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Preface

Premise

This text covers what must still be the most important element of the marketing
mix for most students and practitioners. With a move away from the selling func-
tion towards more esoteric areas of marketing over the past few years, this vital
aspect of marketing has been somewhat neglected. However, in the end it has to be
face-to-face contact that eventually wins the order, and this text therefore explains
and documents the selling and sales management process from both the theoretical
and practical viewpoints.

Book Structure

More precisely, the text is split into five logical parts: Sales Perspective, Sales
Environment, Sales Technique, Sales Management and Sales Control.

Sales Perspective examines selling in its historical role and then views its place
within marketing and a marketing organisation. Different types of buyers are also
analysed in order to help us achieve an understanding of their thinking and organ-
ise our selling effort accordingly. Sales Technique is essentially practical and covers
preparation for selling, the personal selling process and sales responsibility. Sales
Environment looks at the institutions through which sales are made; this covers
channels, including industrial, commercial and public authority selling followed by
selling for resale. International selling is an increasingly important area in view of
the ever increasing ‘internationalisation’ of business and this merits a separate chap-
ter. Sales Management covers recruitment, selection, motivation and training, in
addition to how we must organise and compensate salesmen from a managerial
standpoint. Finally, Sales Control covers sales budgets and explains how this is the
starting point for business planning. Sales forecasting is also covered in this final
section, and a guide is given to the techniques of forecasting and why it is strictly a
responsibility of sales management and not finance. Each chapter concludes with a
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mini-case study and practical exercises, together with formal practice questions typi-
cal of those the student will encounter in the examination room.

New to this Edition

This seventh edition provides an integration of recent cutting-edge selling and sales
management research into chapters throughout the book. Also the ‘Key Account
Management’ and ‘Internet and IT Applications in Selling and Sales Management’
chapters have been substantially rewritten and updated. The authors are grateful to
John O’Connor, chief executive, Deep-Insight, for his work on the ‘Internet and IT
Applications’ chapter. A fuller discussion of the role of selling as part of an inte-
grated marketing communications programme and enhanced coverage of the role
of the sales force as gatherers of market intelligence are also included. The section
on negotiation is expanded to reflect its important role in today’s business environ-
ment. This seventh edition features new and updated cases to support the effective
teaching of selling and sales management. The chapter ordering has also changed
to make the sequence more logical. Finally, we have increased the use of case histo-
ries to show how principles can be applied in practice. As always, this edition con-
tinues to place emphasis on international aspects of selling and sales management
to reflect the importance of international markets in today’s global economy.

Target Market

This text will be invaluable to those students studying for the examinations of the
Chartered Institute of Marketing, the Communication, Advertising and Marketing
Education Foundation, the London Chamber of Commerce and Industry higher
stage selling and sales management subject, marketing specialisms on Higher
National Certificate and Diploma in Business Studies, first degrees with a marketing
input, and postgraduate courses like the Diploma in Management Studies and
Master of Business Administration that have a marketing input. In addition, the text
emphasises the practical as well as the theoretical, and it will be of invaluable assist-
ance to salespersons in the field as well as to sales management.
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Sales Perspective

Part one of Selling and Sales Management consists of two introductory chapters
that set the context for the remainder of the book.

The first chapter introduces the nature and role of selling and sales
management before relating this to the marketing concept. The incontrovertibly
interlinked relationship between selling and sales management is then explained
and the notion of more sophisticated marketing thought is described as having its
roots in sales. Philosophies, or orientations, of production, sales and marketing are
explained as well as how the marketing concept is implemented in practice, namely
through the marketing mix. Key concepts such as market segmentation and
targeting and the ‘four Ps’ marketing mix variables of price, product, promotion
and place are introduced. The chapter then concludes with a more detailed
explanation of the relationship between marketing strategy and personal selling.

Sales strategies and how these relate to marketing planning form the basis of
the second chapter. The traditional marketing planning process is explained with
emphasis on issues like targeting, pricing, customer retention and the allocation
and control of resources to assist implementation of the plan. The place of selling
in the marketing plan is examined in detail, explaining how pivotal the sales function
is in achieving success, along with a related discussion of how the notion of ‘inside-
out’ planning is being replaced by ‘outside-in’ thinking. Selling is traditionally referred
to as an element of the ‘promotional mix’, but the view is taken that this should
more correctly be described as the ‘communications mix’. An explanation is given
of the place of selling alongside traditional elements in the communications mix,
namely advertising, sales promotion and publicity/public relations. More
contemporary elements of the communications mix, namely direct marketing and
interactive/internet marketing are also examined in terms of how these interface
with the sales process.






Development and Role of
Selling in Marketiing

After studying this chapter, you should be able to:

1 Understand the implications of production, sales, and marketing
orientation

Appreciate why selling generally has a negative image
Know where selling fits into the marketing mix
Identify the responsibilities of sales management

o b WM

Recognise the role of selling as a career

Key Concepts

e break-even analysis e marketing concept
* business to business (B2B) * marketing mix
e business to consumer (B2C) e product life-cycle

e exclusive distribution * sales management
* intensive distribution e selling

* market penetration * target accounts

* market segmentation * targeting

* market skimming
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Background

1.2

Perhaps no other area of business activity gives rise to as much discussion among
and between those directly involved and those who are not involved as the activity
known as selling. This is not surprising when one considers that so many people
derive their livelihood, either directly or indirectly, from selling. Even those who
have no direct involvement in selling come into contact with it in their roles as con-
sumers. Perhaps, because of this familiarity, many people have strong, and often
misplaced, views about selling and salespeople. Surprisingly, many of these miscon-
ceptions are held by people who have spent their working lives in selling, so it
might well be a case of ‘familiarity breeds contempt’.

It is important to recognise that selling and sales management, although closely
related, are not the same and we shall start in this chapter by examining the nature
and role of selling and sales management in the contemporary organisation and
exploring some of the more common myths and misconceptions.

We shall also look at the developing role of selling because, like other business
functions, it is required to adapt and change. Perhaps one of the most important
and far reaching of these business changes has been the adoption of the concept
and practice of marketing, due to changes in the business environment. Because of
the importance of this development to the sales function, we shall examine the
place of marketing within the firm and the place of selling within marketing.

The Nature and Role of Selling

The simplest way to think of the nature and role of selling (traditionally called sales-
manship) is that its function is to make a sale. This seemingly obvious statement
disguises what is often a very complex process, involving the use of a whole set of
principles, techniques and substantial personal skills, and covering a wide range of
different types of selling task. Later we will establish a more precise meaning for the
term selling, but first we will examine the reasons for the intense interest in this area
of business activity.

The literature of selling abounds with texts, ranging from the more conceptual
approaches to the simplistic ‘how it is done’ approach. Companies spend large sums
of money training their sales personnel in the art of selling. The reason for this
attention to personal selling is simple: in most companies the sales personnel are
the single most important link with the customer. The best designed and planned
marketing efforts may fail because the salesforce is ineffective. This front-line role of
the salesperson means that for many customers the salesperson is the company.
Allied with the often substantial costs associated with recruiting, training and main-
taining the salesforce, there are powerful reasons for stressing the importance of the
selling task and for justifying attempts to improve effectiveness in this area. Part
Three of this text addresses this important area of sales techniques.

The term selling encompasses a variety of sales situations and activities. For
example, there are those sales positions where the sales representative is required
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primarily to deliver the product to the customer on a regular or periodic basis. The
emphasis in this type of sales activity is very different to the sales position where
the sales representative is dealing with sales of capital equipment to industrial
purchasers. In addition, some sales representatives deal only in export markets
whilst others sell direct to customers in their homes. One of the most striking
aspects of selling is the wide diversity of selling roles.

Irrespective of this diversity, one trend common to all selling tasks is the increas-
ing emphasis on professionalism in selling. This trend, together with its implica-
tions for the nature and role of selling, can best be explained if we examine some of
the myths and realities that surround the image of selling.

Characteristics of Modern Selling

Today, a salesforce must have a wide range of skills to compete successfully. Gone are

the days when salespeople required simple presentational and closing skills to be suc-

cessful. Today selling requires a wide array of skills, which will be identified in the next

section. In this section we discuss the characteristics of modern selling. Salespeople

who don’t understand these characteristics will be ill-equipped to tackle their jobs.
The characteristics of modern selling are given in Figure 1.1.

1 Customer retention and deletion. Many companies find that 80 per cent of their
sales come from 20 per cent of their customers. This means that it is vital to
devote considerable resources to retaining existing high volume, high potential
and highly profitable customers. Key account management has become an

Customer retention
and deletion

Database and knowledge
management

Adding value/

satisfying needs \
Customer relationship
D management

Problem solving and
system selling

Marketing the
product

Figure 1.1 Characteristics of modern selling
Source: Adapted from Moncrief, W.C. and Marshall, G.VW. (2005) ‘The evolution of the seven steps
of selling’, Industrial Marketing Management, 34, pp. 13-22.
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important form of sales organisation because it means that a salesperson or
sales team can focus their efforts on one or a few major customers.

At the other end of the spectrum, companies are finding that some small
customers actually cost the organisation money. This is because servicing and
distribution of products to those customers may push costs beyond the revenue
generated. Larger companies may have to change to telemarketing and/or the
Internet as a means of servicing these small customers or drop them altogether.

Database and knowledge management. The modern salesforce needs to be trained in
the use and creation of customer databases, and how to use the internet to aid the
sales task (e.g. finding customer and competitor information). In the past salespeople
recorded customer information on cards and sent in orders through the post to head
office. Today, technological advances such as email, mobile phones and video
conferencing have transformed the way knowledge is transferred. Laptops mean that
salespeople can store customer and competitor information, make presentations and
communicate with head office electronically. Furthermore, information supplied by
the company, such as catalogues and price lists, can be held electronically.

Customer relationship management. Customer relationship management requires
that the salesforce focuses on the long-term and not simply on closing the next
sale.! The emphasis should be on creating win-win situations with customers so
that both parties to the interaction gain and want to continue the relationship.
For major customers, relationship management may involve setting up
dedicated teams to service the account and maintain all aspects of the business
relationship. This form of organisational structure, key account management, is
discussed in Chapter 9, and Chapter 10 is devoted to relationship selling.

Marketing the product. The modern salesperson is involved in a much broader range
of activities than simply planning and making a sales presentation. Indeed, face-to-
face presentations can now sometimes be replaced by information presented on
web pages and by email attachments that give the customer up-to-date information
on many topics quicker, more comprehensively and in a more time-convenient
manner than many face-to-face interactions.? The role of the salesperson is
expanding to participation in marketing activities such as product development,
market development and the segmentation of markets, as well as other tasks that
support or complement marketing activities such as database management,
provision and analysis of information, and assessing market segments.>

Problem solving and system selling. Much of modern selling, particularly in business-
to-business situations, is based upon the salesperson acting as a consultant
working with the customer to identify problems, determine needs, and propose
and implement effective solutions.* This approach is fundamentally different from
the traditional view of the salesperson being a smooth fast-talker who breezes in
to see a customer, persuades the customer to buy and walks away with an order.
Modern selling often involves multiple calls, the use of a team-selling approach
and considerable analytical skills. Further, customers are increasingly looking for a
systems solution rather than the buying of an individual product. This means, for
example, that to sell door handles to a company like Ford a supplier must not
only be able to sell a door system which includes door handles as well as locking
and opening devices but also have a thorough knowledge of door technology, and
the ability to suggest to Ford solutions to problems that may arise.
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6 Satisfying needs and adding value. The modern salesperson must have the ability
to identify and satisty customer needs. Some customers do not recognise they
have a need. It is the salesperson’s job in such situations to stimulate need
recognition. For example, customers may not realise that a machine in the
production process has low productivity compared to newer, more
technologically advanced machines. The salesperson’s job is to make customers
aware of the problem in order to convince them that they have a need to
modernise the production process. In so doing, the salesperson will have added
value to the customer’s business by reducing costs and created a win-win
situation for his or her company and the customer.

Success Factors for Professional Salespeople

A Kkey issue for aspiring and current salespeople and sales managers is an under-
standing of the key success factors in selling. A study by Marshall, Goebel and
Moncrief (2003) asked sales managers to identify the skills and knowledge required
to be successful in selling.> Table 1.1 shows the top ten success factors.

This book addresses all of these issues. It is important to recognise these suc-
cess factors since such knowledge has the potential to improve the overall
efficiency and effectiveness of the salesperson-customer interaction in several
ways. First, sales managers can use this knowledge of widely accepted sales suc-
cess factors to improve their recruitment and training practices. Second, candi-
dates for sales jobs can use this knowledge of success factors to ensure they work
towards high levels of proficiency in those key areas they can control, and do as
well as possible emphasising their own capabilities during the job interview.
Third, sales educators at universities and colleges have information upon which
to ensure their curricula best reflect the skills and knowledge most valued by
practitioners.®

Table 1.1 The top ten success factors in selling

Listening skills

Follow-up skills

Ability to adapt sales style from situation to situation

Tenacity — sticking to the task

Organisational skills

Verbal communication skills

Proficiency in interacting with people at all levels within an organisation
Demonstrated ability to overcome objections

Closing skills

Personal planning and time management skills

cCwooONOUTE WN =

=y

Source: Reprinted from Marshall, G.W., Goebel, D.J. and Moncrief, W.C. (2003) ‘Hiring for
success at the buyer-seller interface’, Journal of Business Research, 56, pp. 247-55. Copyright
© 2003, with permission from Elsevier.
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Types of Selling

The diverse nature of the buying situation means that there are many types of sell-
ing job: selling varies according to the nature of the selling task. Figure 1.2 shows
that there is a fundamental distinction between order-takers, order-creators, and
order-getters. Order-takers respond to already committed customers; order-creators
do not directly receive orders since they talk to specifiers rather than buyers;
whereas order-getters attempt to persuade customers to place an order directly.

There are three types of order-takers: inside order-takers, delivery salespeople and
outside order-takers. Order-creators are termed missionary salespeople. Finally,
order-getters are either front-line salespeople consisting of new business, organis-
ational or consumer salespeople, or sales support salespeople who can be either
technical support salespeople or merchandisers. Both types of order-getters operate
in situations where a direct sale can be made. Each type of selling job will now be
discussed in more detail.

Order-takers

Inside order-takers

Here the customer has full freedom to choose products without the presence of a
salesperson. The sales assistant’s task is purely transactional — receiving payment
and passing over the goods. Another form of inside order-taker is the telemarketing
sales team who support field sales by taking customers’ orders over the telephone.

Delivery salespeople

The salesperson’s task is primarily concerned with delivering the product. In the UK,
milk, newspapers and magazines are delivered to the door. There is little attempt to

THE SELLING FUNCTION

N

Order-takers Order-creators Order-getters
Front-line Sales support

salespeople salespeople

Inside . Outside . New Organisa- Technical

Delivery Missionary . . Consumer .
order- order- business tional support Merchandisers
salespeople salespeople salespeople
takers takers salespeople | | salespeople salespeople

Figure 1.2 Types of selling
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persuade the household to increase the milk order or number of newspapers taken:
changes in order size are customer driven. Winning and losing orders will be
dependent on reliability of delivery and the personality of the salesperson.

Outside order-takers

These salespeople visit customers, but their primary function is to respond to cus-
tomer requests rather than actively seek to persuade. Outside order-takers do not
deliver and to a certain extent they are being replaced by more cost efficient tele-
marketing teams.

Order-creators

Missionary salespeople

In some industries, notably the pharmaceutical industry, the sales task is not to
close the sale but to persuade the customer to specify the seller’s products. For
example, medical representatives calling on doctors cannot make a direct sale since
the doctor does not buy drugs personally, but prescribes (specifies) them for
patients. Similarly, in the building industry, architects act as specifiers rather than
buyers, and so the objective of a sales call cannot be to close the sale. Instead, in
these situations the selling task is to educate and build goodwill.

Order-getters

The final category, called order-getters, consists of those in selling jobs where a
major objective is to persuade customers to make a direct purchase. These are the
front-line salespeople.

New business salespeople

The task is to win new business by identifying and selling to prospects (people or
organisations who have not previously bought from the salesperson’s company).

Organisational salespeople

These salespeople have the job of maintaining close, long-term relationships with
organisational customers (i.e. industrial buyers, buying for resale and institutional
buyers — e.g. the latter of whom typically sell to educational establishments, the
police service and local authorities). The selling job may involve team selling where
mainstream salespeople are supported by product and financial specialists.

Consumer salespeople

These people sell physical products and services such as double glazing, security
equipment, cars, insurance and personal pension plans to individuals. Much selling
in this category tends to be ‘one-off’ and salespeople are generally rewarded through
commission. Therefore, the impetus to attain an order is paramount and it is this
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category that has attracted much criticism in terms of ‘high pressure’ being put on
customers to make a purchase.

Technical support salespeople

This group of order-getters provides sales support to front-line salespeople. Where a
product is highly technical and negotiations are complex, a salesperson may be sup-
ported by product and financial specialists who can provide the detailed technical
information required by customers. This may be ongoing as part of a key account
team or on a temporary basis with the specialists being called into the selling situ-
ation as and when required.

Merchandisers

These people provide sales support in retail and wholesale selling situations. Orders
may be negotiated nationally at head office, but sales to individual outlets are sup-
ported by merchandisers who give advice on display, implement sales promotions,
check stock levels and maintain contact with store managers.

Selling as a career

The subdivisions of the sales roles just outlined give an idea of the range of sales pos-
itions that are available. Generally, there is much less personal pressure involved in
being an order-taker than an order-maker and a prime attribute for an order-maker
is a pleasant, non-combative personality. However, the opportunity for higher
rewards belongs to order-takers as their remuneration normally rests on some kind
of commission or bonus where payment is linked to the amount of orders they take.
It is an acknowledged fact that in many business situations the opportunity to earn
really high incomes at a relatively young age is present in this kind of situation.
With such a large range of selling situations and positions in sales, it is not poss-
ible to provide a specific prescription of the qualities required for a successful sales
career. There is no definitive test or selection procedure that can be used to distin-
guish between successful and less successful salespeople and apart from ‘trying it
out’ there is no way of knowing if a person is suited to a career in sales. However,
there are a number of key qualities that are generally recognised as being important:

1 Empathy and an interest in people. Such a skill will help in more accurately identifying
customers’ real needs and problems in terms of thinking oneself into the other
person’s mind and understanding why the customer feels as he or she does.

2 Ability to communicate. This means an ability to get a message across to a
customer and, more importantly, an ability to listen and understand. The skill
of knowing when to stop talking and when to listen is essential.

3 Determination. Although the salesperson must be able to take no for an answer,
this should not come easily to someone who wants to succeed in selling. It is a
fact that customers might say no when they really mean maybe, which can
ultimately lead to yes. Determined salespeople have a need and a will to
succeed and success can mean closing a sale.
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Self-discipline and resilience. Most salespeople spend much of their time
unsupervised and, apart from seeing customers, they are alone. As part of their
job they can expect setback, rejections and failures. A salesperson thus needs to
be both self-disciplined and resilient to cope with these facets of the sales task.

Image of Selling

Mention of the word selling will prompt a variety of responses. It will evoke a high
proportion of negative, even hostile, responses, including ‘immoral’, ‘dishonest’,
‘unsavoury’, ‘degrading’ and ‘wasteful’. Is such an unfavourable view justified? We
suggest not. In fact the underlying attitudes to selling derive from widely held mis-
conceptions about selling, some of which are outlined below.

1

Selling is not a worthwhile career. This notion is held by many, the common
attitude being that if one has talent then it will be wasted in sales.
Unfortunately this attitude is often held by those in a position to advise and
influence young people in their choice of careers. In some circles it is
fashionable to denigrate careers in selling, and the consequence is that many of
our brighter graduates are not attracted to a career in selling.

Good products will sell themselves and thus the selling process adds unnecessarily to
costs. This view assumes that if you produce a superior product then there will
always be buyers. This may be all right if a firm can produce a technologically
superior product, but then it is likely that additional costs will accrue in terms
of research and development, and there will be continued research and
development costs involved in keeping ahead. In addition, as developed later in
the text, the role of selling is not solely to sell; it can be used to feed back
information from customers to the firm — particularly product performance
information - and this is of direct use to research and development.

There is something immoral about selling, and one should be suspicious about those
who earn their living from this activity. The origin and reason for this most
pervasive and damaging of the misconceptions about selling stems from the
‘foot in the door’ image that has been perpetuated. Such attitudes can make life
difficult for the salesperson who has first to overcome the barriers which such
mistrust erects in the customer/salesperson relationship.

There are a number of elements in the sales task that act as demotivators:

1

Because of their perceived low status, salespeople are constantly exposed to the
possibility of rejection and often have to suffer ‘ego punishment’ such as being kept
waiting, appointments cancelled at short notice and ‘put downs’ from customers to
which they cannot adequately respond as buyers have the power in such
circumstances. Thus, in business to business (B2B) and business to consumer
(B2C) selling in particular a certain amount of psychological risk is involved.

In B2B situations in particular, salespeople visit buyers in their offices, so they
are effectively working in ‘foreign’ territory and might sometimes feel uneasy
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when entering the premises. The customer might keep the salesperson waiting,
thus heightening discomfort.

3 The salesperson tends to work alone, often staying away from home for
periods. An attraction is independence, but it can be a lonely existence. Thus
there is a certain amount of psychological risk attached to such situations.

Selling is therefore not an easy task, and those who are concerned to improve its
image must be more vociferous, yet objective, in presenting its case and recognise
that misconceptions invariably have some basis in fact. There are always unscrupu-
lous individuals and companies ready to trade on the ignorance and gullibility of
unsuspecting customers. These individuals are not salespeople: at best they are mis-
guided traders and at worst criminals. At some times in our lives we inevitably feel
that we have purchased something we did not really want or on terms we could not
really afford because we were subjected to high-pressure selling.

Selling then is not entirely blameless, but salespeople are becoming more pro-
fessional in their approach to customers. Some of the worst excesses in selling have
been curbed - some through legal means, but increasingly voluntarily. To overcome
some of these misconceptions, selling needs to sell itself and the following facts
about selling should be more universally aired:

1 There is nothing immoral or unscrupulous about selling or about those involved in
this activity. Selling provides a mechanism for exchange and through this
process customers’ needs and wants are satisfied. Furthermore, most people, at
some stage, are involved in selling — even if only selling their skills and
personalities in an attempt to obtain a job.

2 Selling is a worthwhile career. Many of those who have spent a lifetime in selling
have found it to be a challenging, responsible and rewarding occupation.
Inevitably a career in selling means meeting people and working with them,
and a selling job often offers substantial discretion in being able to plan one’s
own work schedule.

3 Good products do not sell themselves. An excellent product may pass unnoticed
unless its benefits and features are explained to customers. What appears to be
a superior product may be totally unsuited to a particular customer. Selling is
unique in that it deals with the special needs of each individual customer, and
the salesperson, with specialist product knowledge, is in a position to assess
these circumstances and advise each customer accordingly.

Why sales skills are the key to a firm’s success

Successful entrepreneurs all have one thing in common - the ability to sell.
Patrick Dunne, a director with 3i, the venture capitalist, says: ‘It’s not just sell-
ing products to new customers. You also need sales skills to get the first people
to work for you. And the cleverest ones are very good at getting suppliers and
others to give them credit.’

But entrepreneurs often stumble in their enthusiasm to get started warns
Patrick Joiner, Chief Executive of the Institute of Sales & Marketing
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Management: “The most essential skill of selling,” he says, ‘is to put yourself in
your client’s shoes. This is where entrepreneurs fall down. They are often
people with a special knowledge about their industries or a technology that
helped them to come up with their business ideas. But being totally fired up
by their own products, they’re locked into seeing it from their own perspec-
tives. Entrepreneurs also tend to be very driven and enthusiastic, which means
they can come across as overbearing.” He goes on to say: ‘You should always
be trying to build a relationship with your customer. You need more than just
something different or low cost or even effectiveness in selling — the market
changes quickly and you will keep these advantages for only so long. What
you need most of all is a good relationship with your customers.’

Source: Sunday Times, 5 May 2002, p. 13.

The Nature and Role of Sales Management

In the same way that selling has become more professional, so too has the nature
and role of sales management. The emphasis is on the word management.
Increasingly, those involved in management are being called upon to exercise in a
professional way the key duties of all managers, namely, planning, organising and
controlling. The emphasis has changed from the idea that to be a good sales man-
ager you had to have the right personality and that the main feature of the job was
ensuring that the salesforce were out selling sufficient volume. Although such
qualities may be admirable, the duties of the sales manager in the modern company
have both broadened and changed in emphasis.

Nowadays the sales manager is expected to play a much more strategic role in the
company and is required to make a key input into the formulation of company
plans. This theme is developed in Chapters 2 and 15. There is thus a need to be fam-
iliar with the techniques associated with planning, including sales forecasting and
budgeting (dealt with in Chapter 16). The sales manager also needs to be familiar
with the concept of marketing to ensure that sales and marketing activities are inte-
grated — a theme expanded in this chapter. In many companies the emphasis is less
on sales volume and more on profits. The sales manager needs to be able to analyse
and direct the activities of the salesforce towards more profitable business. In deal-
ing with a salesforce, the sales manager must be aware of modern developments in
human resource management.

Looked at in the manner just outlined, the role of the sales manager may seem
formidable; that person must be an accountant, a planner, a personnel manager and
a marketer. However, the prime responsibility is to ensure that the sales function
makes the most effective contribution to the achievement of company objectives
and goals. In order to fulfil this role, sales managers will undertake specific duties
and responsibilities:

e the determination of salesforce objectives and goals
e forecasting and budgeting

e salesforce organisation, salesforce size, territory design and planning
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e salesforce selection, recruitment and training
e motivating the salesforce

e salesforce evaluation and control

Because these areas encompass the key duties of the sales manager, they are dis-
cussed in detail in Parts Four and Five.

Perhaps one of the most significant developments affecting selling and sales
management in recent years has been the evolution of the marketing concept.
Because of its importance to selling, we will now turn our attention to the nature of
this evolution and its effect upon sales activities.

The Marketing Concept

In tracing the development of the marketing concept it is customary to chart three
successive stages in the evolution of modern business practice:

1 Production orientation.
2 Sales orientation.

3 Marketing orientation.

Production orientation

This era was characterised by focusing company efforts on producing goods or serv-
ices. More specifically, management efforts were aimed at achieving high production
efficiency, often through the large-scale production of standardised items. In such a
situation other functions such as sales, finance and personnel were secondary to the
main function of the business, which was to produce. More importantly, the underly-
ing philosophy was that customers would purchase products, provided they were of a
reasonable quality and available in sufficiently large quantities at a suitably low price.

Such a philosophy was initiated by Henry Ford when he mass produced the
Model T Ford in Detroit in 1913. His idea was that if he could produce a standard
model vehicle in large quantities using mass production techniques, then he could
supply a potential demand for relatively cheap private transport. At the time Ford
was correct; there was such a demand and his products proved successful. A pro-
duction orientation to business was thus suited to an economic climate where
potential demand outstripped supply, as was the case in the USA at that time.
However, times change, and such a philosophy is not conducive to doing business
in today’s economic climate, where potential supply usually outstrips demand.

Sales orientation

With the large-scale introduction of mass production techniques in the 1920s and
1930s, particularly in the USA and Western Europe, and the rapid worldwide
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increase in competition which accompanied this, many firms adopted a sales ori-
entation.

The sales-orientated company is one where the focus of company effort switches
to the sales function. The main issue here is not how to produce but, having prod-
ucts, how to ensure that this production is sold. The underlying philosophy towards
customers in a sales-orientated business is that, if left to their own devices, cus-
tomers will be slow or reluctant to buy. In any case, even those customers who are
seeking to purchase the type of product or service the company produces will have
a wide range of potential suppliers. This situation is exacerbated when, in addition
to sufficient capacity on the supply side, demand is depressed. Such was the case in
many of the developed economies in the 1930s, and it was in this period that many
‘hard sell’ techniques developed. Many of these were dubious, even dishonest, and
much of the tainted image accompanying selling derives from their use.

Many companies still adopt a sales-orientated approach to doing business, even
though customers are better protected against its worst excesses, as discussed in
Chapter 13.

Marketing orientation

It is unclear exactly when the idea of marketing or customer orientation began to
emerge; indeed in some ways the central importance of the customer has perhaps
always been recognised in the long history of trading. Not until the 1950s, however,
did the ideas associated with the marketing concept begin to emerge and take shape.
The marketing concept - initially an American phenomenon - arose partly as a
result of a dissatisfaction with the production and sales orientations, partly as a
result of a changing environment, and partly as a result of fundamental business
sense.

The marketing concept holds that the key to successful and profitable business
rests with identifying the needs and wants of customers and providing products and
services to satisfy them. On the surface such a concept does not appear to be a far-
reaching and fundamentally different philosophy of business, but in fact the mar-
keting concept requires a revolution in how a company thinks about, and practises,
its business activities as compared with production or sales orientation. Central to
this revolution in business thinking is the emphasis given to the needs and wants
of the customer. The contrast between this approach and, for example, that of a
sales-orientated company is shown in Figure 1.3.

Increasingly, companies have come to recognise that this different approach to
doing business is essential in today’s environment. Consumers are now better edu-
cated and more sophisticated. Real incomes have increased steadily over the years
and consumers now have considerable discretionary spending power to allocate
between an increasingly diverse range of products and services. Too many companies
have learned the hard way that having what they feel to be a superior product, effi-
cient production and extensive promotion - laudable though these may be — are not
sufficient to confer automatic success. To have any chance of success, customer
needs must be placed at the very centre of business planning. In part, this stress on
understanding the consumer explains the development of those concepts and tech-
niques aimed at understanding buyer behaviour. In Chapter 3 we develop a frame-
work within which consumer and organisational buying behaviour may be analysed.
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Figure 1.3 Sales versus market orientation

Implementing the Marketing Concept

For a company to be marketing orientated requires that a number of organisational
changes take place in practices and in attitudes. To become of value it requires that
the discipline of marketing contributes what might be termed a technology of
marketing. By this we mean that management requires the development of a set of
tools (techniques and concepts) to implement the marketing concept. We have
already mentioned that the behavioural sciences can lead to an understanding of
buyer behaviour; another example is the development of quantitative and qualitat-
ive techniques of marketing research for analysing and appraising markets. Some of
the more important and useful concepts in marketing are now discussed.

