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received but were producing
slim profit margins. So man-
agement asked employees
throughout the company to
make suggestions on ways to
Improve how the firm was
Implementing its strategy.
They came up with a variety of
suggestions.

For example, Allegiance
carries over 100,000 products.
Some it manufactures, but it
also sells products produced
by thousands of other suppli-
ers. It seemed that this variety
was what hospitals needed.
Yet many of the employee
concerns were related to the
massive assortment of goods.
Moreover, when marketing
managers did a careful analy-

sis of sales by region and
product line they found that
the company’s profitable level
of sales was masking a prob-
lem: 57 percent of the
products accounted for just

2 percent of sales. Further
analysis showed that these
same products accounted for
a larger than average share of
the total costs. While they
were waiting to be ordered,
they were sitting in ware-
houses all over the country,
running up storing costs. By
analyzing sales within product
categories, marketing man-
agers were able to see where
there was duplication and
what they could drop. After all,
they probably didn’t need to

give hospitals a choice among
47 different types of bedpans.
Then they worked to make
distribution of the products
they kept more efficient.
Products that hospitals
order frequently—popular
styles of gloves, caps, nee-
dles, and sutures—are
stocked in the 68 regional
distribution centers close to
customers. ltems that hospi-
tals order somewhat less
frequently—Iike odd sizes of
surgical gloves—are shipped
nationwide from a single distri-
bution center in lllinois. The
changes allowed the firm to
cut out 30 local warehouses
and still offer hospitals a
just-in-time delivery program
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by using its own trucks. With
just-in-time delivery, the hospi-
tals carry very few supplies in
inventory. For example, the
same day a patient is sched-
uled to go into surgery a
package arrives with the 200
items needed for that patient’s
procedure. They're all packed
In the precise order that the
surgeons and nurses will use
them. There’s a skin marker to
trace a seven-inch incision,
bone wax to stanch the bleed-
Ing, suction tips to clear blood,
plus scalpels, sutures, and, oh
yes, gloves, and gowns.
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With these changes in how
distribution is implemented,
it’s the sales rep’s job to
show the hospitals that these
systems save money. Each
hospital has to agree to pay a
fee for the special services,
as well as the price of the
supplies. This improves Alle-
giance’s profit margins. But
Allegiance also promises that
this collaboration will cut the
hospital’s total cost of
supplies. Then they split
the savings. For many hospi-
tals, millions of dollars are
saved.
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What’s more, by continu-
ously improving the system,
the level of customer satisfac-
tion has increased. For
example, Allegiance now uses
EDI and e-commerce to deal
with 90 percent of its suppli-
ers, which reduces stock-
outs. As a result, 95 percent of
the items that hospitals order
are available immediately. Fur-
ther, customers can now easily
order any of 100,000 products
online at www.allegiance.net.
With this kind of help, hospi-
tals can focus on their real job:
helping patients get well.

Good Plans Set the Framework for Implementation and Control

Our primary emphasis in this book is on the strategy planning part of the
marketing manager’s job. There’s a good reason for this focus. The one-time strat-
egy decisions—those that decide what business the company is in and the
strategies it will follow—set the firm on a course either toward profitable oppor-
tunities or, alternatively, toward costly failure. If a marketing manager makes an
error with these basic decisions, there may never be a second chance to set things
straight. In contrast, if good strategies and plans are developed, the marketing
manager—and everyone else in the organization—knows what needs to be done.
Thus, good marketing plans set the framework for effective implementation and
control.

Implementation puts
plans into operation—

and control provides
feedback

Even so, developing a potentially profitable plan does not ensure either satis-
fied customers or profit for the firm. Achieving the outcomes envisioned in the
plan requires that the whole marketing management process work well. As you
learned in Chapter 2, the marketing management process includes not only mar-
keting strategy planning but also implementation and control. See Exhibit 2-5. In
fact, in today’s highly competitive markets customer satisfaction often hinges on
skillful implementation. Further, the ongoing success of the firm is often depen-
dent on control—the feedback process that helps the marketing manager learn
(1) how ongoing plans and implementation are working and (2) how to plan for
the future.

We discussed some specific opportunities and challenges with respect to imple-
mentation and control as we introduced each of the marketing strategy decision
areas. In this chapter, we'll go into more depth on concepts and how-to approaches
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Speed Up Information

Feedback improves
the marketing
management process

This state-of-the-art information
center has replaced over 25
individual processing centers
worldwide and allows Colgate
managers to monitor activities
across the entire supply chain
waorldwide, all of which brings
products to consumers faster
and more efficiently than ever
before.

for making implementation and control more effective. We'll start with a discussion
of how dramatic improvements in information technology and e-commerce are
resulting in changes in implementation and control—and in the whole strategy
planning process. For many firms, these changes are critically important. They offer
revolutionary new ways to meet customer needs. Next we'll highlight some of the
new approaches, including total quality management, that are improving marketing
implementation. Then we’ll explain how marketing managers use control-related
tools, such as sales and performance analysis, to improve the quality of planning
and implementation decisions. We'll conclude with a discussion of what a market-
ing audit is, and why it is sometimes necessary.

for Better Implementation and Control

Not long ago, marketing managers planned their strategies and put them into
action—but then it usually took a long time before they got feedback to know
if the strategy and implementation were really working as intended. For exam-
ple, a marketing manager might not have much feedback on what was happening
with sales, expenses, and profits until financial summaries were available—and
that sometimes took months or even longer. Further, summary data wasn’t very
useful in pinpointing which specific aspects of the plan were working and which
weren’t. In that environment, the feedback was so general and took so long that
there often wasn’t anything the manager could do about a problem except start
over.

That situation has now changed dramatically in many types of business. In Chap-
ter 8, we discussed how firms are using intranets, databases, and marketing
information systems to track sales and cost details day by day and week by week.
Throughout the book you've seen examples of how marketers get more information
faster and use it quickly to improve a strategy or its implementation. For example,
scanner data from a consumer panel can provide a marketing manager with almost
immediate feedback on whether or not a new consumer product is selling at the
expected level in each specific store and whether or not it is actually selling to the
intended target market rather than some other group. Similarly, e-commerce order
systems can feed into real-time sales reports for each product.
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Fast feedback can be a
competitive advantage

The marketing manager
must take charge

Lotus software allows managers
in different locations, including
different countries, to quickly
share information, which helps to
make implementation and control
faster and more effective.
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Marketing managers who can get faster feedback on their decisions can often
take advantage of it to develop a competitive advantage. They can quickly fine tune
a smooth-running implementation to make it work even better. If there are poten-
tial problems, they can often spot them early and keep them from turning into big
problems.

For example, a manager who gets detailed daily reports that compare actual sales
results in different cities with sales forecasts in the plan is able to see very quickly
if there is a problem in a specific city. Then the manager can track down the cause
of the problem. If sales are going slowly because the new salesperson in that city is
inexperienced, then the sales manager might immediately spend more time work-
ing with that rep. On the other hand, if the problem is that a chain of retail stores
in that particular city isn't willing to allocate much shelf space for the firm’s prod-
uct, then the salesperson might need to develop a special analysis to show the buyers
for that specific chain how the product could improve the chain’s profit.

When information is slow coming in and there is less detail, making implemen-
tation changes is usually more difficult. By the time the need for a change is obvious,
a bigger change is required for it to have any effect.

The basic strategy planning concepts we've emphasized throughout the text are
enduring and will always be at the heart of marketing. Yet the fast pace that is now
possible with e-commerce in getting information for control is resulting in funda-
mental changes in how many managers work, make decisions, plan, and implement
their plans. Managers who can quickly adjust the details of their efforts to better
solve customer problems or respond to changes in the market can do a better job
for their firms—because they can make certain that their plans are really perform-
ing as expected.

Fast feedback improves implementation and control. And computers now take
the drudgery out of analyzing data. But this kind of analysis is not possible unless
the data is in machine-processible form—so it can be sorted and analyzed quickly.
Here the creative marketing manager plays a crucial role by insisting that the nec-
essary data be collected. If the data he or she wants to analyze is not captured as it
comes in, information will be difficult, if not impossible, to get later.
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New information
technologies offer
speed and detalil

The marketing strategy for the
kid's book, Harry Potter and the
Goblet of Fire, called for it to be
released everywhere on the same
day. It was an implementation
challenge for Amazon.com to get
copies to 250,000 eager kids all
at once, but FedEx helped solve
the delivery problem. On another
front, Telerx helps other firms
implement their strategies by
providing customer service
outsourcing.
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A marketing manager may need many different types of information to improve
implementation efforts or develop new strategies. In the past, this has often caused
delays—even if the information was in a machine-processible form. In a large com-
pany, for example, it could take days or even weeks for a marketing manager to find
out how to get needed information from another department. Imagine how long it
could take for a marketing manager to get needed sales data from sales offices in
different countries around the world.

New approaches for electronic communication and e-commerce help solve these
problems. For example, many companies are using the Internet, fiber-optic tele-
phone lines, or satellite transmission systems to immediately transfer data from a
computer at one location to another. A sales manager with a laptop can pull data
off the firm’s network computer from anywhere in the world. And marketing man-
agers working on different aspects of a strategy can use e-mail messaging or online
video conferencing to communicate. A simple PC, the Internet, and software such
as LapLink make it possible for a manager to work at a computer on the other side
of the world as if he or she were sitting in front of it. Computer programs that run
on a website give even easier access.

This type of electronic pipeline makes data available instantly. A report—such
as one that summarizes sales by product, salesperson, or type of customer—that in
the past was done once a month now might be done weekly, daily, or whenever an
online user wants it. Software can be programmed to search for and flag results that
indicate a problem of some sort. Programs like Microsoft Excel can link to the new
flow of data and instantly create graphs that make the information vivid and easy
to interpret. Then the manager can allocate more time to resolving whatever par-
ticular problems show up.

Of course, many firms don’t consider or use these types of approaches. But they
are becoming much more common—especially as more marketing managers find
that they are losing out to more nimble competitors who get information more
quickly and adjust their implementation and strategies more often.”
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Effective Implementation Means That Plans Work as Intended

Good implementation
builds relationships
with customers

Implementation deals
with internal or
external matters

When a marketing manager has developed a good marketing plan, the challenge
of implementing it often involves hundreds, or thousands, of operational decisions
and activities. In a small company, these may all be handled by a few people, or
even by a single person. In a large corporation, literally hundreds of different peo-
ple may be involved in implementation. That may require a massive amount of
careful coordination and communication. Either way, when operational decisions
and activities are executed well, customers get what is intended. And if the origi-
nal plan is good, customers will be satished and come back again the next time the
need arises. However, even a great plan can leave customers unhappy, and switch-
ing to someone else’s offering, if implementation is poor.

Implementation is especially critical in mature and highly competitive markets.
When several firms are all following basically the same strategy—quickly imitat-
ing competitors’ ideas—customers are often won or lost based on differences in
the quality of implementation. Consider the rental car business. Hertz has a strat-
egy that targets business travelers with a choice of quality cars, convenient online
reservations, fast pick-up and drop-off, accessories like cell phones, availability at
most major airports, and a premium price. Hertz is extremely successful with this
strategy even though there is little to prevent other companies from trying the
same approach. But a major part of Hertz’s success is due to implementation.
Customers keep coming back because the Hertz service is both reliable and
pain-free.

When a Hertz #1 Club Gold customer
calls to make a reservation, the company
already has the standard information
about that customer in a computer data-
base. At the airport, the customer skips
over the line at the Hertz counter and
instead just picks up an already-com-
pleted rental contract and goes straight
to the Hertz bus. The driver gets the cus-
tomer’s name and radios ahead to have
someone start the specific car that cus-
tomer will drive. That way the air conditioner or heater is already doing its job
when the bus driver delivers the customer right to the parking slot for his or her
car. Customers are certain they're at the right place because there’s an electronic
sign beside each car with the customer’s name on it. When the customer returns
the car, an agent comes to the car, scans the customer’s contract with a hand-held
computer, and prints the receipt.

[t’s all very smooth. Making this work—day in and day out, customer after cus-
tomer—isn’t easy. But Hertz has set up systems to make it all easier because that’s
what it takes to implement its plan and to keep customers loyal.’

As the Hertz example illustrates, marketing implementation usually involves
decisions and activities related to both internal and external matters. Figuring out
how the correct car will end up in the right parking slot, how the Hertz bus driver
will contact the office, and who will coordinate getting the message to the person
that starts the car are all internal matters. They are invisible to the customer—as
long as they work as planned. On the other hand, some implementation issues are
external and involve the customer. For example, the contract must be completed
correctly and be in the right spot when the rental customer comes to pick it up,
and someone needs to have filled the car with gas and cleaned it.
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Implementation has
its own objectives

Implementation
requires innovation too

Whether implementation decisions and activities are internal or external, they
all must be consistent with the objectives of the overall strategy and with the other
details of the plan. However, there are also three general objectives that apply to
all implementation efforts. Other things equal, the manager wants to get each imple-
mentation job done:

Better, so customers really get superior value as planned.
Faster, to avoid delays that cause customers problems.

At lower cost, without wasting money on things that don’t add value for the
customer.

The ideal of doing things better, taster, and at lower cost is easy to accept. But
in practice implementation is often complicated by trade-offs among the three
objectives. For example, doing a job better may take longer or cost more.

So just as a marketing manager should constantly look for new strategy oppor-
tunities, it’s important to be creative in looking for better solutions to implementation
problems. That may require finding ways to better coordinate the efforts of the dif-
ferent people involved, setting up standard operating procedures to deal with
recurring problems, or juggling priorities to deal with the unexpected. When the
Hertz bus driver is sick, someone still has to be there to pick up the customers and
deliver them to their cars.

Sometimes the implementation effort can be improved by approaching the task
in a new or different way. Exhibit 19-1 shows some of the ways that firms are using
information technology to improve specific implementation jobs. Note that some of
the examples in Exhibit 19-1 focus on internal matters and some on external,
customer-oriented matters.

While finding new approaches helps with some implementation problems, get-
ting better implementation often depends on being vigilant in improving what the
firm and its people are already doing. So let’s take a closer look at some important
ways that managers can improve the quality of their implementation efforts.*

Exhibit 19-1 Examples of Approaches to Overcome Specific Marketing Implementation Problems

\

Marketing Mix
Decision Area Operational Problem Implementation Approach /
Product Develop design of a new product as rapidly Use 3-D computer-aided design software
as possible without errors
Pretest consumer response to different Prepare sample labels with PC graphics
versions of a label software and test on Internet
Place Coordinate inventory levels with middlemen Use bar code scanner, EDI, and
to avoid stock-outs computerized reorder system
Get franchisee’s inputs and cooperation on Set up a televideo conference
a new program
Promotion Quickly distribute TV ad to local stations in Distribute final video version of the ad via
many different markets satellite link
Answer final consumers’ questions about Put a toll-free telephone number and
how to use a product website address on product label
Price Identify frequent customers for a quantity Create a “favored customer” club with an
discount ID card
Figure out if price sensitivity impacts Show unit prices (for example, per 0z.) on
demand for a product; make it easier for shelf markers; set different prices in
customers to compare prices similar markets and track sales, including
\ sales of competing products /
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Building Quality into the Implementation Effort

Total quality
management meets
customer requirements

Total quality
management is not just
for factories

Customers want the paint on
their new Toyota Tundra to be
free from any scratches and that
requires attention to
implementation details. Factory
workers take off their jewelry,
wear shirts with rubber buttons,
and use belts with special
buckles that leave no metal
exposed.

As we’ve seen on previous occasions throughout this book, even people with the
best intentions sometimes lapse into a production orientation. When the pressure
is on to get a job done, they forget about satistying the customer—Ilet alone con-
sider working together! When the product manager is screaming for a budget report,
the accountant may view a customer’s concerns about a billing error as something
a salesperson can smooth over—alone.

There are many different ways to improve implementation in each of the tour Ps
decision areas, but here we will focus on total quality management, which you can
use to improve any implementation effort. With total quality management (TQM),
everyone in the organization is concerned about quality, throughout all of the firm’s
activities, to better serve customer needs.

