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CHAPTER 6

Managers must remember that marketing costs money. Profitability analysis is the assessment of the impact of various marketing strategies and programs on the profit contribution that can be expected from a product or product line.

A.
Variable costs vary with sales volume, whereas fixed

costs remain the same regardless of volume levels.

B.
The percentage‑variable‑contribution margin indicates the

percentage of each additional sales dollar that will he

available to help the firm cover its fixed costs and

increase profits.

C.
Direct fixed costs are incurred by a specific product or

service; indirect fixed costs, are incurred to support the

total business.

D.
Indirect costs can be broken into two categories:

1.
Traceable costs are indirect costs that can be

allocated to various products on some nonarbitrary

basis.

2.
Nontraceable costs are not assigned to individual

products.

II.
Fixed and variable cost identification allows managers to examine some of the profitability implications of pricing and marketing expenditure decisions on cost‑volume‑profit relationships and its implications for marketing budgets.

A.
Economies of scale exist when a large portion of total

operating costs are fixed and large changes in volume

result in significant changes in average cost per

product.

B. Many firms employ minimal fixed cost strategies because

of the potential negative consequences of economies of

scale.

c. As a firm becomes more experienced in producing a

product, variable costs decrease as volume increases.

This phenomenon is known as the "experience‑curve

effect."

D.
Semi‑fixed costs are costs that don't vary automatically

on a per unit basis, but may change if substantial

decreases in volume take place. Increased demand will

result in average costs increasing temporarily if a step​

up in certain fixed costs is necessary.
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CHAPTER 6

E.
Retailers are interested in evaluating the impact of margins and direct fixed costs on profitability as well as on physical assets and inventory investment.

1.
Inventory turnover is the ratio of a product's sales to the average dollar value of the inventory held for that product.

2.
Sales per square foot is the ratio of a product's sales to the amount of selling space.

3.
Gross‑margin return on inventory investment measures the profit return rather than the sales return on inventory investment.

4.
Gross‑margin per square foot is equivalent to sales per square foot multiplied by percentage gross profit margin.

F.
managers must have an understanding of product objectives and industry sales forecasts to develop a budget. The budgeting process can proceed in either of two ways:

1.
With the direct approach, managers. make specific estimates of the sales that will result from a given price and marketing budget.

2.
With the indirect approach, managers need only to estimate whether or not a benchmark level of sales can be achieved.

3.
If the cost of customer service is known, management can use a variation of the indirect method of budgeting to calculate the budget required to maintain a determined level of total contribution.

III.
Productivity analysis is the process of estimating the impact on sales of a change in price or in marketing expenditures.

A.
Most firms attempt to estimate productivity using one or more of the following approaches.

1.
Analysis of historical relationships from internal data may be used to estimate the average sales per retail outlet, the sales increases that have resulted from increases in past advertising budgets, the sales per sales call on new‑prospect accounts, and historical price elasticity.

2.
Competitive parity analysis relies on. historical experience but is designed to explicitly consider relative marketing effort.

3.
Market experiments may be used to test a proposed policy on some portion of the market and observe the sales response.

4.
The creation of "single source data" systems provides a data base for productivity analyses.

B.
Productivity analysis is a difficult task because the response of buyers to changes in the marketing effort is difficult to predict due to interaction effects, competition, marketing program effectiveness and efficiency, and nonlinearity.

C.
Because of these difficulties, judgment‑based productivity estimates are based on the manager's knowledge of factors affecting demand, competitors, environmental changes, and planned changes in marketing strategies and programs.

D.
Cross‑elasticity effects reflect the interdependencies in demand across a set of products. These effects can be of two types:

1.
Substitution effects take place when two or more products or services are used to perform the same generic function and changes in the marketing effort will have some effect on other similar products.

2.
Complementary products are those products that experience a sales increase when related products experience an increase in support based on related use, enhanced‑ value, quality supplements, and convenience.

CHAPTER 7

1.
Marketing programs such as advertising, sales promotion, personal selling, customer service and new product development are coordinated through marketing strategies which are designed to achieve the desired impact on demand for a product or product line.

II.
Primary demand strategies are designed to increase the level of demand for a product form or class by current nonusers or by current users.

A.
One strategic approach to stimulate primary demand is to increase the number of users by increasing the customers' willingness to buy, increasing the customers' ability to buy, or both.

B.
A second approach is to increase the rates of purchase by broadening product usage, increasing product consumption levels, or encouraging replacement.

III.
Selective demand strategies are designed to improve the competitive position of a product service or business. These are carried out in three distinct ways.