Market segmentation and targeting

Because marketing focuses on customer needs and wants, this requires that
companies identify these needs and wants and then develop marketing programmes
to satisfy them as a route to achieving company objectives. The diversity of cus-
tomer needs and wants, and the multiplicity of ways in which these may be satis-
fied, means that few if any companies are in a position effectively to serve all
customers in a market in a standardised manner. Market segmentation is the
process of identifying those clusters of customers in a market which share similar
needs and wants and will respond in a unique way to a given marketing effort.
Having identified the various segments in a market, a company can then decide
which of them are most attractive and to which segments it can market most effec-
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tively. Company marketing efforts can then be tailored specifically to the needs of
these segments on which the company has decided to target its marketing.

Market segmentation and targeting are two of the most useful concepts in mar-
keting, and a set of techniques has been developed to aid companies in their appli-
cation. Some of the more important benefits of effective segmentation and targeting
are as follows:

e a clearer identification of market opportunities and particularly the analysis of
gaps (Where there are no competitive products) in a market

e the design of product and market appeals that are more finely tuned to the
needs of the market

e focusing of marketing and sales efforts on those segments with the greatest
potential

There are a number of bases for segmenting markets, which may be used singly or
in combination. For example, a manufacturer of toothpaste may decide that the
market segments best on the basis of age, i.e. the seller discovers that the different
age groups in the market for the product have different wants and needs and vary
in what they require from the product. The seller will find that the various segments
will respond more favourably, in terms of sales, if the products and marketing pro-
grammes are more closely tailored to the needs of each segment. Alternatively, the
seller may find that the market for toothpaste segments on the basis of income - the
different income groups in the market vary in their product requirements. Finally,
the seller may find that the market segments on the basis of a combination of both
income and age characteristics (see box).

Meeting customers’ needs in growth markets - online gaming

It is important to recognise that an overall market usually consists of discrete
segments made up of consumers with different needs. Two obvious segments
for broadband are business and household. Both can be broken down into sub-
components where relevant.

Household customers can be defined by age or income in addition to the type
of use they make of the web:

e educational - research for homework

e communication — email, instant messaging
e sport — navigating pages about football

e music — downloading tracks

e online gaming

BT identified that customers with a gaming interest had a high propensity to

adopt broadband technology. Two tiers of online gamers have been identified.

e Tier 1 consists mainly of males aged 16-35.
e Tier 2 consists of family users, i.e. parents whose children are potential
online users. (continued on following page)
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Research showed that customers are passionate about gaming and that they
enjoy using new technology with the latest games and up-to-date consoles.
Customer research showed that the social aspect of gaming is important —
users enjoy playing against their friends.

Source: http://www.thetimes100.co.uk/case_study with permission

Among some of the more frequently used bases for segmentation are the following:

1

Consumer products/markets

e age

® sex

* income

e social class

e geographical location

e type of residence (A Classification of Residential Neighbourhoods — ACORN)
e personality

e benefits sought

e usage rate, e.g. heavy users versus light users

Industrial products/markets

e end-use market/type of industry/product application
e benefits sought

e company size

e geographical location

* usage rate

Whatever the base(s) chosen to segment a market, the application of the concepts
of segmentation and targeting is a major step towards becoming marketing
orientated.

Application of segmentation

When marketing a product category, firms need to identify different market
segments. Segmentation involves identifying sets of characteristics that dis-
tinguish particular groups of customers from others. For example:

1 Based on demographics, i.e. dividing up the population into groups based on age,
gender etc. BIC uses this approach, recognising that different retailers appeal
to different types of consumer based on age profiles and income, and dif-
ferent groups of end consumers seek different products, e.g. male and
female shaver requirements. Promotion, advertising and presentation of
products are therefore tailored to these differences.

2 Based on usage. In addition to its world-leading range of pocket lighters, BIC
introduced BIC Megalighter designed to light barbecues and candles in
2004.
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3 Based on the behaviour/needs of consumers. BIC’s research into its stationery
product category showed that there were three distinct types of writing
instrument shopper:

Seeking specific
benefits

Best value
for money

Impulse buy

Best value for money

This type is typically bought by offices and households that have writing
instruments in virtually every room. Everyone is allowed to use any available
pen, so there is no great problem if one is misplaced. Households tend to seek
lower priced pens and regularly make new purchases of assortments of writing
instruments based on current needs.

Seeking specific benefits

Here consumers are looking for a more personalised item - something they
regard as ‘my pen’. It will be kept in a private place belonging to that individ-
ual, who may be reluctant to let anyone borrow it. Buying decisions will typi-
cally take longer and involve careful consideration over choice. Key features
looked for will include the pen’s being comfortable to hold and its capacity for
producing smooth writing that reflects the individual, e.g. by colour or hand-
writing style. Marketing activity therefore needs to focus on these more soph-
isticated individual needs.

Impulse buy

Impulse buys are unplanned. Innovative designs will attract this segment,
largely because the consumer is buying for pleasure. Purchasing in this seg-
ment is far more emotional, so the skilful marketer will seek to create ‘objects
of desire’. Attention grabbing Point of Sale displays are essential to stimulate
impulse buys.

BIC aims to create a balanced product portfolio, including:

e reliable, value for money products for regular household purchasers;
e premium high quality products for the consumer that wants ‘something special’;
e novel, attractive products, sometimes with a fairly short life cycle.

Source: http://www.thetimes100.co.uk/case_study with permission
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The marketing mix

In discussing the notion of market segmentation, we have frequently alluded to the
company marketing programme. By far the most important decisions within this
marketing programme, and indeed the essence of the marketing manager’s task
within a company, are decisions on the controllable marketing variables: decisions
on what E. Jerome McCarthy’ termed the ‘four Ps’ of price, product, promotion and
place (or distribution). Taken together, these four variables, plus the chosen market
segments, comprise what Neil Borden termed the marketing mix — a concept which
is central to modern marketing practice.®

Generally speaking, company management has a number of variables or ingredi-
ents that it can control. For example, the management of a company has discretion
over the range of products to be produced, their features, quality levels, etc. The task
of marketing management is to blend these ingredients together into a successful
recipe. The term marketing mix is appropriate, for there are many marketing mix
ingredients and even more ways of combining them. Each element of the four Ps
requires that decisions are taken:

1 Price: price levels, credit terms, price changes, discounts.
2 Product: features, packaging, quality, range.

3 Promotion: advertising, publicity, sales promotion, personal selling, sponsorship.
More correctly, the combination of these five elements is termed the
communications mix. Getting these five elements to work together in harmony
is termed ‘integrated marketing communications’. The emergence of the
internet and the increased use of direct marketing techniques in particular have
more recently led to a greater emphasis on this aspect of the marketing mix.

4 Place: inventory, channels of distribution, number of intermediaries.

It will be seen that personal selling is considered to be one component of the pro-
motional decision area of the marketing mix. We shall return to the place of selling
in the mix later in this chapter, whilst the notion of a promotional mix is con-
sidered in more detail in Chapter 2. At this stage we will consider in greater detail
the other elements of the mix.

Product

Many believe that product decisions represent the most important ingredient of the
marketing mix. Decisions in this area, they argue, have the most direct and long-
lasting influence on the degree of success which a company enjoys. At first glance
this may seem to constitute evidence of a production as opposed to marketing ori-
entated stance. However, it does not. There is no doubt that product decisions are
the most important of the marketing decisions which a company makes. It is true
that unless there is a potential demand (a true market need) for a product, then no
matter how good it is, it will not succeed. This is not to say that decisions about
products should be made in isolation. It is also true that there are many examples
of products which had considerable market potential, but failed because of poor
promotional, pricing and distribution decisions. In effect, product decisions deter-
mine the upper limit to a company’s sales potential. The effectiveness of decisions
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on other elements of the mix determines the extent to which this potential is
realised.

The term product covers anything a company offers to customers to satisfy their
needs. In addition to physical, tangible products offered for sale, there are also serv-
ices and skills. Non-profit organisations also market their services to potential cus-
tomers. Increasingly, charities, educational establishments, libraries, museums and
political candidates make use of the techniques of marketing. There are a number of
ways of classifying products, depending upon the basis chosen for classification. For
example, a broad distinction can be made between consumer and industrial prod-
ucts, the basis for classification here being the end-user/buyer.

Regardless of the basis of classification, one important factor to bear in mind is
that the customer is purchasing a package of benefits, not product features. This
concept of a product is yet another example of a market-orientated approach to
doing business. It looks at the product from the point of view of what the customer
is actually purchasing, i.e. needs and wants. For example, when people purchase
cosmetics they are purchasing attractiveness. Theodore Levitt’ provides us with a
graphic example of this concept of a product when he states: ‘Purchasing agents do
not buy quarter inch drills; they buy quarter inch holes.’ Viewing the product in this
way can provide insights that can be used in marketing a product. In the sales area
it can be used to develop the sales presentation by emphasising ways in which the
product or service provides a solution to the customer’s problems.

The product life-cycle

One of the most useful concepts in marketing derives from the idea that most prod-
ucts tend to follow a particular pattern over time in terms of sales and profits. This
pattern is shown in Figure 1.4 and is known as the product life-cycle curve.

Introduction Growth Maturity Decline
Sales and

profit v
1 ! v
1 I
1 I
X : Sales
! |
| |
)

\J Profit
Loss |
Time

Figure 1.4 The product life-cycle curve
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The product life-cycle is analogous to the life-cycle pattern of humans and has
four distinct stages — introduction (birth), growth, maturity and eventually decline.
Its shape can best be explained by outlining briefly the nature of each of the stages.

1 Introduction. In this stage, sales growth is relatively slow. Dealers must be
persuaded to stock and promote the product. Consumers must be made aware
of its existence, persuaded to be interested and convinced that it is a
worthwhile purchase. They may have to be educated in how to use the product
and their existing purchasing and lifestyle habits might change (e.g. microwave
ovens and their associated convenience). There are few profits at this stage and
heavy launch costs often mean a financial deficit.

2 Growth. After initial slow acceptance, sales begin to escalate at a relatively rapid
pace. There is a snowball effect as word-of-mouth communication and
advertising begin to take effect. Dealers may request to stock the product.
Profits begin to be made, especially if a newly introduced product can
command high initial prices (known as market skimming).

3 Maturity. The growth of sales begins to slow as the market becomes saturated.
Few new buyers are attracted to the product and there is a high proportion of
repeat sales. Attracted by the high profit and sales figures, competitors have
now entered the market. Partly because of this increased competition, profits,
having peaked, then begin to decline.

4 Decline. Sales begin to fall and already slim profit margins are depressed even
further. Customers might have become bored with the product and are
attracted by newer, improved products. Dealers begin to de-stock the product in
anticipation of reduced sales.

Implications of the product life-cycle

Not all products exhibit such a typical cycle of sales and profits. Some products have
hardly any life-cycle at all (many new products are unsuccessful in the marketplace).
Similarly, sales may be reduced abruptly even in a period of rapid sales growth as a
result of, perhaps, the introduction of a new and better competitive product.
Products vary too in the length of time they take to pass through the life-cycle.
Unlike the human lifespan, there is no average life expectation for products.
Nevertheless, the fact that a great number of products do tend to follow the
generalised life-cycle pattern has a number of implications for marketing and sales
strategies. Some of these are considered in more detail in Chapter 2. Two of the
more important implications of the product life-cycle concept are considered now.

The first obvious implication of the concept is that even the most successful
products have a finite life. Further, there is some evidence which suggests that inten-
sifying competition and rapid technological change are leading to a shortening of
product life-cycles. This explains the importance and emphasis now attached to the
continued development of new products. The salesforce has an important role to
play in this process. Because of their often daily contact with customers, they are
usually the first to detect signs that products are about to embark upon the period
of decline. Such detailed knowledge of customers, competitors and market require-
ments makes them potentially a valuable source of new product ideas.
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A second implication of the life-cycle concept is that different marketing and
sales strategies may be appropriate to each stage. For example, in the introductory
stage the emphasis may be on locating potential prospects. In the growth stage, the
salesforce may find themselves having to deal with the delicate issue of rationing
products to their customers as demand increases more rapidly than capacity. In the
maturity and decline stages, the salesforce will increasingly have to rely on com-
petitive pricing and special offers in order to combat increasing competition and
falling sales. Again, this is covered in more detail in Chapter 2.

Product adoption and diffusion

This theory was first put forward by Everett Rogers in 19621° and is closely related
to the product life-cycle. It describes innovative behaviour and holds that the
characteristics of a new product can affect its rate of adoption. Figure 1.5 describes
its characteristics.

Consumers are placed into one of five ‘adopter’ categories, each with different
behavioural characteristics. These adopter categories contain percentages of first-
time buyers (i.e. not repeat buyers) that fall into each category. What will attract
first-time buyers to a product or service, and the length of time it will take for the
diffusion process to be completed, will depend upon the nature of the product or
service.

If we consider a new range of female fashions, then the time taken for the dif-
fusion process to be completed might be less than one year. Here, the innovators
(i.e. the first 2.5 per cent) are likely to be fashion-conscious rich people. However, if
we consider a new type of computer software then innovators are more likely to be
technically minded computer ‘experts’ and the time for diffusion will be over a
longer period. Similarly, although microwave ovens were developed almost 30 years
ago, they have not yet totally diffused through the marketplace as they are now in
the ‘laggard’ stage. Having said this, many potential consumers will never adopt for

% first-time adopters

_/
I I 1 I i

Innovators Early Early ~ Late Laggards
(2.5%)  adopters (13.5%) majority (34%)  majority (34%) (16%)

Time of adoption of innovations

Figure 1.5 The adoption of innovations
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a variety of reasons (e.g. some people refuse to have a television because it destroys
the art of conversation). A number of factors can determine the rate at which the
innovation is taken up:

e its relative advantage over other products or services in the marketplace
e the extent to which it is compatible with the potential needs of customers
e its complexity in terms of how it can be used and understood

e its divisibility in terms of how it can be tried beforehand on some kind of test
basis before a commitment is made to purchase

e its communicability, which is the degree to which the innovation can be
described or demonstrated prior to purchase (see box).

How to protect your dark clothes

Is it annoying when after just a few washes your favourite dark clothes fade to
a dull grey colour and have to be consigned to the back of your wardrobe?
Now you can keep your dark clothes from fading for longer with Dreft Dark.
It is a specially formulated liquid detergent with ingredients that will enable
your darks to stay dark for longer whilst removing stains effectively. It is gentle
enough to be used on your whole family’s clothes and is the leader in its field.
It is suitable for both machine and hand washing and is now available from
Sainsbury’s and many other leading supermarkets.

Source: Adapted from promotional article in Best, 2 July 2002.

Pricing

As with the product element of the mix, pricing decisions encompass a variety of
decision areas. Pricing objectives must be determined, price levels set, decisions
made as to credit and discount policies and a procedure established for making price
changes. Here we consider some of the more important inputs to pricing decisions,
in particular from the point of view of how they affect selling and sales manage-
ment.

Inputs to pricing decisions

A vital element in marketing is the buying power of customers. If a company cannot
differentiate its products or services from those of its competitors it must be able to
offer a more competitive price. The capacity to set prices is constrained by what
competitors charge, but an important consideration relates to what is termed ‘per-
ceived value’. This is where price differentials between companies should be justi-
fied on the basis of ‘differential utility’. Some salespeople concentrate on selling
product features instead of taking the opportunity to differentiate the product offer-
ing. When differentiation is weak, price competition becomes all important and it
is easy to sell at low prices. The way to reduce price sensitivity is a challenge to make
the product more distinctive. It should, however, be recognised that customers will
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differ a great deal in terms of sensitivity. For some, price is the overriding criterion,
but for others factors like delivery, service and image are more important.

Market based pricing as opposed to cost based pricing is where a firm acknowl-
edges that price represents value and not just costs. Conventionally, companies add
their direct and indirect costs and overheads plus profit to arrive at a selling price.
Once the price is set, the salesperson’s task is to convince clients that the product
being offered is worth it. Depending on the volume demanded, price can then be
lowered if demand is small or raised if demand is large. A cost based approach
ignores customers and competition. Market based pricing commences by consider-
ing the worth or value customers see in owning a product and considering their
opportunities for acquiring comparable products or brands. Value to customers is a
function of the product, the services that supplement it, how the company relates
to customer needs and the impression the customer has of the product.

Increased value inevitably means higher costs in terms of better products and
levels of service. The secret is to attain a balance between what customers will offer
and the costs related to this approach.

In the determination of price levels, a number of factors must be considered. The
main factors include the following:

1 Company objectives. In making pricing decisions, a company must first
determine what objectives it wishes its pricing to achieve within the context of
overall company financial and marketing objectives. For example, company
objectives may specify a target rate of return on capital employed. Pricing levels
for individual products should reflect this objective. Alternatively, or
additionally, a company may couch its financial objectives in terms of early
cash recovery or a specified payback period for the investment.

2 Marketing objectives. These may shape the pricing decision. For example, a
company may determine that the most appropriate marketing strategy for a
new product which it has developed is to aim for a substantial market share as
quickly as possible. Such a strategy is termed a market penetration strategy. It
is based on stimulating and capturing demand backed by low prices and heavy
promotion. At the other extreme, the company might determine that a market
skimming strategy is appropriate. Here, high initial prices are set — again often
backed by high levels of promotional spending — and the cream of the profits is
taken before eventually lowering the price. When the price is lowered, an
additional, more price-sensitive band of purchasers then enters the market.
Whatever the financial and marketing objective set, these determine the
framework within which pricing decisions are made. Such objectives should be
communicated to sales management and to individual members of the sales
team.

3 Demand considerations. In most markets the upper limit to the prices a company
can charge is determined by demand. Put simply, one is able to charge only
what the market will bear. This tends to oversimplify the complexities of
demand analysis and its relationship to pricing decisions. These complexities
should not, however, deter pricing decision-makers from considering demand
in their deliberations. One of the most straightforward notions about the
relationship between demand and price is the concept of a demand curve for a
product, as shown in Figure 1.6. Although it is a simple concept, the demand
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curve contains much useful information for the decision-maker. It shows that
at lower prices, higher quantities are normally demanded. It is also possible to
read off the curve the quantity demanded at any given price. Finally, it is
possible to assess how sensitive demand is to changes in price. In other words,
we can calculate the percentage change in quantity demanded for any given
percentage price increase or decrease. Such information is useful for making
pricing decisions, but obtaining information about the relationship between
the price and demand is not easy. Factors other than price have an important
effect on demand. Despite this, pricing decisions must reflect demand
considerations and some estimate should be made of the likely relationship
between demand levels and price. Here again, the salesforce can play a key role
in the provision of such information and many companies make full use of this
resource when pricing their products.

A final point to be considered is the slope of the demand curve. Figure 1.6 is
a ‘conventional’ curve, in that it slopes downwards to the right, which means
that at lower prices higher quantities are demanded. However, it is dangerous to
assume that this is always the case. In some circumstances it is possible to
charge too low a price for a product or service; far from increasing demand,
such low prices actually reduce it. This can be the case for products that are
bought because they are highly priced, i.e. where there is some prestige
attached to having purchased what everyone knows is an expensive product.
Similarly, low prices may cause the customer to suspect the quality of a
product.

Cost considerations. If demand determines the upper threshold for price, then
costs determine the lower one. In a profit-making organisation, in the long run,
prices charged need to cover the total costs of production and marketing, with
some satisfactory residue for profit. In fact companies often begin the process of
making decisions on price by considering their costs. Some techniques of
pricing go further with prices being determined solely on the basis of costs; for
example, total costs per unit are calculated, a percentage added for profit and a
final price computed. Such cost-plus approaches to pricing, although
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Figure 1.6 The demand curve
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straightforward, have a tendency to neglect some of the more subtle and
important aspects of the cost input. As with demand, cost considerations can
be quite complex. One of the important distinctions that a cost-plus approach
often neglects is the distinction between the fixed and variable costs of
producing a product. Fixed costs are those which do not vary — up to the limit
of plant capacity — regardless of the level of output, e.g. rent and rates. Variable
costs do differ with the level of output - as it increases, so too do total variable
costs, and vice versa as production is decreased, e.g. direct labour costs, raw
materials, etc. This apparently simple distinction is very useful for making
pricing decisions and gives rise to the technique of break-even analysis.

Figure 1.7 illustrates this concept. Fixed, variable and total costs are plotted
on the chart, together with a sales revenue curve. Where the revenue curve cuts
the total cost curve is the break-even point. At this point the company is
making neither profit nor loss. From the break-even chart it is possible to
calculate the effect on the break-even point of charging different prices and,
when this is combined with information on demand, break-even analysis is
quite a powerful aid to decision-making. Sales managers should understand the
different costing concepts and procedures and, whilst they do not need detailed
accounting knowledge, they should be familiar with the procedures that go
into the costing of products they are responsible for selling.

S Competitor considerations. Few companies are in the position of being able to
make pricing decisions without considering the possible actions of competitors.
Pricing decisions, particularly short-term tactical price changes, are often made
as a direct response to the actions of competitors. Care should be taken in using
this tactic, particularly when the movement of price is downwards. Once
lowered, price can be very difficult to raise and, where possible, a company
should consider responses other than price reduction to combat competition.

Sales revenue

Loss L
. Total costs (a + b)

Profit ‘3

Sales
revenue
costs

Variable costs (b)

Fixed costs (a)

Output

Break-even point

Figure 1.7 A simple break-even chart
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Distribution

The distribution (or place) element of the marketing mix, particularly the manage-
ment of physical distribution, has long been felt to be one of the areas in business
where substantial improvements and cost savings can be made. Representing, as it
often does, a substantial portion of total costs in a company, the distribution area
has in recent years attracted considerable attention in terms of new concepts and
techniques designed better to manage this important function. The management of
distribution is now recognised as a key part of the strategic management of a
company and in larger organisations is often the responsibility of a specialist.
Because of this we can do no more here than give a non-specialist overview of some
of the more important aspects of this element of the mix.

In its broadest sense distribution is concerned with all those activities required to
move goods and materials into the factory, through the factory and to the final con-
sumer. Examples of the decision areas encompassed in the distribution element of
the marketing mix are as follows:

1 The selection of distribution channels. This involves determining in what manner,
and through which distribution outlets, goods and services are to be made
available to the final consumer. Marketing channels may be very short, e.g.
where goods and services are sold direct to the customer such as via mail order.
Alternatively, the channel may include a whole set of intermediaries, including
brokers, wholesalers and retailers. In addition to selecting the route through
which products will reach consumers, decisions must also be made as to the
extent of distribution coverage. For example, some companies have a policy of
exclusive distribution where only a small number of selected intermediaries
are used to distribute company products. In other cases, a company may decide
that it requires as wide a distribution cover as possible (intensive distribution),
and will seek a large number of distribution outlets.

2 Determining the level of customer service. In addition to selecting channels of
distribution, decisions must also be made as to factors such as delivery periods
and methods of transportation. Reduced delivery times can provide a
significant advantage to a company in marketing its products. On the other
hand, such a policy is often accompanied by a necessity to increase inventory
levels, thereby increasing costs. A policy decision must, therefore, be made as to
the requisite level of customer service, after consideration of the benefits and
costs involved.

3 The terms and conditions of distribution. Included under this heading would be
conditions of sale on the part of distributors, minimum order/stocking
quantities and the determination of credit, payment and discount terms for
distributors.

There are other areas to be considered in the distribution element of the marketing
mix, and in Chapter 10 we explore channel management in greater detail.

At this point we should note that distribution decisions have a significant impact
on sales activities, e.g. the extent of distribution directly influences territory design
and route planning (dealt with in detail in Chapter 16). Terms and conditions of dis-
tribution influence the framework within which sales are negotiated. The manage-
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ment of physical distribution influences the all-important delivery terms which the
salesforce are able to offer their customers. Probably no other area of the marketing
mix has such a far-ranging influence on the sales process.

Communications

This final element of the marketing mix has the most direct influence on sales
because personal selling itself is considered as one element of the total promotional
mix of a company. Other elements of this communications sub-mix (sometimes
called a promotional sub-mix) include advertising, sales promotion, publicity and
sponsorship.

The notion of the integrated communications mix was first put forward by
Shultz, Tannenbaum and Lauterborn in 1992.!! The view was taken that the various
sub-elements of communications have traditionally been considered as separate
entities. They advocated linking all of these together to convey a cohesive message
to target markets, one in which each aspect supports other parts of the communi-
cations programme. The American Association of Advertising Agencies defines inte-
grated marketing communications as:

A concept of marketing communications planning that recognises the added
value of a comprehensive plan that evaluates the strategic roles of a variety of
communications disciplines and combines them to provide clarity, consistency
and maximum communications impact through the seamless integration of dis-
crete messages.

The implication of the integrated communications mix for selling is that the sales-
force must be kept fully informed of any new sales promotions, direct marketing
and advertising campaigns. Sometimes promotional campaigns have been counter-
productive because sales staff have not been informed. It is clearly unsatisfactory
when customers are the first to tell sales staff about a special offer that has been
made through an advertising campaign of which they are not fully aware.

All of these sub-elements are covered throughout the text in a variety of contexts
and their relationships with selling are fully examined.

Travis Perkins’ customers and the marketing mix

e The internal customer - all employees and associates of the business are
important; they are the point of contact with the external customer.

e The external customer — they buy goods from the business and they are also
customers the business hopes to attract in the future.

Travis Perkins must strive to continuously improve performance and be better
than the competition in keeping existing, and attracting new, customers. In
order to pursue competitive advantage Travis Perkins is constantly reviewing
and adjusting its marketing mix, paying attention to the little things that
make a difference.

(continued on following page)
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Price

Travis Perkins does not aim to be the cheapest. Its aim is to provide value for
money and a service that customers can rely upon. Customers may have tight
deadlines. A reliable supply to finish the job is essential.

Some customers are more price sensitive than others. Account customers are
given preferential rates depending on their product requirements and pur-
chasing habits. Volume and overall spend are two key drivers to create the cor-
rect price levels for a specific customer. Goods can also be delivered from the
yard or direct from manufacturers to produce the most competitive rate.

Product

Travis Perkins needs to be aware of lifestyle and fashion changes when it
decides which products are offered for sale. Many products are standard build-
ing materials but adding value to the product is important.

Showrooms,
Extended Product design service
Packaging,
Adding Value ready-made
products

Core Product

Selling accessories,
fixings etc. to
complete the job

Place

Accessibility for customer and supplier is vital to the success of any business.
It must also consider how to display goods within its premises, for instance,
placing similar or complementary products close to each other and labelling
products clearly.

Promotion

All businesses need to tell the customer what they have to offer. It is import-
ant that Travis Perkins considers carefully the most effective methods of pro-
motion to maximise sales. Strategies might include special offers, online
ordering, point of sale offers, trade shows and exhibitions.

The marketing mix for Travis Perkins:
Price

e standard prices for one-off customers
e differentiated discounts for account holders/frequent purchasers
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e discounts on many products
e value for money and an excellent service.

Place

e branches need to be accessible by road

e adequate car and van parking

e space for loading/unloading

e complementary products need to be near each other

e impulse buys at point of sale

e associated services such as hire, kitchen planning where appropriate
e safe and friendly environment.

Product

e needs to reflect lifestyle changes

e needs to reflect legislation and technology advances

e needs added value, such as pre-packed bags of sand and cement for easy
transportation

e ready-made wooden constructions such as trellis, fence panels, doors and
windows

¢ link selling to ensure the customers buy associated products such as fixings
and finishing materials.

Promotion

e website www.travisperkins.co.uk

e online ordering

e online tool hire

e exhibitions

e customer surveys

¢ special offers and value lines — Spotlight and Red Hot Offers feature the very
best deals each month

e catalogues/direct mail

e sports sponsorship.

Source: http://www.thetimes100.co.uk/case_study with permission

The Relationship between Sales and Marketing

Throughout this chapter we have examined the nature and roles of selling and sales
management and have discussed a general move towards marketing orientation. In
addition, we have seen that sales efforts influence and are influenced by decisions
taken on the ingredients of a company’s marketing mix, which in turn affect its
overall marketing efforts. It is essential, therefore, that sales and marketing be fully
integrated. The adoption of the marketing concept has in many companies been
accompanied by changes in organisational structure, together with changes in the
view of what constitutes the nature of selling.
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Examples of the possible organisational implications of adopting the marketing
concept are shown in Figure 1.8 which shows the organisation charts of a sales ori-
entated and a marketing orientated company.

Perhaps the most notable difference between the pre- and post-marketing orien-
tated company is the fact that sales are later seen to be a part of the activity of the
marketing function. In the marketing orientated company, the marketing function
takes on a much wider controlling and co-ordinating role across the range of
company activities. This facet of marketing orientation is often misunderstood by
those in sales, and a great deal of resentment is often engendered between sales and
marketing. Such resentment is often due to insensitive and undiplomatic manage-
ment when making the changes necessary to reorientate a company. Selling is only
a part of the total marketing programme of a company and this total effort should
be co-ordinated by the marketing function. The marketing concept, however, does
not imply that sales activities are any less important, nor that marketing executives
should hold the most senior positions in a company.

In addition to changes in organisational structure, the influence of the market-
ing function and the increased professional approach taken to sales has meant that
the nature and role of this activity has changed. Selling and sales management are
now concerned with the analysis of customers’ needs and wants and, through the
company’s total marketing efforts, with the provision of benefits to satisty these
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(b) Managing Director
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Research and Management HRM Finance Marketing Production Purchasing
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Area Area Area Advertising and Marketing Public Direct
Manager A Manager B Manager C Sales Promotion Research Relations Marketing
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Figure 1.8 Organisational implications of adopting the marketing concept:
(a) company organisation chart, sales orientated company;
(b) company organisation chart, marketing orientated company
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needs and wants. Figure 1.9 gives an overview of the relationship between market-
ing and personal selling and outlines the key areas of sales management.

Marketing strategy

Y

Personal selling function objectives and strategy

Y

Y

Y

Salesforce
size

Sales manager
objectives

Salesforce
organisation

A

\

Management of the salesforce

Market
data

A

Objectives

Y
Recruitment and
selection

Training

Y

Motivating and
compensating

Y

Evaluation of sales
personnel

Y

Evaluation and control of total sales operations

Figure 1.9 Marketing strategy and management of personal selling



34

1: Development and Role of Selling in Marketing

As with all parts of the marketing mix, the personal selling function is not a
stand-alone element, but one that must be considered in the light of overall mar-
keting strategy. At the product level, two major marketing considerations are the
choice of target market and the creation of a differential advantage. Both of these
decisions impact on personal selling.