[n Chapter 9 we explained that product quality means the ability of a product
to satisfy a customer’s needs or requirements. Now we’ll expand that idea and think
about the quality of the whole marketing mix and how it is implemented—to meet
customer requirements.

Most of the early attention in quality management focused on reducing defects
in goods produced in factories. Reliable goods are important, but there’s usually a
lot more to marketing implementation than that. Yet if we start by considering prod-
uct defects, you'll see how the total quality management idea has evolved and how
it applies to implementing a marketing program.

At one time most firms assumed defects were an inevitable part of mass produc-
tion. They assumed the cost of replacing defective parts or goods was just a cost of
doing business—an insignificant one compared to the advantages of mass produc-
tion. However, many firms were forced to rethink this assumption when Japanese
producers of cars, electronics, and cameras showed that defects weren’t inevitable.
And their success in taking customers away from established competitors made it
clear that the cost of defects wasn’t just the cost of replacement!
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Pillsbury Rings in Satisfied Customers

There are thousands of ways that a plan or its
implementation can go astray. The consumer’s box of
laundry detergent may be missing the measuring
scoop. The VCR’s instructions may be very clear
about how to record a program but not explain how
to hook the VCR to a consumer’s cable box. Left
unresolved, implementation glitches like these might
result in dissatisfied customers. So most producers
now have toll-free telephone lines and Internet
websites to help customers with questions and
complaints.

Pillsbury’s line is typical. Some calls involve a
question or praise, but about a third are complaints.
For example, one caller reported that a cake mix had
a funny taste. The service rep asked the caller for a
code number on the box and, after keying it in on her
computer, found that the box of mix was six years
old. Perhaps the consumer forgot it in her pantry, or

Having dissatisfied
customers is costly

© The McGraw-Hill
Companies, 2002

perhaps it was lost in some retailer’'s storeroom.
Either way, the Pillsbury rep apologized and sent a
coupon for a free replacement box.

The calls can also provide important feedback. For
example, soon after Pillsbury introduced Funfetti cake
mix with bits of edible confetti, callers began com-
plaining that the confetti packet was missing from their
box. A check of the manufacturing line showed the
confetti packets were too light to alert weight scales
when they were missing from the boxes. After the firm
changed to a foil package the complaints stopped.

Toll-free lines and easy-response features built into
websites probably don’t win many new customers.
But they do help a firm keep its current customers.
Further, one study found that callers who had their
complaints resolved on average told five people
about the help they got. Yet there is also a risk. Those
who weren’t satisfied told twice as many people.’

From the customer’s point of view, getting a defective product and having to com-
plain about it is a big headache. The customer can’t use the defective product and

suffers the inconvenience of waiting for someone to fix the problem—if someone
gets around to it. It certainly doesn’t deliver superior value. Rather, it erodes good-
will and leaves customers dissatishied. The big cost of poor quality is the cost of lost

customers.

Much to the surprise of some production-oriented managers, the Japanese
experience showed that it is less expensive to do something right the first time
than to pay to do it poorly and then pay again to fix problems. And quality wasn’t
just a matter of adding more assembly-line inspections. Products had to be
designed to meet customer needs from the start. One defective part in 10,000
may not seem like much, but if that part keeps a completed car from cranking
at the end of the automaker’s production line, finding the problem is a costly

nightmare.

Firms that adopted TQM methods to reduce manufacturing defects soon used the
same approaches to overcome many other implementation problems. Their success
brought attention to what is possible with TQM-—whether the implementation
problem concerns unreliable delivery schedules, poor customer service, advertising
that appears on the wrong TV show, or salespeople who can’t answer customers’

questions.

Getting a handle on
doing things right the
first time

The idea of doing things right the first time seems obvious, but it’s easier said
than done. Problems always come up, and it’s not always clear what isn’t being done
as well as it could be. Most people tend to ignore problems that don’t pose an imme-

diate crisis. But firms that adopt TQM always look for ways to improve
implementation with continuous improvement—a commitment to constantly make
things better one step at a time. Once you accept the idea that there may be a bet-
ter way to do something and you look for it, you may just find it! The place to start
is to clearly define “defects” in the implementation process, from the customer’s
point of view. Because continuous improvement hinges on employee involvement
and communication, many companies display all suggestions for improvements
where employees can see them.
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Exhibit 19-2

Pareto Chart Showing
Frequency of Different
Complaints

Things gone right and
things gone wrong

Starting with customer
needs

Slay the dragons first
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Reason for complaint:
Had to wait for seats

~J
o
|

Buffet table not well organized

Table not clean

Room too drafty
Missing utensil at place setting

Number of complaints
(June-September)
s 8 & & 83
|

Had to wait for coffee

No dietetic sweetener
provided

-l
o
I

Managers who use the TQM approach think of quality improvement as a sort-
ing process—a sorting out of things gone right and things gone wrong. The sorting
process calls for detailed measurements related to a problem. Then managers use a
set of statistical tools to analyze the measurements and identify the problem areas
that are the best candidates for fixing. The statistical details are beyond our focus
here, but it’s useful to get a feel for how managers use the tools.

Let’s consider the case of a restaurant that does well during the evening hours
but wants to improve its lunch business. The restaurant develops a strategy that tar-
gets local businesspeople with an attractive luncheon buffet. The restaurant decides
on a buffet because research shows that target customers want a choice of good
healthy food and are willing to pay reasonable prices for it—as long as they can eat
quickly and get back to work on time.

As the restaurant implements its new strategy, the manager wants a measure of
how things are going. So she encourages customers to fill out comment cards that
ask “How did we do today?” After several months of operation, things seem to be
going reasonably well—although business is not as brisk as it was at first. The
manager reads the comment cards and divides the ones with complaints into cate-
gories—to count up different reasons why customers weren'’t satisfied.

Then the manager creates a graph showing a frequency distribution for the dif-
ferent types of complaints. Quality people call this a Pareto chart—a graph that
shows the number of times a problem cause occurs, with problem causes ordered
from most frequent to least frequent. The manager’s Pareto chart, shown in Exhibit
19-2, reveals that customers complain most frequently that they have to wait for a
seat. There were other common complaints—the buffet was not well organized, the
table was not clean, and so on. However, the first complaint is much more com-
mon than the next most frequent.

This type of pattern is typical. The worst problems often occur over and over
again. This focuses the manager’s attention on which implementation problem to
fix first. A rule of quality management is to slay the dragons first—which simply
means start with the biggest problem. After removing that problem, the battle
moves on to the next most frequent problem. If you do this continuously, you solve
a lot of problems—and you don’t just satisty customers, you delight them.
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Internet Exercise BaRaN Systems Ltd. has developed a software product
called SQC for Excel that works with the Microsoft Excel spreadsheet pro-
gram and makes it easy to do the types of analyses that are useful for quality
Inte n et management. Go to its website (www.baran-systems.com) and click on the
link for SQC for Excel. Then at that page scroll down and look at the *Quick
Tour” section. What is it about the graphs that makes it easy to see which
areas need special attention?

Figure out why things So far, our manager has only identified the problem. To solve it, she creates a
go wrong fishbone diagram—a visual aid that helps organize cause-and-effect relationships
for “things gone wrong.”

Our restaurant manager, for example, discovers that customers wait to be seated
because tables aren’t cleared soon enough. In fact, the Pareto chart (Exhibit 19-2)
shows that customers also complain frequently about tables not being clean. So the
two implementation problems may be related.

The manager’s ishbone diagram (Exhibit 19-3) summarizes the various causes for
tables not being cleaned quickly. There are different basic categories of causes—
restaurant policy, procedures, people problems, and the physical environment. With
this overview of different ways the service operation is going wrong, the manager can
decide what to fix. She establishes different formal measures. For example, she counts
how frequently different causes delay customers from being seated. She finds that the
cashier’s faulty credit card scanning machine holds up check processing. About half
the time the cashier has to stop and enter the credit card information by hand. The
fishbone diagram shows that restaurant policy is to clear the table after the entire
party leaves. But customers have to wait at their tables while the staff deals with the
faulty credit card machine, and cleaning is delayed. With the credit card machine
replaced, the staff can clear the tables sooner—and because they're not so hurried
they do a better cleaning job. Two dragons are on the way to being slayed!

Exhibit 19-3 Fishbone Diagram Showing Cause and Effect for “"Why Tables Are Not Cleared Quickly”

Procedures

Can't start clearing Waitresses not available

soon enough

\ Not allowed to clear until
entire party has left

Takes too long
to pay check

Credit card
machine jams

Waitresses spend too much time
sorting dishes in kitchen—Iless
time to clear

\ Bottlenecks in kitchen
No standard training

Waitress must bring
check to desk

Empty tables
> are not cleared
quickly

Not enough staff Can’t clear promptly

at busy times

High /

turnover

Customers drink coffee
endlessly

Takes long time to get
to kitchen

\ Kitchen is far from tables

Waitresses don't care

\ip_nnr morale
Poor pay

Physical environment
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Our case shows that people in different areas of the restaurant affect customer
satistaction. The waitperson couldn’t do what was needed to satisty customers
because the cashier had trouble with the credit card machine. The TQM approach
helps everyone see and understand how their job affects what others do and the
customer’s satisfaction.

The restaurant case illustrates how a firm can improve implementation with
TOM approaches. We used a service example because providing customer service is
often a dithcult area of implementation. Recently, marketers in service businesses
have been paying a lot of attention to improving service quality.

But some people seem to forget that almost every firm must implement service
quality as part of its plan—whether its product is primarily a service, primarily a
physical good, or a blend of both. For example, a manufacturer of ball bearings isn’t
just providing wholesalers or producers with round pieces of steel. Customers need
information about deliveries, they need orders filled properly, and they may have
questions to ask the firm’s accountant, receptionist, or engineers. Because almost
every firm must manage the service it provides customers, let’s focus on some of the
special concerns of implementing quality service.

Quality gurus like to say that the firm has only one job: to give customers exactly
what they want, when they want it, and where they want it. Marketing managers
have been saying that for some time too. But customer service is hard to implement
because the server is inseparable from the service. A person doing a specific service
job may perform one specific task correctly but still annoy the customer in a host
of other ways. Customers will not be satistied if employees are rude or inattentive—
even if they “solve the customer’s problem.” There are two keys to improving how
people implement quality service: (1) training and (2) empowerment.

Firms that commit to customer satisfaction realize that all employees who have
any contact with customers need training—many firms see 40 hours a year of train-
ing as a minimum. Simply showing customer-contact employees around the rest of
the business—so that they learn how their contribution fits in the total effort—can
be very effective. Good training usually includes role-playing on handling different
types of customer requests and problems. This is not just sales training! A rental car
attendant who is rude when a customer is trying to turn in a car may leave the cus-
tomer dissatished—even it the rental car was perfect. How employees treat a
customer is as important as whether they perform the task correctly.

Companies can’t afford an army of managers to inspect how each employee
implements a strategy—and such a system usually doesn’t work anyway. Quality
cannot be “inspected in.” It must come from the people who do the service jobs.
So firms that commit to service quality empower employees to satisty customers’
needs. Empowerment means giving employees the authority to correct a problem
without first checking with management. At a Guest Quarters hotel, an empow-
ered room-service employee knows it’s OK to run across the street to buy the
specific bottled water a guest requests. In the Saturn car manufacturing plant,
employees can stop the assembly line to correct a problem rather than passing it
down the line.

The implementation effort sometimes leaves customers dissatished because they
expect much more than it is possible for the firm to deliver. Some firms react to
this by shrugging their shoulders and faulting customers for being unreasonable.
Research in the service quality area, however, suggests that the problems often go
away if marketers clearly communicate what they are offering. Customers are satis-
fied when the service matches their expectations, and careful communication leads
to reasonable expectations. Sometimes the solution is simple. At Disney World, for
example, waiting in line for a popular ride can be very tiring. Disney found, however,
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that by posting signs that show how long the wait will likely be, it reduced cus-
tomer frustration. And it allowed people to know how to pick another ride with
less waiting time.

Customers often tolerate a delay and remain satisfied with the service when they
are given a full explanation. Most airline passengers seethe at the announcement
of a takeoft delay but are happy to wait and stay safe if they know the delay is caused
by a thunderstorm high over the airport.

[Implementation usually involves some routine services and some that require spe-
cial attention. Customer satisfaction increases when the two types of service
encounters are separated. For example, banks set up special windows for commercial
deposits and supermarkets have cash-only lines. In developing the marketing plan,
it's important to analyze the types of service customers will need and plan for both
types of situations. In some cases, completely different strategies may be required.

Increasingly, irms try to use computers and other equipment to handle routine
services. ATMs are quick and convenient for dispensing cash. American Airlines’
Dial a Flight system allows customers to use a touchtone phone to check schedules
and arrival times—without the need for an operator. Similarly, the UPS website
(www.ups.com) makes it easy for customers to check the starus of a delivery.

Firms that study special service requests can use training so that even unusual
customer requests become routine to the staff. Every day, hotel guests lose their keys,
bank customers run out of checks, and supermarket shoppers leave their wallets at
home. A well-run service operation anticipates these special events so service
providers can respond in a way that satisfies customers’ needs.

Quality implementation—whether in a service activity or in another activity—
doesn’t just happen by itself. Managers must show that they are committed to doing
things right to satisfy customers and that quality is everyone’s job. Without top-level
support, some people won'’t get beyond their business-as-usual attitude—and TQM
won't work. The top executive at American Express had his board of directors give
him the title Chief Quality Officer so that everyone in the company would know
he was personally involved in the TQM eftort.
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Firms that are successful with quality programs usually go to the effort to clearly
specify and write out exactly what tasks need to be done, how, and by whom. This
may seem unnecessary. After all, most people know, in general, what they’re sup-
posed to do. However, if the tasks are clearly specified, it’s easier to see what criteria
should be used to measure performance.

Once criteria are established, there needs to be some basis on which to evaluate
the job being done. In our restaurant example, one part of the job specification for
the cashier is to process credit card payments. In that case, relevant criteria might
include the amount of time that it takes and the number of people waiting in line
to pay. If the restaurant manager had seen a record of how long it was taking to
process credit cards, she would have known that for many customers it was taking
too long. Without the measure, the precise nature of the problem was hidden.

That takes us to the issue of benchmarking—picking a basis of comparison for
evaluating how well a job is being done. For example, consider a case in which a
firm asks each of its customers to rate their satisfaction with the sales rep with whom
they work. Then the company might benchmark each sales rep against other sales
reps on the basis of average customer satisfaction. But if the firm’s sales reps as a
group are weak, that isn’t a sensible approach. The ones that stink the least would
look good on a relative basis. Many firms try to benchmark against some external
standard. For example, a sales manager might want to benchmark against a com-
petitor’s sales reps. Or better, the manager might identify firms in which sales reps
earn superlative customer satisfaction ratings, regardless of their industry, and bench-
mark against them. That approach can also reveal job specifications—things that
should be done—that the sales manager had not considered or measured in the first
place. For example, salespeople at Saturn dealers earn high customer satisfaction rat-
ings. Office Max doesn’t sell cars, but it might benchmark against Saturn’s sales reps
to find ways to improve its office equipment sales effort.

While the cost of poor quality is lost customers, keep in mind that the type of
quality efforts we've been discussing also result in costs. It takes time and energy to
keep records, analyze the details of implementation efforts, and search for ways to
reduce whatever type of defects might appear. It’s important to find the right bal-
ance between quality in the implementation effort and what it costs to achieve it.
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Marketing managers who lose sight of that balance have often created quality
programs that cost more than they're worth. It’s easy to fall into the trap of run-
ning up unnecessary costs trying to improve some facet of implementation that really
isn’t that important to customer satisfaction or customer retention. When that hap-
pens, customers may still be satisfied, but the firm can’t make a profit because of the
extra costs. In other words, there isn’t a financial return on the money spent to
improve the quality of the implementation effort. Remember that getting everyone
to work together to satisfy customers should be the route to profits. It the firm is
spending money on quality efforts that don’t really provide the customer with supe-
rior value—that cost more to provide than customers will ultimately be willing to
pay—then someone has lost sight of the marketing concept.