A.
Expanding the served market by broadening distribution or expanding the product line by vertical or horizontal product line extensions.

B.
Acquisition‑of competitor's customers can be attempted either through head‑to‑head position or by differentiated positioning. Products that are successfully positioned usually develop a high level of brand equity.

C.
Demand within the current customer base can be retained/ expanded by maintaining customer satisfaction or developing improved customer relationships.

D.

Complementary products can be used to retain customers


and can be effective in customer retention through the


use of bundling or systems selling.

IV.
Selecting a marketing strategy requires consideration of several kinds of information.

A.
A globalization strategy is favored if the following factors exist: economies of scale, no product use differences across cultures and similar competitors or customers across markets, and home country image is valuable

V.
Marketing strategies change over time due to the dynamic situation a firm faces.

A.
The product life cycle dictates the most successful strategy due to the stage a firm's product is in.
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Many new products that are developed never reach the market.

The definition of product "newness" depends on who is making the assessment‑‑‑the buyer or the seller. The degree of newness to both the buyer and the seller impacts the amount of risk taken and influences the way the new product development process is managed. Essentially there are six types of new products.

A.
New to the world products are products that crate entirely new markets.

B.
New product lines are products that represent entries into existing markets that are new to the firm.

C.
Line extensions are new products that allow the firm to' extend its served market by offering different benefits.

D.
Improvements to existing products are usually designed as' replacements for existing product offerings.

E.
Repositionings are modest technical improvements that


allow a product to offer new applications and serve new.


needs. 
1

F.
Cost reductions are versions of existing products that provide comparable performance at lower cost.

III.
Because of the high probability of new product failure and its consequences, most organizations have developed some formalized system or structure for managing the new product development process. Firms use either a stage‑gate approach or parallel development approach in new product development and. the use of teams is widespread. There are six stages in new product development

A.
Idea generation stage includes alternative specifications for product concepts utilizing lend user analysis or problem analysis. Focus groups and direct observation provide insights for product development.

B.
Screening is designed to evaluate a new product concept. Product candidates are evaluated on initial estimates of potential demand and the chances/barriers to success. Market potential studies, concept tests, and scoring models such as NewProd are used to evaluate the product concept.

C.
Product development converts the concept into a working product by developing the product architecture; design function, value, and appearance of the product; create and develop product specifications; and consider
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manufacturing and operational costs and operational constraints or tradeoffs.

D.
Product and market testing provides a more detailed assessment of a new product's chances for success technical testing, preference and satisfaction testing, simulated test markets and test markets can be used to evaluate potential success/failure and define important marketing elements.

E.
Business analysis obtains a comprehensive view of the financial consequences of introducing a new product. Manufacturing costs, marketing costs, expected sales and cannibalization levels are used in product profitability analysis.

F.
Commercialization involves the planning and launch strategy for introducing the product to the marketplace. Timing of the introduction, the selection of a branding strategy, and coordinating the marketing program activities are all components of the launch strategy.

IV.
The relationship between product‑development programs other marketing programs and corporate, and‑ marketing strategy is portrayed in Fig. 8‑5.
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1.
Pricing programs are the plans' that a firm develops that

indicate what level of price should be charged in order to implement the marketing strategy. The framework for selecting pricing programs includes six elements:

1.
Establish the pricing objective.

2.
Analyze the price‑elasticity of demand.

3.
Identify key competitive factors impacting price competition.

4.
Estimate the relationship between price, changes and volume, cost, and profit changes.

5.
Evaluate the potential impact on any product line substitutes or complements.

6.
Determine if any legal limitations on pricing decisions exist or if any modifications are necessary for international markets.

II. I
The purpose of any pricing program is to support the marketing

strategy that has been developed for the product or product line.

A.
Primary‑demand‑based objectives are selected if the firm believes that price can be used to increase the number of users or increase the rate of purchase.

B.
Selective‑demand‑based objectives are employed when a firm wishes to retain its customer base or wishes to use price to neutralize the effect of competitors' prices on market share.

C.
Product‑line‑based objectives are used when a firm desires quality distinctions among substitutes or expansion of product range among existing customers if they are complements.

III. The price‑elasticity of demand is measured by the percentage

change in quantity divided by the percentage change in price.

Price‑elasticity measures the impact of price change on total revenue.

A.
Market elasticity indicated how total primary demand responds to a change in the average prices of all competitors.

B.
Company elasticity indicates the willingness of customers to shift brands or suppliers on the basis of price.

C.
Market and company demand-elasticity in some industries or markets is the sun of demand from several segments.

IV.
To predict the unit sales volume and total revenues that will


result at various price levels, managers can employ several


alternative
procedures
historical
ratios,
field


experiments, and controlled choice experiments.