Target market choice

The definition of a target market has clear implications for sales management
because of its relationship with target accounts. Once the target market has been
defined (e.g. organisations in a particular industry over a certain size), sales man-
agement can translate that specification into individual accounts to target.
Salesforce resources can then be deployed to maximum effect.

Differential advantage

The creation of a differential advantage is the starting point of successful marketing
strategy, but this needs to be communicated to the salesforce and embedded in a
sales plan that ensures they can articulate it convincingly to customers. There are
two common dangers:

1 The salesforce undermine differential advantage by repeatedly giving in to
customer demands for price concessions.

2 The features that underlie the differential advantage are communicated, but
customer benefits are neglected. Customer benefits need to be communicated
in terms that are meaningful to customers. This means, for example, that
advantages such as higher productivity may require translation into cash
savings or higher revenue for financially minded customers.

The second way in which marketing strategy affects the personal selling function is
through strategic objectives. Each objective — build, hold, harvest and divest — has
implications for sales objectives and strategy, outlined in Table 1.2. Linking business
or product area strategic objectives with functional area strategies is essential for the
efficient allocation of resources and effective implementation in the marketplace.

As we have seen, selling objectives and strategies are derived from marketing
strategy decisions and should be consistent with other elements of the marketing
mix. Indeed, marketing strategy will determine if there is a need for a salesforce at
all, or whether the selling role can be better accomplished using some other
medium such as direct mail. Objectives define what the selling function is expected
to achieve. Objectives are typically defined in terms of the following:

e sales volume (e.g. 5 per cent growth in sales volume)
e market share (e.g. 1 per cent increase in market share)
e profitability (e.g. maintenance of gross profit margin)

e service levels (e.g. 20 per cent increase in number of customers regarding
salesperson assistance as ‘good or better’ in annual customer survey)
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Table 1.2 Marketing strategy and sales management

Strategic marketing  Sales objective Sales strategy
objective
Build Build sales volume High call rates on existing
accounts
Increase distribution High focus during call
Provide high service levels Call on new accounts

(prospecting)

Hold Maintain sales volume Continue present call rates on
current accounts
Maintain distribution Medium focus during call
Maintain service levels Call on new outlets when

they appear

Harvest Reduce selling costs Call only on profitable
accounts
Target profitable accounts Consider telemarketing or
dropping the rest
Reduce service costs and No prospecting
inventories
Divest Clear inventory quickly Quantity discounts to

targeted accounts

Source: Strakle, W. and Spiro, R.L. (1986) ‘Linking market share strategies to salesforce
objectives, activities and compensation policies’, Journal of Personal Selling and Sales
Management, August, pp. 11-18.

e salesforce costs (e.g. 5 per cent reduction in expenses)

Salesforce strategy defines how those objectives will be achieved and the following
may be considered:

(a) call rates
(b) percentage of calls on existing versus potential accounts
(c) discount policy (the extent to which reductions from list prices is allowed)
(d) percentage of resources
e targeted at new versus existing products
e targeted at selling versus providing after-sales service
e targeted at field selling versus telemarketing
e targeted at different types of customer (e.g. high versus low potential)

(e) improving customer and market feedback from the salesforce

(f) improving customer relationships
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1.11

Given this link between sales and marketing, it is important that personnel in these
functions work effectively together. In particular, sales personnel who manage the
external relationship with customers must collaborate internally with their col-
leagues in marketing to agree joint commercial objectives and to develop marketing
programmes (for example, new products and promotions) that meet the needs of
trade customers and that receive ready adoption by them. Any lack of collaboration
between sales and marketing has the potential to jeopardize the supplier’s success-
ful marketing to the trade customer, and, consequently, the firm’s overall success in
the marketplace.!?

Unfortunately, the sales—-marketing relationship, while strongly interdependent,
is reported as being neither particularly collaborative nor harmonious. The relation-
ship appears to be characterised by a lack of cohesion, poor co-ordination, conflict,
non-cooperation, distrust, and dissatisfaction.!®> Research by Dewsnap and Jobber
(2004) found that improved working relations can result when senior management
actively supports the close collaboration between the two functions, and when sales
and marketing personnel are placed in physical proximity to one another in the
company. !4

Conclusions

The nature and role of selling and sales management have been outlined and dis-
cussed and some of the more widely held misconceptions about these activities
explored. It was suggested that selling and sales management are becoming more
professional, and those individuals involved in these activities must now be trained
and skilled in a range of managerial techniques.

One of the most significant developments in modern business thinking and prac-
tice has been the development of the marketing concept. Companies have moved
from being production orientated, through being sales orientated to being market
orientated.

Some of the key concepts in marketing were outlined, including market segmen-
tation and targeting, the product life-cycle and the marketing mix. The implications
of marketing orientation for sales activities and the role of selling in the marketing
programme have been demonstrated.

Because of the emphasis given in marketing to the needs and wants of the cus-
tomer, Chapter 3 is concerned with exploring further the nature of consumer and
organisational buying behaviour.
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Practical Exercise

Mephisto Products Ltd

‘Yet another poor year,’ reflected the senior executive of Mephisto Products. ‘Profits
down by 15 per cent, sales and turnover static in a market that was reckoned to be
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growing at a rate of some 20 per cent per annum. It cannot go on.” These were the
thoughts of Jim Bullins, and he contended that the company would be out of busi-
ness if the next year turned out to be as bad.

Jim Bullins had been senior executive at Mephisto for the past three years. In
each of these years he had witnessed a decline in sales and profits. The company
produced a range of technically sophisticated electromechanical control devices for
industry. The major customers of Mephisto were in the chemical processing
industry. The products were fitted to the customer’s processing plant in order to pro-
vide safety and cut-out mechanisms, should anything untoward happen in the
manufacturing process.

The products were sold through a UK salesforce of some 12 people. Each rep-
resented a different area of the country and all were technically qualified mechan-
ical or electrical engineers. Although some 95 per cent of Mephisto’s sales were to
the chemical industry, there were many more applications for electromechanical
control devices in a wide variety of industries.

The reason that sales were concentrated in just the one industry was historical,
in that the firm’s founder, James Watkinson, had some 30 years earlier married the
daughter of the owner of a major detergent manufacturer. As an engineer,
Watkinson had seen the potential for such devices in this type of manufacture and,
with the aid of a small loan from his father-in-law, had commenced manufacture of
such devices, initially for his father-in-law’s company and later for wider application
in the chemical industry. Watkinson had long since resigned from active partici-
pation in Mephisto Products, although he still held a financial interest. However,
the philosophy that Watkinson had brought to the company was one which still
pervaded business thinking at Mephisto.

The essence of this philosophy was centred on product and production excel-
lence, backed by strong technical sales support. Watkinson believed that if the prod-
uct was right, i.e. well designed and manufactured to the highest level of quality,
there would be a market. Needless to say, such a product then needed selling
(because customers were not necessarily aware that they had a need for such safety
mechanisms) and salespeople were encouraged to use what may be described as
high-pressure salesmanship, pointing out the consequences of not having such
mechanisms in a manufacturing plant. They therefore tended to emphasise the
negative aspects (of not having such devices) rather than the positive aspects (of
how good they were, time saving in the case of plant breakdown, etc.). Needless to
say, in Watkinson’s day such products then needed selling and, even though sales
were to industrial purchasers, it was felt that such selling techniques were justified.
This philosophy still pertained and new salespeople were urged to remember that,
unless they were pressed, most customers would not consider updating their con-
trol equipment.

Little advertising and sales promotion were carried out, although from time to
time, when there was some spare cash, the company did purchase advertising space
in The Chemical Processors’ Quarterly. Pricing was done on a cost-plus basis, with total
costs being calculated and a fixed percentage added to account for profits. Prices were
thus fixed by the accounts department and sales had no say in how they were estab-
lished. This led to much dissent among the salespeople, who constantly argued that
prices were not competitive and if they were cut, sales could be increased substantially.

Delivery times were slow compared with the average in the industry and there
were few discounts for large order quantities, with the salesperson first having to
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clear such discounts with accounts before agreeing to such an arrangement. Again,
Watkinson’s old philosophy still prevailed: ‘If they want the product badly enough,
they will wait for it" and ‘Why offer discounts for large quantities — if they did not
want that many they would not order them.’

During the previous five years, from being a relatively successful company,
market share for Mephisto Products dropped substantially. The market became
much more competitive with many new entrants, particularly from EU countries,
coming into the UK market that had traditionally been supplied by UK manufac-
turers. Many of these market entrants had introduced new and updated products,
drawing upon recent advances in electronics. These new products were seen by the
market as being technically innovative, but the view taken by Mephisto manage-
ment was that they were faddish and, once the novelty had worn off, customers
would come back to their superior products.

Unlike many of his colleagues, Jim Bullins was worried by developments over the
past five years and felt there was a need for many changes. He was aware that the
more successful new entrants to the industry had introduced a marketing philosophy
into their operations. Compared with ten years ago in this type of business, it was
now common practice for companies to appoint marketing managers. Furthermore,
he knew from talking to other people in the industry that such companies con-
sidered sales to be an integral part of marketing. At a recent meeting with his senior
staff, he mentioned to the sales manager the possibility of appointing a marketing
director. The sales manager, who was shortly expecting to be made sales director, was
scathing about the idea. His view was that marketing was suitable for a baked beans
manufacturer but not for a company engaged in the manufacture and sale of soph-
isticated control devices for the chemicals industry. He argued that Mephisto’s cus-
tomers would not be swayed by superficial advertising and marketing ploys.

Although Jim Bullins always took heed of advice from his senior managers, recent
sales figures had convinced him that the time had now come to make some
changes. He would start, he decided, by appointing a marketing manager in the first
instance. This person would have marketing experience and come most probably
from the chemical industry. The person appointed would have equal status to the
sales manager, and ultimately either the new appointee or the existing sales man-
ager would be promoted to the board of directors.

Discussion Questions

1 Criticise Mephisto Products’ approach to sales and marketing.

2 Comment upon the following as they exist now at Mephisto Products:
(a) marketing orientation
(b) the marketing mix
(c) the product life-cycle

3 What problems can you anticipate if Jim Bullins goes ahead and appoints a
marketing manager?
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4 What general advice can you give to the company to make it more marketing
orientated?

Practical Exercise

Telcontar

Telcontar, a leading supplier of software and services for real-time, location-based sol-
utions, has announced the appointment in May 2004 of Graham Page as Managing
Director Europe. Based in London, Page will be responsible for all European opera-
tions planned for the UK, Germany and other major countries. He will also be a
member of the corporate executive management team, located in California, USA.

Telcontar provides software and integration services to providers of location-
based applications, including vehicle telematics systems, wired internet solutions,
wireless internet and cell phone applications. The location-based services supplied
range from driving directions, real-time traffic data and maps. Telcontar’s map man-
agement software and multidimensional spatial data access products allow location-
based service providers to integrate digital maps with traditional database content
drawn from multiple services. This provides fast accurate access to comprehensive
map and data services.

Page has a strong background of general management, including sales, market-
ing, implementation and support of application software throughout Europe.
Previous roles include Vice President Europe at both Sherpa Corporation and ASK
Computer Systems and Managing Director at Numetrix. In each case Page was
responsible for restructuring and building successful, profitable operations.

‘The demand for location-based information is immense, and increasing all the
time, particularly in the wireless and telematics sectors. Telcontar has the leading
technology platform for providing these services,” Page commented. ‘I am looking
forward to setting up the European operation for Telcontar’s products and services
in what is going to be a fast-moving and dynamic market. We already have several
significant deals with high profile organisations in the pipeline, so watch this space!’

Telcontar is the provider of the premier software platform for location-based serv-
ices. Telcontar’s clients use its Drill Down Server (to offer their own customers such
services as driving directions, real-time traffic information, and maps. Telcontar’s
services are also used by vehicular or personal emergency response call centres as
well as for fleet tracking and dispatch. The company specialises in integrating digi-
tal maps with traditional database content drawn from multiple sources.

In March 2003, Telcontar secured $US23.5m of second round funding from a
consortium of companies led by Ford Motor Company.

Telcontar is privately owned and headquartered in San Jose, California, with field
offices in Los Angeles, Dallas and the United Kingdom. Telcontar® and Drill Down
Server® are trademarks of Telcontar.

Source: PR Artistry Limited, Cedar Court, 9-11 Fairmile, Henley on Thames, Oxon RG9 2JR.
Reproduced with permission from www.prartistry.com
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Discussion Questions

1 Do you feel that Page’s background in sales and marketing is the right kind of
experience for this type of new venture? Might not a more technical
background be more appropriate?

2 Page’s immediate task is to recruit members of the sales team. Advise Page as to
the type of salespeople he should be looking for.

Examination Questions

1 Discuss the place of selling in the marketing mix.
2 How does the role of selling tend to differ between
(a) industrial products and
(b) consumer products?
3 Differentiate between production, sales and marketing orientation.

4 Give reasons as to why the shape of the curve of the product life-cycle is similar
to that of the adoption of innovations curve.



Sales Strategies

After studying this chapter, you should be able to:

1 Understand and appreciate the differences between sales and
marketing strategies

2 Appreciate where the key marketing concepts fit into the planning
process

3 Identify component parts of the communications mix
q Differentiate between objectives, strategies and tactics

Key Concepts

e branding e PEST/PESTLE/STEEPLE analysis
* budget ¢ sales forecast

e external audit ¢ sales planning process

* internal audit e SWOT analysis

e promotional mix e TOWS matrix

e push and pull strategies

Sales and Marketing Planning

To be effective, sales activities need to take place within the context of an overall
strategic marketing plan. Only then can we ensure that our sales efforts comple-
ment, rather than compete with, other marketing activities. Accordingly, sales strat-
egies and management are afforded a more holistic perspective and tend to cover
the whole organisation. Hence, the current general consensus is that sales strategies
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and tactics may only be arrived at, implemented and assessed against a framework
of company-wide objectives and strategic planning processes. Before discussing sales
strategies and tactics, the nature and purpose of strategic market plans and the place
of selling in these plans is outlined and discussed.

The Planning Process

The nature of the sales planning process is outlined in Figure 2.1. This process can
be likened to that of operating a domestic central heating system.We first determine
the temperature required, timing, etc. (setting objectives) and procedures which
must be followed to make sure that this is achieved (determining operations). Next
we have to implement appropriate procedures, including ensuring that the necess-
ary resources are available (organisation). At this stage we can commence operation
of the system (implementation). Finally, we need to check how the system is oper-
ating, in particular the temperature level that has been reached (measuring results).
Any deviations in required temperature are then reported and corrected through the
thermostatic system (re-evaluation and control).

This planning process can be described through the acronym MOST which describes
the process from the general to the specific: mission, objective, strategy, tactics.

Establishing Marketing Plans

There is no universal way of establishing an ideal marketing plan; neither is the
process simple in practice because every planning situation is unique. Conceptually,
however, the process is straightforward, consisting a series of logical steps. The mar-
keting plan (Figure 2.2) can be portrayed as a hierarchy consisting of three levels:

Determining

Setting o operations o Org?(r;;smg
objectives - necessary - -
action

to meet objectives

. Measuring
Re_ev:r:l:‘latmg 3 results - Implementin
. B against | P 9
controlling standards

Figure 2.1 The planning process
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e Objectives: Where do we intend to go? (goals)
e Strategies: How do we intend to get there? (broadly descriptive)

e Tactics: The precise route to be taken (detailed)

Business definition (corporate mission or goal)

As a prerequisite to the determination of marketing plans, careful consideration
should be given to defining (or redefining) the overall role or mission of the busi-
ness. This issue is best addressed by senior management’s asking and answering the
question: “What business are we in?’ The definition of the role of a business should
be in terms of what customer needs are being served by a business rather than in
terms of what products or services are being produced. For example, the manufac-
turer of microcomputers might define the company as being in the business of rapid
problem-solving. In the automobile industry, companies might define their business
as being the provision of transport, conferring status, etc., rather than manufactur-
ing cars.

This process of business definition is important. Not only does it ensure that a
company thinks in terms of its customers’ wants and needs, but also in terms of the
planning process, it forms a focusing mechanism for more detailed aspects that
follow.

Situation analysis/marketing audit
The precise content of this step in preparing the marketing plan will vary from

company to company, but will normally consist of a marketing analysis and an
analysis of strengths/weaknesses, opportunities and threats (SWOT).

Market analysis (or marketing audit)

Examples of data and analysis required under the internal audit include:

Objective 1 Objective 2 Objective 3
I I |
Strategy A Strategy B Strategy C
I I |
Tactic A1 Tactic A2 Tactic A3

Figure 2.2 Hierarchy of the marketing plan
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1 Current and recent size and growth of market. In the multi-product company
this analysis needs to be made in total, by product/market and by geographical
segment.

2 Analysis of customer needs, attitudes and trends in purchasing behaviour.
3 Current marketing mix.

4 Competitor analysis, including an appraisal of:

e current strategy
e current performance, including market share analysis
e their strengths and weaknesses

e expectations as to their future actions.

As well as analysing existing competition, potential new entrants should be
appraised.

The external audit consists of an analysis of broad macro-environment trends —
Political, Economic, Socio-cultural and Technological (PEST) — that might influence
the future of the company’s products. This original description was first extended to
SLEPT with the introduction of Legal factors, and then to PESTLE with the intro-
duction of Environmental factors and now to STEEPLE with the introduction of
Ecological factors.

Application of PEST analysis to Corus

Corus examined its construction strategy in light of the external environment
to identify future market needs. By linking Corus competencies and technical
knowledge to future market needs, Corus aims to develop products that give
the company a competitive advantage in construction. PEST analysis is a
powerful tool that can be used to help analyse the external construction
environment. This analysis involves examining the current situation with
regard to the following factors:

Political
UK government policy and EU directives, for example, planning and environ-
mental issues, including sustainability, affect the construction industry.

Economic

The health of the economy and interest rates affect demand for commercial and
residential property. The UK government is using taxation as a means to encour-
age improving environmental performance, e.g. The Climate Change Levy,
Aggregates and Landfill taxes. The construction industry is increasingly interested
in whole life costs of buildings, which include initial capital costs, operating and
maintenance costs —understanding how better design can improve all these costs.

Social
Changes in the birth/divorce rates and the average number of people living in a
household affect the demand for housing. Increasing crime, ageing population,

(continued on following page)
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and people’s well-being are part of the social dimension. Research shows that
the highest number of disagreements amongst neighbours is due to car parking.

Technology

New construction technologies affect working practices, for example in the
building industry, constructing more component systems in factories rather
than on building sites.

PEST analysis can be extended to SLEPT through the addition of Legal factors
including legislation that regulates industry. A PESTLE analysis is extended fur-
ther and includes two additional factors.

Legislation

UK and European governments believe the construction industry is highly
fragmented and the only way to improve the performance of the industry in
terms of safety and environmental performance is to increase legislation.

Environmental
Two of the main issues here are meeting the Kyoto Agreement in reduction of
carbon dioxide from the burning of fossil fuels and waste going to land fill.

Note: When using PESTLE as a tool for analysis it is possible to get overlap
between a specific issue which can be put into two sections. What is import-
ant is to identify the changes and to understand the impact those changes will
have on the construction industry.

The factors identified in the analysis are concerned with the current situation.
However, it is essential to plan for the future through forecasting events over
the next 20 years using factors from the PESTLE analysis. This is partly due to
the need to have accreditation for products. This is a testing regime carried out
by an independent body against relevant UK/International standards and
building regulations. On successful outcomes of the tests, a performance cer-
tification is issued for the specific product in the specific application — gener-
ally stating structural, fire, acoustic, thermal and durability performance of
the product. This is important as the construction industry is generally con-
servative and hence, to introduce a new product, it is essential to have third
party validation that the product will perform as the manufacturer states.
Achieving this accreditation can take up to two years and it then takes a sub-
stantial amount of time to develop the product for today’s construction
industry.

The process of forecasting future events is known as Road Mapping. It allows
Corus to understand changes in PESTLE factors over time and identify how
these affect the construction industry and link product developments to these
changes. It also allows Corus to identify market opportunities, develop prod-
ucts to meet these and identify which existing technologies can manufacture
them.

Source: http://www.thetimes100.co.uk/case_study with permission
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Both internal and external audits are deliberate and detailed coverage of the internal
and external elements that have been described. It can be carried out by people
within marketing or from other departments and, most importantly, they must
have the backing of top management as they are central to both the marketing plan-
ning and corporate planning horizons of the company.

Analysis of strengths/weaknesses, opportunities and threats

Here management must make a realistic and objective appraisal of internal company
strengths and weaknesses in the context of potential exfernal opportunities and
threats (SWOT analysis). Opportunities for the future of a business and threats to it
stem primarily from factors outside the direct control of a company and in particu-
lar from trends and changes in those factors which were referred to earlier as the
macro-environment — namely political, economic, socio-cultural and technological
factors. It is important to recognise that the determination of what constitutes an
opportunity/threat, and indeed the appraisal of strengths and weaknesses, must be
carried out concurrently. An ‘apparent’ strength, for example, a reputation for qual-
ity, becomes a real strength only when it can be capitalised on in the marketplace.

A SWOT analysis is not a lengthy set of statements; it is simply a number of bullet
points under each heading. It should be short and uncomplicated as it is from the
SWOT that marketing strategies are generated.

Statement of objectives

On the basis of the preceding steps, the company can now determine specific objec-
tives and goals that it wishes to achieve. These objectives, in turn, form the basis for
the selection of marketing strategies and tactics.

A company may have several objectives. Although marketing objectives usually
tend to support business objectives, business and marketing objectives may also be
one and the same. It should be pointed out that there are several types of objectives,
such as financial and corporate objectives. Additionally, objectives may be depart-
mental or divisional. However, regardless of the type or format, each objective
requires its own strategy.

Obijectives are needed in a number of areas — production objectives, financial
objectives, etc. In a market driven company, marketing objectives are the most
important as they reflect customer needs and how the company can satisfy these.
In a market driven company, marketing plans come first in the overall corporate
planning process. The objectives of other areas must then be consistent with mar-
keting objectives. In addition to this element of consistency, objectives should be
expressed unambiguously, preferably quantitatively, and with an indication of the
time span within which the objectives are planned to be achieved. The acronym
SMART describes the requirement for such objectives: Specific, Measurable,
Achievable, Realistic and Time related.

This time span of planned activities often gives rise to some confusion in plan-
ning literature. Marketing plans are often categorised as being short range, interme-
diate range and long range. The confusion arises from the fact that there is no
accepted definition of what constitutes the appropriate time horizon for each of
these categories. What is felt to comprise long-term planning in one company (say
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five to ten years) may be considered intermediate in another. It is suggested that the
different planning categories are identical in concept, although clearly different in
detail. Furthermore, the different planning categories are ultimately related to each
other — achieving long-term objectives requires first that intermediate and short-
term objectives be met. The following criteria are necessary for setting objectives:

1

Ensure objectives focus on results

e Because the effects of marketing activity are essentially measurable, sales and
marketing strategies should enable the quantification of marketing
achievement.

Establish measures against objectives
e Return on investment.
Where possible have a single theme for each objective

e Imprecise objectives such as ‘reduce customer defections by 20 per cent
through best-in-class service’ are not acceptable. There are at least two
objectives here and each should be quantified.

Ensure resources are realistic

e Best practice: attempt to answer common marketing problems through the
use of test and roll-out plans.

e Because testing enables roll-out costs to be estimated reasonably accurately,
this should ensure that campaign running costs are realistic. (Of course,
overheads or labour cost may not be.)

Ensure marketing objectives are integral to corporate objectives

e This is indisputable, because there will be a serious mismatch if corporate
objectives differ from marketing objectives, e.g. general corporate objectives
suggest expansion into new member countries of the European Union, and
specific marketing objectives only include current members of the EU.

Example of establishing an objective

Saga Holidays — Meeting the needs of empty nesters

Saga Holidays was set up to provide holidays for people with a high propor-
tion of leisure time, people defined as either ‘retired’ or ‘empty nesters’. The
holidays would be outside school holidays and other peak periods.

Original objective:  Sell long-stay holidays and cruises
Success: Negotiating strength

But what were their options for business expansion?
Either 1 Sell holidays to other market sectors.

Or 2 Sell other products and services to established customers.
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So what did Saga do?

Instead of expanding out of a profitable market segment into less profitable
segments, Saga met other needs of the retired/empty nester market by selling
insurance, savings and other suitable products. The business is thus now
defined as a retired market service provider rather than merely a specialist holiday
organisation.

Saga followed what Michael Porter would term a Focus Business Strategy as
opposed to a differentiation strategy or cost leadership strategy.

In today’s competitive market, it is not uncommon for companies to diversify
their product offering to an established customer base. With customer acqui-
sition, customer service and database management costs already met, this may
indeed be the most profitable expansion option.

Saga offers a practical example of ‘WHAT WOULD OUR CUSTOMERS WANT
TO BUY FROM US NEXT?’

A most important document in a company is the annual marketing plan, which the
sales manager plays a key part in preparing. The remainder of this chapter discusses
planning in the context of the preparation of this annual document.

Determine sales and market potential and forecast sales

A critical stage in the development of marketing plans is the assessment of market
and sales potential followed by the preparation of a detailed sales forecast. Market
potential is the maximum possible sales available for an entire industry during a
stated period of time. Sales potential is the maximum possible portion of that
market which a company could reasonably hope to achieve under the most
favourable conditions. Finally, the sales forecast is the portion of the sales potential
that the company estimates it will achieve. The sales forecast is an important step
in the preparation of company plans. Not only are the marketing and sales func-
tions directly affected in their planning considerations by this forecast, but other
departments, including production, purchasing and human resource management,
will use the sales forecast in their planning activities. Sales forecasting, therefore, is
a prerequisite to successful planning and is considered in detail in Chapter 16.

Generating and selecting strategies

Once marketing objectives have been defined and market potential has been
assessed, consideration should be given to the generation and selection of strategies.
Broadly, strategies encompass the set of approaches that the company will use to
achieve its objectives.

This step in the process is complicated by the fact that there are often many
alternative ways in which each objective can be achieved. Although several strat-
egies may be evaluated, only one strategy can be employed, hence giving rise to
the formula: one strategy per objective. For example, an increase in sales revenue of
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10 per cent can be achieved by increasing prices, increasing sales volume at the
company level (increasing market share) or increasing industry sales. At this stage it
is advisable, if time consuming, to generate as many alternative strategies as poss-
ible. In turn, each of these strategies can be further evaluated in terms of their
detailed implications for resources and in the light of the market opportunities
identified earlier. Finally, each strategy should be examined against the possibility of
counter-strategies on the part of competitors.

The vignette that follows was provided by PR Artistry and concerns one of their
clients, MCRL. It provides an illustration of how the planning process is imple-
mented through the application of what the company has termed GOSPA.

GOSPA for MCRL
GOSPA is a corporate performance management process that implements and pro-
duces measurable results. It stands for Goals, Objectives, Strategies, Plans and Actions.
Using this process improves communication, control, morale, measurement and
performance through a set of easy to implement steps. It gives management a struc-
ture for business planning, change, restructuring, measurement and consistent com-
munication after an initial short training period. It is appropriate for organisations
both large and small.

Goals in relation to press relations for MCRL in Europe

G1 To build a strong brand and market for MCRL by raising awareness in the
press and amongst potential customers within the retail sector in the UK,
France, Italy and Germany

G2 For MCRL to be an immediate shortlist choice as a supplier to the ‘Enterprise
Service Bus’ in terms of content integration and digital media/store-
innovation projects within retailers in the UK, France, Italy and Germany

Objectives

O1 Implement a regular press release service, issuing a target of one release per
month per country to a specific target press list concentrating on quality
rather than volume starting January 2007

02 Produce articles and opinion pieces for the target press using James
Pemberton, Michael Jaszczyk and Mike Camerling to position MCRL as the
company that provides the technology for retailers to adopt what is next in
retail starting January 2007

O3 Produce additional case studies of customers to illustrate how MCRL
applications can benefit customers, in-store staff, operations and IT
departments starting January 2007

04 Monitor forward feature opportunities in target publications, contributing
relevant and authoritative material whenever possible beginning December 2006

OS5 Provide a coordinated approach to the press in the UK, France, Italy and Germany

Strategies

S1 To target three distinct audiences within retailers — marketing, operations and
IT. To agree key messages for each of these audiences e.g. for IT to give advice
and guidance as to how to provide the ‘Enterprise Service Bus’ concept
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S2  For Mary Phillips of PR Artistry to work with James Pemberton of MCRL to
produce an opinion piece per quarter for proactive placement with the retail
press

S3  To build a selected list of target publications in each country and a target list
of freelance writers in the retail sector. Possibly three sub-lists dealing with the
three target audiences mentioned in S1

S4 Proactively identify and target forward features in the target press on a
continuous basis, making submissions wherever possible

Plans for January, February, March
P1 Produce Media lists for each country

P2 Prioritise the first six press releases for each country:
e Metro — shopping list management

e HIT - PSA in use since July at Dohle Retail Group
e Wincor Nixdorf partner release regarding Retail Management System (RMS)
e PSA uses Flash MX for the first time

e Retail Framework to integrate with Portable Shopping Systems (PSS) to by-
pass Point of Sale (POS)

e MCRL and RMS certified SIF (Store Integration Framework) by IBM
P3  Write and issue the first three press releases

P4 Agree and prioritise the first two opinion pieces — possible topics:
e MCRL provide the infrastructure necessary for retailers to benefit from the
next wave of in-store systems, including in-store digital media, kiosks, PSA,
PDA and intelligent scales

e Digital Signage — MCRL shows the right approach to get meaningful ROI
metrics and a sustainable and manageable solution. ‘There’s more to it than
just hanging a few screens with TV commercials’

¢ Flash comes of age to make the shopping experience easier and more fun

PS5 Write and get the first two articles placed

Actions
A1l Meeting in Paris on 9 December - MCRL, PRA and MN

A2 PRA to write the first press release and then PRA and MN to introduce MCRL
to the target press

A3 Agree topic for the first opinion piece

Source: http://www.gospaplanning.com with permission

Examples of strategies

We begin by supposing that the objective is to maximise profit from dealings with
established customers.
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Strategy 1: Targeting

To the marketer, targeting is equivalent to segmentation. A segmentation/targeting
strategy may be based on any or all of the following:

e value (high or low consumption, value of goods purchased)

e customer preference (telephone/email ordering service, type of
products/services purchased)

o lifestage (status of relationship between supplier and customer:
active/lapsed/dormant customer/months since last purchase)

At this point it is important to emphasise that:

e segments must be potentially profitable
e segments are not mutually exclusive

e segments are not stable

Hence, a consumer may fall into more than one segment or different segments at
different times. If the segment requires a special effort to reach or appeal to it, then
it must have sufficient potential purchasing power to justify the effort.

