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When You
Finish This Chapter,
You Should

1. Understand the
importance and
nature of personal
selling.

2. Know the three
basic sales tasks and
what the various
Kinds of salespeople
can be expected

to do.

3. Know how sales
technology affects
the way sales are
performed.

4. Know what the
sales manager must
do—including select-
ing, training, and
organizing salespeo-
ple—to carry out the
personal selling job.

5. Understand how
the right compensa-
tion plan can help
motivate and control
salespeople.

6. Understand when
and where to use the
three types of sales
presentations.

/. Understand the
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(shown in red).
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Chapter Fifteen
Personal Selling

Cisco Systems, Inc., has enjoyed
enormous growth by “empowering
the Internet generation.” In other
words, what Cisco does is sell the
packroom gear and systems that
large and small businesses, gov-
ernment agencies, schools, and
other organizations need to support
their computer networks, websites,
and e-commerce applications.

Eighty percent of the traffic over the
Internet runs on Cisco equipment.
Cisco takes care of customers
with cutting-edge e-commerce
technology at its website
(www.cisco.com) whenever it can.
Distributors also handle some
needs. But Cisco’s own salespeople
handle the job of getting and keep-
iINng major accounts. Cisco’s sales
force is as central to its success as
its technology. Decisions to invest
millions of dollars in information
technology involve top manage-
ment. Cisco’s sales professionals,
like Sue Bostrom, work with these
executives to learn about their
needs and then sell business
solutions rather than “gear.” Of
course, a firm’s IT specialists
may also get in the act—and
they want to know about tech-
nical details (“Will Cisco’s
router work with our systems
security software?”). Technical
specialists from Cisco’s local sales
office might handle some of these
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concerns as part of the sales
team effort. And when the sales
rep identifies a prospect that
has the potential to become
one of Cisco’s “premier part-
ners,” Cisco’s top brass may
help cement a close relation-
ship. Cisco faces tough
competition, so even with all
this help Cisco salespeople
need real skill to get the order
and close a deal. And to keep
the relationship going, top-
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notch sales support is needed
whenever a customer has a
problem that can’t be quickly
handled online.

To be certain that these
challenging jobs are done well,
Cisco’s sales managers recruit
talented people using a wide
variety of methods. For exam-
ple, the Hot Jobs@Cisco
section of its website collects
job applicant profiles on an
ongoing basis. When a posi-
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tion opens up, qualified candi-
dates are notified. After the
best people are selected,
Cisco provides the sales train-
ing to make them even better.
New people may need training
to build professional problem-
solving and sales presentation
skills as well as technical
knowledge. Even experienced
sales reps need ongoing train-
iIng. For example, Cisco gives
its salespeople training in
everything from the firm’s poli-
cies on expenses to the latest
developments in technology—
with approaches ranging from
traditional instructor-led work-
shops to cutting-edge
e-learning opportunities.
Cisco’s salespeople have an
array of different skills and
experience. And Cisco has cus-
tomers and sales offices all over
the world. So Cisco must care-
fully match each salesperson to
particular territories, industries,
customers, and product lines.
And to be sure that each sales-
person is highly motivated,
Cisco’s sales managers must
make certain that sales com-
pensation arrangements and
benefits reward salespeople for
producing needed results.’
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The Importance and Role of Personal Selling

Salespeople are

communicators who

build relationships

Personal selling

requires s
decisions

Exhibit 15-1

trategy

Promotion is communicating with potential customers. As the Cisco case sug-
gests, personal selling is often the best way to do it. Almost every company can
benefit from personal selling. While face-to-tace with prospects, salespeople can get
more attention than an advertisement or a display. They can adjust what they say
or do to take into consideration culture and other behavioral influences on the cus-
tomer. They can ask questions to find out about a customer’s specific interests. They
can figure out ways to solve customer problems. If, and when, the prospect is ready
to buy, the salesperson is there to ask for the order. And afterward, the salesperson
is there to be certain that the customer is satished and that the relationship between
the customer and firm continues to be mutually beneficial.

Marketing managers must decide how much, and what kind of, personal selling
effort each marketing mix needs. Specifically, as part of their strategy planning, they
must decide (1) how many salespeople they need, (2) what kind of salespeople they
need, (3) what kind of sales technology support they need, (4) what kind of sales
presentation to use, (5) how to select and train salespeople, and (6) how to super-
vise and motivate them. The sales manager provides input into these strategy
decisions. Once made, it’s the sales manager’s job to implement the personal sell-
ing part of a marketing strategy.

In this chapter, we’'ll discuss the importance and nature of personal selling so
you'll understand the strategy decisions sales and marketing managers face. These
strategy decisions are shown in Exhibit 15-1.

We'll also discuss a number of frameworks and how-to approaches that guide these
strategy decisions. Because these approaches apply equally to domestic and international
markets, we won't emphasize that distinction in this chapter. This does not mean, how-
ever, that personal selling techniques don’t vary from one country to another. To the
contrary, in dealing with any customer, the salesperson must be very sensitive to cul-
tural influences and other factors that might affect communication. For example, a
Japanese customer and an Arab customer might respond differently to subtle aspects of

Strategy Planning for Personal Selling

Target market

Promotion

Personal Sales
selling promotion

Number and
kind of
salespersons
needed

Sales Selection Compensation Personal
technology and training and motivation selling

support procedure approach techniques



Perreault-McCarthy: Basic | 15. Personal Selling Text © The McGraw-Hill

Marketing: A
Global-Managerial
Approach, 14/e

Personal selling
Is important

Helping to buy is
good selling

Salespeople represent
the whole company—
and customers too
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a salesperson’s behavior. The Arab customer
might expect to be very close to a salesper-
son, perhaps only two feet away, while they
talk. The Japanese customer might consider
that distance rude. Similarly, what topics of
discussion are considered sensitive, how mes-
sages are interpreted, and which negotiating
styles are used vary from one country to
another. A salesperson must know how to
communicate effectively with each cus-
tomer—wherever and whoever that
customer is—but those details are beyond
the strategy planning focus of this text.’

We've already seen that personal selling is important in some promotion blends and
absolutely essential in others. You would better appreciate the importance of personal
selling if you regularly had to meet payrolls and somehow, almost miraculously, your
salespeople kept coming in with orders just in time to keep the business profitable.

Personal selling is often a company’s largest single operating expense. This is another
reason why it is important to understand the decisions in this area. Bad sales manage-
ment decisions are costly in both lost sales and in actual out-of-pocket expenses.

Every economy needs and uses many salespeople. In the United States, one per-
son out of every ten in the total labor force is involved in sales work. By comparison,
that’s about 20 times more people than are employed in advertising. Any activity
that employs so many people and is so important to the economy deserves study.
Looking at what salespeople do is a good way to start.

Good salespeople don't just try to sell the customer. Rather, they try to help the
customer buy—Dby understanding the customer’s needs and presenting the advan-
tages and disadvantages of their products. Such helpfulness results in satisfied
customers and long-term relationships. And strong relationships often form the
basis for a competitive advantage, especially for iirms that target business markets.

You may think of personal selling in terms of an old-time stereotype of a sales-
person: a bag of wind with no more to offer than a funny story, a big expense
account, and an engaging grin. But that isn’t true any more. Old-time salespeople
are being replaced by real professionals—problem solvers—who have something
definite to contribute to their employers and their customers.

Increasingly, the salesperson is seen as a representative of the whole company—
responsible for explaining its total effort to target customers rather than just pushing
products. The salesperson may provide information about products, explain and
interpret company policies, and even negotiate prices or diagnose technical prob-
lems when a product doesn’t work well.

The sales rep is often the only link between the firm and its customers—
especially if customers are far away. When a number of people from the firm are
involved with the customer organization—which is increasingly common as more
suppliers and customers form closer relationships—it is usually the sales rep who
coordinates the relationship for his or her irm. See Exhibit 7-6.