As this suggests, TQM is not a cure-all. Further, it is not the only method for
improving marketing implementation, but it is an important approach. Some firms
don’t yet use TQM; they may be missing an opportunity. Other firms apply some
quality methods but act like they are the private property of a handful of “quality
specialists” who want to control things. That’s not good either. Everyone must own
a TOM effort and keep a balanced view of how it improves customer satisfaction
and what it costs.

As more marketing managers see the benefits of TQM, it will become a more
important part of marketing thinking, especially marketing implementation. And
when managers really understand implementation, they can do a better job devel-
oping strategies and plans in the first place.’

Control Provides Feedback to Improve Plans and Implementation

Keeping a firmer hand
on the controls

We've said that computers and other types of information technology are
speeding up the flow of feedback and prompting a revolution by allowing managers
to improve plans and implementation quickly and continuously. On the other hand,
the basic questions that a modern marketing manager wants to answer to make
better implementation and strategy decisions are pretty similar to what they've
always been.

A good manager wants to know which products’ sales are highest and why, which
products are profitable, what is selling where, and how much the marketing process
is costing. Managers need to know what’s happening, in detail, to improve the bot-
tom line.

Unfortunately, traditional accounting reports are usually too general to be much
help in answering these questions. A company may be showing a profit, while
80 percent of its business comes from only 20 percent of its products—or customers.
The other 80 percent may be unprofitable. But without special analyses, managers
won't know it. This 80/20 relationship is fairly common—and it is often referred
to as the 80/20 rule.

What happened with Ben & Jerry’s Peace Pops premium ice-cream bars is a good
example. The initial plan called for intensive distribution of boxes of Peace Pops in
supermarket freezer cases—to compete with competitors like Dove Bar and Hiagen-
Dazs. But after six months total sales were 50 percent lower than expected. However,
detailed sales analysis by package and channel revealed a bright spot: Individual
Peace Pops were selling very well in local delis. After further work to better
understand the reasons for this focused success, Ben & Jerry’s marketing people real-
ized that most of their target customers saw the premium-price Peace Pop as an
impulse product rather than as a staple they were willing to heap into a shopping
cart. So Ben & Jerry’s revised the strategy to better reach impulse buyers at con-
venience stores. Within a year, the revised strategy worked. Sales increased
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60 percent, and sales analysis showed that 70 percent of the sales were at conve-
nience stores. A few years later, however, sales analysis showed that sales were slowly
trending down. Rather than wait for a painful death of the product, they replaced
it with a new item.’

As the Ben & Jerry’s example shows, it is possible for marketing managers to get
detailed information about how marketing plans are working—Dbut only if they ask
for and help develop the necessary data. In this section, we'll discuss the kinds of
information that can be available and how to use it. The techniques are not really
complicated. They basically require only simple arithmetic—and of course com-
puters quickly and easily take care of that when a large volume of sorting, adding,
and subtracting is required.

Sales Analysis Shows What’s Happening

But a marketing
manager must ask for it

What to ask for varies

Sales analysis—a detailed breakdown of a company’s sales records—can be very
informative. Detailed data can keep marketing executives in touch with what’s
happening in the market. In addition, routine sales analyses prepared each week
or month may show trends and allow managers to check their hypotheses and
assumptimnsﬁ

Some managers resist sales analysis, or any analysis for that matter, because they
don’t appreciate how valuable it can be. One top executive in a large irm made no
attempt to analyze company sales, even by geographic area. When asked why, the
executive replied: “Why should we!? We're making money!”

But today’s profit is no guarantee that you'll make money tomorrow. In fact,
ignoring sales analysis can lead not only to poor sales forecasting but to poor deci-
sions in general. One manufacturer did much national advertising on the assumption
that the firm was selling all over the country. But a simple sales analysis showed
that most present customers were located within a 250-mile radius of the factory!
In other words, the firm didn’t know who and where its customers were—and it
wasted most of the money it spent on national advertising.

Detailed sales analysis is only possible if a manager asks for the data. Valuable
sales information is often buried—perhaps on sales invoices or in billing records on
an accountant’s computer.

Today, with computer networks and organized marketing information systems,
effective sales analysis can be done easily and at relatively small cost—if mar-
keting managers decide they want it done. In fact, the desired information can
be obtained as a by-product of basic billing and accounts receivable procedures.
The manager simply must make sure the company captures identitying informa-
tion on important dimensions such as territory, sales reps, product model,
customer, and so forth. Then computers can easily run sales analyses and simple
trend projections.

There is no one best way to analyze sales data. Several breakdowns may be
useful—depending on the nature of the company and product and what dimensions
are relevant. Typical breakdowns include:

1. Geographic region—country, state, county, city, sales rep’s territory.
2. Product, package size, grade, or color.
3. Customer size.

4. Customer type or class of trade.
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Information Resources, Inc.,
developed the DataServer
Analyzer Software, illustrated
here, to make it easy to do sales
analysis and produce graphs that
make it easy to see patterns that
might otherwise be hidden in a
table of numbers.

Too much data can
drown a manager
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While some sales analysis is better than none—or better than getting data too
late for action—sales breakdowns that are too detailed can drown a manager in
reports. Computers can spew out data faster than any manager can read. So wise
managers only ask for breakdowns that will help them make decisions. Further, they
use computer programs that draw graphs and higures to make it easy to see patterns
that otherwise might be hidden scrolling through online tables with a browser. But
to avoid coping with mountains of data—much of which may be irrelevant—most
managers move on to performance analysis.

Performance Analysis Looks for Differences

Numbers are compared

Performance analysis looks for exceptions or variations from planned performance.
In simple sales analysis, the figures are merely listed or graphed—they aren’t com-
pared against standards. In performance analysis, managers make comparisons. They
might compare one territory against another, against the same territory’s performance
last year, or against expected performance.

The purpose of performance analysis is to improve operations. The salesperson,
territory, or other factors showing poor performance can be identified and singled
out for detailed analysis and corrective action. Or outstanding performances can be
analyzed to see if the successes can be explained and made the general rule.

Performance analysis doesn’t have to be limited to sales. Other data can be ana-
lyzed too. This data may include inventory required, number of calls made, number
of orders, or the cost of various tasks.
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Exhibit 19-4 Comparative Performance of Sales Reps

Average \

Order- Sales
Sales Total Total Call by Sales Rep Total
'\Area Calls Orders Ratio Sales Rep Order Custnmery
A 1,900 1,140 60.0% $ 912,000 $800 195
B 1,500 1,000 66.7 720,000 720 160
C 1,400 700 50.0 560,000 800 140
D 1,030 279 27.1 132,000 478 60
s 820 165 20.1 62,000 374 50
6,650 3,284 49.3% $2,386,000

$634 605 /

Straight performance
analysis—an illustration

A performance analysis can be quite revealing, as shown in the following
example.

A manufacturer of business products sells to wholesalers through five sales reps,
each serving a separate territory. Total net sales for the year amount to $2,386,000.
Sales force compensation and expenses come to $198,000, yielding a direct-selling
expense ratio of 8.3 percent—that is, $198,000 + $2,386,000 X 100.

This information—taken from a profit and loss statement—is interesting, but it
doesn’t explain what'’s happening from one territory to another. To get a clearer pic-
ture, the manager compares the sales results with other data from each territory. See
Exhibits 19-4 and 19-5. Keep in mind that exhibits like these and others that fol-
low in this chapter are now very easy to generate. Common computer programs like
Microsoft Office make it easy to apply the ideas discussed here. Larger companies
make such analysis available at a website so the manager can sort out whatever is
needed.

The reps in sales areas D and E aren’t doing well. Sales are low and marketing
costs are high. Perhaps more aggressive sales reps could do a better job, but the num-
ber of customers suggests that sales potential might be low. Perhaps the whole plan
needs revision.

The hgures themselves, of course, don’t provide the answers. But they do reveal
the areas that need improvement. This is the main value of performance analysis.
[t’s up to management to find the remedy, either by revising or changing the mar-

kering plan.

Exhibit 19-5 Comparative Cost of Sales Reps
/ Total Cost-
Sales Annual Expense Sales Rep Sales Sales
Qrea Compensation Payments Cost Produced Ftaticy‘
A $ 22,800 $11,200 $ 34,000 $ 912,000 3.7%
B 21,600 14,400 36,000 720,000 5.0
C 20,400 11,600 32,000 560,000 b F
D 19,200 24,800 44,000 132,000 33.3
E 20,000 32,000 52,000 62,000 83.8
\Tﬂtal $104,000 $94,000 $198,000 $2,386,000 B.B'JVy
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Performance Indexes Simplify Human Analysis

Comparing against
“what ought to
have happened”

A performance index is
like a batting average

A simple example
shows where the
problem is

With a straight performance analysis, the marketing manager can evaluate the
variations among sales reps to try to explain the “why.” But this takes time. And
poor performances are sometimes due to problems that bare sales figures don’t reveal.
Some uncontrollable factors in a particular territory—tougher competitors or inef-
fective middlemen—may lower the sales potential. Or a territory just may not have
much potential.

To get a better check on performance effectiveness, the marketing manager com-
pares what did happen with what ought to have happened. This involves the use
of performance indexes.

When a manager sets standards—that is, quantitative measures of what ought to
happen—it’s relatively simple to compute a performance index—a number like a
baseball batting average that shows the relation of one value to another.

Baseball batting averages are computed by dividing the actual number of hits by
the number of times at bat (the possible number of times the batter could have had
a hit) and then multiplying the result by 100 to get rid of decimal points. A sales
performance index is computed the same way—by dividing actual sales by expected
sales for the area (or sales rep, product, etc.) and then multiplying by 100. If a sales
rep is batting 82 percent, the index is 82.

We show how to compute a performance index in the following example, which
assumes that population is an effective measure of sales potential.

In Exhibit 19-6, the population of the United States is broken down by region
as a percent of the total population. The regions are Northeastern, Southern, Mid-
western, and Western.

A firm already has $1 million in sales and now wants to evaluate performance
in each region. Column 2 shows the actual sales of $1 million broken down in pro-
portion to the population in the four regions. This is what sales should be if
population were a good measure of future performance. Column 3 in Exhibit 19-6
shows the actual sales for the year for each region. Column 4 shows measures of
performance (performance indexes)—Column 3 <+ Column 2 X 100.

The Western region isn’t doing as well as expected. It has 20 percent of the total
population—and expected sales (based on population) are $200,000. Actual sales,
however, are only $120,000. This means that the Western region’s performance

index is only 60—(120,000 <= 200,000) X 100—because actual sales are much

lower than expected on the basis of population. If population is a good basis for

Exhibit 19-6 Development of a Measure of Sales Performances (by region)

4 () @ ) @ )
Expected
Population Distribution
as Percent of of Sales Based Actual Performance
\ Regions United States on Population Sales Index /‘
Northeastern 20 $ 200,000 $ 210,000 105
Southern 25 250,000 250,000 100
Midwestern a5 350,000 420,000 120
Western 20 200,000 120,000 60
\ Total 100 $1,000,000 $1,000,000 /
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measuring expected sales (an important if), the poor sales performance should be
analyzed further. Perhaps sales reps in the Western region aren’t working as hard as
they should. Perhaps promotion there isn't as effective as elsewhere. Or competi-
tive products may have entered the market.

Whatever the cause, it’s clear that performance analysis does not solve problems.
Managers do that. But performance analysis does point out potential problems—
and it does this well.

Internet Exercise SPSS sells software that can be used for a variety of
purposes, including analyses of sales, cost, and customer data. Browse the
SPSS website (www.spss.com) and identify three ways that SPSS could
make it easier for a manager to do a performance analysis.

A Series of Performance Analyses May Find the Real Problem

The case of Stereo, Inc.

Exhibit 19-7
Sales Performance—Pacific
Coast Region, January-June

($000)

Performance analysis helps a marketing manager see if the irm’s marketing plans
are working properly—and, if they aren’t, it can lead to problem solving. But a mar-
keting manager may need a series of performance analyses, as shown in the following
example.

To get a feel for how performance analysis can be part of a problem-solving
process, follow this example carefully—one exhibit at a time. Try to anticipate the
marketing manager’s decision.

Stereo’s sales manager finds that sales for the Pacific Coast region are $130,000
below the quota of $14,500,000 (that is, actual sales are $14,370,000) for the
January through June period. The quota is based on forecast sales of the various
types of stereo equipment the company sells. Specifically, the quota is based on fore-
casts for each product type in each store in each sales rep’s territory.

Pam Dexter, the sales manager, thinks this difference isn’t too large (1.52 percent)
and is inclined to forget the matter—especially since forecasts usually err to some
extent. But she thinks about sending an e-mail message to all sales reps and district
supervisors in the region—a message aimed at stimulating sales effort.

Sales ($000)
w0
|

2,000
4
Los San
District: Angeles Francisco Portland Seattle
Performance

to quota: 102% 101% 93% 98%
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Exhibit 19-8

Sales Performance—
Portland District,
January—June ($000)

Exhibit 19-9

Sales Performance—
Selected Stores of Shanna
Smith in Portland District,
January—June ($000)

g
£
S
QO

:

Sales ($000)
:

600+
500+
Z
Sales Jane Shanna Bill Joe
representative: Johnson Smith Jones Carson
Performance to
quota: 104% 69% 106% 95%

Exhibit 19-7 shows the overall picture of Stereo’s sales on the Pacific Coast. What
do you think the manager should do?

The Portland district has the poorest performance—but it isn’t too bad. Before
writing a “let’s get with it” letter to Portland and then relaxing, the sales manager
decides to analyze the performance of the four sales reps in the Portland district.
Exhibit 19-8 shows a breakdown of the Portland figures by sales rep. What conclu-
sion or action do you suggest now!

Since Shanna Smith previously was the top sales rep, the sales manager wonders
if Smith is having trouble with some of her larger customers. Before making a dras-
tic move, she obtains an analysis of Smith’s sales to the five largest customers. See
Exhibit 19-9. What action could the sales manager take now! Should Smith be
fired?

Smith’s sales in all the large stores are down significantly—although her sales
in many small stores are holding up well. Smith’s problem seems to be general.
Perhaps she just isn’t working. Before calling her, the sales manager decides to look
at Smith’s sales of the four major products. Exhibit 19-10 shows Smith’s sales. What
action is indicated now!

200

Sales ($000)
s g

)

Store: #1 #2 #3 #4 #5 Others

Performance
to quota: 46% 69% 57% 50% 73% 127%
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Exhibit 19-10

Sales Performance by
Product for Shanna Smith in
Portland District,
January—June ($000)

Stay home and use
the computer

The iceberg principle—
90 percent is below
the surface
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Sales ($000)
8
o

Portable
Compact cassette  Stereo
Product: disc players players turntables Speakers Others

Performance to
quota: 114% 37% 100% 110% 100%

Smith is having real trouble with portable cassette players. Was the problem
Smith or the players?

Further analysis by product for the whole region shows that everyone on the
Pacific Coast is having trouble with portable players because customers there are
buying MP3 players that come from another company. But higher sales on other
products hid this fact. Since portable player sales are doing all right nationally, the
problem is only now showing up. You can see that this is the major problem. It
Stereo doesn’t offer an MP3 player, it will just slowly lose sales as more customers
shift to MP3.

Since overall company sales are fairly good, many sales managers wouldn’t bother
with this analysis. Some might trace the problem to Smith. But without detailed
sales records and performance analysis, they might assume that Smith—rather than
the missed opportunity to add a new product—is at fault. And Smith herself might
not be able to pinpoint what’s happening.

This case shows that total figures can be deceiving. Marketing managers need
facts to avoid rash judgments based on incomplete information. Some students want
to fire Smith after they see the store-by-store data (Exhibit 19-9).

The home office or computer network should have the records to isolate prob-
lem areas—managers then rely on the field staff for explanations and help with
locating the exact problem. Continuing detailed analysis usually gives better insights
into problems, as this case shows. With computers, managers can obtain informa-
tion routinely and in great detail, provided they ask for it.