Strategy 2: Pricing

In line with the classic marketer’s approach, the following pricing strategies may be
adopted:

e make short-term tactical reductions
e establish price premiums

e elevate perceived quality

Thus, the classic principle of elevating the perceived quality of a brand so that it can
command a higher selling margin may be adopted. Additionally, a discount has
more value if the worth of what is being discounted is understood.

Discounting is of course prevalent in all marketing. In Fast Moving Consumer
Goods (FMCG) markets it tends to be driven by competitive or retailer pressures.
Often, tactical cuts are seen as defensive.

Strategy 3: Customer retention

Because advanced technology enables suppliers to track the progress of an enquirer
or customer, focus is increasingly shifting from mere product profitability to the
profitability of customer relationships. However, customer profitability will be deter-
mined by:

e the cost of acquisition

e the losses of customers or would-be customers at various key stages in the
relationship
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Key stages in the customer relationship could be revised as:
* enquiry

e conversion to customer

e repeat purchase

e up-trade

e threatened dormancy

® recovery

The probability of loss usually declines with the length of the relationship. In con-
sumer markets (but not in business markets) most often the duration of a relation-
ship outweighs rate of spending in determining the lifetime value of the
relationship. Here, a customer database will not only facilitate measurement of this
relationship, but more importantly enable corrective action to be undertaken more
easily. Thus, an offer may be triggered to prevent the customer ‘going dormant’.
Consequently, if the customer fails to respond and does go dormant, further offers
may be made to recover the customer and re-start the relationship/recovery.

Additionally, there could be a customer development and retention strategy,
which could provide the means to retain customers. There may be a retention strat-
egy based on customer care and a development strategy based on sales promotion.

From this list of alternative strategies a choice must be made with regard to the
broad marketing approach which the company considers will be the most effective
in achieving objectives. This must then be translated into a strategy statement
which must be communicated to and agreed with all those managers who will influ-
ence its likely degree of success or failure. Once again, the specific contents of such
a strategy statement will vary between companies, but as an example a strategy
statement might encompass the following areas:

1 A clear statement of marketing objectives.
2 A description of the choice of strategies for achieving these objectives.

3 An outline of the broad implications of the selected strategies with respect to
the following key areas in marketing:

e target market

® positioning

e marketing mix

e marketing research.

At this stage the strategy statement should give a clear and concise indication of
where the major marketing efforts of the company will be focused. Once this has
been discussed and agreed we can progress to the next step of preparing a detailed
plan of action.

There are many tools available for generating strategic options, the most popu-
lar of which are the Boston Matrix and the GE/McKinsey Matrix. A description
and application of such tools is more appropriate to corporate strategy and strategic
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marketing planning texts and not within the sphere of this text. However, analysis
using the product life-cycle concept and diffusion of innovations is appropriate in
this context and these have been discussed in Chapter 1. SWOT analysis is a useful
method of generating strategies. A number of stages are necessary:

1 Evaluate the influence of environmental factors (STEEPLE/PEST) on the
company.

2 Make a diagnosis about the future.

3 Consider company strengths and weaknesses in relation to all key areas of the
company.

4 Develop strategic options.

For example, in Figure 2.3 let us consider the case of a specialist, low-volume UK
sports car producer.

Strategic possibilities using SWOT analysis

As an illustration, here are two strategic possibilities for the sports car producer men-
tioned in Figure 2.3: use existing strong, well-established brand to raise production
levels through automation to market to other European countries (S1, S2, W1, W2,
02, T2). Raise the basic price (S84, W3, O1, T1, T2).

This is an application of the use of SWOT matrix which in essence takes elements
of SWOT and brings them together to form marketing strategies. It was first pro-
posed by Weihrich in 1982.!

Preparing the marketing programme

The strategy statement prepared in the previous section provides the input for the
determination of the detailed programme required to implement these strategies.
The first step in the preparation of this programme is the determination of the mar-

Strengths Weaknesses
1 Well-established brand name 1 Production only semi-automated

In business since 1920 2 Maximum production 30 units per

Cult following BEES

Long waiting list

4 Only sold in UK, USA, Germany,

2
3
4 Low price
. Holland, Belgium and Scandinavia

Consistently good press reviews

Opportunities Threats

1 USA market can take twice their 1 Some purchasers not prepared to
allocation wait

2 Other European countries would like 2 Other volume manufacturers now
to purchase producing niche models like this

Figure 2.3 SWOT matrix for a sports car producer
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keting mix. Detailed decisions must be made with respect to product policy, pricing,
promotion and distribution. Care should be exercised to ensure that the various
elements of the marketing mix are integrated, i.e. that they work together to achieve
company objectives in the most effective manner.

At this stage of the planning process what has previously been an outline plan
for guiding decision-making becomes a detailed operational plan and this section is
inevitably the lengthiest part of the planning document. It is on the basis of this
part of the plan that day-to-day marketing activities and tactics of the company will
be organised, implemented and assessed.

Allocating resources - budgeting

Having made detailed decisions with respect to the elements of the marketing mix,
the next step is to assemble a budget for each of these elements. In most companies
limited resources ensure that managers from the different functional areas have to
compete for these scarce resources. It is likely that much discussion will take place
between those responsible for each element of the marketing mix. In addition it
may be found that initial marketing objectives, strategies and detailed plans for the
marketing programme to achieve the forecast level of sales may, in the light of
financial and other resource constraints, be unrealistic. In this event modifications
to the original plan may have to be made.

It should be noted that at this stage an estimate can be made of both costs and
revenues and a forecast profit and loss statement prepared.

Implementation

The procedure so far should have resulted in the preparation of a detailed document
setting out what is to be done, when it will be done, who is responsible and esti-
mated costs and revenues, as well as agreed time frames for the various activities in
the plan. Once approved, details of the marketing plan should be communicated to
everyone involved. This communication is an essential and sometimes neglected
aspect of marketing planning. Many companies have elaborate marketing plans that
are not implemented because key people have not been informed or have not
agreed the proposed plan.

Control

Finally, the plan should contain an outline of the control mechanisms that will be
applied. This should include details of major objectives and key parameters in the
measurement of the degree of success in achieving the objectives, enabling correc-
tions and modifications to be made as the plan unfolds. This control part of the
marketing plan should specify what is to be measured, how it is to be measured and
what data are required for measurement. It may also include details of what action
is to be taken in the light of deviations from the plan. This contingency planning is
a key feature of any planning process, recognising as it does that plans need to be
flexible in order to accommodate possible unforeseen or unpredictable changes in
the market. The overall marketing planning process is summarised in Figure 2.4.
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m The Place of Selling in the Marketing Plan

We have examined how marketing plans are prepared. The sales function has an
important role to play in this process and we now look at the nature of this role and,
in particular, the contribution that the sales function makes to the preparation of
the marketing plan and how the sales function itself is influenced by the marketing
plan.

Contribution of the sales function

Throughout the planning process alternative courses of action need to be identified
and decisions taken as to which of these alternatives is the most appropriate.
Contingency planning measures like these involve identifying alternatives and
choosing between them, which requires accurate and timely information. A key role
of the sales function in the planning process is the provision of such information.
This becomes clearer if we examine some of the stages in the planning process
where the sales function can make a valuable contribution:

(a) analysis of current market situation (marketing audit)
(b) determining sales potential/sales forecasting
(c) generating and selecting strategies

(d) budgeting, implementation and control

By constantly finding out what its customers will want to buy next, Toyota has
achieved profitable line extension and replacement. In fact, by being able to
make additional low-cost sales to its established customers, Toyota has not
only achieved sustainable competitive advantage through customer retention,
but is also in a stronger position to invest in expansion.

Analysis of current market situation (marketing audit)

The proximity of the sales function to the marketplace places it in a unique position
to contribute to the analysis of the current market situation facing the company. In
particular, sales is often well placed to contribute to the analysis of customer needs
and trends in purchasing behaviour. The sales manager can also make a valuable
contribution with respect to knowledge about competitors and their standing in the
marketplace. This informational role of sales managers should not be ignored
because, through the salesforce, they are ideally equipped to provide up-to-date,
accurate information based on feedback from customers.
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Determining sales potential /sales forecasting

As we later see in Chapter 16, an important responsibility of the sales manager is the
preparation of sales forecasts for use as the starting point for business planning.
Short-, medium- and long-term forecasts by the sales manager form the basis for
allocating company resources in order to achieve anticipated sales.

Generating and selecting strategies

Although decisions about appropriate marketing strategies to adopt rest with mar-
keting management, the sales manager must be consulted and should make an
input to this decision. Again, the sales function is ideally placed to comment on the
appropriateness of any suggested strategies.

The sales manager should actively encourage sales staff to comment upon the
appropriateness of company marketing strategies. The field salesforce are at the fore-
front of tactical marketing and can more realistically assess how existing target
markets will respond to company marketing initiatives. Indeed, the fact that there
are front-line people who benefit from the most contact with customers should not
be overlooked.

Budgeting, implementation and control

Preparation of the sales forecast is a necessary precursor to detailed marketing plans.
The sales forecast is also used in the preparation of the sales budget.

On the basis of the sales forecast, the sales manager must determine what level
of expenditure will be required to achieve the forecasted level of sales. The import-
ant thing to remember about this budget is that it is the cornerstone of the whole
budgeting procedure in a company. Not only the activities of the sales department,
but also production, human resource management, finance and research and devel-
opment will be affected by this budget. Because of this importance, sales budgets are
considered in detail in Chapter 16. At this stage it is sufficient to note that in prepar-
ing the sales budget the sales manager must prepare an outline of the essential sales
activities required to meet the sales forecast, together with an estimate of their costs.
The precise contents of the annual sales budget will vary between companies, but
normally include details of salaries, direct selling expenses, administrative costs and
commissions and bonuses.

Having agreed the sales budget for the department, the sales manager must
assume responsibility for its implementation and control. In preparing future plans,
an important input is information on past performance against budget and, in par-
ticular, any differences between actual and budgeted results. Such ‘budget vari-
ances’, both favourable and unfavourable, should be analysed and interpreted by
the sales manager as an input to the planning process. The reasons for budget vari-
ances should be reported, together with details of any remedial actions that were
taken and their effects.
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Influence of marketing plan on sales activities: strategies
and tactics

Any planning process is effective only to the extent that it influences action. An
effective marketing planning system influences activities, both strategic and tactical,
throughout the company. The classical marketing approach favours the inside-out
planning model proposed by Schultz, Tannenbaum and Lauterborn? (Figure 2.5).

However, the reverse outside-in planning model is becoming more and more
popular. Figure 2.6 shows an outside-in planning sequence, starting with a calcu-
lation of the cost per sale to current customers, then to lapsed customers and
prospects on the database, and finally to new customers. The cost-per-sale calcula-
tions determine the sales target in each case.

This process is followed by a strategy for each discrete segment. A product may
not, for example, be offered to each segment at the same price. Similarly, types of
communication will be different for each segment.

Both the segment strategy and the content of communications will, ideally, be
tested against reasonable alternatives. The most successful alternatives on testing
will then be rolled out to the remaining population in each segment.

Although the inside-out model is financially driven, it is much less safe than the
customer-oriented planning model. Perhaps this influence is most clearly seen
through decisions relating to the marketing programme or marketing mix. Sales
strategies are most directly influenced by planning decisions on the promotional
element of the marketing mix. Here we will consider briefly the notion of a ‘mix’ of
promotional tools, outlining the considerations in the choice of an appropriate mix
and the implications for sales strategies. In particular, the important and often mis-
understood relationship between advertising and selling is explained and discussed.
We conclude this section by examining briefly the nature of sales tactics.

The promaotional mix

Earlier in this chapter we suggested that an important facet of marketing planning
is the preparation of a marketing programme, the most important step in this prep-
aration being the determination of the marketing mix — product, price, distribution

Monetary objective
u
Costs
u
Contribution margin
u
Marketing funds
u
Allocations against prospects
u
Communication choices

U

Implementation

Figure 2.5 Inside-out planning model
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Current customer sales objective

u
Captive files sales objective
u
Ex-database sales objective
u
Total sales objective
u
Segment strategies
u
Communications plan
U
Test Test Test
U
Roll-out

Figure 2.6 QOutside-in planning model

and promotion. As selling is only one element in the promotion part of this mix, it
is customary to refer to the promotional mix (or more correctly the communica-
tions mix) of a company. This traditional promotional mix is made up of four major
elements:

1 Advertising.
2 Sales promotion.
3 Publicity/public relations.

4 Personal selling.
To these traditional elements can now be added:

5 Direct marketing.

6 Interactive/internet marketing.

In most companies all four traditional elements can contribute to company sales,
but a decision has to be made as to where to place the emphasis. This decision is
made at the planning stage. In addition, it is important that the elements of the pro-
motional mix work together to achieve company objectives. An important planning
task of management is the co-ordination of promotional activities.

Several factors influence the planning decision as to where to place emphasis
within the promotional mix. In some firms the emphasis is placed on the salesforce
with nearly all promotional budget being devoted to this element of the mix. In
others, advertising or sales promotion is seen as being much more efficient and pro-
ductive than personal selling. Perhaps the most striking aspect of the various pro-
motional tools is the extent to which they can be substituted for each other.
Companies within the same industry differ markedly in where they place the pro-
motional emphasis. This makes it difficult to be specific about developing the pro-
motional mix within a particular company. As a guide, some of the more important
factors influencing this decision are now outlined.
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1 Type of market. In general, advertising and sales promotion play a more
important role in the marketing of consumer products, whereas personal selling
plays the major role in industrial marketing. The reasons for this stem from
differences between industrial and consumer marketing, which are outlined in
Chapter 3. An obvious contrast is the marketing of fast-moving consumer
goods (FMCG) with the marketing of often highly technical, expensive capital
goods to industry. Despite this, it is a mistake to conclude that advertising does
not have a role to play in the marketing of industrial products. Indeed, the
contribution of advertising is often undervalued by sales personnel and
discounted as a waste of company resources. The relationship between
advertising and sales is considered later in this chapter.

The ‘new’ promotional mix increasingly involves e-commerce possibilities
and this is highlighted through developments in this field and numbers of
companies using this facility. In addition, the use of freephone facilities is also
making communication easier and cost-free to the potential customer. These
more contemporary issues are highlighted in the two vignettes that follow.

E-commerce is made e-asy with new site

PSICommerce is a new e-commerce package designed by PSINet to open up the
world of global trading to small and medium businesses. It claims to make
merchandising on the web a simple and cost-effective process.

The PSICommerce basic package costs from £125 for SMEs to register and get
the package components to be connected to the internet. An ongoing con-
nection charge starts at £100 a month.

A Government Competitiveness White Paper says UK e-commerce transac-
tions are currently worth around $US4.5 billion. Growth over the next three
years could reach $US47 billion, with 70-80 per cent of e-commerce revenues
expected to involve small and medium sized enterprises, either in business-to-
business or business-to-consumer roles.

Valerie Holt, Managing Director of PSINet UK and Vice President of Europe,
said SMEs’ appetite for e-commerce was rapidly developing. But adoption of it
was being throttled because of fear of costs related to the technical complexi-
ties of developing and building an internet ‘shop’ and integrating to the credit
card payment systems.

‘The benefits of the package will allow any small business to instantly trade
globally on the internet. They may have only 2 or 30 clients worldwide but
the internet enables them, by negating location, to overcome the physical bar-
rier to trade,’ said Holt.

Source: Www.psi.commerce.com
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Benefits to business of marketing numbers

Many companies do not realise that telephone numbers can be an effective
marketing tool in terms of generating revenue and increasing customer bases.
Research shows that marketing numbers can increase calls by up to 300 per
cent. Patrick Naughton of Telecom One has suggested a number of benefits
when using marketing numbers and has given a number of questions to be
asked when weighing up the pros and cons:

e Are you trying to increase awareness of the company, products and services?
e Are you trying to improve the quality of your customer service?
e Are you trying to broaden the reach of your business?

¢ Do you already have a solid customer base and want to generate a new rev-
enue stream?

The facilities that are available include:

Freephone (0800/0808) — customers can reach you free of charge; you pay 8p
per minute.

Local rate or Lo-call (0845/0844) — customers pay 8p per minute weekdays,
4p evenings, and 2p at weekends, regardless of where in the country they call
from.

National rate (0870/0871) — a single, location independent number. Calls are
the same cost as local rate calls. Customers pay national rate charges and your
business benefits by revenue generated from every call you receive.

Gold numbers — a memorable number that will stick in a customer’s memory.
It is likely to be used more frequently than others and thus generate more busi-
ness.

Alphanumeric numbers — dialling a word in place of a number, e.g. 0800
BUSINESS (can only be used in countries that have this facility).

Websites www.theidm.com (Institute of Direct Marketing) www.telecom1.com
and www.oftel.com.

Source: www.whattobuyforbusiness.co.uk Edition 252, March 2002

Stage in the buying process. In Chapter 3 it is suggested that for both industrial
and consumer products it is useful to consider the stages through which the
prospective purchaser passes en route to making a purchase decision. Although
there are a number of ways in which this process may be conceptualised,
essentially it consists of the potential purchaser moving from a position of
being unaware of a company and/or its products, to being convinced that its
products or services are the most appropriate to the buyer’s needs. The
sequential nature of this process is shown in Figure 2.7.
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Unawareness

Y

Awareness

Y

Comprehension

Y

Conviction

Y

Purchase

Figure 2.7 Stages in the buying process

For a given outlay, advertising and publicity are more effective in the earlier
stages of moving potential purchasers through from unawareness to
comprehension. Personal selling is more cost effective than other forms of
promotional activity at the conviction and purchase stages. This is not to
suggest that ‘cold calling’ is not an important area of sales activity but, as we
see later, such cold calling is rendered much more effective if the customer is
already aware of the company’s products.

3 Push versus pull strategies. One of the most important determinants in the
choice of promotional mix is the extent to which a company decides to
concentrate its efforts in terms of its channels of distribution. This can perhaps
be best illustrated if we contrast a push strategy with that of a pull strategy:

A push strategy is one in which the focus of marketing effort is aimed at
pushing the product through the channel of distribution. The emphasis is to
ensure that wholesalers and retailers stock the product in question. The idea is
that if channel members can be induced to stock a product they in turn will be
active in ensuring that your product is brought to the attention of the final
customer. In general a push strategy entails a much greater emphasis on
personal selling and trade promotion in the promotional mix.

A pull strategy relies much more heavily on advertising to promote the
product to the final consumer. The essence of this approach is based on the
notion that if sufficient consumer demand can be generated for a product this
will result in final consumers asking retailers for the product. Retailers will then
ask wholesalers for the product, who will contact the producer. In this way the
product is ‘pulled’ through the channel by creating consumer demand via
assertive advertising. (Channel management is considered in detail in Chapter
10 and in particular the diminishing role of wholesalers is examined.)

4 Stage in the product life-cycle. Chapter 1 introduced the concept of the product
life-cycle. There is evidence to suggest that different promotional tools vary in
their relative effectiveness over the various stages of this cycle. In general,
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advertising and sales promotion are most effective in the introduction and
growth stages of the life-cycle, whereas it is suggested that the emphasis on
personal selling needs to increase as the market matures and eventually
declines.

Co-ordinating promational efforts: the relationship between advertising and
selling

In discussing factors affecting choice of promotional tools, it may have appeared
that to some extent these tools are mutually exclusive — for example, one chooses
to concentrate either on advertising or personal selling. This is not the case. The
relationship between the various promotional tools, including personal selling,
should be complementary and co-ordinated. Perhaps this obvious point would not
need to be stressed were it not for the fact that often this complementary relation-
ship is misunderstood. Nowhere is this misunderstanding more evident than in the
relationship between advertising and selling.

It is unfortunate that many sales managers and their salesforces believe that
expenditure on advertising is a waste of company resources. Very rarely, they argue,
does a customer purchase simply because a product is advertised, particularly where
that customer is an industrial purchaser. Because of this, the argument continues,
the money ‘wasted’ on advertising would be better spent where it will have a direct
and immediate effect — on the salesforce. Increasingly, evidence suggests the notion
that advertising money is wasted in industrial markets is misplaced. Among the
functions that advertising can perform in such markets are the following:

1 Corporate advertising can help to build the reputation of a company and its
products.

2 Advertising is particularly effective in creating awareness among prospective
clients. The sales representative facing a prospect who is unaware of the
company or product faces a much more difficult selling task than the
representative who can build on an initial awareness.

3 Advertising can aid the sales representative in marketing new products by
shouldering some of the burden of explaining new product features and
building comprehension.

4 Advertising using return coupons may be used to open up new leads for the
salesforce.

Overall, by far the greatest benefit of advertising in industrial markets is seen, not
through a direct effect on sales revenue, but in the reduction of overall selling costs.
Evidence suggests that, given adequate frequency, this reduction in selling costs to
customers exposed to advertising may be as high as 30 per cent. Conversely, non-
advertisers may find themselves at a disadvantage. The cost of selling to customers
exposed to competitors’ advertising may be increased by as much as 40 per cent.

In marketing consumer goods, branding and brand image are very important
and advertising is generally thought to be the most effective promotional tool.
However, personal selling and a well-trained salesforce can contribute significantly
to increased market penetration by influencing stockists to allocate more shelf space
to company products and persuading new dealers to stock them.
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At all times, sales and advertising should be co-ordinated to achieve company
objectives. It is important for sales personnel to be informed about company adver-
tising campaigns. This advertising should be utilised in selling, the advertising
theme being reinforced in the sales presentation.

From sales strategies to tactics

We have seen that a number of factors influence the setting for sales strategies. It
was suggested that this influence is most direct in determining the relative empha-
sis to be given to sales activities in overall company and promotional strategy. Sales
strategies are of course also influenced by the marketing and sales objectives speci-
fied in the marketing plan. As an illustration, a marketing objective of increased
market share may mean that the sales manager has to ensure that sales in the forth-
coming year increase by 10 per cent. Furthermore, the planning document should
specify the route or strategy by which this objective will be accomplished, e.g.
‘Additional sales effort is to be targeted on the opening of new accounts’. Sales
objectives and strategies, therefore, also stem directly from the planning process,
after consulation and agreement with relevant personnel.

However, not all researchers support the merits of relationship marketing, and
opposing this outlook, Shaw? argues: ‘Marketers must stop their obsession with
loving customers since it has become a distraction from the basics of selling and
tracking the origins of sale success.” Having agreed these strategic guidelines, a more
detailed set of activities must be built into the planning process. The sales manager
must determine the specific actions required to achieve sales goals, i.e. tactics.

Tactics encompass the day-to-day activities of the sales function in the achieve-
ment of marketing and sales objectives. Tactics also include actions which need to
be taken in response to unexpected short-term events in the marketplace, for
example, a special promotional effort by a competitor. The relationship between
objectives, strategies and tactics is shown in Figure 2.8.

Tactical decisions represent the ‘fine tuning’ of sales activities and encompass
many decision areas covered in greater detail elsewhere; for example, the deploy-
ment of sales personnel — territory design and planning (Chapter 15) — can be con-
sidered a tactical aspect of sales. Similarly, the design of incentive systems (Chapter
15) should form part of a tactical plan, designed to accomplish sales goals within
the framework of sales strategies.

The importance of tactics should not be underestimated; even the best-formed
strategies fail for want of proper tactics. As an example of the use and importance

Objectives

Y

Strategies

Y

Tactics

Figure 2.8 The relationship between objectives, strategies and tactics



66

2: Sales Strategies

of tactics in selling, we consider briefly an aspect of purchasing which is of vital
interest to many companies, namely brand/supplier loyalty.

Brand/supplier loyalty

If we examine the purchase of products and services over time, we find that often
the purchasing sequence of individuals indicates that they repeatedly buy the same
brand of a product or, if the product is an industrial one, they consistently buy from
a particular supplier. For such individuals, if we imagine that the brand or supplier
in question is called X, the purchasing sequence would be as shown below:

Purchase occasion 1 2 3 4 5 o6
Brand purchased/supplier X X X X X X

There is no doubt that brand/supplier loyalty does exist. Moreover, the cultivation
of such loyalty among customers often accounts for a significant part of tactical
marketing and sales effort, representing, as it does, a substantial market asset to a
company.

By favouring a longer term perspective, such a cultivation of customer loyalty
complements traditional brand-building techniques. Indeed, as Martin* insists, cus-
tomer relationships with brands help insulate brands from competitors, ‘the cus-
tomer-brand linkage can be viewed as an important subset of relationship
marketing’.

Additionally, while Reichheld and Schefter® also support this theory when they
claim ‘a large group of customers are influenced primarily by brand’ and that these
customers ‘are looking for stable long-term relationships’, Curtis® succinctly sum-
marises that ‘customers need to feel that they are part of a brand’s crusade’.

Before considering the part that sales tactics can play in this process of cultivat-
ing brand loyalty, it is important to explain precisely what is meant by brand loy-
alty. This apparently simple notion gives rise to some misunderstanding.

Let us return to the purchasing sequence just shown. Although we have
suggested that such a sequence is associated with a brand-loyal customer, the exist-
ence of such an array of purchases for a customer does not, of itself, constitute evi-
dence that this customer is brand loyal. There are a number of possible explanations
for this purchasing behaviour. One such explanation might be that this customer
concentrates much of his or her purchasing in one particular retail outlet and it so
happens that this particular retail outlet only stocks brand X of this product, i.e. the
customer exhibits loyalty, but to the store, rather than the brand. Another possible
explanation is that this customer pays little regard to the particular brand or sup-
plier; s/he is not consciously brand loyal at all, but rather has simply slipped into
the habit of purchasing this brand and cannot be bothered to switch. In this second
example it is true to say that the customer must be reasonably satisfied with the
brand being purchased consistently. If this were not the case, or the customer
became dissatisfied, s/he would then make the decision to switch. Nevertheless, the
fact is that this is not true brand loyalty.

True brand or supplier loyalty exists when customers make a conscious decision
to concentrate their purchases on a particular brand because they consider that sup-
plier or brand superior to others. There may be a number of reasons/bases for such
perceived superiority, e.g. superior quality, better delivery and after-sales services,
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the availability of credit, or some combination of these or other factors. In dis-
cussing possible reasons for brand/supplier loyalty, we enter the realms of motives,
perceptions, attitudes, etc, and more complex behavioural areas discussed in
Chapter 3.

The concept of brand/supplier loyalty is a difficult one and care should be taken
in interpreting the often conflicting evidence for its causes. Nevertheless, there are
some indications that the salesperson can play a key role in helping to establish
brand/supplier loyalty amongst a company’s customers. One of the reasons for this
is that learning theory suggests we have a tendency to repeat experiences that give
us pleasure and to avoid those that do not. Among the most powerful and lasting
impressions that serve as a source of pleasure or displeasure in purchasing activities
are experiences in the face-to-face encounters with sales staff. Favourable attitudes
and behaviour of sales personnel in dealing with their customers can contribute sig-
nificantly to the creation of brand/supplier loyalty.

Conclusions

A framework for sales strategies and tactics has been established. We have seen that
these are developed and operated within the framework of marketing planning. The
sales function makes a valuable contribution to the establishment of marketing
plans, providing, as it does, key data on customers, markets, competitors, sales fore-
casts and budgets. In turn, selling activities are directly influenced by decisions
taken at the marketing planning stage. In the meantime, the increasingly essential
role of databases should not be ignored.

We have looked at planning decisions for the marketing programme or market-
ing mix and, specifically, at the communications mix in a company. Factors such as
type-of-product market, steps in the buying process, push versus pull strategies and
stage in the product life-cycle have all been shown to influence promotional and
consequently sales strategies.

Finally, we examined sales tactics, the relationship between advertising and sell-
ing, and the important area of brand/supplier loyalty. It was shown that advertising
plays a key role in aiding the sales effort, reducing selling costs and easing the sales
task. Brand/supplier-loyal customers are a valuable asset to any company and the
salesforce is central to the establishment and maintenance of such customer loyalty.
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Practical Exercise

Welsh Lamb & Beef Promotions Ltd

Welsh Lamb & Beef Promotions Ltd (WLBP) was established by a group of like-
minded Welsh livestock farmers who believe that Welsh lamb and beef have a repu-
tation for excellence that needs to be promoted to a wide consumer audience.

The company is now one of the UK’s largest farmer co-operatives with over 7,500
farmer members, and is dedicated to the promotion and marketing of branded,
farm-assured Welsh lamb and beef in target markets worldwide. WLBP believes that
livestock farming is of significant commercial importance to rural Wales, with the
preservation of the family farm critical to the maintenance of Welsh culture and the
scenic beauty of the Welsh countryside.

Wales is a land famous for its mountains, lakes, valleys, history, legends and song.
For centuries it has been home to native Welsh sheep breeds. They have thrived on
natural grassland available all year round. Welsh lamb is considered to have a good
colour and a sweet, succulent flavour. The unique reputation and qualities enjoyed
by the product worldwide come from traditional husbandry methods and feeding
the animals on abundant grazing. The character of Welsh lamb arises from the influ-
ence of the traditional hardy Welsh breeds from the mountains, providing good
quality breeding stock that forms the basis of lowland flocks.

Welsh lamb provides the consumer with a natural, versatile, tender, succulent
meat with the distinct flavour of Wales. Welsh lamb (Cig Oen Cymru) together with
the Welsh lamb dragon logo, is a guarantee of consistent high quality.

Welsh beef, however, is the hidden treasure of Wales and has now established its
own identity (Cig Eidion Cymru). The foundation of this brand is the high quality
of Welsh stock. With over 86 per cent of the land down to grass, Welsh beef farmers
are renowned for their ability to convert quality grassland into top quality beef. The
alluvial soils of the Welsh valleys are rich in minerals that are perfect for producing
the finest quality beef. Cattle thrive in this unspoilt environment, producing beef
that is succulent and of the highest standard. Its unique character arises from the
influence of traditional beef breeds that dominate Welsh herds and from the topog-
raphy of the country, coupled with the expertise of livestock farmers that has been
handed down over generations.

Welsh producers were hit hard by the ban imposed during the foot-and-mouth
crisis, but WLBP are confident that old markets are being reclaimed and new ones
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created. ‘The export market has always been very important,” says Linda Jones,
spokeswoman for WLBP. ‘Before foot-and-mouth we were exporting £100 million of
Welsh branded lamb, mainly to Spain and Southern Europe, and added to this was
£10 million worth of beef, mainly to the Netherlands.’