As this suggests, salespeople also represent their customers back inside their own
firms. Recall that feedback is an essential part of both the communication process
and the basic management process of planning, implementing, and control. For
example, the sales rep is the likely one to explain to the production manager why
a customer is unhappy with product performance or quality—or to the e-commerce
specialist how better order status information available on the website could help
the customer save money.
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Good salespeople try to help the
customer solve problems and
meet needs—and often that
requires both careful listening to
really understand the customer
and then effective service after
the sale.

Sales force aids in
market information
function as well

Salespeople can be
strategy planners too
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As evidence of these changing responsibilities, some companies give their
salespeople such titles as field manager, sales consultant, market specialist, account
representative, or sales engineer.

The sales force can aid in the marketing information function too. The sales rep
may be the first to hear about a new competitor or a competitor’s new product or
strategy. And, as the following example shows, sales reps who are well attuned to
customers’ needs can be a key source of ideas for new products.

Ballard Medical Products competes with international giants in the hospital sup-
ply business. A key factor in Ballard’s success is that its salespeople have a lot of
say in what products the company produces and how they are designed. Ballard
salespeople are trained as information specialists who seek and report on customer
feedback. At each hospital, they work closely with the doctor and nurse specialists
who use Ballard products. And when one of them says “we need a product that
would solve this problem,” the Ballard sales rep is right there to follow up with ques-
tions and invite suggestions. The rep quickly relays the customer’s needs back to
Ballard’s new product group.

Some salespeople are expected to be marketing managers in their own territo-
ries. And some become marketing managers by default because top management
hasn't provided detailed strategy guidelines. Either way, salespeople may take the
initiative to fll the gap. The salesperson may have choices about (1) what target
customers to aim at, (2) which particular products to emphasize, (3) which mid-
dlemen to call on or to work with the hardest, (4) how to use promotion money,
and (5) how to adjust prices.

A salesperson who can put together profitable strategies and implement them well
can rise very rapidly. The opportunity is there for those prepared and willing to work.

Even a starting job may offer great opportunities. Some beginning salespeople—
especially those working for producers or wholesalers—are responsible for larger
sales volumes than many small companies. This is a serious responsibility—and the
person must be prepared for it.

Further, sales jobs are often viewed as entry-level positions and used to evaluate
candidates for promotion. Success in this job can lead to rapid promotion to higher-
level sales and marketing jobs and more money and security.*



Perreault-McCarthy: Basic | 15. Personal Selling Text © The McGraw-Hill

Marketing: A
Global-Managerial
Approach, 14/e

Companies, 2002

Personal Selling 425

What Kinds of Personal Selling Are Needed?

Personal selling is
divided into three tasks

I[f a irm has too few salespeople, or the wrong kind, some important personal
selling tasks may not be completed. And having too many salespeople, or the wrong
kind, wastes money. A sales manager needs to find a good balance—the right num-
ber and the right kind of salespeople. This balance may change over time with other
changes in strategy or the market environment; that’s why many firms have been
restructuring their sales forces.

One of the dithculties of determining the right number and kind of salespeople is
that every sales job is different. While an engineer or accountant can look forward
to fairly specific duties, the salesperson’s job changes constantly. However, there are
three basic types of sales tasks. This gives us a starting point for understanding what
selling tasks need to be done and how many people are needed to do them.

The three basic sales tasks are order-getting, order-taking, and supporting. For
convenience, we'll describe salespeople by these terms—referring to their primary
task—although one person may do all three tasks in some situations.

As the names imply, order getters and order takers obtain orders for their com-
pany. Every marketing mix must have someone or some way to obtain orders. In
contrast, supporting salespeople are not directly interested in orders. Their function
is to help the order-oriented salespeople.

Order Getters Develop New Business Relationships

Producers’ order
getters—find new
opportunities

Order getters are concerned with establishing relationships with new customers
and developing new business. Order-getting means seeking possible buyers with a
well-organized sales presentation designed to sell a good, service, or idea.

Order getters must know what they're talking about, not just be personal con-
tacts. Order-getring salespeople work for producers, wholesalers, and retailers. They
normally are well paid—many earn more than $80,000 a year.

Producers of all kinds of products, especially business products, have a great need
for order getters. They use order getters to locate new prospects, open new accounts,
see new opportunities, and help establish and build channel relationships.

Top-level customers are more interested in ways to save or make more money
than in technical details. Good order getters cater to this interest. They help the
customer identify ways to solve problems; then they sell concepts and ideas, not just
physical products. The goods and services they supply are merely the means of
achieving the customer’s end.

For example, Circadian, Inc., sells high-tech medical equipment. Changes in
Medicare rules mean that doctors can no longer routinely order expensive tests in
hospitals because the costs can’t be recovered easily. But the doctors can be paid for
tests done in their offices—if they have the right equipment. When Circadian order
getters call on doctors, they show how the firm’s testing equipment can improve
patient care and office profits. Reps can often get a $20,000 order on the spot because
they can show that the equipment will pay for itself in the first year. The doctors don't
care about technical details as long as the machines are accurate and easy to use.’

[f competitors offer nearly the same product, the order getter’s crucial selling job
is to establish the relationship and get the company’s name on the approved sup-
pliers list. Keeping it there requires constant attention to the customer’s needs, and
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Consumers who are interested in
shopping products often want
help from a well-informed
salesperson.

Wholesalers’ order
getters—almost hand
it to the customer

Retail order getters
iInfluence consumer
behavior
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doing whatever is necessary to maintain a mutually beneficial relationship between

the supplier and customer firms.

Order getters for professional services—and other products where service is a cru-
cial element of the marketing mix—tace a special challenge. The customer usually
can’t inspect a service before deciding to buy. The order getter’s communication and
relationship with the customer may be the only basis on which to evaluate the qual-
ity of the supplier.

An order getter in business markets needs the know-how to help solve customers’
problems. Often the order getter needs to understand a customer’s whole business
as well as technical details about the product and its applications. This is especially
important for salespeople whose customers are producers. To have technically com-
petent order getters, firms often give special training to business-trained college
graduates. Such salespeople can then work intelligently with their specialist cus-
tomers. In fact, they may be more expert in their narrow specialty than anyone they
encounter—so they provide a unique service. For example, a salesperson for auto-
mated manufacturing equipment must understand everything about a prospect’s
production process as well as the technical details of converting to computer-
controlled equipment.

Progressive merchant wholesaler sales reps should be consultants and store advi-
sors rather than just order takers. Such order getters become retailers’ partners in
the job of moving goods from the wholesale warehouse through the retail store to
consumers. [hese order getters almost become a part of the retailer’s statt—helping
to solve consumers’ problems, train employees, conduct demonstrations, and plan
advertising, special promotions, and other retailing activities.

Agent middlemen often are order getters—particularly the more aggressive man-
ufacturers’ agents and brokers. They face the same tasks as producers’ order getters.
But, unfortunately for them, once the order-getting is done and the customers
become established and loyal, producers may try to eliminate the agents and save
money with their own order takers.

Convincing consumers about the value of products they haven't seriously con-
sidered takes a high level of personal selling ability. Order getters for unsought
products must help customers see how a new product can satisfy needs now being
filled by something else. Without order getters, many of the products we now rely
on—ranging from mutual funds to air conditioners—might have died in the market
introduction stage. The order getter helps bring products out of the introduction
stage into the market growth stage.

Order getters are also helpful for selling heterogeneous shopping products. Con-
sumers shop for many of these items on the basis of price and quality. They welcome
useful information.
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the personal selling effort by
providing innovative displays that
communicate not only the
features but also the benefits

of their products. To help
salespeople explain the benefits
of its new Profile washer and
dryer, GE places this interactive
display in dealers’ stores.
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Order Takers Nurture Relationships to Keep the Business Coming

Producers’ order
takers—train, explain,
and collaborate

Order takers sell to the regular or established customers, complete most sales
transactions, and maintain relationships with their customers. After a customer
becomes interested in a firm’s products through an order getter or supporting sales-
person or through advertising or sales promotion, an order taker usually answers any
final questions and completes the sale. Order-taking is the routine completion of
sales made regularly to the target customers. The routine completion of sales usu-
ally requires ongoing follow-up with the customer, to make certain that the customer
is totally satisfied and to be certain that the relationship will continue in the future.

