlines the intended outcomes of an advertising campaign and is
critical in marketing management. Advertising objectives are usually aligned with broader
business objectives and can range from brand awareness, introducing a new product, to
increasing market share.

e Brand Awareness: An objective could be to increase the public's knowledge about
your product or service. This is common for new companies or for existing companies
launching new products.

e Product Interest: If the audience is already aware of your brand, the objective could
be to stimulate interest and desire for your products or services.

e Call to Action: For some campaigns, the ultimate objective might be to encourage

immediate action, such as making a purchase or signing up for a service.

Decision on Advertising Budget

Advertising budget decisions require balancing the potential returns from advertising with its
costs. This decision involves determining the overall amount to be spent on advertising, as
well as the allocation of that budget across different channels, campaigns, and periods.

e Percentage of Sales: This method sets the advertising budget based on a fixed
percentage of past or projected sales.

e Objective and Task Method: This approach first defines the specific objectives of
the advertising campaign and then estimates the cost of the tasks necessary to achieve
those objectives.

e Competitive Parity: This method sets the budget to match competitors' spending on
the assumption that they have correctly estimated the appropriate level of expenditure.

Decision on Advertising Message
The advertising message should communicate the unique selling proposition of the product or
service and resonate with the target audience. It involves deciding what will be said, how it
will be said, who will say it, and how those messages will be structured.

e Message Strategy: This concerns what general message will be communicated to

consumers.
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Creative Strategy: This pertains to how the message strategy will be executed. The
creative strategy outlines the approach, style, tone, words, and format used to deliver

the message.

Decision on Advertising Media

Media

selection is about determining the channels through which the advertising message

will be delivered to the target audience. It involves an understanding of the audience's media

habits,

as well as the relative costs and benefits of different media channels.

Traditional Media: Options include print (newspapers, magazines), broadcast (TV,
radio), outdoor (billboards, transit), and direct mail.

Digital Media: Options include search engine marketing, display advertising, social

media advertising, influencer marketing, email marketing, and content marketing.

Decision on Advertising Evaluation

Evaluation is about assessing the effectiveness of an advertising campaign in achieving its

objectives. This often involves both pre-testing before the campaign is launched and post-

testing

after the campaign has run.

Pre-testing: Predict the potential impact of an ad before it is aired to ensure that it
meets the desired objectives.

Post-testing: After the ad has been aired determine whether it achieved the desired
effect. Tools for post-testing include brand recall surveys, sales analysis, digital

metrics like click-through rates, and social media engagement metrics.

15.7 Summary:

R
*%*

Marketing communications are the means by which firms attempt to inform,
persuade, and remind consumers about the products and brands they sell. They
represent the 'voice' of the brand and are a means by which it can establish a dialogue
and build relationships with consumers.

The Communications Mix refers to the blend of advertising, sales promotions, public
relations, personal selling, and direct marketing tools a company uses to reach its
audience. The optimal mix depends on the target audience, the nature of the
product/service, and the company's marketing objectives.
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Marketing communications planning involves setting marketing communications
objectives, identifying the target audience, designing the communications, selecting
the channels, establishing the budget, deciding on the communications mix,
measuring the results, and managing the integrated marketing communications (IMC)
process.

Advertising is a paid form of nonpersonal presentation and promotion of ideas,
goods, or services by an identified sponsor. It can generate awareness, create interest,
provide information, stimulate demand and reinforce brand value.

The Five M's of Advertising are Mission (what the advertising should accomplish),
Money (how much to spend), Message (what message should the advertising send),
Media (which media should carry the message), and Measurement (how to evaluate
the results).

Advertising Decisions involve decisions on the advertising objective, the advertising
budget, the advertising message (including creative decisions about the message
content, structure, and format), and the media strategy (including media selection and
media scheduling).

Integrated Marketing Communications is the careful coordination of all promotional
activities to produce a consistent, unified message that is customer-focused. It helps
reinforce the brand's positioning and provides a consistent brand experience for the

consumers.

15.8 Keywords:

Advertising: This is a marketing communication that employs an openly sponsored,
non-personal message to promote or sell a product, service, or idea. It often takes
place through various media channels, both traditional (like television, radio, print)
and digital (like social media, websites, email).

Five M's of Advertising: This is a model used in the advertising industry, consisting
of Mission (objectives), Money (budget), Message (what will be communicated),
Media (channels used to deliver the message), and Measurement (how the impact of
the advertisement will be assessed).

Advertising Budget: The amount of money a company plans to spend on advertising

over a specific period of time.
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Advertising Message: This is the key idea or theme an advertiser wishes to convey to
the target audience. It is usually related to the benefits, features, or value proposition
of the product or service being advertised.

Advertising Evaluation: The process of assessing the effectiveness and efficiency of
an advertising campaign. This may involve tracking metrics such as reach,

impressions, clicks, conversions, and return on investment.

15.9 Self-Assessment Questions:

How would you design an effective marketing communication plan for a new product
entering the market? What are the key considerations in terms of target audience,
communication objectives, and the overall marketing communications budget?

What are the critical steps in determining the appropriate communications mix for a
small business with a limited budget? Can you suggest a potential mix and justify
your choices?

Which type of advertising (for instance, online, TV, print, radio, etc.) would be the
most effective for a brand aiming to reach a younger demographic? Explain your
reasoning, taking into account the characteristics and behaviours of this demographic.
What are the five M's of advertising, and how do they contribute to a successful
advertising campaign? Give an example of a successful campaign and explain how it
utilised these five elements.

How would you evaluate the effectiveness of an advertising campaign? Discuss both
quantitative and qualitative measures, and give examples of the types of data you

might use.

15.10 Case study:

H&M's Sustainable Fashion Revolution

H&M, a global fashion brand based in Sweden, has been at the forefront of corporate

sustainability initiatives, tackling environmental and ethical concerns within the fast-fashion

industry. One of their most noteworthy initiatives is the "Conscious Collection,” a range of

clothing made from environmentally sustainable materials.
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The Conscious Collection debuted in 2010, featuring garments made of organic cotton and
recycled polyester. The line was an immediate success, making sustainability fashionable and
accessible to consumers worldwide. It not only enhanced H&M’s corporate reputation but
also generated a significant revenue stream.
In addition, H&M launched a clothing recycling program in 2013, enabling customers to drop
off unwanted garments (from any brand) in their stores. The clothes are then recycled to
create new items, reducing waste and promoting a circular economy.
H&M’s sustainability initiatives have faced challenges, however. Critics argue that
promoting consumption through fast fashion inherently contradicts sustainability goals. H&M
has acknowledged this tension, seeking ways to balance business growth with ecological
responsibility. As part of their efforts, they committed to becoming 100% climate positive by
2040.
H&M’s commitment to sustainability has set a precedent in the fashion industry,
demonstrating that large-scale change is both achievable and profitable. This case offers
valuable insights into how a major fashion brand has navigated the complex journey towards
sustainability.
Questions:

e How has H&M balanced the conflicting demands of profitability and sustainability?

What lessons can be learned from their approach?
e Evaluate the effectiveness of H&M's "Conscious Collection” and garment recycling
program in terms of both sustainability and brand image.
e Given the criticisms, what steps should H&M take to further enhance its sustainability

practices without compromising its market position and profitability?
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