Despite the heavy blow of the export ban, consumers and buyers on the continent
have retained their enthusiasm for Welsh meat, if events since the ban was lifted
towards the end of 2001 are anything to go by. “We’ve been out of the market for a
year, but within a week after the ban had been lifted they wanted Welsh lamb,’ says
Linda Jones. ‘In December 2001 we met the Eroski group of Spanish buyers and they
want Welsh beef as well as lamb.’ The recovery of Welsh beef into export markets will
take longer than Welsh lamb as a result of the ‘Date Based Export Scheme’.

An application has been lodged with the EU to give Welsh lamb and beef the
status of ‘Protected Geographical Indication’ — similar to that given to champagne.

Meanwhile, representatives of the group have been meeting with buyers across
Europe to promote Welsh meat. Don Thomas, managing director of WLBP, said,
‘The effort placed on the recovery of our valuable export markets must not be
underestimated. It is vital for the long term commercial security of rural Wales that
we re-establish the export of Welsh meat in key European countries as soon as poss-
ible. The reputation of Welsh meat in these target European markets needs to be
reaffirmed.” He went on to say, ‘A branded product will prevail in the export market,
not a commodity. It is now important that the industry works together to exploit
these opportunities with vigour. We can now positively implement our commercial
strategies with existing and new customers to recover these vital export markets.’

In a UK context, Safeway’s latest promotion for Welsh lamb backs up suggestions
that supermarkets are taking home-produced meat more seriously following the
foot-and-mouth crisis. A ten-week campaign, launched on 6 June 2002, specifically
promotes Welsh lamb in-store. Dennis Hobbs, Sales Director of Safeway’s dedicated
lamb supplier, H M Bennett, says, ‘We hope this major initiative will give Safeway
customers the opportunity to support farmers by buying more lamb and the rural
economy by visiting the countryside.’

Four years after Safeway’s launch of Welsh mountain lamb, the first of the
regional meat marketing campaigns by the multiples, it is clear that consumer
demand has been more enthusiastic than anticipated. The campaign was more than
just an in-store promotion. It required the creation of a new supply chain as the
Welsh industry’s infrastructure for procurement, killing and distribution of hill
lambs to major retailers was inadequate and unstable. But according to Safeway cat-
egory manager, Kelly Hathway, ‘Our lamb initiatives have gone from strength to
strength since we launched Welsh mountain lamb.’

Source: Adapted from articles by Paul Carey and Thomos Livingstone in The Western Mail,
17/5/02, pp. 3, 5; a news item in The Grocer, 15/6/02, p. 23; www.welshlambandbeef.co.uk

Discussion Questions

Acting as an external marketing consultant to WLBP, prepare a report for manage-
ment that:
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1 Provides strategic guidelines for promoting WLBP products both in the UK and
internationally following the foot-and-mouth crisis. Justify reasons for
including the various elements of the communications mix that you have
suggested.

2 Suggest how other multiples like Safeway, which is now actively promoting
WLBP products, can now be persuaded to promote WLBP products.

Practical Exercise

Auckland Engineering plc

Jim Withey, Sales Manager for Auckland Engineering plc, a well-established engin-
eering company in the Midlands, received the following memo from D C Duncan,
his recently appointed Marketing Director.

Memo

To: ] Withey, Sales Manager

From: D C Duncan, Marketing Director

Date: 16 January 2006

Subject: Preparation of annual marketing plan

You will recall that at our series of preliminary meetings to discuss future marketing
plans for the company I suggested that I was unhappy with the seemingly haphaz-
ard approach to planning. Accordingly, you will recall it was agreed between depart-
mental heads that each would undertake to prepare a formal input to next month’s
planning meeting.

At this stage I am not seeking detailed plans for each product market, rather I am
concerned that you give thought to how your department can contribute to the
planning process. Being new to the company and its product/markets, I am not fully
up to date on what has been happening to the market for our products, although as
we all know our market share at 35 per cent is down on last year. I would particu-
larly like to know what information your department could contribute to the analy-
sis of the situation.

To help in your analysis I have summarised below what came out of our first
planning meetings.

1 Business definition. It was agreed that the business needs redefining in
customer terms. An appropriate definition for our company would be:
‘Solutions to engine component design and manufacturing problems’.

2 SWOT analysis
Our main strengths are:
e Excellent customer awareness and an image of reliability and quality.

e Salesforce is technically well qualified.
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e Manufacturing flexibility second to none — we respond quickly and
effectively to individual customer needs.

Our main weaknesses are:

e Prices approximately 10 per cent above industry average.

e Spending higher proportion of turnover on advertising than most main
competitors.

e Salesforce not skilled in generating new leads.
Our major opportunities are:

e Some major competitors having difficulty keeping customers because of
quality and delivery problems.

e Recent legislation means research and development programme on new
TDIX component, emphasising lower exhaust emission levels, should prove
advantageous.

e Recent and forecast trends in the exchange rate should help export
marketing efforts.

e Buyers in the industry seem prone to switching suppliers.
Our major threats are:

e QOur largest customer threatening to switch owing to our higher average prices.

e Apart from TDIX programme, we have not been keeping pace with rapid
technological change in the industry.

e Some major export markets are threatened by possibility of import
restrictions.

Obijectives
Financial

¢ To increase return on capital employed by 5 per cent.

e Net profit in the forthcoming year to be £4 million.

Marketing

e Sales revenue to be increased to £35 million in the forthcoming year.
Marketing strategy

Target markets

e Major manufacturers of diesel engines worldwide.

Positioning

e Highest engineering quality and after-sales service in supply of specialist low-
volume diesel engine components.
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I would welcome your comments on my analysis, together with any views on the
appropriateness of the objectives I have set.

For the next meeting I suggest that as sales manager you give some thought as to
where the relative emphasis should be placed in our promotional effort. As I have
mentioned, we seem to be spending an excessive amount on advertising compared
with our competitors. Perhaps you could give me your thoughts on this, as I under-
stand you were in favour of raising our advertising budget from 1 per cent to 2 per
cent of turnover last year. As you are aware, from a limited budget, we must decide
where to place the relative emphasis in our communications mix. Perhaps you can
indicate what you feel are the major considerations in this decision.

Discussion Questions

1 Give a brief outline of ways the sales manager can contribute to the marketing
planning process at Auckland Engineering.

2 Looking at Duncan’s analysis of the previous meeting, what issues/problems do
you see that are of relevance to the activities of the salesforce?

3 How would you respond to Duncan’s comments on the promotional mix and
in particular to his comments about the level of advertising expenditure?

4 What is the logic in conducting a SWOT analysis in this context?

Practical Exercise

Flying high

Graham Keddie, appointed Managing Director late 2004, believes the magnetic
effect of attracting two low-cost airlines has now succeeded in putting East Midlands
Airport (EMA) firmly on the map. It has been a long-held view that EMA suffered
from an identity problem; situated on the fringes of three major cities —
Birmingham, Nottingham and Leicester. However, the announcement that 210,545
people flew from the airport in April 2005 - an incredible increase of 47.4 per cent
on the previous year — shows that a point has clearly been proved.

Many passengers came from outside the region and one of the attractions has
been the cheap flights with Go and bmibaby. Graham Keddie has started to fulfill
the seemingly unlimited potential of EMA. Those living in the huge catchment area
can now fly from their local airport to the destination of their choice. There is more
than enough room for Go and bmibaby to thrive at EMA. There has been no need
for a winner in the battle for supremacy and both airlines report that sales have
exceeded expectations.

It has been a challenge for the airport because the dramatic increase in passen-
gers came virtually overnight, but the workforce has put in a tremendous amount
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of work to make things go smoothly. In the long term a new terminal will need to
be built, and plans are being worked upon but will take years to complete the entire
project.

Keddie has said that the breakthrough has been made and proved what people
have been claiming for many years. However, he feels there is still a lot more poten-
tial to be fulfilled. Suddenly people want to do business with the airport and that is
good news for the many people who want to travel from EMA.

The international scheduled market showed an increase of 135.3 per cent in April
2005 compared to 12 months ago, with Malaga as the most popular destination.
Domestic scheduled flights also experienced a large upturn with passengers increas-
ing 30.6 per cent year on year — due entirely to the launch of the Go service between
EMA and Edinburgh.

Source: Adapted from article originally in Flightscene News Magazine of East Midlands Airport,
50, Summer 2002.

Discussion Questions

1 Suggest a general outline marketing planning strategy for 12 months ahead for
Graham Keddie.

2 What part should the sales function play when drawing up a detailed 12
months operational marketing plan for EMA?

3 Discuss the pros and cons of providing a long-term marketing plan, given the
relative volatility of the market.

Examination Questions

Explain the differences between marketing strategies and sales strategies.
What is the relationship between objectives, strategies and tactics?
Discuss the component parts of the communications mix.

What is the relationship between SWOT analysis and the SWOT matrix?

g ks W N

What is meant by contingency planning and when is it required in the
marketing planning process?






Sales Environment

Chapter 3 provides a detailed examination of consumer and organisational buyer
behaviour. In particular, their differences are considered in terms of how each
purchasing situation calls for an entirely different sales approach. Consumer buying
behaviour is then considered in more detail. The important marketing to buying
organisations is then examined in terms of important factors that affect this
process, including buy class and product type. Developments in purchasing
practice, especially centralised purchasing and ‘just-in-time’ or lean manufacturing,
and how these have affected the seller/purchaser relationship are then examined.
The notions of ‘reverse marketing’ and ‘relationship marketing’ have sprung out of
these developments and these are then described in terms of their influence on
the practice of selling.

Sales settings are examined from a macro point-of-view in Chapter 4 and
environmental and managerial forces acting upon sales are discussed, including
issues such as rising consumer and organisational buyer expectations and the
expanding negotiation power of major buyers. Technological forces linked to IT are
discussed as are new managerial techniques that have developed largely as a
result of these developments. The bulk of the remainder of this chapter is
concerned with sales channels and their selection, appraisal and characteristics. It
analyses categories of industrial, commercial and public authority selling and how
these differ from selling to consumers, along with issues like concentration of
markets, the complexity of purchasing decisions, long-term relationships and
reciprocal trading. Selling for resale including a separate discussion on franchising
is discussed, and this is followed by the selling of services. Sales promations to
consumers and to trade customers are then analysed. The respective effectiveness
of exhibitions and public relations in supporting sales activities is discussed.

International selling issues are examined in Chapter 5, and consideration is
given to economic issues like the balance of payments, UK share of international
trade and the European Union. A micro view is then taken in terms of how
international selling operates at the company level. Cultural factors are an
important element of international business and Chapter 5 addresses issues like
aesthetics, religion, social organisation and cultural change. How international
selling is organised is also an important business issue and to this extent a
distinction is made between multinational marketing, international marketing and
exporting. Agents, distributors, licensing and joint ventures are methods of



overseas trading arrangements and these are discssed with special consideration
being given to international pricing issues.

Chapter 6 concerns law and ethical issues. Law is considered in terms of
contract issues including terms and conditions. This is followed by terms of trade
and general business practices. The chapter concludes with a discussion of ethical
issues, covering matters like bribery, deception and reciprocal trading.



<! Consumer and Organisational
Buyer Behaviour

After studying this chapter, you should be able to:
1 Understand the different motivations of consumer and

organisational buyers

2 Formulate strategies for approaching consumer and organisational

buyers

3 Recognise the importance of relationship management

Key Concepts

ACORN

brand personality

buy class

buy phase

buying centre

centralised purchasing
choice criteria

consumer decision-making process
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m Differences Between Consumer and Organisational Buying

There are a number of important differences in emphasis between consumer and
organisational buying which have important implications for the marketing of
goods and services in general and the personal selling function in particular.

Fewer organisational buyers

Generally, a company marketing industrial products will have fewer potential
buyers than one marketing in consumer markets. Often 80 per cent of output, in the
former case, will be sold to perhaps 10-15 organisations. This means that the
importance of one customer to the business-to-business marketer is far in excess of
that to the consumer marketing company. However, this situation is complicated in
some consumer markets where the importance of trade intermediaries, for example,
supermarkets, is so great that, although the products have an ultimate market of
many millions of people, the companies’ immediate customers rank alongside those
of important organisational buyers.

Close, long-term relationships between organisational buyers and sellers

Because of the importance of large customers, it makes sense for suppliers to invest
in long-term relationships with them. This is reflected in the growth of key account
selling where dedicated sales and marketing teams are employed to service major
customers. Customers too see the advantages of establishing close relationships
with suppliers. Ford, for example, has reduced its number of suppliers from 30,000
to 3,000 and many now have single-supplier status. The nature of relationships in
many consumer markets is different: customers and manufacturers rarely meet and
for many supermarket products, brand switching is common.

Organisational buyers are more rational

Although organisational buyers, like all people, are affected by emotional factors, for
example, like or dislike of a salesperson, the colour of office equipment, etc., it is prob-
ably true that on the whole organisational buying is more rational. Often decisions
will be made on economic criteria. This is because organisational buyers have to jus-
tify their decisions to other members of their organisation. Caterpillar tractor sales-
people based their sales presentation on the fact that, although the initial purchase
price of their tractors was higher than the competition, over the life of the tractor costs
were significantly lower. This rational economic appeal proved very successful for
many years. Customers are increasingly using life-cycle cost and value-in-use analysis
to evaluate products. Rail companies, for example, calculate the life-cycle costs includ-
ing purchase price, running and maintenance costs when ordering a new locomotive.

Organisational buying may be to specific requirements

It is not uncommon in business-to-business marketing for buyers to determine
product specifications and for sellers to tailor their product offerings to meet them.
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This is feasible because of the large potential revenue of such products, for example,
railway engines. This is much less a feature of consumer marketing, where a prod-
uct offering may be developed to meet the need of a market segment but, beyond
that, meeting individual needs would prove uneconomic.

Reciprocal buying may be important in organisational buying

Because an organisational buyer may be in a powerful negotiating position with a
seller, it may be possible to demand concessions in return for placing the order. In
some situations the buyer may demand that the seller buys some of the buyer’s
products in return for securing the order. A buyer of tyres for a car manufacturer
may demand that, in return for the contract, the tyre producer buys its company
cars from the car manufacturer.

Organisational selling/buying may be more risky

Business-to-business markets are sometimes characterised by a contract being agreed
before the product is made. Further, the product itself may be highly technical and
the seller may be faced with unforeseen problems once work has started. For
example, Scott-Lithgow won an order to build an oil rig for British Petroleum, but
the price proved uneconomic given the nature of the problems associated with its
construction. GEC won the contract to develop the Nimrod surveillance system for
the Ministry of Defence but technical problems caused the project to be terminated
with much adverse publicity. Another example was British Rail which encountered
technical problems with the commissioning of the Class 60 diesel locomotive built
by Brush Traction, although these were eventually resolved.

Organisational buying is more complex

Many organisational purchases, notably those which involve large sums of money
and are new to the company, involve many people at different levels of the organ-
isation. The managing director, product engineers, production managers, purchas-
ing manager and operatives may influence the decision of which expensive
machine to purchase. The sales task may be to influence as many of these people as
possible and may involve multi-level selling by means of a sales team, rather than
an individual salesperson.!

Negotiation is often important in organisational buying

Negotiation is often important in organisational buying because of the presence of
professional buyers and sellers and the size and complexity of organisational
buying. The supplier’s list price may be regarded as the starting point for nego-
tiation, but the price actually paid will depend on the negotiation skills and power
bases of buyers and sellers.
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G Consumer Buyer Behaviour

Consumers are individuals who buy products and services for personal consump-
tion. Sometimes it is difficult to classify a product as either a consumer or an organ-
isational good. Cars, for example, sell to consumers for personal consumption and
to organisations for use in carrying out their activities (e.g. to provide transport for
a sales executive). For both types of buyer, an understanding of customers can only
be obtained by answering the following five questions:

1 Who is important in the buying decision?
2 How do they buy?

3 What are their choice criteria?

4 Where do they buy?

S When do they buy?

This chapter addresses the first three of these questions since they are often the most
difficult to answer.

Who buys?

Many consumer purchases are individual. When purchasing a Mars bar a person
may make an impulse purchase upon seeing an array of confectionery at a
newsagent’s counter. However, decision-making can also be made by a buying
centre, such as a household. In this situation a number of individuals may interact
to influence the purchase decision. Each person may assume a role in the decision-
making process. Blackwell, Miniard and Engel? describe five roles. Each may be
taken by husband, wife, children or other members of the household:

1 Initiator — the person who begins the process of considering a purchase.
Information may be gathered by this person to help the decision.

2 Influencer - the person who attempts to persuade others in the group
concerning the outcome of the decision. Influencers typically gather
information and attempt to impose their choice criteria on the decision.

3 Decider — the individual with the power and/or financial authority to make the
ultimate choice regarding which product to buy.

4 Buyer — the person who conducts the transaction: who calls the supplier, visits
the store, makes the payment and effects delivery.

S User — the actual consumer/user of the product.

One person may assume multiple roles in the buying centre. In a toy purchase, for
example, a child may be the initiator and attempt to influence his/her parents who
are the deciders. The child may be influenced by a sibling to buy a different brand.
The buyer may be one of the parents, who visits the store to purchase the toy and
brings it back to the home. Finally both children may be users of the toy. Although



Consumer Buyer Behaviour | 81

the purchase was for one person, marketers have four opportunities — two children
and two parents — to affect the outcome of the purchase decision.

The marketing implications of understanding who buys lie within the areas of
marketing communications and segmentation. Identifying the roles played within
the buying centre is a prerequisite for targeting persuasive communications. As the
previous discussion has demonstrated, the person who actually uses or consumes
the product may not be the most influential member of the buying centre, nor may
they be the decision-maker. Even when they do play the predominant role, com-
munication to other members of the buying centre can make sense when their
knowledge and opinions may act as persuasive forces during the decision-making
process. The second implication is that the changing role and influences within the
family buying centre are providing new opportunities to creatively segment hith-
erto stable markets (e.g. cars).

The consumer decision-making process — how they buy

Behavioural scientists regard the consumer decision-making process as a problem-
solving or need-satisfaction process. Thus, an electronic calculator may be bought
in order to solve a problem - inaccuracy or slowness in arithmetic - which itself
defines the need - fast and accurate calculations. In order to define which calcula-
tor to buy, a consumer may pass through a series of steps,® as illustrated in
Figure 3.1.

Need identification/
Problem awareness

Information gathering

Evaluation of alternative
solutions (products)

Selection of an appropriate
solution (product)

Post-purchase evaluation
of decision

Figure 3.1 The consumer decision-making process
Source: From Consumer Behavior 9*.edition by Blackwell. © 2001. Reprinted with permission of
South-Western, a division of Thomson Learning: www.thomsonrights.com. Fax: 800-730-2215.
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Needs

In the case of the calculator, the needs (stimulated by problem identification) are
essentially functional. In this situation the salesperson would be advised, after ident-
ifying the buyer’s needs, to demonstrate the speed and accuracy of the calculators
s/he is selling. Successful selling may involve identifying needs in more detail; for
example, are special features required or does the buyer only have to perform a stan-
dard, basic set of calculations, implying a less elaborate and cheaper calculator? For
other products need satisfaction may be emotional or psychological. For example, a
Sheaffer pen is bought largely for its status rather than any marginal functional
superiority over other pens. An accurate assessment of the kinds of needs which a
product is satisfying will enable a salesperson to plan the sales presentation cor-
rectly, presenting the product as a means of satisfying the buyer’s needs or solving
the buyer’s problems.

How do needs arise? They may occur as a natural process of life; for example, the
birth of children in a family may mean that a larger car is required. They may also
arise because of stimulation. An advertisement for video-recorders or a salesperson’s
talk may create the need for extra in-house entertainment and, at the same time,
provide a means of satisfying that need.

Information gathering

Many needs can only be satisfied after a period of information search. Thus a
prospective car purchaser who requires a small, economical car may carry out a con-
siderable search before deciding on the model which best satisfies these needs. This
search may involve visiting car showrooms, watching car programmes on television,
reading car magazines and Which? reports and talking to friends. Clearly, many
sources of information are sought besides that provided by the salesperson in the
showroom. Indeed, in some situations the search may omit the salesperson until the
end of this process. The buyer may reduce the number of alternatives to a manage-
able few and contact the salesperson only to determine the kind of deal offered on
the competing models.

Evaluation of alternatives and selection of the best solution

Evaluation may be thought of as a system, as depicted in Figure 3.2.

1 Evaluative (choice) criteria. These are the dimensions used by consumers to
compare or evaluate products or brands. In the car example, the relevant
evaluative criteria may be fuel economy, purchase price and reliability.

2 Beliefs. These are the degrees to which, in the consumer’s mind, a product
possesses various characteristics, e.g. roominess.

3 Attitudes. These are the degrees of liking or disliking a product and are in turn
dependent on the evaluative criteria used to judge the products and the beliefs
about the product measured by those criteria. Thus beliefs imply knowledge,
e.g. model X does 36 miles per gallon at a steady 56 miles per hour, whereas
attitudes imply liking or disliking, e.g. model X is poor with regard to fuel
economy.
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Evaluative criteria

Y

Beliefs

Y

Attitudes

Y

Intentions

Figure 3.2 The evaluation system

4 Intentions. These measure the probability that attitudes will be acted upon. The
assumption is that favourable attitudes will increase purchase intentions, i.e.
the probability that the consumer will buy.

Given this system, it makes sense for a salesperson to find out from a prospect the
evaluative criteria being used to judge alternative products. For example, a stereo
system salesperson will attempt to find out whether a potential buyer is evaluating
alternative stereo units primarily in terms of external design or sound quality.
Further, it can be effective to try to change evaluative criteria. For example, if the
stereo system salesperson believes that the competitive advantage of the product
range lies in its sound quality, but the buyer’s criterion is primarily external design,
the salesperson can emphasise the sound quality of the product and minimise the
importance of external design. Alternatively, if the primary consideration of the
buyer is sound quality but a competitor’s system is preferred, the sales task is to
change attitudes in favour of their own system. Tools at their disposal include the
use of performance comparisons from hi-fi magazines and in-shop demonstrations.

Post-purchase evaluation of decision

The art of effective marketing is to create customer satisfaction. Most businesses rely
on repeat purchasing, which implies that customers must gain satisfaction from
their purchases (otherwise this will not occur). Festinger* introduced the notion of
‘cognitive dissonance’ partly to explain the anxiety felt by many buyers of expens-
ive items shortly after purchase. The classic case of this is the car buyer who assidu-
ously reads car advertisements after having bought the car in an effort to dispel the
anxiety caused by not being sure that s/he has made the correct purchase.
Salespeople often try to reassure buyers, after the order has been placed, that they
have made the right decision, but the outcome of the post-purchase evaluation is
dependent on many factors besides the salesperson’s reassurance. The quality of the
product and the level of after-sales service play an obvious part in creating customer
goodwill, and it is the salesperson who can help buyers in ensuring that the prod-
uct they buy best matches their needs in the first place. This implies that it may not
be in the salesperson’s long-term interest to pressure buyers into buying higher
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priced items which possess features not really wanted — although this may increase
short-term profit margins (and commission), it may lead to a long-term fall in sales
as consumers go elsewhere to replace the item.

Choice criteria

Choice criteria are the various features (and benefits) a customer uses when evalu-
ating products and services. They provide the grounds for deciding to purchase one
brand or another. Different members of the buying centre may use different choice
criteria. For example, a child may use the criterion of self-image when choosing
shoes whereas a parent may use price. The same criterion may be used differently.
For example, a child may want the most expensive video-game while the parent
may want a less expensive alternative. Choice criteria can change over time due to
changes in income through the family life-cycle. As disposable income rises, price
may no longer be a key choice criterion but may be replaced by considerations of
status or social belonging.

Choice criteria can be economic, social or personal. Economic criteria include per-
formance, reliability and price. Social criteria include status and the need for social
belonging. For example, Nike, Reebok and Adidas trainers need ‘street cred’ to be
acceptable to large numbers of the youth market. Social norms such as convention
and fashion can also be important choice criteria, with some brands being rejected
as too unconventional (e.g. fluorescent spectacles) or out of fashion (Mackeson
stout).

Personal criteria concern how the product or service relates to the individual
psychologically. An important issue here is self-image, which is the personal view
we hold of ourselves. For example, one person might view herself as a young,
upwardly mobile, successful executive and wish to buy products that reflect that
image. Audi tried to appeal to such a person when they ran an advertising campaign
that suggested Audi drivers ‘arrived’ more quickly than other drivers. Many pur-
chase decisions are ‘experimental’ in that they evoke feelings of fun, pride, pleasure,
boredom or sadness. Such feelings need to be taken into account when marketing
products or services. For example, in retail marketing, stores such as Next and
Principles recognise the importance of creating the right atmosphere through the
correct choice of in-store colour and design.

Salespeople and marketing managers need to understand the choice criteria
being used by consumers when they evaluate their products or services. Such knowl-
edge allows the salesperson to tailor the correct appeal to each customer s/he talks
to and provides marketing managers with the basis for product or service design and
the correct messages to use in advertising.

Factors Affecting the Consumer Decision-making Process

There are a number of factors which affect the consumer decision-making process
and its outcome. These can be classified under three headings:
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1 the buying situation
2 personal influences

3 social influences

The buying situation

Howard and Sheth?® identified three types of buying situation:

(a) extensive problem-solving
(b) limited problem-solving
(c) automatic response

When a problem or need is new, the means of solving that problem is expensive and
uncertainty is high, a consumer is likely to conduct extensive problem-solving. This
involves a high degree of information search and close examination of alternative
solutions. Faced with this kind of buyer, the salesperson can create immense good-
will by providing information and assessing alternatives from the product range in
terms of how well their benefits conform to the buyer’s needs. The goodwill gener-
ated with this type of buyer in such a situation may be rewarded by a repeat pur-
chase when the buying situation changes to one of limited problem-solving. Thus
successful car salespeople often find themselves with a group of highly loyal buyers
who purchase from them, even if the dealership changes, because of the trust built
up during this stage.

Limited problem-solving occurs when the consumer has some experience with
the product in question and may be inclined to stay loyal to the brand previously
purchased. However, a certain amount of information search and evaluation of a
few alternatives occurs as a rudimentary check that the right decision is being made.
This process provides a limited opportunity for salespeople of competing products
to persuade consumers that they should switch model or brand by providing rel-
evant comparative information and, perhaps, by providing risk-reducing guaran-
tees, for example, free replacement of any defective parts.

Companies who have built up a large brand franchise will wish to move their cus-
tomers to the state of automatic response. Advertising may be effective in keeping
the brand in the forefront of the consumer’s mind and in reinforcing already
favourable attitudes towards the brand. In this situation, personal selling to the ulti-
mate consumer may be superfluous. Companies selling consumer durables may
offer generous trade-in terms for their old models. Black and Decker have used this
technique whereby an old, unusable lawnmower could be traded in as part payment
on a new model.

A key influence on whether a consumer conducts extensive or limited problem-
solving or automatic response is his or her level of involvement with the purchase.
High involvement is associated with important purchases that are of high personal
relevance. When a purchase affects one’s self-image, has a high degree of perceived
risk, has social (e.g. status) implications, and the capacity to give a lot of pleasure, it
is likely to be high involvement. When the opposite is the case, the consumer is
likely to experience low involvement with the purchase. Figure 3.3 shows the
relationship between involvement and the buying situation.
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High

Level of purchase involvement

Low

Automatic Limited Extensive

Buying situation

Figure 3.3 Level of purchase involvement and the buying situation

In high involvement situations (e.g. car or house purchase), the customer is look-
ing for lots of information upon which to make a decision. A salesperson must be
able to provide that information and answer in-depth queries. In low involvement
situations, the customer is not likely to be an active searcher for information.
Repetitive advertising is often used for these kinds of purchases.

Personal influences

A second group of factors that influences the consumer decision-making process
concerns the psychology of the individuals concerned. Relevant concepts include
personality, motivation, perception and learning.

Although personality may explain differences in consumer purchasing, it is
extremely difficult for salespeople to judge accurately how extrovert or introvert,
conventional or unconventional, a customer is. Indeed, reliable personality meas-
urement has proved difficult, even for qualified psychologists. Brand personality is
the characterisation of brands as perceived by consumers. Brands may be charac-
terised as ‘for young people’ (Levis), ‘brash’ (Castlemaine XXXX) or ‘intelligent’
(Guinness). This is a dimension over and above the physical (e.g. colour) or func-
tional (e.g. task) attributes of a brand. By creating a brand personality, a marketer
may create appeal to people who value that characterisation. Research by Ackoff and
Emsott® into brand personalities of beers showed that most consumers preferred the
brand of beer that matched their own personality.

Sellers need to be aware of different buyer personality types. Buzzotta, Lefton and
Sherberg’ proposed a two-dimensional approach to understanding buyer psy-
chology. They suggest that everyone tends to be warm or hostile, dominant or sub-
missive. Although there are degrees of each of these behaviours, they believe it is
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meaningful to place individuals in one cell of a two-by-two matrix. Each behaviour
is defined as follows:

1 Dominant. In face-to-face situations, dominance is the drive to take control of
others. It implies a need to lead in personal encounters, to have control of
situations and to have a strong desire to be independent.

2 Submissive. Submission is the disposition to let others take the lead. It implies a
willingness to be controlled, a need to comply with the wishes of others and an
avoidance of confrontation.

3 Warm. Warmth is having a regard for others. A warm person is described as one
who is outgoing, good humoured, optimistic and willing to place trust in
others.

4 Hostile. Hostility is having a lack of regard for others. It suggests a person who
is cold, distrustful and disdainful of others. Hostile people like to be in a
position to say ‘I told you so’.

Figure 3.4 shows this dimensional model of buyer behaviour.

Buzzotta, Lefton and Sherberg® claim that, although there are as many distinc-
tions as people, in general each person primarily falls into one of the four groups.
To help identify each type, the salesperson must look for their hallmarks:

QA1: Dominant-hostile

These people are loud, talkative, demanding and forceful in their actions. They are
hard-nosed, aggressive and assertive. They are usually difficult to get along with and
can be offensive. They tend to distrust salespeople.

Q2: Submissive-hostile

These people are cold, aloof and uncommunicative. They tend to be loners and
work in jobs that demand concentration rather than socialisation, for example,
research, accountancy and computer programming. When responding to questions,
they tend to be short and terse: ‘maybe’, ‘all right’, ‘possibly’. Q2s prefer to avoid
sales interviews, but if they cannot avoid them they take on a passive, almost
detached role.