Sometimes sales managers or customers use the term order taker as a put-down
when referring to salespeople who don’t take any initiative. While a particular sales-
person may perform poorly enough to justify criticism, it's a mistake to downgrade
the function of order-taking. Order-taking is extremely important. Many firms lose
sales just because no one ever asks for the order and closes the sale. Moreover,
the order taker’s job is not just limited to placing orders. Even in e-commerce, where
customers place routine orders with computerized order systems and EDI, order tak-
ers do a variety of important jobs that are essential to the business relationship.

Once industrial, wholesale, or retail accounts are established, regular follow-up is
necessary. Order takers work on improving the whole relationship with the cus-
tomer, not just on completing a single sale. Even if computers handle routine
reorders, someone has to explain details, make adjustments, handle complaints,
explain or negotiate new prices and terms, place sales promotion materials, and keep
customers informed of new developments. Someone may have to train customers’
employees to use machines or products. In sales to middlemen, someone may have
to train wholesalers’ or retailers’ salespeople. All these activities are part of the order
taker’s job. And a failure in meeting a customer’s expectations on any of these activ-
ities might jeopardize the relationship and future sales.
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(Good retail order takers can play
an important role in building good
relations with customers.

Wholesalers’ order
takers—not getting
orders but keeping
them
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Producers’ order takers often have a regular route with many calls. To handle
these calls well, they must have energy, persistence, enthusiasm, and a friendly per-
sonality that wears well over time. They sometimes have to take the heat when
something goes wrong with some other element of the marketing mix.

Firms sometimes use order-taking jobs to train potential order getters and
managers. Such jobs give them an opportunity to meet key customers and to bet-
ter understand their needs. And frequently, they run into some order-getting
opportunities.

Order takers who are alert to order-getting opportunities can make the big ditf-
ference in generating new sales. Bank of America recognizes the opportunities. At
most banks, tellers are basically order takers and service providers. When a customer
comes in to make a deposit or cash a check, the teller provides the needed service
and that’s it. In contrast, Bank of America encourages its tellers to help get new
business. Its tellers are trained to ask customers if they have ever considered invest-
ing in one of the bank’s certihcates of deposit or if they would like to learn more
about a home equity loan. They give the interested customers sales literature about
various financial services and ask if the customer would like to speak with a cus-
tomer service representative.ﬁ

While producers’ order takers usually handle relatively few items—and some-
times even a single item—wholesalers’ order takers may sell 125,000 items or more.
They have so many items that they can’t possibly give aggressive sales effort to
many—except perhaps newer or more profitable items. There are just too many
items to single any out for special attention.

The wholesale order taker’s main job is to maintain close contact with customers,
perhaps once a week, and fill any needs that develop. Sometimes such order takers
almost become part of the organization of the producer or retailer customers they
serve. Some retailers leave it to the salesperson to decide how all of the brands in
a product category, including those of competing producers, should be promoted.
Obviously, this relationship of trust cannot be abused. The order taker normally
checks to be sure the company fills the order promptly and accurately. The order
taker also handles any adjustments or complaints and generally acts as a liaison
between the company and its customers.
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Order-taking may be almost mechanical at the retail level—for example, at the
supermarket checkout counter. Even so, retail order takers play a vital role in a
retailer’s marketing mix. Customers expect prompt and friendly service. They will
find a new place to shop, or to do their banking or have their car serviced, rather
than deal with a salesclerk who is rude or acts annoyed by having to complete a sale.

Some retail clerks are poor order takers because they aren’t paid much—often only
the minimum wage. But they may be paid little because they do little. In any case, order-
taking at the retail level appears to be declining in quality. And there will probably be
far fewer such jobs in the future as more marketers make adjustments in their mixes and
turn to self-service selling. Checkout counters now have automated electronic scanning
equipment that reads price codes directly from packages. Some supermarkets use sys-
tems where customers do their own scanning and then pay with a credit card.

Supporting Sales Force Informs and Promotes in the Channel

Missionary salespeople
can increase sales

Technical specialists
are experts who know
product applications

Supporting salespeople help the order-oriented salespeople—but they don’t try
to get orders themselves. Their activities are aimed at enhancing the relationship
with the customer and getting sales in the long run. For the short run, however,
they are ambassadors of goodwill who may provide specialized services and infor-
mation. Almost all supporting salespeople work for producers or middlemen who do
this supporting work for producers. There are two types of supporting salespeople:
missionary salespeople and technical specialists.

Missionary salespeople are supporting salespeople who work for producers—
calling on their middlemen and their customers. They try to develop goodwill and
stimulate demand, help the middlemen train their salespeople, and often take orders
for delivery by the middlemen. Missionary salespeople are sometimes called
merchandisers or detailers.

Producers who rely on merchant wholesalers or e-commerce to obtain widespread
distribution often use missionary salespeople. The sales rep can give a promotion
boost to a product that otherwise wouldn’t get much attention because it’s just one
of many. A missionary salesperson for Vicks’ cold remedy products, for example,
might visit druggists during the cold season and encourage them to use a special
end-of-aisle display for Vicks’ cough syrup—and then help set it up. The wholesaler
that supplies the drugstore would benefit from any increased sales, but might not
take the time to urge use of the special display.

An imaginative missionary salesperson can double or triple sales. Naturally, this
doesn’t go unnoticed. Missionary sales jobs are often a route to order-oriented jobs.
In fact, this position is often used as a training ground for new salespeople. Recent
college grads are often recruited tor these positions.

Technical specialists are supporting
salespeople who provide technical assis-
tance to order-oriented salespeople.
Technical specialists usually are science
or engineering graduates with the
know-how to understand the customer’s
applications and explain the advantages
of the company’s product. They are usu-
ally more skilled in showing the
technical details of their product than
in trying to persuade customers to buy
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it. Before the specialist’s visit, an order getter probably has stimulated interest.
The technical specialist provides the details. The order getter usually completes
the sale—Dbut only after the customer’s technical people give their approval.

We have described three sales tasks—order-getting, order-taking, and support-
ing. However, a particular salesperson might be given two, or all three, of these
tasks. Ten percent of a particular job may be order-getting, 80 percent order-
taking, and the additional 10 percent supporting. Another company might have
many different people handling the different sales tasks. This can lead to team
selling—when different sales reps work together on a specific account. Sometimes
one or more of the sales reps on a team may not be from the sales department at
all. If improving the relationship with the customer calls for technical support
from the quality control manager, then that person becomes a part of the team,
at least temporarily.

Producers of high-ticket items often use team selling. AT&T uses team selling to
sell office communications systems for a whole business. Different specialists handle
different parts of the job—but the whole team coordinates its efforts to achieve the
desired result.’

Strategy planners need to specify what types of selling tasks the sales force will
handle. Once the tasks are specified, the sales manager needs to assign responsibil-
ity for individual sales jobs so that the tasks are completed and the personal selling
objectives achieved.

The Right Structure Helps Assign Responsibility

Different target
markets need different
selling tasks

A sales manager must organize the sales force so that all the necessary tasks are
done well. A large organization might have different salespeople specializing by dif-
ferent selling tasks and by the target markets they serve.

Sales managers often divide sales force responsibilities based on the type of cus-
tomer involved. For example, Bigelow—a company that makes quality carpet for
homes and office buildings—divided its sales force into two groups of specialists.
Some Bigelow salespeople call only on architects to help them choose the best type
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of carpet for new office buildings. These reps know all the technical details, such
as how well a certain carpet fiber will wear or its effectiveness in reducing noise
from office equipment. Often no selling is involved because the architect only sug-
gests specifications and doesn’t actually buy the carpet.

Other Bigelow salespeople call on retail carpet stores. These reps encourage
the store manager to keep a variety of Bigelow carpets in stock. They also intro-
duce new products, help train the store’s salespeople, and try to solve any
problems that occur.