One of the most interesting conclusions from the Stereo illustration is the
iceberg principle—much good information is hidden in summary data. Icebergs
show only about 10 percent of their mass above water level. The other 90 percent
is below water level, and not directly below either. The submerged portion almost
seems to search out ships that come too near.

The same is true of much business and marketing data. Since total sales may be
large and company activities varied, problems in one area may hide below the sur-
face. Everything looks calm and peaceful. But closer analysis may reveal jagged edges
that can severely damage or even sink the business. The 90:10 ratio—or the 80/20
rule we mentioned earlier—must not be ignored. Averaging and summarizing data
are helpful, but be sure summaries don’t hide more than they reveal.
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Marketing Cost Analysis—Controlling Costs Too

Marketing costs
have a purpose

For a restaurant to be profitable,
the manager needs to worry not
only about satisfying customers
but also about how much each
tem contributes to overall costs.

So far we've emphasized sales analysis. But sales come at a cost. And costs can and
should be analyzed and controlled too. You can see why in the case of Watanake Pack-
aging, Ltd. (WPL). WPL developed a new strategy to target the packaging needs of
producers of high-tech electronic equipment. WPL designed unique Styrofoam inserts
to protect electronic equipment during shipping. It assigned order getters to develop
new accounts and recruited agent middlemen to develop overseas markets. The whole
marketing mix was well received—and the firm’s skimming price led to good profits.
But over time competing suppliers entered the market. When marketing managers at
WPL analyzed costs, they realized their once-successful strategy was slipping. Personal
selling expense as a percent of sales had doubled because it took longer to find and
sell new accounts. It was costly to design special products for the many customers who
purchased only small quantities. Profit margins were falling too because of increased
price competition. In contrast, the analysis showed that online sales of ordinary card-
board shipping boxes for agricultural products were very profitable. So WPL stopped
calling on small electronics firms and developed a new plan to improve its website and
build the firm’s share of the less glamorous, but more profitable, cardboard box
business.

Detailed cost analysis is very useful in understanding production costs—but much
less is done with marketing cost analysis.'® One reason is that many accountants show
little interest in their firm’s marketing process—or they don’t understand the
different marketing activities. They just treat marketing as overhead and forget
about it.

In the next chapter, when we discuss the relationship between marketing and
accounting in more detail, we'll explain how some accountants and marketing man-
agers are working together to address this problem. For now, however, you should
see that careful analysis of most marketing costs shows that the money is spent for
a specific purpose—for example, to develop or promote a particular product or to
serve particular customers.
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Allocate costs to
specific customers
and products

Should all costs
be allocated?

Full-cost approach—
everything costs
something

Contribution-margin—
ignores some costs to
get results
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Let’s reconsider Exhibit 19-5 from this perspective. It shows that the company’s
spending on sales compensation and sales expenses varies by salesperson and mar-
ket area. By breaking out and comparing the costs of different sales reps, the
marketing manager has a much better idea of what it is costing to implement the
strategy in each sales area. In this example, it’s clear that the sales reps in sales areas
D and especially E are not only falling short in sales, but also that their costs are
high relative to other reps who are getting more results. The table shows that the
difference isn’t due to annual compensation; that’s lower. Rather, these reps have
expenses that are two or three times the average. The smaller number of total cus-
tomers in these sales areas (Exhibit 19-4) might explain the lower levels of sales,
but it probably doesn’t explain the higher expenses. Perhaps the customers are more
spread out and require more travel to reach. Here again, the cost analysis doesn’t
explain why the results are as they are—but it does direct the manager’s attention
to a specific area that needs improvement. A more detailed breakdown of costs may
help pinpoint the specific cause.

Because marketing costs have a purpose, it usually makes sense to allocate costs
to specific market segments, or customers, or to specific products. In some situations,
companies allocate costs directly to the various geographical market segments they
serve. This may let managers directly analyze the profitability of the firm’s target
markets. In other cases, companies allocate costs to specific customers or specific
products and then add these costs for market segments depending on how much of
which products each customer buys.

So far we've discussed general principles. But allocating costs is tricky. Some costs
are likely to be fixed for the near future, regardless of what decision is made. And
some costs are likely to be common to several products or customers, making allo-
cation difficult.

Two basic approaches to handling this allocating problem are possible—the full-
cost approach and the contribution-margin approach.

In the full-cost approach, all costs are allocated to products, customers, or
other categories. Even fixed costs and common costs are allocated in some way.
Because all costs are allocated, we can subtract costs from sales and find the prof-
itability of various customers, products, and so on. This is of interest to some
managers.

The full-cost approach requires that difficult-to-allocate costs be split on some
basis. Here the managers assume that the work done for those costs is equally ben-
eficial to customers, to products, or to whatever group they are allocated. Sometimes
this allocation is done mechanically. But often logic can support the allocation—
if we accept the idea that marketing costs are incurred for a purpose. For example,
advertising costs not directly related to specific customers or products might be allo-
cated to all customers based on their purchases—on the theory that advertising
helps bring in the sales. We'll go into more detail on allocating costs in the next
chapter.

When we use the contribution-margin approach, all costs are not allocated in all
situations. Why?

When we compare various alternatives, it may be more meaningful to consider
only the costs directly related to specific alternatives. Variable costs are relevant
here.

The contribution-margin approach focuses attention on variable costs rather than
on total costs. Total costs may include some fixed costs that do not change in the
short run ﬂﬂd can safely be ignored or some common costs that are more difficult
to allocate.
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Exhibit 19-11 Profit and Loss Statement by Department
. N
Totals Dept. 1 Dept. 2 Dept. 3
& P P P )
Sales $100,000 $50,000 $30,000 $20,000
Cost of sales 80,000 45,000 25,000 10,000
Gross margin 20,000 5,000 5,000 10,000
Other expenses:
Selling expenses 5,000 2,500 1,500 1,000
Administrative expenses 6,000 3,000 1,800 1,200
Total other expenses 11,000 5,500 3,300 2,200
$ 9,000 $ (500) $ 1,700 $ 7,800

Qet profit or (loss)

The two approaches
can lead to different
decisions

The difference between the full-cost approach and the contribution-margin
approach is important. The two approaches may suggest different decisions, as we'll
see in the following example.

Full-cost example

Exhibit 19-11 shows a profit and loss statement, using the full-cost approach, for
a department store with three operating departments. (These could be market seg-
ments or customers or products.)

The administrative expenses, which are the only fixed costs in this case, have
been allocated to departments based on the sales volume of each department. This
is a typical method of allocation. In this case, some managers argued that Depart-
ment 1 was clearly unprofitable and should be eliminated because it showed a net
loss of $500. Were they right?

To find out, see Exhibit 19-12, which shows what would happen if Department
1 were eliminated.

Several facts become clear right away. The overall profit of the store would be
reduced if Department 1 were dropped. Fixed costs of $3,000, now being charged
to Department 1, would have to be allocated to the other departments. This would
reduce net profit by $2,500, since Department 1 previously covered $2,500 of the
$3,000 in fixed costs. Such shifting of costs would then make Department 2 look
unprofitable!

Contribution-margin example

Exhibit 19-13 shows a contribution-margin income statement for the same
department store. Note that each department has a positive contribution margin.
Here the Department 1 contribution of $2,500 stands out better. This actually is the

Exhibit 19-12 Profit and Loss Statement by Department if Department 1 Were Eliminated

/’_
Totals Dept. 2 Dept. 3
- P il
Sales $50,000 $30,000 $20,000
Cost of sales 35,000 25,000 10,000
Gross margin 15,000 5,000 10,000
Other expenses:
Selling expenses 2,500 1,500 1,000
Administrative expenses 6,000 3,600 2,400
Total other expenses 8,500 5,100 3,400
$ 6,500 $ (100) $ 6,600

\Net profit or (loss)
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/"
Totals Dept. 1 Dept. 2 Dept. 3
\_ P P p gy
Sales $100,000 $50,000 $30,000 $20,000
Variable costs:
Cost of sales 80,000 45,000 25,000 10,000
Selling expenses 5,000 2,500 1,500 1,000
Total variable costs 85,000 47,500 26,500 11,000
Contribution margin 15,000 $ 2,500 $ 3,500 $ 9,000
Fixed costs
Administrative expenses 6,000

\Net profit

$ 9,000 /

Contribution-margin
versus full-cost—
choose your side

amount that would be lost if Department 1 were dropped. (Our simple example
assumes that the fixed administrative expenses are truly fixed—that none of them
would be eliminated if this department were dropped.)

A contribution-margin income statement shows the contribution of each depart-
ment more clearly, including its contribution to both fixed costs and profit. As long
as a department has some contribution-margin, and as long as there is no better use
for the resources it uses, the department should be retained.

Using the full-cost approach often leads to arguments within a company.
Any method of allocation can make some products or customers appear less
profitable.

For example, it’s logical to assign all common advertising costs to customers based
on their purchases. But this approach can be criticized on the grounds that it may
make large-volume customers appear less profitable than they really are—especially
if the marketing mix aimed at the larger customers emphasizes price more than
advertising.

Those in the company who want the smaller customers to look more profitable
usually argue for this allocation method on the grounds that general advertising
helps build good customers because it affects the overall image of the company and
its products.

Arguments over allocation methods can be deadly serious. The method used may
reflect on the performance of various managers—and it may affect their salaries and
bonuses. Product managers, for example, are especially interested in how the vari-
ous fixed and common costs are allocated to their products. Each, in turn, might
like to have costs shifted to others’ products.

Arbitrary allocation of costs also may have a direct impact on sales reps’ morale.
[t they see their variable costs loaded with additional common or fixed costs over
which they have no control, they may ask, “What'’s the use!”

To avoid these problems, firms often use the contribution-margin approach.
[t's especially useful for evaluating alternatives and for showing operating
managers and salespeople how they're doing. The contribution-margin
approach shows what they’ve actually contributed to covering general overhead
and profit.

Top management, on the other hand, often finds full-cost analysis more useful.
In the long run, some products, departments, or customers must pay for the fixed
costs. Full-cost analysis has its place too.
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Planning and Control Combined

Sales + Costs +

Everybody helps =

$163,000

We've been treating sales and cost analyses separately up to this point. But man-
agement often combines them to keep a running check on its activities—to be sure
the plans are working—and to see when and where new strategies are needed.

Let’s see how this works at Cindy’s Fashions, a small-town apparel retailer. This
firm netted $155,000 last year. Cindy Reve, the owner, expects no basic change in
competition and slightly better local business conditions. So she sets this year’s profit
objective at $163,000—an increase of about 5 percent.

Next she develops tentative plans to show how she can make this higher profit.
She estimates the sales volumes, gross margins, and expenses—broken down by
months and by departments in her store—that she would need to net $163,000.

Exhibit 19-14 is a planning and control chart Reve developed to show the con-
tribution each department should make each month. At the bottom of Exhibit
19-14, the plan for the year is summarized. Note that space is provided to insert the
actual performance and a measure of variation. So this chart can be used to do both
planning and control.

Exhibit 19-14 shows that Reve is focusing on the monthly contribution to over-
head and profit by each department. The purpose of monthly estimates is to get
more frequent feedback and allow faster adjustment of plans. Generally, the shorter

Exhibit 19-14 Planning and Control Chart for Cindy’s Fashions

/
N

Cumulative\

Contribution to Store

Dept. A

Dept. B

Store Operating
Expense Profit

Operating

Profit /

Dept. C Dept. D* Total

January
Planned
Actual

Variation

February
Planned
Actual
Variation

27,000

20,000

9,000 4,000 —1,000 39,000 24,000 15,000 15,000

6,500 2,500 —1,000 28,000 24,000 4,000 19,000

November
Planned

Actual
Variation

December
Planned
Actual

Variation

Total

Planned
Actual
Variation

32,000

63,000

316,000

‘The objective of minus $4,000 for this department was established on the same basis as the objectives for the other departments—that is, it represents the same percent-

7,500 2,500 0 42,000 24,000 18,000

12,500 4,000 9,000 88,500 32,000 56,500

70,000 69,000 —4,000

106,500

163,000

453,000 288,000 163,000 163,000

@E gain over last year when Department D’'s loss was $4,200. Plans call for discontinuance of the department unless it shows marked improvement by the end of the yraar/
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the planning and control period, the easier it is to correct problems before they
become emergencies.

[n this example, Reve uses a modified contribution-margin approach—some of
the fixed costs can be allocated logically to particular departments. On this chart,
the balance left after direct fixed and variable costs are charged to departments is
called Contribution to Store. The idea is that each department will contribute to
covering general store expenses—such as top-management salaries and holiday dec-
orations—and to net profits.

[n Exhibit 19-14, we see that the whole operation is brought together when Reve
computes the monthly operating profit. She totals the contribution from each of the
four departments, then subtracts general store expenses to obtain the operating profit
for each month.

As time passes, Reve can compare actual sales with what’s projected. If
actual sales were less than projected, corrective action could take either of two
courses: improving implementation efforts or developing new, more realistic
strategies.

The analyses we've discussed so far are designed to help a firm plan and control
its operations. They can help a marketing manager do a better job. Often, however,
the control process tends to look at only a few critical elements, such as sales vari-
ations by product in different territories. It misses such things as the effectiveness
of present and possible marketing strategies and mixes.

The marketing manager usually is responsible for day-to-day implementing as well
as planning and control and may not have the time to evaluate the effectiveness of
the firm’s efforts. Sometimes crises pop up in several places at the same time.
Attention must focus on adjusting marketing mixes or on shifting strategies in the
short run.

To make sure that the whole marketing program is evaluated regularly, not just
in times of crisis, marketing specialists developed the marketing audit. A marketing
audit is similar to an accounting audit or a personnel audit, which businesses have
used for some time.

The marketing audit is a systematic, critical, and unbiased review and appraisal
of the basic objectives and policies of the marketing function and of the
organization, methods, procedures, and people employed to implement the
policies. '

A marketing audit requires a detailed look at the company’s current market-
ing plans to see if they are still the best plans the firm can offer. Customers’ needs
and attitudes change—and competitors continually develop new and better
plans. Plans more than a year or two old may be out-of-date or even obsolete.
Sometimes marketing managers are so close to the trees that they can’t see the
forest. An outsider can help the firm see whether it really focuses on some unsat-
isfied needs and offers appropriate marketing mixes. Basically, the auditor uses
our strategy planning framework. But instead of developing plans, the auditor
works backward and evaluates the plans being implemented. The consultant-
auditor also evaluates the quality of the effort—looking at who is doing what
and how well. This means interviewing customers, competitors, channel mem-
bers, and employees. A marketing audit can be a big job. But if it helps ensure
that the company’s strategies are on the right track and being implemented prop-
erly, it can be well worth the effort.
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An audit shouldn’t be
necessary—Dbut often

A marketing audit takes a big view of the business—and it evaluates the whole
marketing program. It might be done by a separate department within the com-

itis pany, perhaps by a marketing controller. But to get both expert and objective
evaluation, it’s probably better to use an outside organization such as a marketing

consulting firm.

[deally, a marketing audit should not be necessary. Good managers do their best
in planning, implementing, and control—and they should continually evaluate the
effectiveness of the operation. In practice, however, managers often become identi-
fied with certain strategies, and pursue them blindly, when other strategies might be
more effective. Since an outside view can give needed perspective, marketing audits
may be more common in the future.

Conclusion

In this chapter, we've focused on the important role
of implementation and control in satistying customers
and the firm’s ongoing success. We explained how im-
provements in information technology are playing a
critical role in revolutionizing these areas. Managers
should seek new and creative ways to improve imple-
mentation, which can often give a firm a competitive
advantage in building stronger relationships with cus-
tomers, even in highly competitive mature markets.

We also went into some detail on how total quality
management can help the firm get the type of imple-
mentation it needs—implementation that continuously
improves and does a better job of meeting customers’
needs and at lower cost.

A marketing program must also be controlled. Good
control helps the marketing manager locate and correct
weak spots and at the same time find strengths that may
be applied throughout the marketing program. Control
works hand in hand with planning.