Dominant Q1 Q4
Submissive Q2 Q3
Hostile Warm

Figure 3.4 Dimensional model of buyer behaviour



88

3: Consumer and Organisational Buyer Behaviour

QA3: Submissive-warm

These people are extrovert, friendly, understanding, talkative and positive-minded
people who are not natural leaders. They prefer to buy from someone they like and
view a sales interview as a social occasion. Generally they accept most of what the
salesperson tells them, but if they feel any doubt they will postpone the decision to
buy — possibly to seek advice from friends.

Q4: Dominant-warm

These people are adaptable and open minded but not afraid to express their ideas
and opinions. They tend to want proof of sales arguments and become impatient of
woolly answers. They are not hesitant to buy from anyone who can prove to their
satisfaction that there is a benefit to be gained. They like to negotiate in a business-
like manner and can be demanding and challenging in a sales interview.

Implications for selling

What are the implications for selling? Decormier and Jobber® argue that salespeople
should modify their behaviour accordingly.

Q1 To win the respect of dominant-hostile people, the appropriate salesperson
behaviour is to adjust their dominance level upward to meet that of the
buyer. This would involve sitting upright, maintaining eye contact, listening
respectfully (but passively) and answering directly. Once Q1 buyers realise
that the salesperson is their psychological equal, a meaningful discussion can
take place.

Q2 When first meeting with a submissive-hostile Q2 buyer, a salesperson should
not attempt to dominate, but gradually try to gain his or her trust. The
salesperson should match the buyer’s dominance level and ask open-ended
questions in a slow, soft manner. The salesperson should lower his or her
stature, keeping eyes and head at the same level as the buyer.

Q3 Submissive-warm people like and trust people. The salesperson should satisfy
their social needs by being warm and friendly. S/he should not attempt to
dominate, but should instead share the social experience. Once liking and
trust have been established, the salesperson should guide the interview
towards the goal of decision-making.

Q4 Dominant-warm people consider respect more important than being liked. To
gain respect, the salesperson should match the Q4’s dominance level while
maintaining a warm (empathetic) manner. Sales arguments need to be backed
up whenever possible by evidence.

Sellers also need to probe for the motivations of the buyer. The true reason or
motive for purchase may be obscure. However, by careful probing a salesperson is
likely to find out some of the real motives for purchase some of the time. Motivation
is clearly linked to needs; the more strongly a need is perceived by a consumer, the
more likely s/he is to be moved towards its satisfaction. Thus, a salesperson can
increase buyer motivation by stimulating need recognition, by showing the ways in
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which needs can be fulfilled and by attempting to understand the various motives
which may be at work in the decision-making process. These may be functional, for
example, time saved by a convenience food, or psychological, e.g. the status
imparted by the ownership of a Jaguar or BMW car.

Not everyone with the same motivations will buy the same products, however.
One of the reasons for this is that how someone decides to act depends upon his or
her perception of the situation. One buyer may perceive a salesperson as being honest
and truthful while another may not. Three selective processes may be at work on
consumers.

1 Selective exposure. Only certain information sources may be sought and read.

2 Selective perception. Only certain ideas, messages and information from those
sources may be perceived.

3 Selective retention. Only some of them may be remembered.

In general, people tend to forget more quickly and to distort or avoid messages that
are substantially at variance with existing attitudes.

Learning is also important in consumer decision-making. Learning refers to the
changes in a person’s behaviour as a result of his or her experiences. A consumer will
learn which brand names imply quality and which salespeople to trust.

Lifestyle

Lifestyle patterns have attracted much attention from marketing research prac-
titioners. Lifestyle refers to the patterns of living as expressed in a person’s activities,
interests and opinions. Lifestyle analysis, or psychographics, groups the consumers
according to their beliefs, activities, values and demographic characteristics such as
education and income. For example, Research Bureau Ltd, a UK marketing research
agency, investigated lifestyle patterns among housewives and found eight distinct
groups:

1 Young sophisticates: extravagant, experimental, non-traditional; young, ABC1
social class, well educated, affluent, owner-occupiers, full-time employed;
interested in new products; sociable with cultural interests.

2 Home centred: conservative, less quality conscious, demographically average,
middle class, average income and education; lowest interest in new products;
very home centred; little entertaining.

3 Traditional working class: traditional, quality conscious, unexperimental in food,
enjoy cooking; middle aged, DE social group, less education, lower income,
council house tenants; sociable; husband and wife share activities, like betting.

4 Middle-aged sophisticates: experimental, not traditional; middle aged, ABC1
social class, well educated, affluent, owner-occupiers, full-time housewives,
interested in new products; sociable with cultural interests.

5 Coronation Street housewives: quality conscious, conservative, traditional; DE social
class, tend to live in Lancashire and Yorkshire TV areas, less educated, lower
incomes, part-time employment; low level of interest in new products; not sociable.
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6 Self-confident: self-confident, quality conscious, not extravagant; young, well
educated, owner-occupier, average income.

7 Homely: bargain seekers, not self-confident, houseproud, C1C2 social class, tend
to live in Tyne Tees and Scottish TV areas; left school at an early age; part-time
employed; average level of entertaining.

8 Penny-pinchers: self-confident, houseproud, traditional, not quality conscious; 25
to 34 years, C2DE social class, part-time employment, less education, average
income; enjoy betting, enjoy saving, husband and wife share activities,
sociable.

Lifestyle analysis has implications for marketing since lifestyles hae been found to
correlate with purchasing behaviour. A company may choose to target a particular
lifestyle group (e.g. the middle-aged sophisticates) with a product offering, and use
advertising which is in line with the values and beliefs of this group. As information
on readership/viewing habits of lifestyle groups becomes more widely known, so
media selection may be influenced by lifestyle research.

Sacial influences

Major social influences on consumer decision-making include social class, reference
groups, culture and the family. The first of these factors, social class, has been
regarded as an important determinant of consumer behaviour for many years. Social
class in marketing is based upon the occupation of the head of the household or
main income earner. The practical importance of social class is reflected in the fact
that respondents in market research surveys are usually classified by their social
class, and most advertising media give readership figures broken down by social
class groupings. These are shown in Table 3.1. However, the use of this variable to
explain differences in purchasing has been criticised. It is often the case that people
within the same social class may have different consumption patterns. Within the
C2 group, i.e. skilled manual workers, it has been found that some people spend a
high proportion of their income on buying their own houses, furniture, carpets and
in-home entertainment, while others prefer to spend their money on more transi-
tory pleasures such as drinking, smoking and playing bingo.

Such findings have led to a new classificatory system, A Classification of
Residential Neighbourhoods (ACORN), which classifies people according to the type
of area they live in. This has proved to be a powerful discriminator between differ-
ent lifestyles, purchasing patterns and media exposure.!°

The term reference group is used to indicate a group of people that influences a
person’s attitude or behaviour. Where a product is conspicuous, for example, cloth-
ing or cars, the brand or model chosen may have been strongly influenced by what
the buyer perceives as acceptable to his or her reference group (e.g. a group of friends,
the family, or work colleagues). Reference group acceptability should not be confused
with popularity. The salesperson who attempts to sell a car using the theme that ‘it’s
very popular’ may conflict with the buyer’s desire to aspire to an ‘exclusive’ reference
group, for which a less popular, more individual model may be appropriate.

Culture refers to the traditions, taboos, values and basic attitudes of the whole
society within which an individual lives. It is of particular relevance to international
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Table 3.1 Social class categories

Social grade All adults 15+ (%)
A 3.0
B 20.8
c1 27.3
c2 21.2
D 17.4
E 10.3
KEY:
Social grade  Social status Occupation
A Upper middle class Higher managerial, administrative or
professional
B Middle class Intermediate managerial, administrative or
professional
C1 Lower middle class Supervisory or clerical and junior managerial,
administrative or professional
2 Skilled working class  Skilled manual workers
D Working class Semi and unskilled manual workers
E Those at the lowest  State pensioners or widows (no other earner),

level of subsistence casual or lowest grade workers

Source: Adapted from National Readership Survey, July 2000—June 2001.

marketing since different countries have different cultures, affecting the conduct of
business and how products are used. In Arab countries, for example, salespeople
may find themselves conducting a sales presentation in the presence of a competi-
tor’s salesperson. In France chocolate is sometimes eaten between slices of bread.

The family is sometimes called a primary reference group and may play a signifi-
cant part in consumer buyer behaviour. The decision as to which product or brand
to purchase may be a group decision, with each family member playing a distinct
part. Thus, in the purchase of motor cars, traditionally the husband decided upon
the model, while his wife chose the colour.!'! The purchase of cereals may be
strongly influenced by children. The cleaning properties of a carpet fibre may be
relatively unimportant to the principal breadwinner but of greater significance to
the partner who performs the housework tasks. When a purchase is a group
decision, a salesperson will be wise to view the benefits of his or her products in
terms of each of the decision-makers or influencers.

Organisational Buyer Behaviour

Organisational buyer behaviour has usefully been broken down into three elements
by Fisher.!?

1 Structure. The ‘who’ factor — who participates in the decision-making process
and their particular roles.
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2 Process. The ‘how’ factor - the pattern of information getting, analysis,
evaluation and decision-making which takes place as the purchasing
organisation moves towards a decision.

3 Content. The ‘what’ factor — the choice criteria used at different stages of the
process and by different members of the decision-making unit.

Structure

An essential point to understand in organisational buying is that the buyer or purchas-
ing officer is often not the only person who influences the decision, or who actually has
the authority to make the ultimate decision. Rather, the decision is in the hands of a
decision-making unit (DMU), or buying centre as it is sometimes called. This is not
necessarily a fixed entity. The people in the DMU may change as the decision-making
process continues. Thus a managing director may be involved in the decision that new
equipment should be purchased, but notin the decision as to which manufacturer to buy
it from. Bonoma'? and Webster!'* have identified six roles in the structure of the DMU:

Initiators. Those who begin the purchase process.
Users. Those who actually use the product.

Deciders. Those who have the authority to select the supplier/model.

B W N =

Influencers. Those who provide information and add decision criteria
throughout the process.

)]

Buyers. Those who have authority to execute the contractual arrangements.

6 Gatekeepers. Those who control the flow of information, e.g. secretaries who
may allow or prevent access to a DMU member, or a buyer whose agreement
must be sought before a supplier can contact other members of the DMU.

The factors which influence the nature of the DMU will be examined later.
Obviously, for different types of purchase the exact formation will vary. For very
important decisions the structure of the DMU will be complex, involving numerous
people within the buying organisation. The salesperson’s task is to identify and reach
the key members in order to convince them of the product’s worth. Often, talking
only to the purchasing officer will be insufficient, since this may be only a minor
influence on which supplier is chosen. Salespeople need to avoid two deadly sins:

1 Working within their ‘comfort zone’. This is where they spend too much time
with people they like and feel comfortable with, but who are unimportant with
regard to which product to buy or which supplier to use.

2 Spending too much time with ‘nay sayers’. These are people who can say ‘no’
(the power of veto) but who do not have the authority to say ‘yes’. It is the
latter group, i.e. the decision-makers, to whom most communicational effort
should be channelled.

When the problem to be solved is highly technical, suppliers may work with engi-
neers in the buying organisation in order to solve problems and secure the order. An
example where this approach was highly successful involved a small US company that
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secured a large order from a major car company owing to its ability to work with the
company in solving the technical problems associated with the development of an
exhaust gas recirculation valve.! In this case, its policy was to work with company
engineers and to keep the purchasing department out of the decision until the last
possible moment, by which time it was the only company qualified to supply the part.

Where DMU members are inaccessible to salespeople, advertising may be used as
an alternative. Also, where users are an important influence and the product is rela-
tively inexpensive and consumable, free samples given by the salespeople may be
effective in generating preference.

Process

Figure 3.5 describes the decision-making process for an industrial product.!® The
exact nature of the process will depend on the buying situation. In certain situations

1 Recognition of a problem (need)

Y

2 Determination of characteristics, specification and
qguantity of needed item

Y

3 Search for and qualification of potential sources

Y

4 Acquisition and analysis of proposals

Y

5 Evaluation of proposals and selection of supplier(s)

l

6 Selection of an order routine

/

7 Performance feedback and evaluation

Figure 3.5 The organisational decision-making process (buy phases)
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some stages will be omitted; for example, in a routine re-buy situation the purchas-
ing officer is unlikely to pass through stages 3, 4 and 5 (search for suppliers and an
analysis and evaluation of their proposals). These stages will be bypassed, as the
buyer, recognising a need - perhaps shortage of stationery — routinely reorders from
the existing supplier.

In general, the more complex the decision and the more expensive the item, the
more likely it is that each stage will be passed through and that the process will take
more time.

1 Need or problem of recognition. Needs and problems may be recognised through
either internal or external factors. An example of an internal factor would be
the realisation of undercapacity leading to the decision to purchase plant or
equipment. Thus, internal recognition leads to active behaviour (internal/active).
Some problems which are recognised internally may not be acted upon. This
condition may be termed internal/passive. A production manager may realise
that there is a problem with a machine but, given more pressing problems,
decides to live with it. Other potential problems may not be recognised
internally and only become problems because of external cues. A production
manager may be quite satisfied with the production process until being made
aware of another more efficient method. Clearly these different problems have
important implications for the salesperson. The internal/passive condition
implies that there is an opportunity for the salesperson, having identified the
condition, to highlight the problem by careful analysis of cost inefficiencies
and other symptoms, so that the problem is perceived to be more pressing and
in need of solution (internal/active). The internal/active situation requires
salespeople to demonstrate a differential advantage of one of their products
over the competition. In this situation, problem stimulation is unnecessary, but
where internal recognition is absent, the salesperson can provide the necessary
external cues. A forklift truck sales representative might stimulate problem
recognition by showing how their trucks can save the customer money, due to
lower maintenance costs, and lead to more efficient use of warehouse space
through higher lifting capabilities.

2 Determination of characteristics, specification and quantity of needed item. At this
stage of the decision-making process the DMU will draw up a description of what
is required. For example, it might decide that five lathes are required to meet
certain specifications. The ability of a salesperson to influence the specifications
can give their company an advantage at later stages of the process. By persuading
the buying company to specify features that only their product possesses (lockout
criteria), the salesperson may virtually have closed the sale at this stage.

3 Search for and qualification of potential sources. A great deal of variation in the
degree of search takes place in organisational buying. Generally speaking, the
cheaper, less important the item and the more information the buyer possesses,
the less search takes place.

4 Acquisition and analysis of proposals. Having found a number of companies
which, perhaps through their technical expertise and general reputation, are
considered to be qualified to supply the product, proposals will be called for
and analysis of them undertaken.
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S Evaluation of proposals and selection of suppliers. Each proposal will be evaluated
in the light of the criteria deemed to be important to each DMU member. It is
important to realise that various members may use different criteria when
judging proposals. Although this may cause problems, the outcome of this
procedure is the selection of a supplier or suppliers.

6 Selection of an order routine. Next the details of payment and delivery are drawn
up. Usually this is conducted by the purchasing officer. In some buying
decisions this stage is merged into stages 4 and 5 when delivery is an important
consideration in selecting a supplier.

7 Performance feedback and evaluation. This may be formal, where a purchasing
department draws up an evaluation form for user departments to complete, or
informal through everyday conversation.

The implications of all this are that a salesperson can affect a sale through influ-
encing need recognition, through the design of product specifications and by clearly
presenting the advantages of the product over competition in terms which are rel-
evant to DMU members. By early involvement, a salesperson can benefit through
the process of creeping commitment, whereby the buying organisation becomes
increasingly committed to one supplier through its involvement in the process and
the technical assistance it provides.

Content

This aspect of organisational buyer behaviour refers to the choice criteria used by
members of the DMU to evaluate supplier proposals. These criteria are likely to be
determined by the performance criteria used to evaluate the members themselves.
Thus a purchasing manager who is judged by the extent to which s/he reduces pur-
chase expenditure is likely to be more cost conscious than a production engineer
who is evaluated in terms of the technical efficiency of the production processes
s/he designs.

As with consumers, organisational buying is characterised by both functional
(economic) and psychological (emotive) criteria (see Table 3.2). Key functional con-
siderations for plant and equipment may be return on investment, while for

Table 3.2 Choice criteria

Economic Emotional

Price Prestige

Delivery Personal risk reduction
Productivity — cost versus revenues Office politics
Life-cycle costs Quiet life

Reliability Pleasure

Durability Reciprocity
Upgradability Confidence

Technical assistance Convenience

Commercial assistance
Safety
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materials and component parts they might be cost savings, together with delivery
reliability, quality and technical assistance. Because of the high costs associated with
production down-time, a key concern of many purchasing departments is the long-
run development of the organisation’s supply system. Psychological factors may
also be important, particularly when suppliers’ product offerings are essentially
similar. In this situation the final decision may rest upon the relative liking for the
suppliers’ salesperson. A number of important criteria are examined below.

Quality

The emergence of total quality management (TQM) as a key aspect of organis-
ational life reflects the importance of quality in evaluating a supplier’s products and
services. Many buying organisations are unwilling to trade quality for price. In par-
ticular, buyers are looking for consistency of product or service quality so that end
products (e.g. motor cars) are reliable, inspection costs reduced and production pro-
cesses run smoothly. They are installing just-in-time (JIT) delivery systems which
rely upon incoming supplies being quality guaranteed. Jaguar cars under Sir John
Egan moved from a price-orientated purchasing system to one where quality was
central and purchasing departments were instructed to pay more, provided the price
could be justified in terms of improved quality of components.

Price and life-cycle costs

For materials and components of similar specification and quality, price becomes a
key consideration. For standard items, such as ball-bearings, price may be critical to
making a sale given that a number of suppliers can meet delivery and specification
requirements. However, it should not be forgotten that price is only one component
of cost for many buying organisations. Increasingly buyers take into account life-
cycle costs, which may include productivity savings, maintenance costs and resid-
ual values, as well as initial purchase price, when evaluating products. Marketers can
use life-cycle costs analysis to break into an account. By calculating life-cycle costs
with a buyer, new perceptions of value may be achieved.

Continuity of supply

One of the major costs to a company is a disruption of a production run. Delays of
this kind can mean costly machine down-time and even lost sales. Continuity of
supply is therefore a prime consideration in many purchase situations. Companies
which perform badly on this criterion lose out, even if the price is competitive,
because a small percentage price edge does not compare with the costs of unreliable
delivery. Supplier companies who can guarantee deliveries and realise their prom-
ises can achieve a significant differential advantage in the marketplace.
Organisational customers are demanding close relationships with ‘accredited sup-
pliers’ who can guarantee reliable supply, perhaps on a just-in-time basis.

Perceived risk

Perceived risk can come in two forms: functional risk, such as the uncertainty with
respect to product or supplier performance, and psychological risk, such as criticism



Organisational Buyer Behaviour |97

from work colleagues. This latter risk — fear of upsetting the boss, losing status, being
ridiculed by others in the department, or indeed losing one’s job — can play a deter-
mining role in purchase decisions. Buyers often reduce uncertainty by gathering
information about competing suppliers, checking the opinions of important others
in the buying company, only buying from familiar and/or reputable suppliers and
by spreading risk through multiple sourcing.

Office politics

Political factions within the buying company may also influence the outcome of a
purchase decision. Interdepartmental conflict may manifest itself in the formation
of competing ‘camps’ over the purchase of a product or service. Because department
X favours supplier A, department Y automatically favours supplier B. The outcome
not only has purchasing implications but also political implications for the depart-
ments and individuals concerned.

Personal liking/disliking

A buyer may personally like one salesperson more than another and this may influ-
ence supplier choice, particularly when competing products are very similar. Even
when supplier selection is on the basis of competitive bidding, it is known for pur-
chasers to help salespeople they like to ‘be competitive’. Obviously, perception is
important in all organisational purchases, as how someone behaves depends upon
the perception of the situation. One buyer may perceive a salesperson as being
honest, truthful and likeable while another may not. As with consumer behaviour,
three selective processes may be at work on buyers:

o selective exposure: only certain information sources may be sought
o selective perception: only certain information may be perceived

e selective retention: only some information may be remembered

The implications of understanding the content of the decision are that, first, a
salesperson may need to change the sales presentation when talking to different
DMU members. Discussion with a production engineer may centre on the tech-
nical superiority of the product offering, while much more emphasis on cost fac-
tors may prove beneficial when talking to the purchasing officer. Second, the
choice criteria used by buying organisations change over time as circumstances
change. Price may be relatively unimportant to a company when trying to solve
a highly visible technical problem, and the order will be placed with the supplier
who provides the necessary technical assistance. Later, after the problem has
been solved and other suppliers become qualified, price may be of crucial
significance.



98 3: Consumer and Organisational Buyer Behaviour

m Factors Affecting Organisational Buyer Behaviour

Cardozo!” identified three factors which influence the composition of the DMU, the

nature of the decision-making process and the criteria used to evaluate product
offerings:

e the buy class
e the product type
e the importance of the purchase to the buying organisation

These three factors are illustrated in Figure 3.6.

The buy class

Industrial purchasing decisions were studied by Robinson, Faris and Wind,'® who
concluded that buyer behaviour was influenced by the nature of the buy class. They
distinguished between a new task, a modified re-buy and a straight re-buy.

Buy class Product type

e Straight re-buy ® Product constituents
o Modified re-buy e Product facilities

o New task ST ® MROs

Organisational
buying

Importance
of
purchase

Figure 3.6 Influences on organisational purchasing behaviour
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A new task occurs when the need for the product has not arisen previously so that
there is little or no relevant experience in the company, and a great deal of infor-
mation is required. A straight re-buy, on the other hand, occurs where an organis-
ation buys previously purchased items from suppliers already judged acceptable.
Routine purchasing procedures are set up to facilitate straight re-buys. The modified
re-buy lies between the two extremes. A regular requirement for the type of product
exists and the buying alternatives are known, but sufficient change has occurred to
require some alteration of the normal supply procedure.

The buy classes affect organisational buying in the following ways. First, the
structure of the DMU changes. For a straight re-buy, possibly only the purchasing
officer is involved, whereas for a new buy, senior management, engineers, produc-
tion managers and purchasing officers are likely to be involved. Modified re-buys
often involve engineers, production managers and purchasing officers, but senior
management, except when the purchase is critical to the company, is unlikely to be
involved. Second, the decision-making process is likely to be much longer as the
buy class changes from a straight re-buy to a modified re-buy and then, a new task.
Third, in terms of influencing DMU members, they are likely to be much more
receptive for new task and modified re-buy situations than straight re-buys. In the
latter case the purchasing manager has already solved the purchasing problems and
has other problems to deal with. So why make it a problem again?

The first implication of this buy class analysis is that there are big gains to be
made if the salesperson can enter the new task at the start of the decision-making
process. By providing information and helping with any technical problems which
can arise, the salesperson may be able to create goodwill and creeping commitment,
which secures the order when the final decision is made. The second implication is
that since the decision process is likely to be long and many people are involved in
the new task, supplier companies need to invest heavily in sales human resources
for a considerable period of time. Some firms employ missionary sales teams com-
prising their best salespeople to help secure big new-task orders.

Salespeople in straight re-buy situations must ensure that no change occurs when
they are in the position of the supplier. Regular contact to ensure that the customer
has no complaints may be necessary, and the buyer may be encouraged to use auto-
matic recording systems. For the non-supplier, the salesperson has a difficult task
unless poor service or some other factor has caused the buyer to become dissatisfied
with the present supplier. The obvious objective of the salesperson in this situation
is to change the buy class from a straight re-buy to a modified re-buy. Price alone
may not be enough since changing supplier represents a large personal risk to the
purchasing officer. The new supplier’s products might be less reliable and delivery
might be unpredictable. In order to reduce this risk, the salesperson may offer deliv-
ery guarantees with penalty clauses and be very willing to accept a small (perhaps
uneconomic) order at first in order to gain a foothold. Supplier acquisition of a total
quality management standard such as BS5750 may also have the effect of reducing
perceived buyer risk, or it may be necessary to agree to undertake a buyer’s supplier
quality assurance programme. Many straight re-buys are organised on a contract
basis and buyers may be more receptive to listening to non-supplier salespeople
prior to contract renewal.

Value analysis and life-cycle cost calculations are other methods of moving pur-
chases from a straight re-buy to a modified re-buy situation. Value analysis, which
can be conducted by either supplier or buyer, is a method of cost reduction in which
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components are examined to see if they can be made more cheaply. The items are
studied to identify unnecessary costs that do not add to the reliability or function-
ality of the product. By redesigning, standardising or manufacturing by less expens-
ive means, a supplier may be able to offer a product of comparable quality at lower
cost. Simple redesigns like changing a curved edge to a straight one may have dra-
matic cost implications.

Life-cycle cost analysis seeks to move the cost focus from the initial purchase price
to the total cost of owning and using a product. There are three types of life-cycle
costs:

e purchase price
e start-up costs

¢ post-purchase costs

Start-up costs include installation, lost production and training costs. Post-purchase
costs include operating (e.g. fuel, operator wages), maintenance, repair and inven-
tory costs. Against these costs would be placed residual values (e.g. trade-in values
of cars). Life-cycle cost appeals can be powerful motivators. For example, if the out-
supplier can convince the customer organisation that its product has significantly
lower post-purchase costs than the in-supplier, despite a slightly higher purchase
price, it may win the order. This is because it will be delivering a higher economic
value to the customer. This can be a powerful competitive advantage and at the same
time justify the premium price.

The product type

Products can be classified according to four types:

1 Materials to be used in the production process, e.g. steel

2 Components to be incorporated in the finished product,

Product constituents
e.g. alternator

3 Plant and equipment

4 Products and services for maintenance, repair and
operation (MROs), e.g. spanners, welding equipment Production facilities
and lubricants

This classification is based upon a customer’s perspective — how the product is used
- and may be applied to identify differences in organisational buyer behaviour. First,
the people who take part in the decision-making process tend to differ according to
product type. For example, it has been found that senior management tend to get
involved in the purchase of plant and equipment or, occasionally, when new
materials are purchased, if the change is of fundamental importance to company
operations; for example, if a move from aluminium to plastic is being contemplated.
Rarely do they involve themselves in component or MRO supply. Similarly, design
engineers tend to be involved in buying components and materials but not nor-
mally MRO and plant and equipment. Second, the decision-making process tends
to be slower and more complex as product type moves from:
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MRO — Components — Materials — Plant and equipment

For MRO items, ‘blanket contracts’ rather than periodic purchase orders are increas-
ingly being used. The supplier agrees to resupply the buyer on agreed price terms
over a period of time. Stock is held by the seller and orders are automatically printed
out by the buyer’s computer when stock falls below a minimum level. This has the
advantage to the supplying company of effectively blocking the efforts of the com-
petitors’ salesforces for long periods of time.

Classification of suppliers’ offerings by product type gives the salesforce clues as
to who is likely to be influential in the purchase decision. The sales task is then to
confirm this in particular situations and attempt to reach those people involved. A
salesperson selling MROs is likely to be wasting effort attempting to talk to design
engineers, whereas attempts to reach operating management are likely to prove
fruitful.

Importance of purchase to buying organisation

A purchase is likely to be perceived as important to the buying organisation when
it involves large sums of money, when the cost of making the wrong decision, for
example in lost production, is high and when there is considerable uncertainty
about the outcome of alternative offerings. In such situations, many people at dif-
ferent organisational levels are likely to be involved in the decision and the process
is likely to be long, with extensive search and analysis of information. Thus exten-
sive marketing effort is likely to be required, but great opportunities present them-
selves to sales teams who work with buying organisations to convince them that
their offering has the best payoff; this may involve acceptance trials (e.g. private
diesel manufacturers supplying rail companies with prototypes for testing, engin-
eering support and testimonials from other users). Additionally, guarantees of deliv-
ery dates and after-sales service may be necessary when buyer uncertainty regarding
these factors is high.

Developments in Purchasing Practice

A number of trends have taken place within the purchasing function which have
marketing implications for supplier firms. The advent of just-in-time purchasing
and the increased tendency towards central purchasing, reverse marketing and leas-
ing have all changed the nature of purchasing and altered the way in which sup-
pliers compete.

Just-in-time purchasing

The just-in-time (JIT) purchasing concept aims to minimise stocks by organising a
supply system which provides materials and components as they are required. As
such, stockholding costs are significantly reduced or eliminated and thus profits are
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increased. Furthermore, since the holding of stocks is a hedge against machine
breakdowns, faulty parts and human error, they may be seen as a cushion which
acts as a disincentive to management to eliminate such inefficiencies.

A number of JIT practices are also associated with improved quality. Suppliers are
evaluated on their ability to provide high-quality products. The effect of this is that
suppliers may place more emphasis on product quality. Buyers are encouraged to
specify only essential product characteristics, which means that suppliers have more
discretion in product design and manufacturing methods. Also the supplier is
expected to certify quality, which means that quality inspection at the buyer
company is reduced and overall costs are minimised since quality control at source
is more effective than further down the supply chain.

The total effects of JIT can be enormous. Purchasing inventory and inspection
costs can be reduced, product design can be improved, delivery streamlined, pro-
duction down-time reduced and the quality of the finished item enhanced.

However, the implementation of JIT requires integration into both purchasing
and production operations. Since the system requires the delivery of the exact
amount of materials or components to the production line as they are required,
delivery schedules must be very reliable and suppliers must be prepared to make
deliveries on a regular basis — perhaps even daily. Lead times for ordering must be
short and the number of defects very low. An attraction for suppliers is that it is
usual for long-term purchasing agreements to be drawn up. The marketing implica-
tions of the JIT concept are that to be competitive in many industrial markets (e.g.
motor cars), suppliers must be able to meet the requirements of this fast-growing
system.

An example of a company that employs JIT is the Nissan car assembly plant at
Sunderland in the UK. The importance of JIT to its operations has meant that the
number of component suppliers in the north-east of England has increased from 3
when Nissan arrived in 1986 to 27 in 1992. Nissan has adopted what they term ‘syn-
chronous supply’ — parts are delivered only minutes before they are needed. For
example, carpets are delivered by Sommer Allibert, a French supplier, from its
nearby facility to the Nissan assembly line in sequence for fitting to the correct
model. Only 42 minutes elapse between the carpet being ordered and fitted to the
car. The stockholding of carpets for the Nissan Micra is now only ten minutes. Just-
in-time practices do carry risks, however, if labour stability cannot be guaranteed.
Renault discovered this to their cost when a strike at its engine and gearbox plant
caused its entire French and Belgian car production lines to close in only ten days.