Very large customers often require special selling effort—and relationships with
them are treated differently. Moen, a maker of plumbing fixtures, has a regular sales
force to call on building material wholesalers and an elite major accounts sales
force that sells directly to large accounts—Ilike Lowe’s or other major retail chains
that carry plumbing fixtures.

You can see why this sort of special attention is justihed when you consider
Procter & Gamble’s relationship with Wal-Mart. Although P&G is an international
powerhouse, its total sales in every country except the U.S. and Germany add up
to less than its sales to Wal-Mart. That’s why the P&G sales team that calls on
Wal-Mart lives in Bentonville, Arkansas, where Wal-Mart is based.®

Some firms have a group of salespeople who specialize in telemarketing—using
the telephone to “call” on customers or prospects. A phone call has many of the
benefits of a personal visit—including the ability to modify the message as feedback
is received. The big advantage of telemarketing is that it saves time and money.
Telemarketing is especially useful when customers are small or in hard-to-reach
places. Many firms are iinding that a telemarketing sales force can build profitable
relationships with customers it might otherwise have to ignore altogether. Tele-
marketing is also important when many prospects have to be contacted to reach
one actually interested in buying. In these situations, telemarketing may be the only
economical approach. On the other hand, many people object to the growing num-
ber of uninvited solicitations.

Telemarketing is rapidly growing in popularity. Large and small firms alike find
that it allows them to provide support needed in e-commerce situations. It can also
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extend their personal selling efforts to new target markets or increase the frequency

of contact with current customers. Convenient toll-free telephone lines make it fast
4 L

and easy for customers to place orders or get assistance.’

Often companies organize selling tasks on the basis of a sales territory—a geo-
graphic area that is the responsibility of one salesperson or several working together.
A territory might be a region of a country, a state, or part of a city—depending on
the market potential. An airplane manufacturer like Boeing might consider a whole
country as part of a sales territory for one salesperson.

Carefully set territories can reduce travel time and the cost of sales calls. Assign-
ing territories can also help reduce confusion about who has responsibility for a set
of selling tasks. Consider the case of the Hyatt Hotel chain. Until recently, each
hotel had its own salespeople to get bookings for big conferences and business meet-
ings. That meant that professional associations and other prospects who had
responsibility for selecting meeting locations might be called on by sales reps from
20 or 30 different Hyatt hotels in different parts of the world. Now, the Hyatt cen-
tral office divides up responsibility for working with specific accounts; one rep calls
on an account and then tries to sell space in the Hyatt facility that best meets the
customer’s needs.

Sometimes simple geographic division isn’t easy. A company may have different
products that require very different knowledge or selling skills—even if products
sell in the same territory or to the same customer. For example, Du Pont makes
special films for hospital X-ray departments as well as chemicals used in laboratory
blood tests.

Once the important selling tasks are specified and the responsibilities divided,
the sales manager must decide how many salespeople are needed. The first step is
estimating how much work can be done by one person in some time period. Then
the sales manager can make an educated guess about how many people are required
in total, as the following example shows.

For many years, the Parker Jewelry Company was very successful selling its silver
jewelry to department and jewelry stores in the southwestern region of the United
States. But top managers wanted to expand into the big urban markets in the north-
eastern states. They realized that most of the work for the first few years would
require order getters. They felt that a salesperson would need to call on each account
at least once a month to get a share of this competitive business. They estimated
that a salesperson could make only five calls a day on prospective buyers and still
allow time for travel, waiting, and follow-up on orders that came in. This meant
that a sales rep who made calls 20 days a month could handle about 100 stores (5 a
day X 20 days).

The managers used a personal computer and a CD-ROM database that included
all of the telephone Yellow Pages listings for the country. Then they simply divided
the total number of stores by 100 to estimate the number of salespeople needed.
This also helped them set up territories—by defining areas that included about 100
stores for each salesperson. Obviously, managers might want to fine tune this esti-
mate for differences in territories—such as travel time. But the basic approach can
be adapted to many different situations.'

When a company is starting a new sales force, managers are concerned about
its size. But many established firms ignore this problem. Some managers forget that
over time the right number of salespeople may change—as selling tasks change.
Then when a problem becomes obvious, they try to change everything in a
hurry—a big mistake. Consideration of what type of salespeople and how many
should be ongoing. If the sales force needs to be reduced, it doesn’t make sense
to let a lot of people go all at once—especially when that could be avoided with
some planning.
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Exhibit 15-2 Examples of Possible Personal Selling Emphasis in Some Different Business-Market Selling Situations

Standardized information service)
exchanged on a recurring basis
(orders, invoices, delivery status,

product information, prices)

E-commerce
sometimes substitutes
for personal selling

Emphasis on

standardized

High e-commerce
(with customer

Emphasis on both
personal selling
& customized
e-commerce

Emphasis on Emphasis on

Low selff{lgétrilice personal selling
Low High

Relationship building required
(problem solving, coordination, support, cooperation)

Marketing and sales managers in many firms are finding that some tasks that have
traditionally been handled by a salesperson can now be handled effectively and at
lower cost by information technology and e-commerce systems. For example, in
business markets the nature of the selling situation that the firm faces may influ-
ence which approach makes the most sense and how many salespeople are really
needed. See Exhibit 15-2.

A salesperson is likely to be required in important selling situations where
there is a significant need to create and build relationships. Here the salesper-
son focuses on tasks like creative problem solving, persuading, coordinating
among different people who do different jobs, and finding ways to support the
customer. On the other hand, information technology is very effective and cost
efficient in handling needs related to the recurring exchange of standardized
information. For example, in discussing organizational buying (Chapter 7) and
logistics (Chapter 12) we discussed how sellers use e-commerce to exchange
information about inventory, orders, and delivery status. Similarly, basic infor-
mation about the details of product specifications and prices can be organized
at a website. Of course, even for these tasks there needs to be some way to pro-
vide good customer service when needs arise. A complex relationship that also
involves standardized information might involve a mix of both approaches; using
technology for standard information frees the sales rep to spend time on value-
added communication.

When relationship building by a sales rep is not required and there is not a recur-
ring need for routine information, a firm may be able to meet customer needs best
by providing digital self-service. This is basically the role of ATMs for banks—to
service customers who don’t want to wait until a teller is available. Similarly, Ama-
zon’s virtual shopping carts play this role. But digital self-service can be more
sophisticated. Some firms provide “intelligent agents” at their websites. An intelli-
gent agent is a computer program that helps customers solve their own problems. At
the CompUSA website, a customer who wants to buy a laptop can respond to a series
of structured questions about how the laptop will be used, and the intelligent agent
recommends which features are most important and what brands have those features.
Similarly, a wholesaler’s website might provide an agent to help retailers forecast
demand for a new product based on information about their local market areas.

The total amount of personal selling effort justified in any of these situations may
depend on other factors, including how important the customer is. Further, we've
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focused on technology that substitutes for personal contact by a salesperson. But
marketing managers also need to make decisions about providing sales technology
support to help salespeople communicate more effectively.

Information Technology Provides Tools to Do the Job

Changes in how sales
tasks are handled

New software and
hardware provide a
competitive advantage

New information technologies are
making the modern sales force
more efficient and giving
salespeople communication tools
that are creating totally new ways
to meet the needs of their
customers while achieving the
objectives of their jobs.

How sales tasks and responsibilities are planned and handled is changing in many
companies because of the new sales technology tools that are available. It is usually
the sales manager’s job—perhaps with help from specialists in technology—to
decide what types of tools are needed and how they will be used.