V.
Competitors' reactions to a price change must be considered

regardless of whether a manager is concerned with market or

company elasticity.
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VI.
Cost factors must also be considered in making pricing decisions.

A.
With the cost‑plus approach, the price is determined by taking the cost per unit and adding a dollar or percentage‑target‑contribution margin.

B.
With the full‑cost approach, all costs are considered in setting the minimum price.

C.
With the variable‑cost approach, the price is set above the variable cost per unit.

VII.
Pricing programs may be selected after pricing objectives and the elasticity of demand have been established and after the competitive situation and cost structure have been

assessed.

A.
Penetration pricing involves setting a price below competitive levels to stimulate an increase in demand.

B.
Parity pricing involves setting a price at or near competitive levels.

C.
Premium pricing
involves setting
a
price 
above

competitive levels.

VIII
Pricing decisions for one product can influence sales of other products in the firm's mix. Price cross‑elasticities are the relationships that exist when a change in the price of one product influences the sales volume of the second product.

A.
Substitutes exist when a firm markets a line of products or brands, each of which serves the needs of slightly different target segments.

1.
Anchoring is the effect that a price stimulus 11 on the reference points that buyers use to assess prices.

2.
Subjective price scales are the psychological scales on which buyers code price information.

B.
Complementary products are those that experience a sales increase (decrease) when related products experience a price cut (increase). Managers can take advantage of complementary relationships through price bundling and using price leaders.
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I.
Communications programs can achieve a number of different effects. Sales promotions are short‑term actions designed to get immediate responses from consumers whereas advertising can be used to enhance long‑term brand loyalty.

II.
Decisions regarding the advertising message and the media are fundamental to advertising programs. Advertising tasks can be performed/ supervised by the firm's in‑house advertising department, and advertising agency or specialists. Organizations may use a variety of persons to coordinate the advertising efforts.

A.
Advertising managers or advertising directors are usually responsible for advertising programs in firms that are organized on a functional basis.

B.
Product or brand managers are usually responsible for advertising programs in firms that are organized on a product basis.

C.
In some companies, category managers are added above the brand managers to improve and coordinate efforts among groups of product categories.

III.
Advertising objectives provide guidance for the development of message and media decisions and serve as standards f or evaluating the performance of the advertising program.

A.
Advertising strategies can be used to inform consumers, to persuade consumers, and/or remind consumers. Hierarchy of affects is a framework that explains the stages buyers go through when making a purchase decision

B.
Types of objectives include awareness, reminder to use, changing attitudes about use of the product form, changing perceptions about the importance of brand attributes, changing beliefs about brands, attitude reinforcement, corporate product‑line image building, and obtaining a direct response.

IV.
Establishing the advertising budget is one of the more difficult tasks facing marketing managers, but a budget will provide necessary guidance for message designers and media planners.

A.
Managers will adjust budgets based on product objectives, product profitability, or productivity judgments.

B.
Given an advertising objective, a manager can estimate message‑development costs ‑ such as production costs,
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technical fees, royalties to participants ‑ and media costs ‑ such as print space and radio or television time.

C.
When feasible, the proposed advertising program should be tested in a limited market area to determine whether the advertising objectives are being achieved and to estimate sales response.

V.
The message includes the appeals that represent the central idea of the message and the method ‑of presentation that is used to present the copy claims.

A.
The three major requirements of an effective message are desirability, exclusiveness, and believability.

B.
Copy claims can describe the physical attributes, functional benefits, or characteristics of the product.

C.
Various methods of execution style may be used, including symbolic associations, testimonials, case histories, documentation, comparison advertising, and humor.

VI.
Media‑scheduling decisions are extremely important for two reasons: Purchase of radio and television time and print space represent the largest cost element in the advertising budget, and success of an advertisement in achieving its objective depends on how well each medium reaches buyers in the target market segment.

A.
Various decisions are of extreme importance ‑ selecting the type of medium; selecting possible vehicles for consideration; determining size, length, and position of an advertisement; determining the desired reach and frequency distribution of messages; and developing the media schedule.

B.
Media objectives can be accomplished by distributing expenditures according to their timing or reach and frequency. , _

C.
Computer routines can be used to yield a set of media schedules that provide the largest number of GRPs for a given budget. However, mathematical models should not serve as substitutes for managerial judgment.

VII.
Managers should attempt to evaluate the effectiveness of advertising to determine whether advertising expenditures are being well used.
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