Questions and Problems

1. Give an example of how a firm has used informa-
tion technology to improve its marketing
implementation and do a better job of meeting your
needs.

2. Should marketing managers leave it to the account-
ants to develop reports that the marketing manager
will use to improve implementation and control?
Why or why not?

3. Give an example of a firm that has a competitive ad-
vantage because of the excellent job it does with
implementation activities that directly impact

Simple sales analysis just gives a picture of what hap-
pened. But when sales forecasts or other data showing
expected results are brought into the analysis, we can
evaluate performance—using performance indexes.

Cost analysis also can be useful. There are two basic
approaches to cost analysis—full-cost and contribution-
margin. Using the full-cost approach, all costs are
allocated in some way. Using the contribution-margin
approach, only the variable costs are allocated. Both
methods have their advantages and special uses.

Ideally, the marketing manager should arrange for a
constant flow of data that can be analyzed routinely,
preferably by computer, to help control present plans
and plan new strategies. A marketing audit can help this
ongoing effort. Either a separate department within the
company or an outside organization may conduct this
audit.

customer satisfaction. Explain why you think your
example is a good one.

4. What are the major advantages of total quality
management as an approach for improving imple-
mentation of marketing plans? What limitations
can you think of?

5. If you were asked to recommend a firm (with which
you have dealt) as a benchmark for good customer
service after the sale, what firm would you recom-
mend! What does this firm do that other firms do not
do as well?
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6. Various breakdowns can be used for sales analysis
depending on the nature of the company and its
products. Describe a situation (one for each)
where each of the following breakdowns would
yield useful information. Explain why.

By geographic region.

By product.

By customer.

By size of order.

By size of sales rep commission on each product
or product group.

. P R

7. Distinguish between a sales analysis and a perfor-
mance analysis.

8. Caretully explain what the iceberg principle should

mean to the marketing manager.

9. Explain the meaning of the comparative perfor-
mance and comparative cost data in Exhibits 19-4
and 19-5. Why does it appear that eliminating
sales areas D and E would be profitable’

10. Most sales forecasting is subject to some error (per-
haps 5 to 10 percent). Should we then expect
variations in sales performance of 5 to 10 percent
above or below quota? It so, how should we treat
such variations in evaluating performance!

11. Why is there controversy between the advocates of
the full-cost and the contribution-margin ap-
proaches to cost analysis!

12. The June profit and loss statement for the Browning
Company is shown. If competitive conditions make

Suggested Cases

33. Huntoon & Balbiera, P.C.

Computer-Aided Problem

19. Marketing Cost Analysis

This problem emphasizes the differences between the
full-cost approach and contribution-margin approach to
marketing cost analysis.

Tapco, Inc., currently sells two products. Sales com-
missions and unit costs vary with the quantity of each
product sold. With the full-cost approach, Tapco’s ad-
ministrative and advertising costs are allocated to
each product based on its share of total sales dollars.
Details of Tapco’s costs and other data are given in the
spreadsheet. The first column shows a cost analysis

© The McGraw-Hill
Companies, 2002

price increases impossible and management has cut
costs as much as possible, should the Browning
Company stop selling to hospitals and schools?

Why?

Browning Company Statement

/ Hospitals \

and
\ Retailers Schools Tntalj
Sales:
80,000 units at
$0.70 . ......... $56,000 $56,000
20,000 units at
SO60 - e $12,000 12,000
Total ........... 56,000 12,000 68,000
Costofsales ........ 40,000 10,000 50,000
Gross margin . ....... 16,000 2,000 18,000
Sales and administrative
expenses:
Variable . ......... 6,000 1,500 7,500
FIXea e e e 5,600 900 6,500
dotal . s e 11,600 2,400 14,000
Net profit (loss) ...... $ 4400 $ (400) $ 4,000

\l 4

13. Explain why a marketing audit might be desirable,
even in a well-run company. Who or what kind of an
organization would be best to conduct a marketing

audit! Would a marketing research firm be good!?
Would the present CPA firms be most suitable! Why!

35. Romano’s Take-Out, Inc.

based on the full-cost approach. The second column
shows an analysis based on the contribution-margin
approach.

a. If the number of Product A units sold were to increase
by 1,000 units, what would happen to the allocated
administrative expense for Product A? How would
the change in sales of Product A affect the allocated
administrative expense for Product B? Briefly discuss
why the changes you observe might cause conflict
between the product managers of the two different
products.
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was originally earning with both products? (Hint:

b. What would happen to total profits if Tapco stopped

selling Product A but continued to sell 4,000 units of
Product B? What happens to total profits if the firm
stops selling Product B but continues to sell 5,000
units of Product A? (Hint: To stop selling a product
means that the quantity sold would be zero.)

Change values in the spreadsheet to reflect the changes
the firm is considering, and then use the What If
analysis to vary the quantity of Product A sold and
display what happens to total profit.)

For additional questions related to this problem, see
Exercise 19-3 in the Learning Aid for Use with Basic Mar-
keting, 14th edition.

c. If the firm dropped Product B and increased the price
of Product A by $2.00, what quantity of Product A
would it have to sell to earn a total profit as large as it
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Finish This Chapter,
apter Twenty
1. Understand why
turning a marketing .
plan into a profitable
business requires a n ag I n g
money, information,
people, and a way to B y . .
2 M Marketing’s Link with
and services.
|
2. Understand the
ways that marketing e r U n C I O n a
strategy decisions
may need to be
adjusted in light of Are aS
available financing.
3. Understand how a
firm can implement
and expand a market-
iIng plan using
internally generated
cash flow. lllinois Tool Works, Inc. manufacture of picture frames

(www.itwinc.com) produces and by taking molding directly from a
4. Understand how _ _
different aspects of sells thousands of products— high-speed saw and then automati-
production capacity ranging from nuts, bolts, screws, cally joining the pieces into a
and flexibility should | | | | |
be coordinated with nails, and plastic fasteners to complete picture frame with virtually
”‘Iark?ﬂng strategy sophisticated equipment—Ilike its no labor required. ITW'’s fasteners
planning.

new robot that automates the are hidden inside or attached to

5. Understand the

ways that the location
and cost of produc- hundreds of other products you

tion affect marketing buy. One key to ITW’s success is
strategy planning.

appliances, cars, computers, and

that it is fast and creative in

6. Know how market- _ identifying target markets with
INg managers and : .

accountants can work , Tk specific needs, developing

together to improve ) products—actually whole
analysis of the costs

and profitability of ol [ marketing mixes—and then

specific products and ' b implementing plans to meet
customers. :

the target market’s needs.

7. Know some of the Another key to ITW's success is
human resource

issues that a marketer that managers from different
should consider when

planning a strategy

and implementing a

plan.

8. Understand the
important new terms
(shown in red).
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areas—such as production,

finance, accounting, and
human resources—work

closely with the marketing peo-

ple to be certain that market
opportunities are turned into
profitable strategies.

Some competing firms
make the mistake of defining
their markets in terms of the
products they’'ve always pro-
duced (for example, the
“screw market” or the “bolt
market”). By contrast, I[TW
defines markets in terms of
customer needs. And often
ITW finds that what a cus-
tomer needs is not a screw or
a bolt but something entirely
new. As one simple example,
factories assemble millions of

20. Managing Marketing's Text
Link with Other Functional

panels that enclose electronic
products like computers and
medical equipment. The tiny
nuts and bolts typically used
to fasten the panels require
tools, and users often drop
them when they need to open
a panel. So ITW created the
perfect one-piece plastic
fastener. It costs less and
simplifies production because
it pops into place and there’s
only one piece to inventory.
Users can release it with a
twist of their fingers, and it
stays attached to the panel so
it can’t get lost.

The ITW approach of start-
Ing with customer needs often
requires more than a market-
ing plan. It often requires new
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resources—new production
capabilities, money to put the
plan into operation, and peo-
ple with new skills.

You can appreciate ITW’s
approach if you consider the
origin of the now-common
plastic buckle. The start was
simple. A firm that produces
life jackets needed a better
way to fasten them. ITW’s
salespeople and R&D people
teamed up to develop just the
right product for this customer.
The result: a durable, safety-
rated plastic buckle. ITW had
the money to quickly set up
new production facilities for
the buckle because its other
established products were
producing profits that ITW
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could reinvest. With produc-
tion capacity in place, ITW
targeted marketing mixes at
other firms with similar needs.
Today, there are hundreds of
different types of ITW’s Nexus
brand buckles. To get a sense
for the variety, check out
ITWNexus.com. Millions of
them are used not only in life
jackets but in hundreds of
other products, ranging from
pbelts on swimsuits to straps
on backpacks and safety hel-
mets. Adding a wide variety of
special buckles for these dif-
ferent markets quickly
contributed to profits because
most of the major fixed costs
had already been covered.
ITW has developed many
other innovative products and
marketing mixes focused on

20. Managing Marketing's Text
Link with Other Functional

the needs of specific market
segments. For example, ITW
makes Kiwi-Lok, a nylon fas-
tener that New Zealand
farmers use to secure their
Kiwi plants. It's not a fluke that
ITW saw this unusual fasten-
Ing need. As one ITW
executive put it, “We try to sell
where our competitors
aren’'t”—one reason why ITW
now serves customers from
operations in more than

35 countries. Although ITW is
a very large company with
many different product lines, it
Is able to stay in close contact
with its customers because all
of its businesses are locally
managed. At the same time, it
expands its reach by maintain-
Ing more than 90 different
websites for product lines

Marketing in the Broader Context

© The McGraw-Hill
Companies, 2002

focused at different sets of
business customers (but you
can link to any of the websites
from ITW’s home page at
www.itwinc.com).

ITW organizes all of its
activities, including how it sets
up its factories, to adjust to the
needs of distinct target mar-
kets. ITW serves large-volume
segments with “focused
factories” that concentrate on
quickly producing large quanti-
ties of a single product line at a
low cost. It handles limited
production for small segments
In special “batches” on
equipment dedicated to short
runs. This flexible approach
helps ITW fill customers’ orders
faster than competitors—
which is yet another reason for
the company’s success.’

The marketing concept says that everyone in a firm should work together to sat-
isty customer needs at a profit. Once a marketing strategy has been developed and
turned into a marketing plan, the blueprint for what needs to be done is in place.
So throughout the text we've developed concepts and how-to approaches relevant
to marketing strategy planning, implementation, and control.

From the outset, we've emphasized that what is a good marketing strategy—
selection of a target market and a marketing mix to meet target customers’
needs—depends on the fit with the specific irm and its market environment—
what it’s able to do and what it wants to do. Now we’ll broaden our view to take
a closer look at some of the important ways that marketing links to other func-
tional areas.

Cross-functional links
affect strategy planning

Our emphasis is not on the technical details of other functional areas but rather
on the most important ways that cross-functional links impact your ability to

develop marketing strategies and plans that really work. See Exhibit 20-1.
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In firms with a marketing

orientation, people from different
functional areas work together to
make certain that they satisfy the

customer,

Exhibit 20-1

Some Important Links
between Marketing and
Other Functional Areas
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Implementing a marketing plan usually requires a financial investment—so we'll
consider both money required to start up a new plan and the money needed to meet
ongoing expenses. Then we'll look at production and operations and review how
available production capacity, production flexibility, and operating issues impact
marketing planning. We'll also take a closer look at how accounting people and
marketing managers work together to get a better handle on marketing costs. We'll
conclude with a discussion of human resource issues—because it’s people who put
plans into action.

How important the linkages with production, finance, accounting, and human
resources are for the marketing manager depends on the situation. In an entrepre-
neurial dot-com start-up, the same person may be making all of the decisions. In a
big company, managing the linkages among many specialists may be much more
complicated.

Resource Requirements of
Marketing Strategies and Plans

/ f \ \ Skilled

Goods and :
: Money to start Information
services that people to
meet customer plar:}snzi;?ngleet cuast’?:;; d put plans
requirements eXpenses e into action

Accounting Human
Department Resources

Investment Profitability of epartiiont
Capabilities, capital and individual
flexibility, and cash flow
efficiency products, and
activities

Production & Finance
Operations Department
Department

Recruiting,
customers, training,
motivating
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Cross-functional
challenges are greatest
with new efforts
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Our emphasis will be on new efforts. When a new strategy involves only minor
changes to a plan that the firm is already implementing, the specialists usually have
a pretty good idea of how their activities link to other areas. However, when a
potential strategy involves a more significant change—Ilike the introduction of a
totally new product idea—understanding the links between the different functional
areas is usually much more critical.

The Finance Function: Money to Implement Marketing Plans

Chief financial officer
handles money matters

Opportunities compete
for capital and budgets

When evaluating new
opportunities, Unilever brings
together a team of managers
with experience around the world
to be certain that marketing plans
that the firm implements will give
it a competitive advantage and
earn a return that will be
attractive to investors.

Bright marketing ideas for new ways to satisfy customer needs don’t go very far
if there isn't enough money to put a plan into operation. Finding and allocating
capital—the money invested in a irm—is usually handled by a firm’s chief iinan-
cial officer. Entrepreneurs and others who own their own companies may handle
this job themselves. In most firms, however, there is a separate financial manager
who works with the chief executive to make major finance decisions.

A firm’s marketing manager and financial manager must work together to ensure
that the firm can successfully implement its marketing plans with the money that
is or will be available. Further, a successful strategy should ultimately generate profit.
And the financial manager needs to know how much money to expect and when
to expect it to be able to plan for how it will be used.

Within an organization, different possible opportunities compete for capital.
There’s usually not enough money to do everything, so strategies that are incon-
sistent with the firm’s financial objectives and resources are not likely to be
funded. It’s often best for the marketing manager to use relevant financial mea-
sures as quantitative screening criteria when evaluating various alternatives in the
first place.

Marketing plans that are funded usually must work within a budget constraint.
Ideally, the marketing manager should have some inputs on what that budget is—
to get the marketing tasks done. Further, some strategy decisions may need to be
adjusted, either in the short or long run, to work within the available budget. For
example, a marketing manager might prefer to have control over the selling effort
for a new product by hiring new people for a separate sales force. However, if there
isn’t enough money available for salesperson salaries, then the best alternative might
be to start with manufacturers’ agents. They work for a commission and aren’t paid
until after they generate a sale and some sales revenue. Then after the market
develops and the plan becomes profitable, the firm might expand its own sales force.

LRI
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internal and external
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External funding—
investors expect a
return
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Financial managers usually think about two different uses of capital. First, capital
may be required to pay for investments in facilities, equipment, computer networks,
and other “fixed assets.” These installations are usually purchased and then used,
and depreciated, over a number of years. In addition, a irm needs working capital—
money to pay for short-term expenses such as employee salaries, advertising,
marketing research, inventory storing costs, and what the firm owes suppliers. A
firm usually must pay for these ongoing expenses as they occur. As a result there is
usually a continuing need for working capital.

Capital is usually a critical resource when a marketing plan calls for rapid
growth—especially if the growth calls for expensive new facilities. Clearly, a plan
to build a chain of 15 hotels requires more money for buildings and equipment, as
well as more money for salaries, food, and supplies, than a plan for a single hotel.
Such a plan might require that the firm borrow money from a commercial lender.
In contrast, a plan that simply calls for improving the service in an existing hotel,
perhaps by adding several people to handle room service, would require much less
money. In fact, increased food sales from room service might quickly generate more
than enough earnings to pay for the added people.

As these examples imply, there are a number of different possible sources of
capital. However, it’s useful to boil them down to two categories: external sources,
such as loans or sales of stocks or bonds, and internal sources, such as cash accumu-
lated from the firm’s profits. A firm usually seeks outside funding in advance of when
it is needed to invest in a new strategy. Internally generated profits may be accu-
mulated and used in the same way, but often internal money is used as it becomes
available. In other words, with internally generated funding a firm’s marketing
program may be expected to “pay its own way.”

The timing of when financing is available has an important effect on marketing
strategy planning, so we’'ll look at this topic in more detail. We'll start by looking
at external sources of funds.