Centralised purchasing

Where several operating units within a company have common requirements and
there is an opportunity to strengthen a negotiating position by bulk buying, cen-
tralised purchasing is an attractive option. Centralisation encourages purchasing
specialists to concentrate their energies on a small group of products, thus enabling
them to develop an extensive knowledge of cost factors and the operation of sup-
pliers. The move from local to centralised buying has important marketing implica-
tions. Localised buying tends to focus on short-term cost and profit considerations
whereas centralised purchasing places more emphasis on long-term supply relation-
ships. Outside influences, for example, engineers, play a greater role in supplier
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choice in local purchasing organisations since less specialised buyers often lack the
expertise and status to question the recommendations of technical people. The type
of purchasing organisation can therefore give clues to suppliers regarding the
important people in the decision-making unit and their respective power positions.

Reverse marketing

The traditional view of marketing is that supplier firms will actively seek the require-
ments of customers and attempt to meet those needs better than the competition.
This model places the initiative with the supplier. Purchasers could assume a passive
dimension, relying on their suppliers’ sensitivity to their needs and technological
capabilities to provide them with solutions to their problems. However, this trust-
ing relationship is at odds with a new corporate purchasing situation that developed
during the 1980s and is gaining momentum. Purchasing is taking on a more proac-
tive, aggressive stance in acquiring the products and services needed to compete.
This process whereby the buyer attempts to persuade the supplier to provide exactly
what the organisation wants is called reverse marketing.'° Figure 3.7 shows the dif-
ference between the traditional model and this new concept.

The essence of reverse marketing is that the purchaser takes the initiative in
approaching new or existing suppliers and persuading them to meet their supply
requirements. The implications of reverse marketing are that it may pose serious
threats to uncooperative in-suppliers but major opportunities to responsive in-
suppliers and out-suppliers. The growth of reverse marketing presents two key ben-
efits to suppliers who are willing to listen to the buyer’s proposition and carefully
consider its merits. First, it provides the opportunity to develop a stronger and
longer lasting relationship with the customer. Second, it could be a source of new
product opportunities that may be developed to a broader customer base later on.

Supplier sells by taking initiative

Traditional marketing

Supplier Buyer

Reverse marketing

Buyer takes initiative to persuade suppliers to
provide what the organisation wants

Figure 3.7 Reverse marketing
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Leasing

A lease is a contract by which the owner of an asset (e.g. a car) grants the right to
use the asset for a period of time to another party in exchange for payment of rent.
The benefits to the customer are that a leasing arrangement avoids the need to pay
the cash purchase price of the product or service, is a hedge against fast product
obsolescence, may have tax advantages, avoids the problem of equipment disposal,
and with certain types of leasing contracts avoids some maintenance costs. These
benefits need to be weighed against the costs of leasing, which may be higher than
outright buying.

There are two main types of lease: financial (or full payment) leases and operat-
ing leases (sometimes called rental agreements). A financial lease is a longer term
arrangement that is fully amortised over the term of the contract. Lease payments,
in total, usually exceed the purchase price of the item. The terms and conditions of
the lease vary according to convention and competitive conditions. Sometimes the
supplier will agree to pay maintenance costs over the leasing period. This is
common when leasing photocopiers, for example. The lessee may also be given the
option of buying the equipment at the end of the period. An operating lease is for
a shorter period of time, is cancellable and not completely amortised. Operating
lease rates are usually higher than financial lease rates since they are shorter term.
When equipment is required intermittently this form of acquisition can be attrac-
tive since it avoids the need to let plant lie idle. Many types of equipment such as
diggers, bulldozers and skips may be available on short-term hire as may storage
facilities.

Leasing may be advantageous to suppliers because it provides customer benefits
that may differentiate product and service offerings. As such it may attract cus-
tomers who otherwise may find the product unaffordable or uneconomic. The
importance of leasing in such industries as cars, photocopying and data processing
has led an increasing number of companies to employ leasing consultants to work
with customers on leasing arrangements and benefits. A crucial marketing decision
is the setting of leasing rates, which should be set with the following in mind:

(a) the desired relative attractiveness of leasing versus buying (the supplier may
wish to promote/discourage buying compared with leasing)

(b) the net present value of lease payments versus outright purchase
(c) the tax advantages of leasing versus buying to the customer

(d) the rates being charged by competition

(e) the perceived advantages of spreading payments to customers

(f) any other perceived customer benefits, e.g. maintenance and insurance costs
being assumed by the supplier
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Relationship Management

The discussion of reverse marketing gave examples of buyers adopting a proactive
stance in their dealings with suppliers and introduced the importance of
buyer—seller relationships in marketing between organisations. The Industrial
Marketing and Purchasing Group?® developed the interaction approach to explain
the complexity of relationship management. This approach views these relation-
ships as taking place between two active parties. Thus reverse marketing is one man-
ifestation of the interaction perspective. Both parties may be involved in
adaptations to their own process or product technologies to accommodate each
other, and changes in the activities of one party are unlikely without consideration
of, or consulation with, the other party. In such circumstances a key objective of
industrial markets will be to manage customer relationships. Not only should
formal organisational arrangements such as the use of distributors, salespeople and
sales subsidiaries be considered, but also the informal network consisting of the per-
sonal contacts and relationships between supplier and customer staff. Marks &
Spencer’s senior directors meet the boards of each of its major suppliers twice a year
for frank discussions. When Marks & Spencer personnel visit a supplier, it is referred
to as a ‘royal visit’. Factories may be repainted, new uniforms issued and machinery
cleaned. This reflects the exacting standards that the company demands from its
suppliers and the power it wields in its relationship with them.

The reality of organisational marketing is that many suppliers and buying organ-
isations have been conducting business between themselves for many years. For
example, Marks & Spencer has trading relationships with suppliers that stretch back
almost 100 years. Such long-term relationships can have significant advantages to
both buyer and seller. Risk is reduced for buyers since they get to know people in
the supplier organisation and know who to contact when problems arise.
Communication is thus improved and joint problem-solving and design manage-
ment can take place. Sellers gain through closer knowledge of buyer requirements,
and by gaining the trust of the buyer an effective barrier to entry for competing
firms may be established. New product development can benefit from such close
relationships. The development of machine-washable lambswool fabrics and easy-
to-iron cotton shirts came about because of Marks & Spencer’s close relationships
with UK manufacturers. Sellers can also gain through information which buyers
provide. Buyers often gather and pass on information about market developments
that is relevant to the seller’s business.?!

Close relationships in organisational markets are inevitable as changing tech-
nology, shorter product life-cycles and increased foreign competition place market-
ing and purchasing departments in key strategic roles. Buyers are increasingly
treating trusted suppliers as strategic partners, sharing information and drawing on
their expertise when developing cost-efficient, quality-based new products. Such
partnerships can form a strong barrier to entry for competitors wishing to do busi-
ness with a buying organisation. For example, when an outside supplier’s offer
involves lower costs, higher quality, or even more advanced technology, buying
organisations such as Honda, Toyota and Daimler Chrysler will work with their
present strategic partners, giving them the opportunity to match or exceed the offer
within a given time frame, which can be as long as 18-24 months.?? The marketing
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implication is that successful organisational marketing is more than the traditional
manipulation of the four Ps — product, place, promotion and price. Its foundation
rests upon the skilful handling of customer relationships. This had led some
companies to appoint customer relationship managers to oversee the partnership
and act in a communicational and co-ordinated role to ensure customer satisfac-
tion. Still more companies have reorganised their salesforces to reflect the import-
ance of managing key customer relationships effectively. This process is called ‘key’
or major account management. It should be noted, however, that strategic partner-
ships and key account management may not be suitable for all companies. For
example, small companies may not be able to afford the resources needed to make
such processes work. 23

m Conclusions

Understanding buyer behaviour has important implications for salespeople and
sales management. Recognition that buyers purchase products in order to overcome
problems and satisfy needs implies that an effective sales approach will involve the
discovery of these needs on the part of the salesperson. Only then can s/he sell the
offering from the range of products marketed by the company which best meets
these needs.

When the decision-making unit is complex, as in many organisational buying
situations, the salesperson must attempt to identify and reach key members of the
DMU in order to persuade them of the product’s benefits. S/he must also realise that
different members may use different criteria to evaluate the product and thus may
need to modify his or her sales presentation accordingly.

The next chapter is concerned with the development of sales strategies which
reflect the buyer behaviour patterns of the marketplace.
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Practical Exercise

The lost computer sale

Jim Appleton, managing director of Industrial Cleaning Services, had decided that
a personal computer could help solve his cash flow problems. What he wanted was
a machine which would store his receipts and outgoings so that at a touch of a
button he could see the cash flow at any point in time. A year ago he got into serious
cash flow difficulties simply because he didn’t realise that, for various reasons, his
short-term outflow greatly exceeded his receipts.

He decided to visit a newly opened personal computer outlet in town on Saturday
afternoon. His wife, Mary, was with him. They approached a salesperson seated
behind a desk.

Jim:

Salesperson:

Mary:
Jim:

Salesperson:

Mary:

Salesperson:

Mary:

Salesperson:

Mary:
Jim:

Salesperson:

Jim:

Salesperson:

Good afternoon. I'm interested in buying a personal computer for my
business. Can you help me?

Yes, indeed, sir. This is the fastest growing network of personal com-
puter centres in the country. I have to see a colleague for a moment
but I shall be back in a few minutes. Would you like to have a look at
this brochure and at the models we have in the showroom?
[Salesperson gives them the brochures, and leaves them in the showroom.]
I don’t understand computers. Why are some bigger than others?

I don’t know. What baffles me are all these buttons you have to press.
I wonder if you have to do a typing course to use one? [Jim and Mary
look round the showroom asking each other questions and getting a little
confused. The salesperson arrives after five minutes.)

Sorry to take so long but at least it’s given you a chance to see what
we have in stock. You tell me you want a computer for work. I think
I have just the one for you. [Salesperson takes Jim and Mary to a model.]
This could be just up your street. Not only will this model act as a
word processor, it will do your accounts, financial plans and stock
control as well. It has full graphic facilities so that you can see trend
lines on the screen at the touch of the button. You can also send
emails and access the Internet.

It looks very expensive. How much will it cost?

A lot less than you think. This one costs £1,000, which is quite cheap.
I've seen advertisements in newspapers for computers which are a lot
less expensive.

Yes, but do they have an Intel 1.8 MHz Pentium IV processor with 256
megabytes of SDRAM and a 20 Gb hard drive? And do they contain
ATT’s best selling Radeon graphics card and the latest CD/DVD drive?
I don’t know, but they looked quite good to me.

It looks very complicated to use.

No more complicated than any of the other models. The computer
comes with a full set of instructions. My 12-year-old son could operate it.
What's this button for?

That moves the cursor. It allows you to delete or amend any character
you wish.
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Jim: I see.

Salesperson:  I've left the best till last. Included in the price are three software pro-
grams which allow the machine to be used for spreadsheet analysis,
stock control and word processing. I'm sure your business will benefit
from this computer.

Jim: My business is very small. I only employ five people. I'm not sure it’s
ready for a computer yet. Still, thank you for your time.

Discussion Questions

1 What choice criteria did Jim and Mary use when deciding whether to buy a
computer and which model to buy?

2 Did the salesperson understand the motives behind the purchase? If not, why
not? Did s/he make any other mistakes?

3 Imagine that you were the salesperson. How would you have conducted the
sales interview?

Examination Questions

1 Compare and contrast the ways in which consumers and organisations buy
products and services.

2 Of what practical importance is the study of organisational buyer behaviour to
the personal selling function?



Sales Settings

After studying this chapter, you should be able to:

1 Understand the forces impacting selling and sales management
2 Appreciate why channels are structured in different ways

3 Evaluate push and pull promational strategies and tactics
4

Understand the unique problems and forces that surround
organisational and service sales settings

5 Evaluate the usefulness and application of exhibitions as a
promotional medium

6 Understand the nature and role of public relations as a selling tool

Key Concepts

e channels of distribution ‘push’ techniques

* environmental and managerial forces ¢ sales channels
¢ exhibitions ¢ sales promations
e franchising/vertical marketing ® services
system (VMS) e strategic customer management

e physical distribution management (PDM) e supply chain integration (SCI)
* public relations ¢ trade marketing
e ‘pull’ techniques ® unique sales proposition (USP)

In this chapter we analyse the major forces that affect selling and sales management.
We then consider specific sales settings such as sales channels, industrial/commer-
cial/public authority, retail and services selling. Related activities that support sell-
ing activities, namely sales promotions, exhibitions and public relations, are also
examined.
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m Environmental and Managerial Forces Impacting Sales

A number of major environmental (behavioural and technological) and managerial
forces impact on how selling and sales management are and will be carried out.!?
These are outlined in Table 4.1.

Behavioural forces

As customers adjust to a changing environment, so sales has to adapt to a variety of
influences:

(a) rising consumer and organisational buyer expectations

Table 4.1 Forces affecting selling and sales management

Behavioural forces

Rising customer expectations and being concerned with fulfilling more than basic needs
More professionally minded organisational buyers

Customer avoidance of buyer—seller negotiations

Expanding power of major buyers

Globalisation of markets

Fragmentation of markets

Technological forces

Sales force automation

¢ laptop computers and more sophisticated software
¢ electronic data interchange

e desktop videoconferencing

* extranet

Virtual sales offices

Widespread adoption of credit cards as charging platforms and use of such facilities as
opportunities for creation of databases

Electronic sales channels

e internet

¢ television home shopping

Managerial forces

Direct marketing

e direct mail

e telemarketing

Blending of sales and marketing

e intranet

Qualifications for salespeople and sales managers

Source: Adapted and updated from Anderson, R.E. (1996) ‘Personal selling and sales
management in the new millennium’, Journal of Personal Selling and Sales Management,
16(4), pp. 17-52.
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(b) customer avoidance of buyer-seller negotiations
(c) expanding power of major buyers
(d) globalisation of markets

(e) fragmentation of markets

Rising consumer/organisational buyer expectations and fulfilment of higher
order needs

As consumers experience higher standards of product quality and service, so their
expectations are fuelled to expect even higher levels in the future. This process may
be hastened by experiences abroad, and new entrants to industries (possibly from
abroad) that set new standards of excellence. The chief executive of customer satis-
faction research firm J.D. Power explained: ‘What makes customer satisfaction so
difficult to achieve is that you constantly raise the bar and extend the finish line.
You never stop. As your customers get better treatment, they demand better treat-
ment.” The implication for salespeople is that they must accept that both consumer
and organisational buyer expectations for product quality, customer service and
value will continue to rise. They must respond to this challenge by advocating and
implementing continuous improvements in quality standards. The same is of course
true in respect of organisational buyers, especially in view of trends highlighted in
Chapter 7.

Customer avoidance of buyer-seller negotiations

Studies have shown that the purchase of a car is the most anxiety-provoking and
least satisfying experience in retail buying.?> Some car salespeople are trained in the
art of negotiation supported by high pressure sales tactics. Consequently, customers
have taken to viewing the purchase as an ordeal to be tolerated rather than a pleas-
urable occasion to be savoured. In response, some car companies have moved to a
fixed price, no pressure and full book value for the trade-in approach. This was used
for the successful launch of the Saturn by General Motors in the USA and is the phil-
osophy of Daewoo cars in the UK.

Expanding power of major buyers

The growing dominance of major players in many sectors (notably retailing) is
having a profound influence on selling and sales management. Their enormous pur-
chasing power means that they are able to demand and get special services, includ-
ing special customer status (key account management), just-in-time inventory
control, category management and joint funding of promotions. Future success for
salespeople will be dependent on their capabilities to respond to increasing demands
of major customers.

Globalisation of markets

As domestic markets saturate, companies are expanding abroad to achieve sales and
profit growth. Large companies such as Coca-Cola, Colgate-Palmolive and Avon
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Products now earn the largest proportion of their revenues in foreign markets. The
global challenge includes a correct balance between expatriate and host country
sales personnel, adapting to different cultures, lifestyles and languages, competing
against world-class brands and building global relationships with customers based
in many countries. For example, 3M has a variety of global strategic accounts from
industrial high-tech (e.g. Motorola, Hewlett-Packard, IBM, Texas Instruments) to
original equipment manufacturers in electronics, appliances, automotive, electrical,
aerospace, furniture, consumer products and health care.* A major challenge for
such transnational corporations is the co-ordination of global sales teams that sell
to companies like Nortel, Samsung, Siemens or P&G, where the customer may be
located in over 20 countries and require special terms of sale, technical support,
pricing and customisation of products. This complexity means that strategic
account managers require both enhanced teamwork and co-ordination skills to
ensure that customers receive top quality service.

Fragmentation of markets

Driven by differences in income levels, lifestyles, personalities, experiences and race,
markets are fragmenting to form market segments. This means that markets are
likely to become smaller with an increasing range of brands marketed to cater for
diverse needs (both functional and psychological) of customers. Marketing and sales
managers need to be adept at identifying changes in consumer tastes and develop-
ing strategies that satisfy an increasingly varied and multicultural society.

Technological forces

The importance of technological forces on selling and sales management is reflected
in the attention given to this topic in Chapter 12. Three major forces are at play:

e salesforce automation
e virtual sales offices

e electronic sales channels

Salesforce automation includes laptop and palmtop computers, mobile telephones,
fax, email and more advanced sales software which aid such tasks as journey and
account planning, and recruitment, selection and evaluation of sales personnel. In
addition, electronic data interchange (EDI) provides computer links between manu-
facturers and resellers (retailers, wholesalers and distributors), allowing direct
exchange of information. For example, purchase orders, invoices, price quotations,
delivery dates, reports and promotional information can be exchanged.
Technological innovations have made possible desktop videoconferencing,
enabling sales meetings, training and customer interaction to take place without the
need for people to leave their offices.

Improved technology has encouraged the creation of virtual offices, allowing
sales personnel to keep in contact with head office, customers and co-workers. The
virtual office can be home or even a car. This means cost and time savings and
enhanced job satisfaction for salespeople who are spared time waiting in traffic that
is a feature of the job.
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The fastest growing electronic sales channel is undoubtedly the internet, which
will be discussed in Chapter 12. Its impact is not simply to reduce the size of sales-
forces but to change the focus of the sales team. For example, the Dell salesforce are
encouraged to convert customers to buy using the internet. The objective is to free
expensive salesperson time from transactional selling (which Dell’s website does
better, faster and cheaper) so that more time can be devoted to closing big new
orders.’

However, another emerging channel is worthy of mention as it will reduce the
need for field salesforces. This is television home shopping, which is popular in the
USA. Viewers watch cable television presenters promote anything from jewellery to
consumer electronics and order by telephone. In effect, the presenter is the sales-
person.

Managerial forces

Managers can respond to the changes in the environment by developing new strat-
egies and tactics to enhance sales effectiveness, including:

(a) employing direct marketing techniques
(b) improving co-operation between sales and marketing

(c) encouraging salespeople to attend training programmes and gain professional
qualifications

The increased role of direct marketing, including direct mail and telemarketing, will
be discussed in Chapter 12. However, an emerging change is the use of computer
stations, especially in US retail outlets, to replace traditional salespeople. In Europe
the serious use of computer stations began in car showrooms with Daewoo’s
employment of kiosks where customers gather product and price information. The
process has moved further in the USA where several Ford dealerships have installed
computer stations that fully replace salespeople. Customers can compare features of
competitive models, calculate running costs, compute monthly payments, and use
the computer to write up the order and transmit this to the factory, without the
intervention of a salesperson.

The development of effective relationships between sales and marketing is recog-
nised, but in practice, blending the two functions into an effective whole is some-
times hampered by poor communication. The establishment of intranets that link
employees, suppliers and customers through their PCs can improve links and
improve information exchange. Intranets are used for such functions as email, team
projects and desktop publishing. Their adoption can enhance the effectiveness of
the field salesforce that requires fast access to rapidly changing information such as
product specifications, competitor news and price updates, and allows the sharing
of information between sales and marketing.

The result of these forces is to change the role and operation of the traditional
sales organisation from a focus on order-taking and order-making to strategic cus-
tomer management.® The challenge is to reposition sales as a core element of a
firm’s competitiveness, where the sales organisation is closely integrated into mar-
keting strategy and planning.” This process places the customer at the centre of the
company'’s focus with the sales organisation charged with taking a strategic view of
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designing and implementing superior customer relationships.® This requires sales
management to work towards the total integration of how customer relationships
are designed, established, managed and sustained. For example, companies like
Cisco have developed sales strategies that use personal selling when the purchase is
important, complicated and the decision uncertain — usually the first sale to a cus-
tomer or a new application - leaving subsequent purchases to be made via the inter-
net.’
Strategic customer management requires three activities to be performed:!°

e Intelligence: enhancing customer knowledge to add value to customer
relationships.

A key finding in an investigation into corporate purchasers’ views of world
class sales organisations is that their salespeople show a deep understanding of
the customer’s business, so that they can identify needs and opportunities
ahead of the customer.!! The idea is that sellers can gain competitive advantage
by identifying new opportunities in the end-user markets of their customers.
This requires the seller to move from a simple knowledge of the customer’s
organisation to understanding the customer’s markets. For example, when
Johnson Controls in the USA won the business for the seats and electronic
controls in Ford’s F-series trucks, it was not by discussing seats and switches
with Ford. Johnson’s competitive advantage was a better understanding of truck
driver’s seating and control preferences than Ford.

e Interfaces: refocusing salesforce efforts into the management and exploitation
of critical interfaces that affect customer value (for example, with customer
relationship management and key account management).

Strategic customer management requires that the traditional salesperson and
sales management processes integrate with the new challenges of doing
business that have emerged through developments in technology. For example,
the US firm Western and Southern Financial Group has added to its field
salesforce of 2,200 representatives, call centre and online sales operations. The
challenges include developing a new collaborative sales representative role,
working with and through the new channels, relying on building salesperson
trust to encourage information sharing and a seamless customer relationship
across all the channels.'? The aim is to produce an effective customer
relationship management system that allows customer choice of channel while
creating an efficient system of delivering customer value.

e Integration: the process of welding all the company’s activities and processes
that affect customer value into a single, integrated and sustained point of value
delivery to customers.

Similar to the previous activity but broader in scope is the need for cross-
functional and cross-border integration to deliver superior customer value. The
lack of such co-ordination has proven harmful to customer relations. For example,
the lack of integration between sales and supply chain management caused
problems for one company when the sales director realised that a major customer
was ordering irregularly as and when stock control indicated the need for more
supplies. He recognised that his stock cover could be reduced if the customer could
be persuaded to adopt continuous replenishment. Two days after the customer
agreed to move to the new system, the sales director received a telephone call from
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the distraught customer complaining that he was almost out of stock and on the
point of taking his business elsewhere. The sales director ran to the distribution
depot to identify the problem. The answer was simple: the distribution system
placed highest priority on large orders. Unfortunately the change to continuous
replenishment meant that the customer was placing many small orders which
received lowest priority and were often not fulfilled by the end of the day.
Another example shows the dramatic consequences of a lack of integration
between sales and operations.!? In a major clothing company, the sales manager was
instructed to increase sales targets irrespective of production capacity. Encouraged
by his sales manager, a salesperson secured a major order from a national retailer.
The result was that production could not deliver, the customer was furious, the
salesperson was demotivated, and the sales manager was acutely embarrassed.

Having examined the major forces impacting the sales function, we will now con-
sider the specific settings where selling takes place, and some of the activities, such
as sales promotions and exhibitions, that support selling activities.

m Sales Channels

Distribution channels involve two separate, yet closely connected, activities: logis-
tics, or physical distribution management (PDM), and channels of distribution.
Historically, distribution was simple, with producers selling to their immediate
neighbours, who often collected goods themselves. Modern-day manufacturing,
more cosmopolitan consumers, better transportation and communications, and
business specialisation has meant that channel decisions are now quite complex.
Distribution costs have risen relative to production. However, as a result of automa-
tion and computerisation, production costs as a percentage of total cost are now
considerably lower than they were only a few years ago. Each of the two elements
of distribution is now considered.

Logistics or physical distribution management (PDM)

The terms logistics and PDM are interchangeable, although some writers infer that
logistics is more concerned with strategic issues whereas PDM relates to tactics.
Basically, logistics means the effective and economic planning, implementing and
controlling the physical flow of materials in their unprocessed state through to fin-
ished goods from the point of origin to delivery to the end consumer. Logistics con-
ventionally starts with customers and works back towards the original source of supply.
The term ‘supply chain ingegration’ (SCI) is sometimes used to describe its effective
co-ordination, and this is discussed in detail in Chapter 10, ‘Relationship selling’.

The logistics mix describes the functional elements involved in this process and
each of these is now considered:

1 Order processing. This first stage calls for close liaison with the customer and a
well-designed system should have simple administrative procedures and be
speedy and effective.
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2 Materials handling. This is usually a function of the product in terms of physical
chacteristics like weight, bulk related to value and perishability and this will
determine how it is stored and transported. Here, a balance between levels of
service that the company provides (e.g. ex-stock delivery as opposed to, say,
one month) and costs is a decisive factor.

3 Warehousing. The location of depots and warehouses relative to end customers
is very important in some industries (e.g. agricultural machinery where spare
parts must be immediately available during the harvesting period). Warehouses
can carry buffer stock and help to even out peaks and troughs in production.
Again, this process requires a balance between service levels and costs.

4 Inventory control. With the widespread adoption of just-in-time, or lean,
manufacturing, this has become a critical issue. It is now customary to think of
stockholding in terms of hours rather than days or weeks. An accounting rule
of thumb suggests that the physical act of stockholding can add 25 per cent to
the costs of inventory without adding to its value, so the advantages of lean
manufacturing are understandable.

S Transportation. This involves the physical delivery of goods to customers, and
the organisation of materials from suppliers to be used in the production
process. It is, of course, a critical factor in companies that operate a lean
manufacturing system and this usually means that it is more costly because of
smaller batch and load sizes, often resulting in partial loads.

6 Packaging. Packaging design for the container that is displayed on the shelf of a
supermarket is normally a marketing communications issue, but in terms of
outer containers and appropriate packaging for shipping via various modes of
transport, this falls under the logistics mix classification

There are two philosophical standpoints in relation to logistics. One considers it as
a ‘systems concept’ whereby management regards logistics as a system of interre-
lated components. The other views it as a total cost approach where management
attempts to minimise the cost of using the components taken as a whole.

Channels of distribution

Management should constantly reappraise channels of distribution to make cost
savings. Marketing channels are determined by company policy and this determines
how the salesforce should be organised.

A sales channel is the route that goods take through the selling process from sup-
plier to customer. Sometimes the channel is direct, especially where goods sold are
incorporated into a manufacturing process. Final goods might then be sold through
a different channel. A product example is fuel injection systems that are sold to
automobile manufacturers; automobiles are then sold to car distributors and the car
distributors sell to end consumers. When we consider a product from the raw
material stage to the end product, many different sales channels can be involved at
different stages of manufacturing. A sales channel can also be indirect, whereby a
manufacturer sells to a wholesaler or agent, who sells in smaller lots to other cus-
tomers. This is known as ‘breaking bulk’.
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Research has shown that channel management is a key role of the sales man-
ager.'* This is a major responsibility since for most manufacturers success or failure
is partially determined by how efficiently and effectively their products are sold
through their marketing channel members (e.g. agents, wholesalers, distributors
and retailers). The implication is that sales managers require training in how to deal

with issues related to channel management.'®

Reedform of Wokingham

Good supply chain management is seen as both a key driver of business and
one of the toughest problems for UK managers. Procurement is an often neg-
lected part of business. A survey of chief executives and finance directors by
the Chartered Institute of Purchasing & Supply found that 48 per cent could
not recall their annual expenditure on goods and services, yet had no problem
listing turnover, sales, profits and salary costs. This was odd, considering that
most companies spend more on goods and services than on wages.

The starting point for managers should be in understanding how goods flow
through the firm. This means mapping out the connections from suppliers to
the company and on to customers, then charting the flow of information:
orders, schedules, shipping notes, invoices, and so on. With a clearer picture
of the supply chain, a company can work out a strategy that fits an overall
scheme for the enterprise.

Reedform realised that its traditional business of printing forms was dying so
it realigned its strategy and became a print ‘broker’. It now commissions orders
— everything from brochures to golf umbrellas — from printers. It then stores
finished products for clients (who are short of space and glad to outsource
their storage and stock management) and despatches them to their clients’
customers as required. This new strategy meant building relationships with
print suppliers and finding ways to add value for their clients by knowing
what they needed and offering flexible arrangements. This involved invest-
ment in IT, but improvements were possible only because managers had
formed a clear picture of what they wanted for the business.

Source: Adapted from ‘Going with the flow’, Management Today Supplement, May
2002.

Selecting/reappraising sales channels

When selecting or reappraising channels, the company must take into consider-

ation:

the market
channel costs
the product

profit potential
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e channel structure
e product life-cycle

e non-marketing factors

The market

This must be analysed to ensure that as many potential consumers as possible will
have an opportunity to purchase the product or service. Channel compatibility with
similar products in the marketplace is important. Consumers tend to be conserva-
tive and any move from the accepted norm can be viewed with suspicion. Unless
there are sound reasons for so doing, it does not make sense to go outside the estab-
lished channel. For instance, a canned food producer would not normally consider
selling through mail order unless the company was providing a very specialist type
of food or perhaps providing it as part of a hamper pack. Instead, the company
would use traditional distribution outlets like food multiples and cash and carry.

Channel costs

Generally, short channels are the costliest. A company selling direct may achieve
large market coverage, but in addition to increased investment in the salesforce, the
firm also incurs greater transportation and warehousing costs. This is balanced
against the fact that there will be a greater profit margin, by virtue of the fact that
distributive intermediaries are obviated and their margins will not have to be met.
In addition to such financial criteria, short channels have an advantage of being
nearer to end-users, which means the company is in a better position to anticipate
and meet their needs.

There has been a trend in recent years for manufacturers to shorten their chan-
nels to control more effectively distribution of their products, particularly where
advertising has been used to pre-sell the goods to consumers.

The product

Normally, low-cost, low-technology items are more suited to longer channels. More
complex items, often requiring much after-sales service, tend to be sold through
short channels. This is why most industrial products are sold direct from the pro-
ducer to user. The width of the product line is important, in that a wide product line
may make it worthwhile for the manufacturer to market direct because the sales-
person has a larger product portfolio with which to interest the customer that makes
for more profit-earning potential.