To get a clearer sense of what is involved, consider a day in the life of a typ-
ical major accounts sales representative for a large consumer packaged goods firm.
Over a hasty breakfast, she reviews the day’s events on her laptop’s organizer,
logs onto the company network, and sorts through the dozen e-mail messages she
finds there. One is from a buyer for a supermarket chain. He’s worried that his
store’s sales in the paper towel category are off 10 percent and wants to know if
the rep can help. Working from her home PC, the rep dials into an online data-
base and downloads sales trend data for the chain and its competitors. A
spreadsheet analysis of the data suggests that the chain is losing sales in the paper
towel category to new competition from warehouse clubs. Next, the rep places a
conference call with a brand manager and a company sales promotion specialist
to seek their advice. She then prepares a written recommendation that the buyer
include and frequently promote larger size packages of both her company’s and
competitors’ brands in the chain’s merchandise mix. She also prepares a Power-
Point presentation, complete with a proposed shelf-space plan, that she will
deliver to the buyer on her laptop PC at a later meeting. Before leaving home,
the rep e-mails an advance copy of the report to the buyer and prints a color
copy for her manager.

This example uses a consumer packaged goods setting, but the basic idea applies
in all types of sales settings, especially in business markets. Many of today’s sales reps
rely on an array of software and hardware that was hardly imaginable even a decade

SALES FORCE AUTOMATION
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Salespeople Work Smarter—With Their Fingertips

Laptop computers help more salespeople work
smarter, not just harder. Salespeople use computers
in many different ways.

Without a laptop, it was impossible for a whole-
saler’s salespeople to master Cincinnati Milacron’s
product line. Now a computer asks a series of ques-
tions and then helps the salesperson figure out which
of 65,000 grinding wheels and hundreds of cutting flu-
ids to sell to each metal shop. After adding this
system, Milacron doubled its market share—without
adding any new salespeople.

Laptops help keep salespeople for London Fog
clothing up-to-date when they’re on the road calling
on accounts. Early each morning before leaving the
hotel, the sales reps call into the company’s central
computer. It downloads to their laptops all the latest
information about product availability, prices, cus-
tomers’ accounts, and the like. Later in the day,
when a customer has a question about product
delivery, the sales rep can answer it instantly—
without scheduling another appointment or even
calling the home office.

Salespeople for Metropolitan Life Insurance com-
pany use laptops to help customers analyze the
financial implications of different investments. For
example, when the manager of a pension fund

wanted to see what would happen if she switched
money from one investment to another, the salesper-
son used spreadsheet software on the laptop to do
the analysis—on the spot. The customer was con-
vinced, and the sales rep closed a $633,000 sale.

Herman Miller, the office equipment company, pro-
vides dealers who sell its furniture with software that
allows their sales reps to do a better job in a variety
of tasks ranging from competitor analysis to prepara-
tion of realistic three-dimensional graphics that show
an arrangement of furniture in a customer’s office
space. The competitor database provides very useful
information about the limitations of office furniture
available from many other firms. For instance, a sales
rep learned that a prospect was leaning toward buy-
ing a competitor’s office cubicles. She got back on
track when the database revealed that the cubicles
had no electrical outlets.

Results like these explain why the number of com-
panies equipping salespeople with laptops is growing
so rapidly. New laptops that feature built-in DVD
drives (to handle massive amounts of information,
including full-motion video for demonstrations and
presentations), wireless Internet access, and the

power to handle e-commerce applications are attract-

ing even more attention.’

ago. The information-technology explosion has put new software for spreadsheet
analysis, electronic presentations, time management, sales forecasting, customer con-
tact, and shelf-space management at the salesperson’s fingertips. Still new but already
commonplace hardware includes everything from wireless phones, fax machines, lap-
top computers, and pagers to personalized videoconferencing systems. In many
situations these technologies are dramatically changing the ability of sales reps to
meet the needs of their customers while achieving the objectives of their jobs.

However, the availability of these technologies does not change the basic nature
of the sales tasks that need to be accomplished. What they do change is the way,
and how well, the job is done. Yet this is not simply a matter of implementation
that is best left to individual sales reps. A key reason is that many of these tools
may be necessary just to compete effectively. It competitors have the tools and they
can do a better job of meeting customers’ needs and providing service, a sales man-
ager may have no choice. For example, if a customer expects a sales rep to access
data on past sales and provide an updated sales forecast for the next three months,
a sales organization that does not have this capability will be at a real disadvantage
in getting or keeping that customer’s business.

Moreover, many sales technologies must be in place for the whole sales organi-
zation in order for the system to work properly. For example, it doesn’t do as much
good for a salesperson to be able to use a laptop computer to dial into the company
it the data the rep needs is not available online and up-to-date in a format that
makes it easy for the rep to analyze.

On the other hand, these tools have associated costs. There is an obvious
expense of buying the technology. But there is also the time cost of keeping
everyone up-to-date on how to use it. Often that is not a simple matter. Some
salespeople who have done the sales job well for a long time “the old-fashioned
way’ resent being told that they have to change what they are doing—even it
it's what customers expect. And the flip side of that is that some customers don’t
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want to deal with anything electronic. They don’t want e-mail, spreadsheets, or
faxes. They want personal attention. And to them personal attention means a
voice and face that they recognize. In some cases that means that the technol-
ogy is a tool in the background. It is not seen or felt but its positive impact can
be observed. Of course, if a firm expects salespeople to be able to use these tech-

nologies that requirement needs to be included in selecting and training people
for the job.!?

Sound Selection and Training to Build a Sales Force

Selecting good
salespeople takes
judgment, plus

Job descriptions
should be in writing
and specific

Good salespeople
are trained, not born

All salespeople need
some training

[t is important to hire good, well-qualified salespeople. But the selection in many
companies is a hit-or-miss affair—done without serious thought about exactly what
kind of person the firm needs. Managers may hire friends and relations, or whoever
is available, because they feel that the only qualifications for sales jobs are a friendly
personality and nice appearance. This approach leads to poor sales and costly sales
force turnover.

Progressive companies are more careful. They constantly update a list of possible
job candidates. They invite applications at the company’s website. They schedule
candidates for multiple interviews with various executives, do thorough background
checks, and even use psychological tests. Unfortunately, such techniques can’t guar-
antee success. But a systematic approach based on several different inputs results in
a better sales force.

One problem in selecting salespeople is that two different sales jobs with identi-
cal titles may involve very different selling tasks and require different skills. A
carefully prepared job description helps avoid this problem.

A job description is a written statement of what a salesperson is expected to do.
[t might list 10 to 20 specific tasks—as well as routine prospecting and sales report
writing. Each company must write its own job specifications. And it should provide
clear guidelines about what selling tasks the job involves. This is critical to deter-
mine the kind of salespeople who should be selected—and later it provides a basis
for seeing how they should be trained, how well they are performing, and how they

should be paid.

The idea that good salespeople are born may have some truth—but it isn’t the
whole story. A salesperson needs to be taught about the company and its products,
about giving effective sales presentations, and about building strong relationships
with the firm’s customers. Salespeople often need training to use the information
technology that’s relevant for their jobs. But this isn’t always done. Many sales-
people fail, or do a poor job, because they haven’t had good training. Firms often
hire new salespeople and immediately send them out on the road, or the retail sell-
ing floor, with no grounding in the basic selling steps and no information about
the product or the customer. They just get a price list and a pat on the back. This
isn't enough!

[t’s up to sales and marketing management to be sure that salespeople know what
they're supposed to do and how to do it. Hewlett-Packard Co. recently faced this
problem. For years the company was organized into divisions based on different
product lines—printers, networks servers, and the like. However, sales reps who spe-
cialized in the products of one division often couldn’t compete well against firms
that could offer customers total solutions to computing problems. When a new top
executive came in and reorganized the company, all sales reps needed a clear view
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of what their new responsibilities would be, how they would be organized, and what
they should say to their customers about the benefits of the reorganization."’

In other situations, salespeople may have some relevant selling experience or
computer skills but need to know more about the firm’s customers and their needs.
Even a firm’s own sales veterans may get set in their ways and profit greatly by, and
often welcome the chance for, additional training.

The kind of initial sales training should be modified based on the experience and
skills of the group involved. But the company’s sales training program should cover
at least the following areas: (1) company policies and practices, (2) product informa-
tion, (3) building relationships with customer firms, and (4) professional selling skills.