While a firm might like to fund its marketing program from rapid growth in its
own profits, that is not always possible. New companies often don’t have enough
money to start that way. An established company with some capital may not have
as much as it needs to make long-term investments and still have enough working
capital for the routine expenses of implementing a plan. Getting started may also
involve losses, perhaps for several years, before earnings come in. In these circum-
stances, the firm may need to turn to one of several sources of external capital.

A firm may be able to raise money by selling stock—a share in the ownership
of a company. Stock sales may be public or private, and the buyers may be indi-
viduals, including a firm’s own employees, or institutional investors (such as a
pension fund or venture capital firm).

People who own stock in a firm want a good return on their investment. That
can happen if the company pays owners of its stock a regular dividend. It also hap-
pens if the value of the stock goes up over time. Neither is likely if the firm isn't
consistently earning profits. Further, the value of a firm’s stock typically doesn't
increase unless its profits are growing. This is one reason that marketing managers
are always looking for profitable new growth opportunities. Profits can also improve
by being more efhcient—getting the marketing jobs done at lower cost, doing a bet-
ter job holding on to customers, and the like. Ultimately, a firm that doesn’t have
a successful or at least promising marketing strategy can’t attract and keep investors.

On the other hand, it’s a sad reality that a firm with a great strategy can’t always
attract investors. As in other aspects of business, investors sometimes get caught up
in a current fad. One week they want to invest in any new biotech firm, and then
the next week the only thing that gets their attention is the stock, say, for a dot-com
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A firm that has a promising
marketing plan will usually have
more success in obtaining
financial resources from external
lenders or investors.

Investors’ time horizon
Is important

Forecasts may become
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business. They don’t even stop to figure out if the firm’s specific plan makes sense—
because it’s the Internet label that makes it hot. Oddly, by the time a type of business
has attracted enough attention to have fad value to investors there’s already likely
to be a lot of competition. Then it’s usually too late to have an innovative strategy.

The time horizon for profit and growth that investors have in mind can be very
important to the marketing manager. If investors are patient and willing to wait for
a new strategy to become profitable, a marketing manager may have the luxury of
developing a plan that will be very profitable in the long run even if it racks up
short-term losses. Many Japanese firms take this approach. However, most market-
ing managers face intense pressure to develop plans that will generate profits quickly;
there’s more risk for investors if potential profits are off in the future.

[t is often a challenge to develop a plan that produces profit in the short term
and also positions the firm for long-run success. For example, a low penetration price
for a new product may help to prevent competition and to attract repeat purchasers
long into the future. Yet a skimming price may be better for profits in the short
term. Even so, the marketing manager’s plans must take the investors’ time horizon
into consideration. Unhappy investors can demand new management or put their
money somewhere else.

[nvestors usually want detailed information about a firm’s plans before they invest
money in the firm’s stock. The firm’s financial people usually provide this informa-
tion, but financial estimates don’t mean much unless they're based on realistic
estimates of demand, revenue, and marketing expenses from the marketing man-
ager. An optimistic marketing manager may be hesitant to lay out the potential
limitations of a plan or its forecasts—especially if the full story might scare off
needed investors. However, this is an important ethical issue. While investors know
that there is always some uncertainty in forecasts, they have a right to information
that is as accurate as possible. Put another way, just as a marketing manager
shouldn’t mislead a buyer of the firm’s products, it’s not appropriate to mislead
investors who are buying into the firm’s marketing plan.
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Rather than sell stock, some firms prefer debt financing—borrowing money based
on a promise to repay the loan, usually within a fixed time period and with a spe-
cific interest charge. This might involve a loan from a commercial bank or the use
of corporate bonds. People or institutions that loan the money typically do not get
an ownership share in the company, and they are usually even less willing to take
a risk than are investors who buy stock.

Most commercial banks are conservative. They usually won’t loan money to a
firm that doesn’t have some valuable asset to put up as a guarantee that the lender
will get its money. Investors who buy a firm’s bonds are also very concerned about
security—but they often don’t have a legal right to some specific assets if the firm
can’t repay the borrowed money when it’s due. In general, the greater the risk that
the lender takes on to provide the loan, the greater the interest rate charge will be.

The cost of borrowing money can be a real financial burden. Just as a firm’s sell-
ing price must cover all of the marketing expenses and the other costs of doing
business before profits begin to accumulate, it must also cover the interest charge
on borrowed money. The impact of interest charges on prices can be significant. For
example, the spread between the prices charged by fast-growing, efficient super-
market chains and individual grocery stores would be even greater if the chains
weren't paying big interest charges on loans to fund new facilities.

While the cost of borrowing money can be high, it may still make sense if the
money is used to implement a marketing plan that earns an even greater return. In
that way, the firm leverages the borrowed money to make a profit. Even so, there
are often advantages if a firm can pay for its plans with internally generated capital.”

A company with a successful marketing strategy
has its own internal source of funds—profits that
become cash in the bank!

For example, the building-supply company,
Home Depot, reported a profit of just over $600
million from running its businesses in 1994. The
company only paid out about 11 percent of that
money as dividends to its stockholders. The stock-
holders liked it that way because Home Depot used
the remaining half a billion dollars to open 126
new stores. And by financing stores in this fashion
its profits grew to about $940 million by the begin-
ning of 1997.°

Reinvesting cash generated from operations is usually less expensive than bor-
rowing money because no interest expense is involved. So internal inancing often
helps a firm earn more profit than a competitor that is operating on borrowed
money—even if the internally financed company is selling at a lower price.

Firms that can’t get a loan or that don’t want the expense of borrowed money often
start with a less costly strategy and a plan to expand it as quickly as is allowed by
earnings. Consider the case of Sorrell Ridge, a small company that wanted to com-
pete with the jams and jellies of big competitors like Welch’s and Smucker’s. Sorrell
Ridge started small with a strategy that focused on a better product—"spreadable fruit”
with no sugar added—that was targeted at health-conscious consumers. After paying
to update its production facilities, Sorrell Ridge didn’t have much working capital to
pay for promotion and other marketing expenses. So it turned to health-food whole-
salers and retailers to give the product a promotion push in the channel. As profits
from the health-food channel started to grow, Sorrell Ridge used some of the money
for local TV and print ads in big cities in the Northeast. The ads increased consumer
demand for Sorrell Ridge’s spreads and helped get shelf space from supermarkets in
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that region. Success from selling through supermarkets in the Northeast generated
more volume and profit, which provided Sorrell Ridge with the financial base to enter
the big California market. The big supermarket chains there wouldn’t consider carry-
ing a new fruit spread without a lot of trade promotion, including hefty stocking
allowances. Sorrell Ridge had the money to pay for a coupon program to stimulate
consumer trial, but that didn’t leave enough money for the stocking allowance. How-
ever, the marketing manager had a creative idea that involved giving retailers the
stocking allowance in the form of a credit against future purchases rather than cash
up front. With a plan for that blend of trade and consumer promotion in place, one
of the best food brokers in California agreed to take on the line. And expanding into
the new market resulted in profitable growth.”

As the Sorrell Ridge case shows, a firm with limited resources can sometimes
develop a plan that allows for growth through internally generated money. On the
other hand, a company with a mature product that has limited growth potential can
invest the earnings from that product in developing a new opportunity that is more
profitable. Lotus Development, the software company, is a good example. It used
profits from its Lotus 1-2-3 spreadsheet, which faced tough competition from
Microsoft’s Excel, to fund the development of Lotus Notes, an innovative product
for the fast-growing segment of computer users who wanted an easy way to com-
municate with other networked members of their work group.

A marketing manager who wants to plan strategies based on the expected flow of
internal funding needs a good idea of how much cash will be available. A cash flow
statement is a financial report that forecasts how much cash will be available after
paying expenses. The amount that’s available isn’t always just the bottom line or net
profit iigure shown on the firm’s operating statement. Some expenses, like deprecia-
tion of facilities, are subtracted from revenue for tax and accounting purposes but do
not actually involve writing a check. So in determining cash flow, managers often
look at a company’s earnings before subtracting out these noncash expenses.’

Most firms rely on a combination of internal and external capital. An adequate
overall amount of capital makes it possible to expand more rapidly or to implement
a more ambitious plan from the outset. However, when a marketing manager must
rely, at least in part, on internally generated funds to make a strategy self-supporting,
that may need to be considered in selecting between alternative strategies or in
specific marketing mix decisions for a given strategy.

When finances are tight, it’s sensible to look for strategy alternatives that help
get a better return on money that’s already invested. A firm that sells diagnostic
equipment to hospitals might look for another related product for its current sales-
people to sell while calling on the same customers. Similarly, a irm that has a
successful domestic product might look for new international markets where little
or no modification of the product would be required. A firm that is constantly fiight-
ing to rewin customers might be better off with a program that offers loyal customers
a discount; the increase in the number of customers served might more than offset
the lost revenue per sale. Any increase in revenue and profit contribution that the
strategy generates—without increasing fixed costs and capital invested—increases
profit and the firm’s return on investment.

Strategy decisions within each of the marketing mix areas often have significantly
different capital requirements. For example, offering more models, package sizes, fla-
vors, or colors of a product will almost certainly increase front-end capital needs
and increase costs.

Place decisions often have significant financial implications, depending on how
responsibilities are shifted and shared in the channel. Indirect distribution usually
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requires less investment capital than direct approaches. Merchant wholesalers and
retailers who pay for products when they purchase them, and who pay the costs of
carrying inventory, help a producer’s cash flow. Working with public warehousers
and transportation firms may help reduce the capital requirements for logistics
facilities.

Promotion blends that focus on stimulating consumer pull usually require a big
front-end investment in advertising and consumer promotions. For example, it’s not
unusual for a consumer packaged goods producer to spend half of a new product’s
first-year sales revenue on advertising. Thus, it may be less risky for a firm with lim-
ited capital to put more emphasis on a strategy that relies on push rather than pull.
Similarly, capital requirements are less when intermediaries take on much of the
responsibility for promotion in the channel.

Production Must Be Coordinated with the Marketing Plan

Production capacity
takes many forms

Use excess capacity
to improve profits

Excess capacity may
be a safety net

Or it may be a
signal of problems

In screening product-market opportunities, a marketing manager needs to have
a realistic understanding of what is involved in turning a product concept into some-
thing the firm can really deliver. If a firm is going to pursue an opportunity, it’s also
critical that there be effective coordination between marketing planning and
production capacity—the ability to produce a certain quantity and quality of
specific goods or services.

Ditterent aspects of production capacity have different impacts on marketing
planning, so we’ll consider this topic in more depth.”

[f a firm has unused production capacity, it’s sensible for a marketing manager to
try to identify new markets or new products that make more effective use of that
investment. For example, a company that produces rubber tloor mats for automo-
biles might be able to add a similar line of floor mats for pickup trucks. Expanded
production might result in lower costs and better profits for the mats the firm was
already producing—Dbecause of economies of scale. In addition, revenue and profit
contribution from the new products could improve the return on investment the
firm had already made.

[f a firm’s production capacity is flexible, many different marketing opportunities
might be possible. For example, in light ot growing consumer interest in fancy sport
utility vehicles, the marketing manager for the firm above might see even better
profit potential in color-coordinated rubber cargo area liners than in commodity
floor mats. Opportunities further away from its current markets might be relevant
too. For example, there might be better growth and profits in static-electricity-free
mats for Internet server equipment than for auto accessories.

While excess capacity can be costly, it can also serve as a safety net if demand
suddenly picks up. For example, many firms that make products for the construc-
tion industry faced costly excess capacity during the early 1990s. However, many of
those firms were glad that they had that capacity when construction turned into a
booming market a few years later. Whether excess capacity is a wasteful cost or a
safety net for handling unexpected demand depends on the opportunity costs and
likelihood of the two situations.

Excess capacity may exist because the market for what a firm can produce never
really materialized or has moved into long-term decline. Excess capacity may also
indicate that there’s too much competition—with many other firms all hghting for
the same fixed demand. In situations like these, rather than struggling to fiind minor
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again used advertising to
communicate with consumers.
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improvements in capacity use, it might be better for the marketing manager to lead
the firm toward other, more profitable alternatives.

Another aspect of flexibility concerns how quickly and easily a irm can adjust
the quantity of a product it produces. This can be especially important when
demand is uncertain. If a new marketing mix is more successful than expected,
demand can quickly outstrip supply. This happened to Frito-Lay when it developed
WOW! fat-free snack chips using its Olestra fat substitute. It was hard to predict
how people would react to the chips because the FDA required a warning label that
the chips might cause abdominal cramping and diarrhea. That’s not exactly the mes-
sage the brand manager wanted the package to send! Even so, diet-conscious chip
lovers were so enthusiastic about the chips that they were quickly out-of-stock at
most supermarkets.’

This kind of problem can be serious. Promotion spending is wasted if supply can’t
keep up with demand. Further, stock-outs frustrate both consumers and channel
members. This may give a more nimble competitor the opportunity to introduce an
imitation product. By the time the original innovator is able to increase produc-
tion, consumers may already be loyal to the other brand.

Problems of matching supply and demand are likely to be greatest when a
marketing plan calls for quick expansion into many different market areas all at
once. That’s one reason a marketing manager may plan a regional rollout of a new
product. Similarly, initial distribution may focus on certain types of channels—say,
drugstores alone rather than drugstores and supermarkets. Experience with the early
stages of the implementation effort can help the marketing manager determine how
much promotion effort is required to keep distribution channels full and avoid
stock-outs.

Many firms are finding that they can satisty customers and build profits without
doing any production in house. Instead, they look for capable suppliers to produce
a product that meets the specs laid out in the firm’s marketing plan. This is the

Finally,
there's more
where this
came from.
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A firm that outsources some or
all of its production may have
more flexibility to enter attractive
new product-markets.

Design flexibility
Into operations
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approach that Sara Lee is taking. It’s selling off the factories that make its apparel
products—brands like Champion and Hanes and Playtex. The idea is that Sara Lee
will just buy the goods that it wants from independent manufacturers who will pro-
duce to its specs. The company thinks that this is attractive to investors because it
moves the company away from running knitting machines, which “is a business of
yesterday,” and into the knowledge business of building its brands. However, this
could be risky. Sara Lee will still be competing in a low-growth, mature market
whether it does the manufacturing or someone else does. Further, the reputation of
a brand often depends on the quality of the manufacturing behind it.

Of course, some firms are making this work and work well. At the extreme, a
firm may even act like a virtual corporation—where the firm is primarily a coordi-
nator—with a good marketing concept. Consider the case of Calvin Klein fashions.
At one time Calvin Klein was a large manufacturer of underwear and jeans. How-
ever, the company was better at analyzing markets, designing fashions, and
marketing them than it was at production. So the firm sold its factories and arranged
for other companies to make the products that carry the Calvin Klein brand.®

Outsourcing production may increase a firm’s flexibility in some ways, but costs
are often higher, and it may be difficult or even impossible to control quality. Sim-
ilarly, product availability may be unpredictable. If several firms are involved in
producing the final product, coordination and logistics problems may arise.

A company with a line of accessories for bicycle riders faced this problem when
it decided to introduce a water bottle. Its other products were metal, so it turned
to outside suppliers to produce the plastic bottles. However, getting the job done
required three suppliers. One made the bottles, another printed the colorful designs
on them, and the third attached a clip to hold the bottle to a bike.

Moving the product from one specialist to another added costs, and whenever
one supplier hit a snag, all of the others were affected. The firm was constantly
struggling to fill orders on time, and too often it was losing the battle. To avoid
these problems, the firm invested in its own production facilities.”