A narrow product line is more suited to a longer channel because along the dis-
tribution chain it can be combined with complementary products of other manu-
facturers, resulting in a wider range of items with which to interest the customer. In
this case, distributive intermediaries and not manufacturers are performing the final
selling function. An example here is a manufacturer of bathroom fittings who sells
through builders’ merchants. Builders’ merchants then sell these fittings to builders
alongside other materials they require.
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Profit potential

There comes a point when the costs of obtaining more sales through a channel out-
weigh revenue and profits to be gained from increased sales. For instance, a manu-
facturer of an exclusive perfume would not distribute through supermarkets or
advertise during peak-time television viewing. If the company did, then sales would
no doubt increase, but costs of achieving those sales would make it unprofitable. It
is an accounting problem and a balance must be struck between channel expense,
profit and gross margins.

A manufacturer using short channels is more likely to have high gross margins,
but equally higher channel expenses. A manufacturer using longer channels will
have relatively lower gross margins, coupled with lower channel expenses.

Channel structure

To some extent a manufacturer’s choice of distributive intermediaries is governed by
the members in that channel. If members of the channel are strong (by virtue of,
say, their size), then it will be difficult for a manufacturer to go outside the estab-
lished channel.

In some cases it may be difficult to gain entry to the channel unless the product
is differentiated by way of uniqueness or lower price than those products already
established in the channel. An example is the potential difficulty that a new deter-
gent manufacturer would have in attempting to sell products through larger super-
markets. The manufacturer would have to convince members of the channel that
the detergent was in some way better than those already on the market, or offer
advantageous prices and terms. In addition, detergent is mainly marketed using a
‘pull’ strategy that relies on consumer advertising to create brand loyalty and pre-
sell the product to end customers. A new manufacturer would have to spend a lot
on mass advertising to create brand loyalty for the product, or attempt to ‘push’ the
product through the channel by providing trade incentives, with probably a lower
end price than competitive products coupled with larger profit margins for retailers.
It can be seen that it would be a daunting task for a new detergent manufacturer to
enter the market in a big way without large cash resources at its disposal.

Product life-cycle

Consideration must be given to how far the product is along the product life-cycle.
A new concept or product just entering the life-cycle might need intensive distri-
bution to start with to launch it on the market. As it becomes established it may be
that after-sales service criteria become important, leading to a move to selective dis-
tribution, with only those dealers that are able to offer the necessary standard of
after-sales service being allowed to sell the product. Conversely, sales are low
initially in keeping with diffusion theory discussed in Chapter 1. It would then be
the case that only a select few distributors are needed in the early stages of the life-
cycle.

In the case of televisions the wheel has turned full circle, from intensive distri-
bution to selective distribution (for reasons just mentioned) and back to intensive
distribution. This is because servicing of televisions is now relatively simple, in that
televisions are constructed similarly and standard units are replaced when repairs
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are needed. A television repairer no longer needs to be a specialist in one particular
model. Television manufacturers realise that with comparative parity between
models, consumers are less likely to be drawn towards a particular brand because of
its supposed technical superiority or standard of after-sales service. The most crucial
factor now is ensuring the customer is able to see the brand and compare it with
competitors’ brands. Thus, maximum exposure at point of sale is a manufacturer’s
distribution objective.

Non-marketing factors

Non-marketing factors relate to the amount of finance available. In the case of an
innovative product, it could be that the firm is unable to exploit this to its fullest
advantage because of financial constraints. The firm may have to distribute through
a middleman because it cannot afford to employ a field salesforce. Conversely, the
firm may use a non-conventional channel such as mail order, which requires mini-
mal investment in salespeople, although the physical characteristics of the product
might not make it suitable for mail order.

Non-marketing factors often apply when selling internationally, as many
companies view export orders as a supplement to home trade and are prepared to
offer an agency to anybody who is likely to obtain orders, irrespective of their com-
mercial standing. A fuller discussion of international aspects is in Chapter 5, but it
should be noted that there are cases of companies that entered into export agency
agreements when they were small and exporting was relatively unimportant. As the
companies grew they came to regard exporting as essential, but it proved difficult
and expensive to unwind hastily-entered-into agency agreements. Such companies
in many cases had to persevere with the original arrangements, often against long-
term best interests.

Characteristics of sales channels

Marketing channels are one of the more stable elements in the marketing mix. A
channel is costly and complex to change, unlike price, which is relatively easy to
manipulate. For instance, a switch from selective to intensive distribution is a policy
decision that will have a direct effect upon salesforce numbers, and even upon the
type of selling methods to be used.

The main problem that companies have to face is in choosing the most appro-
priate channel. From the viewpoint of sales management this includes the type of
sales outlet that must be serviced. Basically, a manufacturer has the choice of one of
four types of distribution:

1 Direct. The manufacturer does not use a middleman and sells and delivers direct
to the end customer.

2 Selective. The manufacturer sells through a limited number of middlemen who
are chosen because of special abilities or facilities to enable the product to be
better marketed.

3 Intensive. Maximum exposure at the point of sale is needed and the
manufacturer sells through as many outlets as possible. Servicing and after-sales
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aspects are less important. Examples are cigarettes, breakfast cereals and
detergents.

4 Exclusive. The manufacturer sells to a restricted number of dealers. An example
is the car industry where distributors must provide levels of stockholding, after-
sales service, etc., deemed appropriate by manufacturers as their reputations
depend ultimately upon service back-up given by distributors.

m Industrial /Commercial /Public Authority Selling

These categories are grouped together as the sales approach is similar and behav-
ioural patterns exhibited by each conform to organisational behaviour (discussed in
Chapter 3). A number of characteristics in these types of market distinguish them
from consumer markets.

Fewer customers

Institutions and businesses purchase goods either for use in their own organisations
or for use in the manufacture of other goods. There are few potential purchasers,
each making high-value purchases.

Concentrated markets

Industrial markets are often highly concentrated, an example being the UK textile
industry which is centred in Lancashire and Yorkshire. An industrial salesperson
who sells into one industry may deal with only a few customers in a restricted geo-
graphical area.

Complex purchasing decisions

Buying decisions often involve a large number of people, particularly in the case of
a public authority where a purchasing committee may be involved in a major
purchase.

Many industrial buying decisions involve more than the buyer; in some cases the
technical specifier, production personnel and finance personnel are involved and
this is where the decision-making unit (as discussed in Chapter 3) can be seen in
practice. This can lengthen negotiation and decision-making processes. Salespeople
have to work and communicate with people in a variety of positions and tailor their
selling approaches to satisfy individual needs. For example, specifiers need to be
convinced of the technical merits of the product, production people want to be
assured of guaranteed delivery and buyers will be looking for value for money.

For technically complicated products, selling is sometimes performed by a sales
team, with each member working with their opposite number in the buying team,
e.g. a sales engineer works with engineers in the buying company.
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Long-term relationships

A life insurance policy salesperson might make a sale and never meet the customer
again. The nature of selling in industrial, commercial and public authority set-
tings is that long-term relationships are established and both parties become
dependent upon each other, one for reliable supplies and the other for regular
custom.

There is a tendency to build up strong personal relationships over a long time
and high-pressure sales techniques could be counter-productive. A more considered
approach involving salespeople identifying needs of individual customers and sell-
ing the benefits of the product to satisfy those needs is more likely to be successful.
The ability of salespeople to deal with complaints and provide a reliable after-sales
service is important. It is suggested that the effective salesperson must understand
how to develop and sustain relationships with key customer groups, along the lines
of relationship selling (Chapter 10).

Reciprocal trading

This is an arrangement whereby company A purchases certain commodities manu-
factured by company B and vice versa. Such arrangements tend to be made at senior
management level and are often entered into when there is a financial link between
the companies, such as those within the same group (referred to as intergroup
trading) or between companies whose directors simply want to formalise an
arrangement to purchase as much of each other’s products as possible.

Such arrangements can be frustrating for salespeople and buyers alike, as they
deter free competition. Buyers do not like to be told where they must purchase from,
just as salespeople do not like having a large part of a potential market permanently
excluded because of a reciprocal trading arrangement.

Types of production

This relates mainly to industrial sales. The type of production operated by the firm
to whom the salesperson is selling can determine the type of selling approach to be
used. There are a number of different types of production:

1 Job (or unit or project) production. An item is produced or constructed to
individual customer requirements. It is difficult to forecast demand in such
circumstances. Examples are ships, tailormade suits and hospital construction.

2 Batch production. A number of products or components are made at the same
time, but not on a continuous basis. As with job production, batches are
normally made to individual customer requirements, but sometimes batches are
produced in anticipation of orders. Product examples are books, furniture and
clothes.

3 Flow (or mass or line) production. This is continuous production of identical or
similar products that are made in anticipation of sales. Examples are motor
cars, video recorders and washing machines.
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4 Process (or continuous) production. The production unit has raw materials coming
into the manufacturing process and a finished product emerging at the end.
Examples are chemicals, brewing and plastic processes.

Salespeople selling in a combination of such settings have to adopt a different
approach for each. With flow production the salesperson has to anticipate model
changes to ensure the firm is invited to quote at the outset, and follow up the quo-
tation in the expectation of securing an order which will be fulfilled over the life of
the product. If the salesperson is unsuccessful at this stage, then he or she may not
have the opportunity of selling to the firm again until the next model change, when
it will be difficult dislodging an established supplier.

Just-in-time manufacturing is normally operated in flow production situations.
As will be discussed in Chapter 10, reliability of quality and delivery are of prime
importance as manufacturers work on minimal stockholding of components and
raw materials. Long-term relationships with suppliers are prevalent. ‘Zero defects’ is
the goal suppliers must strive to achieve in terms of quality.

With job production, losing an order is not normally as critical, because as long
as the firm has been professionally represented, it should be invited to quote for the
next order and perhaps be successful then. Losing a potential order is serious, but
with job production it might mean waiting a short period before being asked to
quote again for a different job, whereas with flow production it might be years
before the model is changed and an opportunity provided to quote again (by which
time the buyer might have forgotten the existence of the salesperson).

m Selling for Resale

This includes selling to retailers, most of whom are multiples like Tesco,
Sainsbury’s and Asda which effectively perform their own wholesaling func-
tions. Independents purchase from wholesalers or cash and carry operators like
Makro. Some retailers belong to voluntary chains like SPAR. Much buying is
centralised and in many cases the buyer visits the seller (unlike industrial sell-
ing when the seller normally visits the buyer). A look at changing patterns of
retailing since the end of World War II illustrates how retailing has been revo-
lutionised.

Before examining these changing patterns of retailing, we first categorise seven
different types of selling outlet:

1 Multiples. Classed as belonging to a retail organisation with ten or more
branches, each selling a similar range of merchandise. This has been one of the
fastest growing areas of retailing and in the UK multiples now dominate fast-
moving consumer goods (FMCGQG) retail trading.

2 Variety chains. Similar to multiples except that the qualifying number of
branches is five and they sell a wider range of merchandise.

3 Co-operative societies. Owned and controlled by the people who shop there, each
society is governed by a board of directors elected from its own members.
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Anybody can be a member by purchasing one share. The movement can be
traced back to 1844 when it started in Rochdale. Its principles are:

e open membership
e democratic control (one person, one vote)
e payment of limited interest on capital

e surplus arising out of the operation to be distributed to members in
proportion to their purchases — originally distributed through dividends, but
later paid through trading stamps; this has been generally abandoned in
favour of lower prices

e provision of education

e co-operation amongst societies, both nationally and internationally

4 Department stores. Stores with five or more departments under one roof and at
least 25 employees, selling a wide range of commodities, including significant
amounts of household goods and clothing.

S Independents. Traders who own their own retail outlets. There are variations, the
first being where the independent belongs to a retail buying association. This is
an informal grouping whereby retailers (usually within a specific geographical
area) group together to make bulk purchases. A higher profile arrangement is
when a wholesaler or group of wholesalers invites retailers to affiliate to them
and agree to take the bulk of their purchases from them. Such arrangements are
termed voluntary groups (individual wholesaler sponsored) or voluntary chains
(group wholesaler sponsored). Participating independent retailers have an
identifying symbol (and for this reason they are termed ‘symbol shops’ — like
SPAR) in addition to their customary title. Retailers voluntarily agree to abide
by the rules of the group or chain, including matters of accounting procedures,
shop facilities and group marketing/promotional schemes.

6 Mail order. This activity has expanded significantly in recent years. The most
popular type of arrangement is the mail order warehouse that carries a large
range of goods. Business is conducted through the medium of glossy catalogues
held by appointed commission agents who sell to families and friends. Mail
order is also carried out by commodity specialists dealing in items like
gardening produce, government surplus and hi-fi. They advertise in appropriate
specialist press and through direct mail. This type of business has expanded
largely as a result of the expansion of Sunday colour supplements. Many
companies deal in more general ranges of goods and use such colour
supplements to advertise. Some department stores offer postal services and
sometimes provide catalogues.

7 Direct selling. Party plan companies have sold direct to customers in their
homes for a number of years. Tupperware produces a range of high-quality
kitchenware and other merchandise for food and drink storage. A direct
salesperson demonstrates products to a group of guests, invited by the host in
whose home the demonstration takes place. The host’s compensation is a
percentage commission on orders taken. A long-established company in the
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field of direct selling is Avon Cosmetics whose part-time agents sell to people in
a specific locality through the medium of a catalogue. This company is the
subject of a case study at the end of this chapter. Buying from a ‘travelling
shop’ was popular after World War 11, but as people became more mobile its
popularity waned. However, there is now a new trend to sell bespoke items
through this medium.

Fashion on wheels

The Polyanna boutique zooms about Britain bringing rails of designer labels to
its clients. The company was formed 35 years ago as Barnsley’s first fashion
boutique and has now expanded to include lifestyle menswear and accessories
departments, and an in-house café — Le Croque. Mark, son of the founder, now
zooms around the country in a van packed with high-fashion labels, visiting
clients as far afield as Glasgow and London. His clients largely find out about
the company from the website www.pollyanna.com

Source: The Times, 3 May 2002, pp. 16-17.

The success of the multiples has meant that manufacturers have had to reappraise
their sales channels, with the concentration of purchasing power in fewer hands. In
the FMCG field, manufacturers have become increasingly involved in controlling
distribution of their products and in merchandising activities to support their ‘pull’
marketing strategies. This has meant heavy advertising expenditures, and concur-
rent merchandising activity at point of sale has been necessary to ensure that goods
are promoted in-store to back up national advertising. As a result, large manufac-
turers operating a ‘pull’ strategy have been able to exercise control over their dis-
tributive intermediaries; such intermediaries could only dismiss demand created
through advertising and branding at the risk of losing custom. This control has
meant lower margins for retailers, with manufacturers being able to dictate the
in-store location of their particular products. The weight of advertising put be-
hind major brands has given these manufacturers influence over their distributive
outlets.

Although there was initially some resistance on the part of manufacturers to the
development of the multiples, they eventually found it to their advantage to deal
with them directly. This was because multiples purchased in bulk, often for delivery
to a central depot, and placed large orders well in advance of the delivery date, thus
enabling the manufacturer to organise production more efficiently.

The implications for selling as a result of these developments have been that
salespeople of FMCGs are no longer compelled to sell the products in the old-fash-
ioned ‘sales representational’ sense as advertising has already pre-sold goods for
them. Selling to multiples is more a matter of negotiation at higher levels whereby
the buyer and the sales manager negotiate price and delivery and salespeople merely
provide an after-sales service at individual outlets. Sometimes salespeople carry out
merchandising activities such as building up shelf displays, providing window stick-
ers and in-store advertising, although such duties may also be carried out by separ-
ate merchandiser teams, particularly when some form of demonstration or product
promotion is required.
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The growing importance of retailers is reflected in the formation of trade mar-
keting teams to service their needs. A combination of key account management on
the part of the salesforce and brand management’s lack of appreciation of what
retailers actually want has promoted many European consumer goods companies to
set up a trade marketing organisation. A key role is to bridge the gap between key
account management and the salesforce. Trade marketers focus on retailer needs:

e the kinds of products they want
e in which sizes

e with which packaging

e at what prices

e with what kind of promotion

Information on trade requirements is fed back to brand management who develop
new products, and to the salesforce who can then better communicate with retail-
ers. An important role for trade marketers is to develop tailored promotions for
supermarkets.

Tailored promotion

A supermarket chain that owned a group of hotels demanded from a drinks
supplier that the next competition promotion offer holiday breaks in its hotels
as prizes (paid for by the supplier).

Wholesalers have suffered since and many have gone out of business because their
traditional outlet post-World War II (independents) have also suffered. This is why
wholesalers established voluntary groups or chains, in order to meet the challenge
of multiples and offer a similar type of image to the public. However, this has largely
failed because of inferior purchasing power and because wholesalers must try to
make their independent retailing members behave like multiples, using voluntary
means. The wholesaler’s only sanction against non-cooperating members is to expel
them from the group, whereas in the case of multiples a store manager can be
quickly removed.

Since the late 1960s we have witnessed the growth of large-scale retailing, includ-
ing growth in the size of retail establishments, first to supermarkets, then to super-
stores, then hypermarkets and finally to megastores. Because of the large size of site
required for such outlets, but also for customer convenience, the trend has been
towards out-of-town sites where easy parking is facilitated. Patterns of shopping
have changed, with shoppers for most goods prepared to dispense with the personal
service of the shopkeeper, and self-service and self-selection readily accepted in the
interests of lower overheads and more competitive prices. There has been a growth
in mass marketing because improved standards of living have meant that products
that were once luxury goods are now utility goods and required by the mass of the
population, e.g. cars, foreign holidays, televisions, telephones and mobile phones.
Because supply normally exceeds demand for consumer goods, there has been a
large increase in advertising and other forms of promotion in an attempt to induce
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brand loyalty, with FMCGs being pre-sold to consumers by means of ‘pull’ pro-
motional strategies. At the same time retailers have encouraged shoppers to become
‘store loyal’ through the introduction of loyalty card schemes. Thus, retailing has
been one of dynamic change which has affected ways in which salespeople operate.

Franchising

A more recent trend in European retailing has been contractual systems of fran-
chising. It is a corporate vertical marketing system (VMS) as its power is based at
a point in the channel that is one or more stages removed from the end customer.
The franchisor initiates the franchise and provides the link to the ultimate fran-
chisee in specific stages of the manufacturing/distribution process. Franchising was
originally a British development under the ‘tied public house’ system. Landlords
who owned their own premises were tied to a brewery under an agreement to pur-
chase only that brewery’s products. However, modern franchising is a US phenom-
enon that was introduced to the UK in the 1950s. Since then it has grown
enormously and now has a code of conduct that is administered through a volun-
tary body called the British Franchising Association. Franchising comes in a
number of forms:

1 From manufacturers to retailers: e.g. a car manufacturer (the franchisor) licenses
car distributors (franchisees) to sell its products.

2 From manufacturers to wholesalers: popular in the soft drinks industry, here
manufacturers sometimes supply concentrate (i.e. the ‘secret recipe’) which
wholesalers then mix with water and bottle for distribution to local retail
outlets (e.g. Pepsi Cola, Coca-Cola). Manufacturers are the driving force behind
the brand image of the product and stringent consistency and control of
quality is of paramount importance.

3 From wholesalers to retailers: in decline for a number of years as a result of the
rise of the multiples mentioned. The most successful example is the voluntary
group ‘SPAR’, which does not manufacture, but its large wholesale buying
power means it can pass on cost savings to independent retailers who join the
group and display the SPAR logo. They must abide by rules of the group in
relation to matters like price promotions, standards of store layout and opening
hours that the group uses as part of advertising: ‘SPAR — your eight till late
shop’.

4 Service firm sponsored franchises to retailers: this area has achieved the largest
growth over recent years. Examples are found in the fast food business (e.g.
Burger King, McDonald’s, Little Chef, KFC, Spud-U-Like, Pizza Hut); car rentals
(e.g. Avis, Budget, Hertz); office services (e.g. Prontaprint); hotels and resorts
(e.g. some Sheraton and Holiday Inn hotels are owned by individuals or groups
who operate on a franchise basis).

Franchising arrangements have a common set of procedures:

1 The franchisor offers expert advice on such matters as location, finance,
operational matters and marketing.
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2 The franchisor promotes the image nationally or internationally and this
provides a well-recognised name for the franchisee.

3 Many franchise arrangements have a central purchasing system where
franchisees buy at favourable rates or where a successful ‘formula’ is central to
the operation of the franchise (e.g. KFC).

4 The franchise agreement provides a binding contract to both sides. This
contract governs such matters as hours of opening, hygiene and how the
business is operated in terms of its dealings with customers. Indeed, on this
latter point, organisations like Little Chef employ ‘mystery shoppers’ who call
unannounced and order a meal anonymously. They check up on the operation
of franchisees to ensure they are following the franchise rules of operation. The
mystery shopper investigates matters such as how the customer is greeted,
whether or not they were kept waiting, whether or not certain extra items of
food were offered, cleanliness of restroom facilities and if such facilities were
checked in the last two hours from a chart that is displayed on the wall.

S The franchisor often provides initial start-up and then continuous training to
the franchisee.

6 A franchise arrangement normally requires the franchisee to pay a royalty or
franchise fee to the franchisor. However, the franchisee owns the business and
is not employed by the franchisor.

This system of marketing has become popular over recent years. It provides an
advantage to both large-scale business (the franchisor) and the small-scale business
(the franchisee). In the case of the latter, the opportunity to become self-employed
and in control of their own destiny is a strong motivating factor to work hard and
make a success of the business. The fact that the name is internationally recognised
means that business is assured straight away.

Example of franchising

McDonald’s is an example of brand franchising. McDonald’s, the franchisor,
grants the right to sell McDonald’s branded goods to someone wishing to set
up their own business, the franchisee. The licence agreement allows
McDonald’s to insist on manufacturing or operating methods and the quality
of the product. This is an arrangement that can suit both parties.

Under this franchise, McDonald’s owns or leases the site and the restaurant
building. The franchisee buys the fittings, the equipment and the right to
operate the franchise for twenty years. To ensure uniformity throughout the
world, all franchisees must use standardised McDonald’s branding, menus,
design layouts and administration systems.

Source: http://www.thetimes100.co.uk/case_study with permission
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Selling Services

Just like tangible products, a service must satisfy needs of buyers. However, benefits
are less tangible than physical products in that they cannot be stored or displayed
and satisfaction is achieved through activities (e.g. transportation from one place to
another rather than, say, a seat on a train). Services come in many forms and
examples include:

e transportation - air, sea, rail and road

e power — electricity, gas and coal

e hotels and accommodation

e restaurants

e communications - telephone, fax, email, text messages
e television and radio services

e banking

® insurance

e clubs - social, keep fit, sporting, special interests

e repair and maintenance

e travel agencies

® accounting services

e business consultancy — advertising, marketing research, strategic planning
e architectural

e cleaning

e library

e public (local) authority services and undertakings — disposal of refuse and road
repairs

® computing services

e stockbroking services

There are more and they can be applied to both consumer and industrial users. The
selling approach to each category differs, depending upon customer needs, just as
selling approaches differ when considering physical products.

In the UK the service sector has grown tremendously over recent years, so much so
that it is now primarily a service rather than a manufacturing economy. There are many
reasons for this. For example, more women work full time and the division of respon-
sibilities between men and women is breaking down more equitably. This has put press-
ure on the service sector to provide services that can perform tasks which have hitherto
been seen as the province of being provided in the home (e.g. more eating out in restau-
rants and more holidays — often two per year — because of increased disposable income).
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Better technology has assisted the development and provision of a more com-
prehensive range of services (e.g. banks offer internet banking, credit cards, instant
statements, quicker decisions on loans and longer term services like house loans).
Building societies now provide a broader range of services and have moved into
areas traditionally viewed as the province of the banks and the major ones have now
become banks. This has been a result of the ‘liberalisation’ of their activities through
the Financial Services Act (1986).

In addition to expansion of existing services in the financial sector, more services
are now available (e.g. professional drain clearing through the ‘Dyno-rod’ fran-
chise). Public services have become more marketing orientated and have to be seen
to be more accountable to the publics (e.g. the police service is now more public
relations conscious than in the past). Local authorities spend money that is raised
through council tax and the public now questions more closely how money they
have contributed is being spent. Thus, these organisations have to be seen to be
spending money wisely as they are publicly accountable. They have to communi-
cate with their public and explain how services they provide are of value. Special
characteristics of services include:

(a) Intangibility.

(b) The difficulty of separating production from consumption as many services are
consumed as they are produced.

(c) Services are not as ‘standard’ as products and are more difficult to assess (in
terms of value).

(d) It is not possible to ‘stock’ services (e.g. unsold hotel rooms) unlike products.

Table 4.2 illustrates these characteristics more graphically.

The final criterion, ownership, shows that, unlike a product, the consumer does
not secure ownership of the service, but pays to secure access to the use of the serv-
ice (e.g. a recreational facility like exercise in a gymnasium).

The four Ps have been extended to include an extra three Ps; thus we have the ‘seven
Ps’ of service marketing. The three extra Ps are People, Process and Physical evidence.

e People are an important element in carrying out a service, especially those who
are directly involved with customers. Employees must be well trained and have
a friendly demeanour when handling customers.

e Process relates to how the service is provided and it deals with customers at the
point of contact in the supply of the service. Consistency and quality of service
must be well planned and managed.

Table 4.2 Characteristics of services and products

Products Services
Low Intangibility High
Low Inseparability High
Low Variability (i.e. non-standard) High
Low Perishability (i.e. inability to stock) High
Yes Ownership No
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e Physical evidence is included because of the intangibility of services. Marketing
should highlight the nature of the service being offered. This should be
communicated to customers by emphasising such matters as levels of quality,
types of equipment and physical facilities.

With this background in mind, the task of selling services is perhaps more difficult
than selling products because of its more abstract nature. A distinguishing feature is
that those who provide the service are often the ones who sell that service. Thus,
providers of services must be more highly trained in sales technique, and sales nego-
tiation forms an important part of such interaction. It is important too that close
attention is paid to image building (e.g. banks and insurance companies must be
seen to be stable, reliable institutions, but with a friendly, non-intimidating attitude
- an image on which banks in particular have spent a lot of money). Above all, as
McDonald!® has pointed out, unlike a physical product it is never possible to know
precisely what will be received until the service is rendered, so an element of trust
is essential in selling services.

Extended marketing mix

People: Argos places great emphasis on training staff and ensuring they pro-
vide good customer service. If staff are friendly, know what they are talking
about and are eager to serve customers this can provide an important com-
petitive advantage in retailing.

Process (i.e. the buying process): In 2002 Argos introduced ‘Text and Take
Home’ which allows potential buyers to text at any time to discover if a prod-
uct is available in their local store, and, if they wish, reserve it to pick up later.
The company expects 700,000 users per year for this service. Over 40 million
text messages are sent in the UK every day so the potential is huge and Argos
is tapping into this growth area. Alongside the Argos website and telephone
service, “Text and Take Home’ is designed to make buying more convenient.

Argos has also improved the in-store buying experience by introducing ‘Quick
Pay’ — a system that enables customers in-store to check availability, order and
pay for goods themselves by credit or debit card, thereby avoiding the tills.

This service makes shopping easier for customers and reduces queues in-store
during busy periods; it currently accounts for 6% of all Argos sales. Given the
growth of Internet shopping, where customers can buy direct at any time of
the day or night, Argos has responded by being technologically innovative to
ensure the process of buying is as easy as possible. The success of these devel-
opments has been recognised with many top awards.

Physical environment: In retailing, the look and layout of stores can be an
important factor when attracting customers. Argos has recently invested
heavily in store improvements to ensure customers are attracted.

Source: http://www.thetimes100.co.uk/case_study with permission
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Sales Promotions

Sales promotions include techniques that organisations can use as part of their
marketing effort. Objectives that can be achieved through sales promotional activi-
ties include:

e encouragement of repeat purchases

¢ building of long-term customer loyalty

e encouragement of consumers to visit a particular sales outlet
e building up of retail stock levels

e widening or increasing the distribution of a product or brand
Sales promotions include:

e price reductions

e vouchers or coupons
o gifts

e competitions

e Jotteries

e cash bonuses
Techniques cover:

e consumer promotions
e trade promotions

¢ salesforce promotions

The importance of sales promotions has increased since the 1960s, as has the
sophistication of methods used. It is sometimes implied that sales promotion is a
peripheral marketing activity, but companies increasingly realise the importance of
a well-planned and co-ordinated programme of sales promotion.

Within the UK, sales promotional activities have matured since the 1970s. At that
time few attempts were made to measure their effectiveness. Advertising agencies
branched out into sales promotions with the aim of offering an all-inclusive pack-
age to clients in an attempt to combat competition from emerging sales promotion
agencies. The mid-1980s brought increased economic pressure to bear on business
activities that had the effect of making advertising agencies become more concerned
about reductions in company advertising budgets. They began to pay more atten-
tion to the effectiveness of sales promotions and adopted a more integrated
approach to advertising. There was a move towards fee-based sales promotional
agencies, which implied a longer term relationship between agency and client,
rather than the existing ad hoc commission structure.

As a result of increased competition from sales promotional agencies, advertising
agencies have tended since the mid-1980s to take sales promotion seriously and
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now offer sales promotion alongside advertising as an integrated communications
package. Since the late 1970s there has been a gradual erosion of the line between
sales promotion and advertising. Sales promotions can be divided into three main
areas of activity:

e consumer promotions
e trade promotions

e personnel motivation

Consumer promotions

These are often referred to as pull techniques, since they are designed to stimulate
final demand and move products through the sales channel, with consumers pro-
viding the impetus. The most widely used consumer promotion is the price reduc-
tion or price promotion:

1 The item is marked ‘x pence off’. This can be manufacturer or retailer
originated. This technique has to be used with caution by UK manufacturers, as
recent legislation now makes it illegal to state this unless the previous price has
been applied for a substantial period of time.

2 An additional quantity is offered for the normal price, e.g. ‘buy one get one free
(BOGOF)’ or ‘10 per cent bigger — same price as usual’.

3 Price-off coupons, either in- or on-pack, may be redeemed against future purchases.

4 Introductory discount price offers on new products.

A view held by many organisers of such promotions is that the consumer, in eco-
nomically difficult times, is more likely to be attracted by the opportunity to save
money than by incidental free offers or competitions. Price promotions are pre-
dominantly used by FMCG producers, especially in the grocery trade.

Premium offers

Premium offers are techniques that give extra value to goods or services in the short
term as part of a promotional package:

1 Self-liquidating premiums. An offer of merchandise is communicated to the
customer on or off the pack. The price charged to the customer covers the cost
of the item to the promoter. The promoter is able to purchase such
merchandise in bulk 