Many companies spend the bulk of their training time on product information
and company policy. They neglect training in selling techniques because they think
selling is something anyone can do. More progressive companies know that train-
ing in selling skills can pay off. Estée Lauder, for example, has selling skills for the
“beauty advisors” who sell its cosmetics down to a fine art—and its training man-
ual and seminars cover every detail. Its advisors who take the training seriously
immediately double their sales.'* Training can help salespeople learn how to be more
effective in cold calls on new prospects, in listening carefully to identify a customer’s
real objections, and in closing the sale. Training can also help a salesperson better
analyze why present customers buy from the company, why former customers now
buy from competitors, and why some prospects remain only prospects. Later in this
chapter, we’'ll talk about some key ideas in this area—especially those related to dif-
ferent kinds of sales presentations.

Internet Exercise The Motivating Tape Company sells various sales training
videos. Go to the firm’s website (www.achievement.com) and then scroll
down and select Sales Training Videos. Review the list of sales training videos
offered. If a sales manager were going to rely on some of these tapes for
training people just moving into a sales career, what key areas of sales train-
ing would he have to cover by some other approach?

Training on selling techniques often starts in the classroom with lectures, case
studies, and videotaped trial presentations and demonstrations. But a complete
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training program adds on-the-job observation of effective salespeople and coaching
from sales supervisors. Many companies also use weekly sales meetings or work ses-
sions, annual conventions, and regular e-mail messages and newsletters, as well as
ongoing training sessions, to keep salespeople up-to-date."’

Compensating and Motivating Salespeople

Compensation varies
with job and
needed skills

Payment methods vary

Salary gives control—if
there is close
supervision

To recruit and keep good salespeople, a irm has to develop an attractive com-
pensation plan designed to motivate. Ideally, sales reps should be paid in such a way
that what they want to do—for personal interest and gain—is in the company’s
interest too. Most companies focus on financial motivation—but public recogni-
tion, sales contests, and simple personal recognition for a job well done can be
highly effective in encouraging greater sales effort.'® Our main emphasis here, how-
ever, will be on financial motivation.'’

Two basic decisions must be made in developing a compensation plan: (1) the

level of compensation and (2) the method of payment.

To attract good salespeople, a company must pay at least the going market wage
for different kinds of salespeople. To be sure it can afford a specihic type of sales-
person, the company should estimate—when the job description is written—how
valuable such a salesperson will be. A good order getter may be worth $50,000 to
$100,000 to one company but only $15,000 to $25,000 to another—just because
the second firm doesn’t have enough to sell! In such a case, the second company
should rethink its job specifications, or completely change its promotion plans,
because the going rate for order getters is much higher than $15,000 a year.

It a job requires extensive travel, aggressive pioneering, or contacts with dithcult
customers, the pay may have to be higher. But the salesperson’s compensation level
should compare, at least roughly, with the pay scale of the rest of the firm. Nor-
mally, salespeople earn more than the office or production force but less than top
management.

Once a firm decides on the general level of compensation, it has to set the
method of payment. There are three basic methods of payment: (1) straight salary,
(2) straight commission, or (3) a combination plan. Straight salary normally supplies
the most security for the salesperson—and straight commission the most incentive.
These two represent extremes. Most companies want to offer their salespeople some
balance between incentive and security, so the most popular method of payment is
a combination plan that includes some salary and some commission. Bonuses, profit
sharing, pensions, stock plans, insurance, and other fringe benefits may be included
too. Still, some blend of salary and commission provides the basis for most combi-
nation plans.

What determines the choice of the pay plan? Four standards should be applied:

control, incentive, tlexibility, and simplicity.

The proportion of a salesperson’s compensation paid as salary affects how much
control the sales manager has. It also affects how much supervision is required. A
salesperson on straight salary earns the same amount regardless of how he or she
spends time. So the salaried salesperson is expected to do what the sales manager
asks—whether it is order-taking, supporting sales activities, solving customer prob-
lems, or completing sales call reports. However, the sales manager maintains control
only by close supervision. As a result, straight salary or a large salary element in the
compensation plan increases the amount of sales supervision needed.
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[f such personal supervision would be difficult, a irm may get better control
with a compensation plan that includes some commission, or even a straight
commission plan with built-in direction. For example, if a company wants
its salespeople to devote more time to developing new accounts, it can pay
higher commissions for first orders from a new customer. However, a salesperson
on a straight commission tends to be his or her own boss. The sales manager
is less likely to get help on sales activities that won’t increase the salesperson’s
earnings.

An incentive plan can range anywhere from an indirect incentive (a modest shar-
ing of company profits) to a very direct incentive—where a salesperson’s income is
strictly commission on sales. The incentive should be large only if there is a direct
relationship between the salesperson’s effort and results. The relationship is less
direct if a number of people are involved in the sale—engineers, top management,
or supporting salespeople. In this case, each one’s contribution is less obvious—and
greater emphasis on salary may make more sense.

When a company wants to expand sales rapidly, it usually offers strong incen-
tives to order-getting salespeople. Strong incentives may also be sensible when the
company’s objectives are shifting or varied. In this way, the salesperson’s activities
and efforts can be directed and shifted as needed. One trucking company, for exam-
ple, has a sales incentive plan that pays higher commissions on business needed to
balance freight movements—depending on how heavily traffic has been moving in
one direction or another.

An incentive compensation plan can help motivate salespeople, but you have to
be certain that the incentives are really aligned with the firm’s objectives. For exam-
ple, some critics believe that IBM’s sales commission plan resulted in IBM
salespeople pushing customers to buy computers they didn’t need; the sales reps got
the sale and income, but then customers who were dissatished with what they'd pur-
chased broke off their relationship with IBM and turned to other suppliers. Now
IBM is trying to more carefully align its incentive plan with a customer orientation.
For example, most IBM sales reps receive incentive pay that is in part based on cus-
tomer satisfaction ratings they earn from their customers and in part based on the
profitability of the sales they get. Finding the right balance between these two cri-
teria isn’t easy. But many other firms use variations of this approach—Dbecause
incentives that just focus on short-term or first-time sales may not be what is best
to motivate sales reps to develop long-term, need-satistying relationships with their
customers.

Flexibility is probably the most difficult aspect to achieve. One major reason that
combination plans have become more popular is that they offer a way to meet vary-
ing situations. We'll consider four major kinds of flexibility.

Flexibility in selling costs is especially important for most small companies. With
limited working capital and uncertain markets, small companies like straight
commission, or combination plans with a large commission element. When sales
drop off, costs do too. Such flexibility is similar to using manufacturers’ agents
who get paid only if they deliver sales. This advantage often dominates in select-
ing a sales compensation method. Exhibit 15-3 shows the general relation
between personal selling expense and sales volume for each of the basic com-
pensation alternatives.

Sales potential usually differs from one sales territory to another, so it is desir-
able for a compensation plan to offer flexibility among territories. Unless the pay plan
allows for territory differences, the salesperson in a growing territory might have
rapidly increasing earnings—while the sales rep in a poor area will have little to
show for the same amount of work. Such a situation isn’t fair—and it can lead to
high turnover and much dissatisfaction. A sales manager can take such differences
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Straight commission

Combination plan

Total selling Straight salary
expense

0 Sales volume

into consideration when setting a salesperson’s sales quota—the specific sales or
profit objective a salesperson is expected to achieve.

Flexibility among people is important because most companies’ salespeople vary in
their stage of professional development. Trainees and new salespeople usually require
a special pay plan with emphasis on salary. This provides at least some stability of
earnings.

Flexibility among products is desirable because most companies sell several dif-
ferent products with different profit potentials. Unless firms recognize this fact,
the salespeople may push the products that sell best—ignoring overall company
profit. A flexible commission system can more easily adjust to changing profit
potentials.

A final consideration is the need for simplicity. Complicated plans are hard for
salespeople to understand. Salespeople become dissatistied if they can’t see a direct
relationship between their effort and their income.