Because production flexibility can give a firm a competitive advantage in meet-
ing a target market’s needs better or faster, many firms are trying to design more
flexibility into their operations. In fact, without flexible production it may not
be possible for a firm to provide business customers with just-in-time delivery or
rapid response to orders placed by EDI or some other type of e-commerce reorder
system.
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Producing to order
requires flexibility too

Mass customization—
serves individual needs

Lear Corp. has designed
modular, interchangeable
components that make it
possible for car buyers to
customize their car interiors. This
sort of mass customization could
become availlable in the near
future.
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By contrast, flexible manufacturing systems may make it possible for a firm to
better respond to customer needs. This is a key advantage of Dell Computer’s Inter-
net order approach. Early on, most other computer firms produced large quantities
of standardized computers and then shipped them to dealers for resale. If the dealer
didn’t have the right model in stock, it often took weeks to get it. Dell’s approach
allowed customers to order whatever computer configuration they wanted—then
the parts were assembled to match the order. This reduced the cost of finished goods
inventories, precisely matched output to customer needs, and kept everyone focused
on satisfying each customer. It’s been hard for firms like Compaq to directly copy
this approach without alienating the dealers that it relies on. But it’s trying a vari-
ation of the same idea. Compaq ships bare-bones computers to the dealer, and the
dealer’s service department installs the accessories that the customer wants. Here
flexibility is achieved by combining efforts at different levels of the channel.'”

Of course, automobile companies, producers of specialized machine tools, and
other types of manufacturers, as well as many service firms, have been creating prod-
ucts based on specific orders from individual customers for a long time. However, a
wide variety of companies are now looking for innovative ways to serve smaller seg-
ments of customers by using mass customization—tailoring the principles of mass
production to meet the unique needs of individual customers.

Note that using the principles of mass production is not the same thing as try-
ing to appeal to everyone in some mass market. With the mass-customization
approach, a firm may still focus on certain market segments within a broad prod-
uct-market. However, in serving individuals within those target segments it tries to
get a competitive advantage by finding a low-cost way to give each customer more
or better choices.

The changes that are coming with mass customization are illustrated by Levi’s
Personal Pair personalized jeans program for women, which is offered in select Levi’s
stores. With this program, a woman goes to a participating retail store and is care-
fully measured by a trained fit consultant. These measurements are entered into a
computer that generates a pair of prototype trial jeans with these measurements.
The customer tries on that prototype for fit; if necessary, other prototypes or mod-
ifications of measurements may be tried. When the customer is satisfied, the
measurements are sent via computer to the Levi’s factory, where sewing operators
construct the jeans. In about three weeks, the jeans are ready at the store, or they
can be shipped directly to the customer via express mail. The customer’s measure-
ments are kept in a database to make it easy to place future orders—perhaps in a
different color, finish, or style.

Mass customization is not limited to consumer products. Andersen gives builders
and architects a software disk that they use to design their own custom windows.
Similarly, sales reps for ChemStation, a firm that produces industrial detergents,
work closely with customers to understand their special cleaning needs—a car wash
wants something very different from a metal-working plant. Then scientists in
ChemStation develop just the right product—with the correct amount of foam,
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Baldor Electric Gets Wired for Worldwide Profits

Baldor Electric Company produces and markets
electric motors. While sales in recent times have
been depressed by a weak economy, Baldor has
weathered bad markets in the past. One of the
worst times was about 15 years ago. Back then,
demand for electric motors was in a slump. Worse,
producers in Asia were pumping out low-cost com-
modity-type motors from automated factories. The
market was so tough that Westinghouse, the origi-
nal developer of the electric motor, got out of the
business altogether. Yet Baldor’s sales have
increased five times over since that time, and its
profits have been on an upward trend. So how has
Baldor, an old company in a mature market,
achieved profitable growth?

Rather than trying to compete with motors like
those available from many suppliers, Baldor focused
on specific target markets. It came out with special
motors, like the one to run heart pumps in hospitals or
the 500-horsepower unit for rolling steel. The R&D
group also added computer controllers to motors to
improve their value to the customer and to work with

factory automation systems that are replacing old
approaches. In fact, Baldor’s innovations recently
earned a “Product of the Year” Gold Award from a
major trade magazine. That kind of publicity brings in
inquiries and gives Baldor’s knowledgeable sales reps
the chance to work with individual customers to help
them increase their productivity. For example, in a
recent sale Baldor’s drive doubled the output from the
equipment in a customer’s factory. Individually, these
specialized motors are not big sellers. Rather, Baldor’s
strategy takes advantage of flexible production to
focus on getting higher margins on each motor.

Baldor also expanded distribution into 55
countries. And to make it easy for customers world-
wide to get information, Baldor supplements its
website (www.baldor.com) with an electronic catalog
on a CD. Ilts CD includes CAD drawings, performance
data, and installation manuals for over 2,500 Baldor
motors. Product designers in customer-firms use it to
pick the right motor, and it also helps the customer-
firm train its employees. All of these innovations mean
that Baldor can command a premium price."’

grease cutting, grit, and the like. After starting this program, ChemStation’s profit

, 12
margins doubled.

Internet Exercise Nike offers an online service in which customers can

Internet

Batched production

design their own shoes. Go to the Nike website (www.nike.com), select USA,
then select Nike iD, and check out this feature. What do you think are the
major (1) strengths and (2) weaknesses of Nike’s service?

If it is expensive for a firm to switch from producing one product (or product

line) to another, it may have no alternative but to produce in large batches and
maintain large inventories. Then it can supply demand from inventory while it is
producing some other product. However, a firm that must pay the costs of carrying
extra inventory to avoid stock-outs may not be able to compete with a firm that
has more flexible production.

Excess inventory that can’t be sold using the firm’s normal strategy can become
a big problem. In some industries there are specialized middlemen whose primary
job is to buy and liquidate excess inventories. There has been a significant
increase in the buying and selling of excess, surplus, or obsolete inventory dur-
ing the past few years, mainly because the Internet makes it possible for buyers
to locate sellers and vice versa. Sometimes the inventory is sold with an online
auction. The selling price may be high or low, depending on demand at that
particular time.

requires inventories

Where products are
produced matters

A marketing manager also needs to carefully consider the marketing implica-
tions of where products are produced. It often does make sense for a firm to
produce where it can produce most economically, if the cost of transporting and
storing products to match demand doesn’t offset the savings. On the other hand,
production in areas distant from customers can make the distribution job much
more complicated.

589
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Alien Workshop, which markets
skateboarding and snowboarding
equipment and apparel, was
growing rapidly and needed to
move into larger facilities. Key
Corp, a provider of financial
services, helped the firm develop
a plan that made its growth
objectives achievable.

Offshore operations
may complicate
marketing

Some critics object to
overseas production

Service firms may

transfer some tasks

Price must cover
production costs
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As an interesting example, consider the marketing implications of Hanes’ deci-
sion to use offshore production for many of its men’s underwear products. Buyers for
mass-merchandiser chains, like Wal-Mart and Kmart, put constant pressure on
Hanes to find ways to cut prices. That's why much of the sewing work on Hanes
underwear is done in the Caribbean Islands where labor costs are low.

However, the only practical way to transport the bulky and inexpensive finished
products back to the U.S. market is by boat. Boats are slow, and clearing customs
can add further delays. At the port, the bulk cases of underwear must be handled
again and broken down into quantities and assortments for shipping to the retail-
ers distribution centers. And at the distribution centers the cases need to be grouped
with other products going to a specific store. All of these steps are necessary to meet
customers’ needs, but they also make it difficult to quickly adjust supply.’

Marketing managers must be aware of and sensitive to criticisms that may arise
concerning overseas production. Some of these concerns relate to nationalism. But
other issues are sometimes at stake.

Although overseas production may reduce prices for domestic consumers, some
critics argue that the costs are only lower because the work is handled in countries
with lower workplace safety standards and fewer employee protections. At the
extreme, some firms have been boycotted for relying on Chinese suppliers who were
accused of using political prisoners as slave labor.

Marketing managers can’t ignore such concerns. Just as a firm has a social respon-
sibility in the country where it sells products, it also has a social responsibility to
the people who produce its products. However, pay or safety standards that seem
low in developed nations may make it possible for workers in an undeveloped nation
to have a better, healthier life.'*

Firms that produce services often must locate near their customers. However,
some service firms are inding ways to reduce the cost of some of their production
work with task transfer—using telecommunications to move service operations to
places where there are pools of skilled workers. For example, Bank of America puts
its automatic teller machines and branch offices where they're convenient for cus-
tomers, but many of the programmers who do its backroom computer work are in
India.

In Chapter 18, we analyzed various cost curves and how they fir, along with
P Y Y g
demand curves, into the pricing puzzle. Production costs are usually an important

, P EP Yy P
part of the overall costs that must be considered in pricing, so a marketing manager
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Cut costs that
don’t add value
for customers

Accounting Data Can

Natural versus
functional accounts—
what is the purpose?
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needs to have a reasonable understanding of the costs associated with production—
especially when product features called for in the marketing plan drive costs.

A well-informed marketing manager can play an important role in working
with production people to decide which costs are necessary to add value that
meets customer needs and which are just added expense with little real benett.
For example, a software firm was providing a very detailed instruction book along
with the disks in its distribution package. The book was running up costs and
causing delays because it needed to be changed and reprinted every time the firm
came out with a new version of its software. The marketing manager realized that
most of the detail in the book wasn’t necessary. When users of the software had
a problem, they didn’t want to search for the book but instead wanted the infor-
mation on the computer screen. Providing the updated information on the disk
was faster and cheaper than printing the book. Further, packaging costs were lower
without the book. And as icing on the cake, customers were more satisfied with
the online help.

[n a situation like this, it is easy to identity specific costs associated with the pro-
duction job. However, often it’s difficult to get a good handle on all of the costs
associated with a product without help from the firm’s accountants.

Help in Understanding Costs and Profit

Accounting data that helps managers track where costs and profit are coming
from is an important aid for strategy decisions. Unfortunately, accounting statements
that are prepared for tax purposes and for outside investors often aren’t helpful for
managers who need to make decisions about marketing strategy.

Understanding profitability depends on being able to identify the specific costs
of different goods and services. You saw this in the last chapter when two basic
approaches to handling costs—the full-cost approach and the contribution-margin
approach—resulted in different views of profitability. At that point, however, we
didn’t go into any detail about how marketing managers and accountants can work
together to get a better understanding of costs—especially how to allocate costs that
seem to be common to several products or customers making allocation of costs dif-
ficult. In recent years, some accountants have devoted more attention to approaches
to this problem and given it the name “activity-based accounting.” In spite of the
new name, the basic ideas behind marketing cost analysis were developed years ago
by a marketing specialist."”

Marketing cost analysis usually requires a new way of classifying accounting data.
Instead of using the type of accounts typically used for financial analysis, we have
to use functional accounts.

Natural accounts are the categories to which various costs are charged in the
normal financial accounting cycle. These accounts include salaries, wages, social
security, taxes, supplies, raw materials, auto, gas and oil expenses, advertising, and
others. These accounts are called natural because they have the names of their
expense categories.

However, factories don’t use this approach to cost analysis—and it’s not the one
we will use. In the factory, functional accounts show the purpose for which expen-
ditures are made. Factory functional accounts include shearing, milling, grinding,
floor cleaning, maintenance, and so on. Factory cost accounting records are orga-
nized so that managers can determine the cost of particular products or jobs and
their likely contribution to profit.
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Marketing managers often need
to assign costs to specific
products or customers to be able
to understand the profitability of
different possible strategies.

( Internet

First, get costs into
functional accounts

Then reallocate to
evaluate profitability of
profit centers
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Marketing jobs are done for specific purposes too. With some planning, the costs
of marketing can also be assigned to specific categories, such as customers and prod-
ucts. Then their profitability can be calculated.

Internet Exercise [TW, Inc., has a variety of different businesses that pro-
duce different products. ITW mainly targets business markets, but its ITW
Brands division sells through home improvement retailers. Go to the ITW
website (www.itwinc.com) and then select the list of other ITW websites. After
you briefly review the descriptions of ITW’s different websites, select ITW
Brands and study it in more detail. From a cost standpoint, does it make
sense to have a unit like ITW Brands? Why or why not?

The first step in marketing cost analysis is to reclassify all the dollar cost entries
in the natural accounts into functional cost accounts. For example, the many cost
items in the natural salary account may be allocated to functional accounts with
the following names: storing, inventory control, order assembly, packing and ship-
ping, transporting, selling, advertising, order entry, billing, credit extension, and
accounts receivable. The same is true for rent, depreciation, heat, light, power, and
other natural accounts.

The way natural account amounts are shifted to functional accounts depends on
the firm’s method of operation. It may require time studies, space measurements,
actual counts, and managers’ estimates.

The next step is to reallocate the functional costs to those items—or customers
or market segments—tfor which the amounts were spent. The most common
reallocation of functional costs is to products and customers. After these costs are
allocated, the detailed totals can be combined in any way desired—for example, by
product or customer class, region, and so on.

The costs allocated to the functional accounts equal, in total, those in the natural
accounts. They're just organized differently. But instead of being used only to show total
company profits, the costs can now be used to calculate the profitability of territories,
products, customers, salespeople, price classes, order sizes, distribution methods, sales
methods, or any other breakdown desired. Each unit can be treated as a profit center.
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/Sales $17,000 \

Cost of sales 11,900
Gross margin 5,100
Expenses:
Salaries $2,500
Rent 500
Wrapping supplies 1,012
Stationery and stamps 50
Office equipment 100
4,162
Net profit $ 0938

- /

The following example illustrates these ideas. This case is simplified, and the
numbers are small, so you can follow each step. However, you can use the same
basic approach in more complicated situations.

In this case, the usual financial accounting approach, with natural accounts,
shows that the company made a profit of $938 last month (Exhibit 20-2). But such
a profit and loss statement doesn’t show the profitability of the company’s three cus-
tomers. So the managers decide to use marketing cost analysis because they want
to know whether a change in the marketing mix will improve profit.

First, we distribute the costs in the five natural accounts to four functional
accounts—sales, packaging, advertising, and billing and collection (see Exhibit
20-3)—according to the functional reason for the expenses. Specifically, $1,000 of
the total salary cost is for sales reps who seldom even come into the office since
their job is to call on customers; $900 of the salary cost is for packaging labor; and
$600 is for office help. Assume that the office force split its time about evenly
between addressing advertising material and billing and collection. So we split the
$600 evenly into these two functional accounts.

The $500 for rent is for the entire building. But the company uses 80 percent of
its floor space for packaging and 20 percent for the office. Thus $400 is allocated
to the packaging account. We divide the remaining $100 evenly between the adver-
tising and billing accounts because these functions use the office space about equally.
Stationery, stamps, and office equipment charges are allocated equally to the latter
two accounts for the same reason. Charges for wrapping supplies are allocated to
the packaging account because these supplies are used in packaging. In another

Exhibit 20-3 Spreading Natural Accounts to Functional Accounts

/ Functional Accounts \
Billing
and
'\ Natural Accounts Sales Packaging Advertising CullectiuV
Salaries $2,500 $1,000 $ 900 $300 $300
Rent 500 400 50 50
Wrapping supplies 1,012 1,012
Stationery and stamps 50 25 25
Office equipment 100 - _ 50 ~ 90
Total $4,162 $1,000 $2,312 $425 $425

-
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Exhibit 20-4 Basic Data for Cost and Profit Analysis Example

/ Number of Sales Relative \
Selling Units Sold Volume “Bulk” Packaging
'Qruducts Cost/Unit Price/Unit in Period in Period per Unit “Units” /
A $ 7 $ 10 1,000 $10,000 1 1,000
B 35 50 100 5,000 3 300
C 140 200 10 2,000 6 60

\_ 1,410 $17,000 1,360 Y,
/ Number of Each \

Number of Number of Product Ordered in Period
Sales Calls Orders Placed
'Qustnmers in Period in Period A = C/‘
Smith 30 30 900 30
Jones 40 3 90 30
Brown ﬂ _i 10 ﬂ

7
\Tntal 100 34 1,000 100 10/

situation, different allocations and even different accounts may be sensible—but
these work here.

Allocating functional cost to customers

Now we can calculate the profitability of the company’s three customers. But we
need more information before we can allocate these functional accounts to cus-
tomers or products. It is presented in Exhibit 20-4.