Simplicity is best achieved with straight salary. But in practice, it’s usually bet-
ter to sacrifice some simplicity to gain some incentive, flexibility, and control. The
best combination of these factors depends on the job description and the company’s
objectives.

One way to increase flexibility and still make it taster and easier for a sales rep
to see the relationship between effort and compensation is to provide that infor-
mation online. For example, Oracle, a company that sells database systems, has
developed sales compensation software so its own sales reps can check a website at
any point and see how they are doing. As new sales results come in, the report at
the website is updated. Sales managers can also make changes quickly—for exam-
ple, by putting a higher commission on a product or more weight on customer
satisfaction scores. The system works so well that Oracle has decided to offer it to
customers—and now over 150 firms use it. Some firms develop their own systems,
or just give their sales reps a spreadsheet so that they can keep their own informa-
tion up-to-date.'®

ere are no easy answers to the compensation problem. It is up to the sales
Th y to th pensation problem. It is up to the sal
manager, together with the marketing manager, to develop a good compensation
plan. The sales manager’s efforts must be coordinated with the whole marketing mix
ecause personal selling objectives can be accomplished only if enough money is
b P | selling object b plished only if gh y
allocated for this job. Further, managers must regularly evaluate each salesperson’s
performance and be certain that all the needed tasks are being done well. The com-
pensation plan may have to be changed if the pay and work are out of line. And
by evaluating performance, firms can also identify areas that need more attention—
1e salesperson or management. ~ In Chapter 19, we’ll talk more about control-
by tl lesp o t.'"” In Chapter 19, we'll talk bout trol
ling marketing activities.
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Personal Selling Techniques—Prospecting and Presenting

Prospecting—narrowing
down to the right target

Exhibit 15-4
Key Steps in the Personal
Selling Process

When we discussed the need for sales training programs, we stressed the impor-
tance of training in selling techniques. Now let’s discuss these ideas in more detail
so you understand the basic steps each salesperson should follow—including
prospecting and selecting target customers, planning sales presentations, making
sales presentations, and following up after the sale. Exhibit 15-4 shows the steps
we’ll consider. You can see that the salesperson is just carrying out a planned com-
munication process—as we discussed in Chapter 14.°°

Narrowing the personal selling effort down to the right target requires constant,
detailed analysis of markets and much prospecting. Basically, prospecting involves
following all the leads in the target market to identify potential customers.

Finding live prospects who will help make the buying decision isn't as easy as it
sounds. In business markets, for example, the salesperson may need to do some hard
detective work to find the real purchase decision makers. Multiple buying influence
is common, and companies regularly rearrange their organization structures and buy-
ing responsibilities.

Most salespeople use the telephone for much of their detective work. A phone
call often saves the wasted expense of personal visits to prospects who are not

Prospect for Set effort Evaluate needs of established
new customers priorities customers and business opportunity

Select target customer
Identify who influences purchase decision
and/or who is involved in buyer-seller relationship

Preplan sales call and presentation(s)
Prepared presentation
Consultative selling approach
Selling formula approach

Make sales presentation
Create interest
Overcome problems/objections
Arouse desire

Feedback

Close sale
(get action)

Follow up after the
purchase to maintain
and enhance
relationship
(customer retention)

Follow up after
the sales call to
establish relationship
(customer acquisition)
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Sales managers are always
looking for ways to make their
salespeople more efficient and
more effective.

All customers are
not equal

Internet

How long to spend
with whom?
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interested—or it can provide much useful information for planning a follow-up sales
visit. Some hot prospects can even be sold on the phone.

Some companies provide prospect lists to make this part of the selling job easier.
Inquiries that come in at the irm’s website, for example, can be passed along to a
sales rep for follow up. A more indirect approach may be required. For example, one
insurance company checks the local newspaper for marriage announcements—then
a salesperson calls to see if the new couple is interested in finding out more about
life insurance.

While prospecting focuses on identifying new customers, established customers
require attention too. It’s often time-consuming and expensive to establish a
relationship with a customer, so once established it makes sense to keep the rela-
tionship healthy. That requires the rep to routinely review active accounts, rethink
customers’ needs, and reevaluate each customer’s long-term business potential.
Some small accounts may have the potential to become big accounts, and some
accounts that previously required a lot of costly attention may no longer warrant
it. So a sales rep may need to set priorities both for new prospects and existing
customers.

Internet Exercise Interact Commerce Corporation sells various software
products, including ACT! personal management software that is used by
many salespeople to organize information about their customers, sales calls,
and tasks they need to do. Visit the ACT! website (www.act.com) for informa-
tion about this product. Give a few specific examples of ways that a
salesperson could use ACT! to build better relationships with customers.

Once a set of possible prospects, and customers who need attention, have been
identified, the salesperson must decide how much time to spend with each one. A
sales rep must qualify prospects and existing accounts—to see if they deserve more
effort. The salesperson usually makes these decisions by weighing the potential sales
volume as well as the likelihood of a sale. This requires judgment. But well-organized
salespeople usually develop some system because they have too many demands on
their time. They can’t wine and dine all of them.”’
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Three kinds of sales
presentations may be
useful

The prepared sales
presentation

Exhibit 15-5
Prepared Approach to Sales

Salesperson

Participation

Customer

Time ———>

Consultative selling—
builds on the marketing
concept
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Many firms provide their reps with specially developed computer programs to help
with this process. Most of them use some grading scheme. A sales rep might esti-
mate how much each prospect is likely to purchase and the probability of getting
and keeping the business given the competition. The computer then combines this
information and grades each prospect. Attractive accounts may be labeled A—and
the salesperson may plan to call on them weekly until the sale is made, the rela-
tionship is in good shape, or the customer is moved into a lower category. B
customers might offer somewhat lower potential and be called on monthly. C
accounts might be called on only once a year—unless they happen to contact the
salesperson. And D accounts might be transfterred to a telemarketing group or even
ionored—unless the customer takes the initiative.**

Once the salesperson selects a target customer, it’s necessary to plan for the sales
call. This precall planning usually involves preparing a sales presentation—a sales-
person’s effort to make a sale or address a customer’s problem. But someone has to
plan what kind of sales presentation to make. This is a strategy decision. The kind
of presentation should be set before the sales rep goes calling. And in situations
where the customer comes to the salesperson—in a retail store, for instance—plan-
ners have to make sure that prospects are brought together with salespeople.

A marketing manager can choose two basically different approaches to making
sales presentations: the prepared approach or the consultative selling approach.
Another approach—the selling formula approach—is a combination of the two.
Each of these has its place.

The prepared sales presentation approach uses a memorized presentation that is
not adapted to each individual customer. A prepared (canned) presentation builds
on the stimulus-response ideas discussed in Chapter 6. This model says that a cus-
tomer faced with a particular stimulus will give the desired response—in this case,
a yes answer to the salesperson’s prepared statement, which includes a close, the
salesperson’s request for an order.

[f one trial close doesn’t work, the sales rep tries another prepared presentation
and attempts another closing. This can go on for some time—until the salesperson
runs out of material or the customer either buys or decides to leave. Exhibit 15-5
shows the relative participation of the salesperson and customer in the prepared
approach. Note that the salesperson does most of the talking.

[n modern selling, firms commonly use the canned approach when the prospec-
tive sale is low in value and only a short presentation is practical. It’s also sensible
when salespeople aren’t very skilled. The company can control what they say and
in what order. For example, Novartis uses missionary salespeople to tell doctors
about new drugs when they're introduced. Doctors are busy, so they only give the
rep a minute or two. That’s just enough time to give a short, prepared pitch and
leave some samples. To get the most out of the presentation, Novartis refines it
based on feedback from doctors whom it pays to participate in focus groups.’

But a canned approach has a weakness. It treats all potential customers alike. It
may work for some and not for others—and the salespeople probably won’t know
why or learn from experience. A prepared approach may be suitable for simple
order-taking—but it is no longer considered good selling for complicated situations.