Exhibit 20-4 shows that the company’s three products vary in cost, selling price,
and sales volume. The products also have different sizes, and the packaging costs
aren’t related to the selling price. So when packaging costs are allocated to products,
size must be considered. We can do this by computing a new measure—a packaging
unit—which is used to allocate the costs in the packaging account. Packaging units
adjust for relative size and the number of each type of product sold. For example,
Product C is six times larger than A. While the company sells only 10 units of Prod-
uct C, it is bulky and requires 10 times 6, or 60 packaging units. So we must allocate
more of the costs in the packaging account to each unit of Product C.

Exhibit 20-4 also shows that the three customers require different amounts of sales
effort, place different numbers of orders, and buy different product combinations.

Jones seems to require more sales calls. Smith places many orders that must be
processed in the office, with increased billing expense. Brown placed only one
order—for 70 percent of the sales of high-valued Product C.

Exhibit 20-5 shows the computations for allocating the functional amounts to
the three customers. There were 100 sales calls in the period. Assuming that all
calls took the same amount of time, we can figure the average cost per call by divid-
ing the $1,000 sales cost by 100 calls—giving an average cost of $10. We use similar
reasoning to break down the billing and packaging account totals. Advertising dur-
ing this period was for the benefit of Product C only—so we split this cost among
the units of C sold.

Calculating profit and loss for each customer

Now we can compute a profit and loss statement for each customer. Exhibit 20-6
shows how each customer’s purchases and costs are combined to prepare a statement
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$10/call \

$12.50/order

$1.70/packaging unit or
$1.70 for Product A
$5.10 for Product B
$10.20 for Product C

$42.50/unit of C /

@ales calls

Billing

$1,000/100 calls =
$425/34 orders =

Packaging units costs  $2,312/1,360 packaging units =

Advertising $425/10 units of C =

\

for each customer. The sum of each of the four major components (sales, cost of
sales, expenses, and profit) is the same as on the original statement (Exhibit 20-2)—
all we've done is rearrange and rename the data.

For example, Smith bought 900 units of A at $10 each and 300 units of B at
$50 each—for the respective sales totals ($9,000 and $1,500) shown in Exhibit
20-6. We compute cost of sales in the same way. Expenses require various calcu-
lations. Thirty sales calls cost $300—30 X $10 each. Smith placed 30 orders at
an average cost of $12.50 each for a total ordering cost of $375. Total packaging
costs amounted to $1,530 for A (900 units purchased X $1.70 per unit) and $153
for B (30 units purchased X $5.10 per unit). There were no packaging costs for
C because Smith didn’t buy any of Product C. Neither were any advertising costs

Exhibit 20-6 Profit and Loss Statements for Customers

;

Whole
Company

Smith Jones Brown
Sales
Product A $9,000 $ 900 $ 100
Product B 1,500 1,500 2,000
Product C 600 1,400
Total sales $10,500 $ 3,000 $ 3,500 $17,000
Cost of Sales
Product A 6,300 630 70
Product B 1,050 1,050 1,400
Product C 420 980
Total cost of sales 7,350 2,100 2,450 11,900
Gross margin 3,150 900 1,050 5,100
Expenses
Sales calls ($10 each) 300 400.00 300.00
Order costs ($12.50 each) 375 37.50 12.50
Packaging costs
Product A 1,530 153.00 17.00
Product B 153 153.00 204.00
Product C 30.60 71.40
Advertising L 127.50 297.50
2,358 901.60 902.40 4,162
Net profit (or loss) $ 792 $ (1.60) $147.60 $ 938

-
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charged to Smith—all advertising costs were spent promoting Product C, which

Smith didn’t buy.

Analyzing the results

We now see that Smith was the most profitable customer, yielding over 75
percent of the net profit.

This analysis shows that Brown was profitable too—but not as profitable as Smith
because Smith bought three times as much. Jones was unprofitable. Jones didn’t buy
very much and received one-third more sales calls.

The iceberg principle is operating again here. Although the company as a whole
is profitable, customer Jones is not. But before dropping Jones, the marketing man-
ager should study the figures and the marketing plan very carefully. Perhaps Jones
should be called on less frequently. Or maybe Jones will grow into a profitable
account. Now the firm is at least covering some fixed costs by selling to Jones. Drop-
ping this customer may only shift those fixed costs to the other two customers,
making them look less attractive. (See the discussion on contribution margin in
Chapter 19.)

The marketing manager may also want to analyze the advertising costs against
results—since a heavy advertising expense is charged against each unit of Product
C. Perhaps the whole marketing plan should be revised.

Cost analysis is not Such a cost analysis is not a performance analysis, of course. If the marketing

performance analysis manager budgeted costs to various jobs, it would be possible to extend this analysis
to a performance analysis. This would be logical and desirable, but many companies
have not yet moved in this direction.

Now that more accounting and marketing information is routinely available
on computers, and software to analyze it is easier to use, many managers are seiz-
ing the opportunity to do marketing cost and performance analysis—just like
factory cost accounting systems develop detailed cost estimates for products.
These changes also mean that more managers are able to compare marketing cost
and performance figures with expected figures to evaluate and control their mar-
keting plans.

J.M. Huber is a company that
supplies Colgate with a key
ingredient for toothpaste. A
multidisciplinary team from
Colgate and Huber worked
together to understand all of the
costs in the supply process. Their
efforts reduced the total delivered
costs of Colgate’s finished
products by hundreds of
thousands of dollars.
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People Put Plans into Action

People are an
important resource

New strategies usually
require people changes

New marketing strategies often
require new people or new skills
or both. Firms like GP and
Caliber help other companies
develop training programs so that
they have the people they need
to implement their strategies.

A great marketing plan may fail if the right people aren’t available to implement
it. Large firms usually have a separate human resources department staffed by special-
ists who work with others in the firm to ensure that good people are available to do
jobs that need to be done. A small irm may not have a separate department—Dbut
somebody (perhaps the owner or other managers) must deal with people-management
matters, like recruiting and hiring new employees, deciding how people will be com-
pensated, and what to do when a job is not being performed well or is no longer
necessary. Human resource issues are often critically important both in a marketing
manager’s choice among different possible marketing opportunities and in the actual
implementation of marketing plans.

In this section, we'll briefly consider how and why these issues need to be con-
sidered in planning new strategies and implementing plans—especially plans that
involve major change.

New strategies often involve new and different ways of doing things. Even if such
changes are required to ensure that the firm will survive, changes often upset the
status quo and long-established vested interests of its current employees. A produc-
tion manager who has spent a career becoming an expert in producing fine wood
furniture may not like the idea of switching to an assemble-it-yourself line—even
if that’s what customers want. And when the market maturity stage of the product
life cycle hits, a financial manager who looked like a hero during the profitable
growth stage may not see that the picnic is over and that profit growth will resume
only if the firm takes some risk and invests in a new product concept.

As these examples suggest, many of the people affected by a new strategy may not
be under the control of the marketing manager. And acting alone, the marketing
manager may not be the change agent who can instantly turn everyone in the orga-
nization into an enthusiastic supporter of the plan. However, if the marketing
manager doesn’t think about how a new strategy will affect people, and how what
people do will affect the success of the strategy, even the best strategy may fail.

In business, people make
all the difference,

G P makes the difference
in people.
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To keep employees up-to-date
on the latest information
available, Colgate runs training

programs all over the world. This

session, in Thailand, focuses on
research insights about
consumers of personal care
products.

Communication helps
promote change

Rapid growth strains
human resources

Allow time for training
and other changes

Each change may

result in several others
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Good communication is crucial. The marketing manager must find ways to
explain the new strategy, what needs to happen, and why. You can’t expect people
to pull together in an organizationwide effort if they don’t know what'’s going on.
Such communication might be handled in meetings, memos, casual discussions,
internal newsletters, or any number of other ways, depending on the situation. How-
ever, the communication should occur. At a minimum, the marketing manager
needs to have clear communication with other managers who will participate in
preparing the firm’s personnel for a change.

When developing a marketing plan, a pragmatic marketing manager must take a
realistic look at how quickly the firm’s personnel can get geared up for the plan or
whether it will be possible to get people who can.

Firms that are growing rapidly face special challenges in getting enough qualified
people to do what needs to be done. A fast-growing retail chain like Home Depot
that opens many new stores doesn’t just need money for new land, buildings, and
inventory. It also needs new store managers, assistant managers, sales clerks, cus-
tomer service people, advertising managers, computer operators, and even
maintenance people. Not all of these jobs are likely to be filled by internal promo-
tions, so at least some of the “new blood” have to learn about the culture of the
company, its customers, and its products at the same time they are learning the nuts
and bolts of performing their jobs well. Hiring people and getting them up to speed
takes time and energy.

Training is important in situations like this; but training, like other organizational
changes, takes time. A marketing manager who wants to reorganize the firm’s sale force
so that salespeople are assigned to specific customers rather than by specific product
line may have a great idea, but it can’t be implemented overnight. A salesperson who
is supposed to be a specialist in meeting the needs of a certain customer won'’t be able
to do a very good job if all he or she knows about is the specific product that was pre-
viously the focus. So the plan would need to include time for training to take place.

A change in sales assignments is also likely to require changes in compensation.
Someone needs to figure out the specifics of the new compensation system, and
accountants need time to adjust their computer programs to make certain that the
salespeople actually get paid. Similarly, the changes in the sales force are likely
to require changes in who they report to and the structure of sales management
assignments.

Our objective in this example is not just to detail the changes that might be
required for this specific strategy decision, but rather to highlight the more general
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Plan time for changes
from the outset

Cutbacks need human
resource plans too

Marketing pumps life
into an organization

Conclusion
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point that changing people usually takes time—and only so much change can be
absorbed effectively in a limited period.

A marketing manager who ignores the ripple effects of a change in strategy
may later expect everyone else in the organization to bend over backward, work
overtime, and otherwise do everything possible to meet a schedule that was put
together with little, or no, forethought. Certainly there are cases of heroic efforts
by people in organizations to turn someone’s vision into a reality. Yet it’s more
typical for such a plan to fall behind schedule, to run up unnecessary costs, or
to just plain fail. Marketing managers who work that way are likely to be criti-
cized for “not having the time to do it right the first time, but having the time
to do it over again.”

If rapidly expanding marketing efforts involve human resource challenges, deci-
sions to drop products, channels of distribution, or even certain types of customers
can be even more traumatic. In these situations, people always worry that someone
will lose his or her job—and that isn’t easy.

Dropping products or making other changes that would result in a cutback on
people doing certain jobs must be planned very carefully and with a good dose of
humanity. To the extent possible, it’s important to plan a phase-out period so that
people can make other plans. During the last decade, too many firms downsized so
rapidly that long-time employees were abruptly left with no job. Then when a strong
economy required growth and more people, they couldn’t understand why it was
hard for them to recruit!

[f a phase-out is carefully planned—considering not only the implications for
production facilities and contracts with outside firms but also the people inside—it
may be possible to develop strategies that will create exciting new jobs for those
who would otherwise be displaced.'®

This line of thinking highlights again that marketing is the heart that pumps
the lifeblood through an organization. Marketing managers who create profitable
marketing strategies and implement them well create a need for a firm’s
production workers, accountants, financial managers, lawyers, and—yes—even
its human resources people. In this chapter we've talked about marketing links
with those other functions; but when you get down to brass tacks, organizations
and the various departments within them consist of individuals. If the marketing
manager makes good strategy decisions—ones that lead to satisfied customers and
profits—each of the individuals in the organization has a chance to prosper
and grow.

Even when everyone in an entire company embraces
the marketing concept, coordinating marketing strate-
gies and plans with other functional areas is a challenge.
Yet it's a challenge that marketing managers must ad-
dress. It doesn’t make sense to select a strategy that the
firm can’t implement. And implementing new plans usu-
ally requires money, people, and a way to produce goods
or services the irm will sell.

Cooperation between the marketing manager and the
finance people helps to ensure that there’s enough money
available for the initial one-time investments and ongo-
ing working capital needed to implement a marketing
plan. If money comes from outside investors, the market-
ing manager may need to develop a strategy thart satishies
them as well as customers. If the money available is lim-
ited, the strategy may need to be scaled back in various
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ways, or the marketing manager may need to fnd
creative ways to phase in a strategy over time so that it
generates enough cash tflow to “pay its own way.”

There also needs to be close coordination between a
firm’s production specialists and the marketing plan. To
get that coordination, the marketing manager needs to
consider the firm’s production capacity when evaluating
alternative strategies. And flexibility in production may
allow the firm to pursue different strategies at the same
time or to switch strategies more easily when new op-
portunities develop.

Figuring out the profitability of a strategy, product,
or customer often requires a real understanding of
costs—production costs, marketing costs, and other
costs that may accumulate. Traditional accounting re-
ports are often not very useful in pinpointing these
costs. However, marketing managers and accountants
are now working together to get more accurate cost in-
formation—Dby developing functional accounts rather
than just relying on natural accounts typically used for
financial analysis.

Money, facilities, and information are all important
in developing a successful strategy, but most strategies

Questions and Problems

1. Identity some of the ways that a firm can raise
money to support a new marketing plan. Give the
advantages and limitations—from a marketing
manager’s perspective—of each approach.

2. An entrepreneur who started a chain of auto ser-
vice centers to do fast oil changes wants to quickly
expand by building new facilities in new markets
but doesn’t have enough capital. His financial ad-
visor suggested that he might be able to get
around the financial constraint and still grow rap-
idly if he franchised his idea. That way the
franchisees would invest to build their own cen-
ters, but fees from the franchise agreement would
also provide cash flow to build more company-
owned outlets. Do you think this is a good idea!?
Why or why not!

3. Explain, in your own words, why investors in a firm’s
stock might be interested in a firm’s marketing man-
ager developing a new growth-oriented strategy.
Would it be just as good, from the investors’ stand-
point, for the manager to just maintain the same

level of profits? Why or why not?

4. A woman with extensive experience in home health
care and a good marketing plan has approached a
bank for a loan, most of which she has explained she
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are implemented by people. So a marketing manager
must also be concerned with the availability and skills of
the firm’s people—its human resources. New marketing
strategies may upset established ways ot doing things.
Plans need to be clearly communicated so that everyone
knows what to expect. Further, plans need to take into
consideration the time and effort that will be required to
get people up to speed on the new jobs they will be ex-
pected to do.

Making the strategic planning decisions that con-
how a firm is going to use its overall
resources—from marketing, production, inance, and
other areas—is the responsibility of the chief execu-
tive officer, not the marketing manager. Further, the
marketing manager usually can’t dictate what a man-
ager in some other department should do. However, it
is sensible for the marketing manager to make recom-
mendations on these matters. And marketing
strategies and plans that the marketing manager rec-
ommends are more likely to be accepted, and then
successfully implemented, if the links between market-
ing and other functional areas have been carefully
considered from the outset.

CCITl

intends to “invest in advertising designed to recruit
part-time nurses and to attract home-care patients
for her firm’s services.” Other than the furniture in
her leased office space, she has few assets. s the bank
likely to loan her the money? Why?

5. Could the idea of mass customization be used by a
publisher of college textbooks to allow different in-
structors to order customized teaching materials—
perhaps even unique books made up of chapters
from a number of different existing books? What do
you think would be the major advantages and disad-
vantages of this approach!

6. Give examples of two different ways that a firm’s
production capacity might influence a marketing
manager’s choice of a marketing strategy.

7. Is a small company’s flexibility increased or de-
creased by turning to outside suppliers to produce
the products it sells? Explain your thinking.

8. Explain how a marketing manager’s sales forecast for
a new marketing plan might be used by

a. A financial manager.
b. An accountant.

c. A production manager.

d. A human resources manager.
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9. Explain the difference between natural accounts  11. What types of human resource issues does a marketing
and functional accounts. manager face when planning to expand sales opera-

tions from a branch office in a new overseas market!
Are the problems any different than they would be in
a new domestic market?

10. Could the approaches to cost allocation that we dis-
cussed in this chapter apply to a firm, like a travel
agency, that produces only services!? Explain your

thinking.

Suggested Cases

17. Enviro Pure Water, Inc. 35. Romano’s Take-Out, Inc.