The consultative selling approach involves developing a good understanding of
the individual customer’s needs before trying to close the sale. This name is used
because the salesperson is almost acting as a consultant to help identity and solve
the customer’s problem. With this approach, the sales rep makes some general ben-
efit statements to get the customer’s attention and interest. Then the salesperson
asks questions and listens carefully to understand the customer’s needs. Once they
agree on needs, the seller tries to show the customer how the product fills those
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Exhibit 15-6
Consultative Selling Approach
to Sales Presentation

Salesperson
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Customer

Time ——>

Selling formula
approach—some
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Exhibit 15-7
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needs and to close the sale. This is a problem-solving approach—in which the
customer and salesperson work together to satisty the customer’s needs. That’s why
it's sometimes called the need-satisfaction approach. Exhibit 15-6 shows the partic-
ipation of the customer and the salesperson during such a sales presentation.

The consultative selling approach is most useful if there are many subtle differ-
ences among the customers in one target market. In the extreme, each customer may
be thought of as a separate target market—with the salesperson trying to adapt to
each one’s needs and attitudes. This kind of selling takes more skill and time. The
salesperson must be able to analyze what motivates a particular customer and show
how the company’s offering would help the customer satisty those needs. The sales
rep may even conclude that the customer’s problem is really better solved with some-
one else’s product. That might result in one lost sale, but it also is likely to build real
trust and more sales opportunities over the life of the relationship with the customer.
As you might expect, this is the kind of selling that is typical in business markets
when a salesperson already has established a close relationship with a customer.

The selling formula approach starts with a prepared presentation outline—much
like the prepared approach—and leads the customer through some logical steps to
a final close. The prepared steps are logical because we assume that we know some-
thing about the target customer’s needs and attitudes.

Exhibit 15-7 shows the selling formula approach. The salesperson does most of
the talking at the beginning of the presentation—to communicate key points early.
This part of the presentation may even have been prepared as part of the marketing
strategy. As the sales presentation moves along, however, the salesperson brings the
customer into the discussion to help clarify just what needs this customer has. The
salesperson’s job is to discover the needs of a particular customer to know how to
proceed. Once it is clear what kind of customer this is, the salesperson comes back
to show how the product satisfies this specific customer’s needs and to close the sale.

This approach can be useful for both order-getting and order-taking situations—
where potential customers are similar and firms must use relatively untrained
salespeople. Some office equipment and computer producers use this approach. They
know the kinds of situations their salespeople meet and roughly what they want them
to say. Using this approach speeds training and makes the sales force productive sooner.

AIDA—Attention, Interest, Desire, Action: Most sales presentations follow this
AIDA sequence. The how-to-do-it might even be set as part of the marketing strat-
egy. The time a sales rep spends on each of the steps might vary depending on the
situation and the selling approach being used. But it is still necessary to begin a
presentation by getting the prospect’s attention and, hopefully, to move the customer
to action through a close.”*

Each sales manager and salesperson needs to think about this sequence in decid-
ing what sales approach to use and in evaluating a possible presentation. Does the
presentation get the prospect’s attention quickly? Will the presentation be interest-
ing! Will the benefits be clear so that the prospect is moved to buy the product!
Does the presentation consider likely objections and anticipate problems so the sales
rep can act to close the sale when the time is right? These may seem like simple
things. But too frequently they aren’t done at all—and a sale is lost.

As in every other area of marketing communications, ethical issues arise in the
personal selling area. The most basic issue, plain and simple, is whether a salesper-
son’s presentation is honest and truthful. But addressing that issue is a no-brainer.
No company is served well by a salesperson who lies or manipulates customers to
get their business.

On the other hand, most sales reps sooner or later face a sales situation in
which they must make more difficult ethical decisions about how to balance
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Keebler salespeople use an
interactive tool called Instant Data
Evaluation Access (“IDEA")
Wizard on their laptop
computers. It provides research
data related to the marketing of
cookies and crackers on topics
such as shelf space management
and consumer purchase patterns.
The sales rep can use the Wizard
to support a consultative selling
approach in working to develop
closer relationships with retailers.
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company interests, customer interests, and personal interests. Conflicts are less
likely to arise if the firm’s marketing mix really meets the needs of its target mar-
ket. Similarly, they are less likely to arise when the firm sees the value of
developing a longer-term relationship with the customer. Then the salesperson
is arranging a happy marriage. By contrast, ethical conflicts are more likely when
the sales rep’s personal outcomes (such as commission income) or the selling
firm’s profits hinge on making sales to customers whose needs are only partially
met by the firm’s offering. But how close must the fit be between the firm’s prod-
ucts and the customer’s needs before it is appropriate for the salesperson to push
for a sale?

[deally, companies can avoid the whole problem by supporting their salespeople
with a marketing mix that really offers target customers unique benefits. However,
marketing managers and salespeople alike should recognize that the ideal may not
exist in every sales call. Top executives, marketing managers, and sales managers set
the tone for the ethical climate in which a salesperson operates. If they set impos-
sible goals or project a “do-what-you-need-to-do” attitude, a desperate salesperson
may yield to the pressure of the moment. When a firm clearly advocates ethical sell-
ing behavior and makes it clear that manipulative selling techniques are not
acceptable, the salesperson is not left trying to swim “against the flow.”*’

In this chapter, we discussed the importance and
nature of personal selling. Selling is much more than just
getting rid of the product. In fact, a salesperson who is not
given strategy guidelines may have to become the strategy
planner for the market he or she serves. Ideally, however,
the sales manager and marketing manager work together
to set some strategy guidelines: the kind and number of
salespersons needed, what sales technology support will be
provided, the kind of sales presentation desired, and se-
lection, training, and motivation approaches.

We discussed the three basic sales tasks: (1) order-
getting, (2) order-taking, and (3) supporting. Most sales
jobs combine at least two of these three tasks. Once a
firm specifies the important tasks, it can decide on the
structure of its sales organization and the number of
salespeople it needs. The nature of the job and the level
and method of compensation also depend on the blend
of these tasks. Firms should develop a job description for
each sales job. This, in turn, provides guidelines for se-
lecting, training, and compensating salespeople.
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Once the marketing manager agrees to the basic plan
and sets the budget, the sales manager must implement
the plan—including directing and controlling the sales
force. This includes assigning sales territories and con-
trolling performance. You can see that the sales manager
has more to do than jet around the country sipping mar-
tinis and entertaining customers. A sales manager is
deeply involved with the basic management tasks of
planning and control—as well as ongoing implementa-
tion of the personal selling effort.

We also reviewed some basic selling rechniques and
identified three kinds of sales presentations. Each has its

Questions and Problems

1. What strategy decisions are needed in the personal
selling area! Why should the marketing manager
make these strategy decisions!

2. What kind of salesperson (or what blend of the ba-
sic sales tasks) is required to sell the following
products! If there are several selling jobs in the
channel for each product, indicate the kinds of
salespeople required. Specity any assumptions nec-
essary to give definite answers.

. Laundry detergent.
Costume jewelry.
Office furniture.
Men’s underwear.
Mattresses.

Corn.

Life insurance.

A Tht AN o R

3. Distinguish among the jobs of producers’, whole-
salers’, and retailers’ order-getting salespeople. It
one order getter is needed, must all the salespeople
in a channel be order getters? Illustrate.

4. Discuss the role of the manufacturers’ agent in a mar-
keting manager’s promotion plans. What kind of
salesperson is a manufacturers’ agent! What type of
compensation plan is used for a manufacturers’ agent?!

5. Discuss the tuture of the specialty shop it producers
place greater emphasis on mass selling because of
the inadequacy of retail order-taking.

Suggested Cases

21. Chemical International, Inc.

22. Cable Designs, Inc.
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place—Dbut the consultative selling approach seems best
for higher-level sales jobs. In these kinds of jobs, per-
sonal selling is achieving a new, professional status
because of the competence and level of personal respon-
sibility required of the salesperson. The day of the
old-time glad-hander is passing in favor of the specialist
who is creative, industrious, persuasive, knowledgeable,
highly trained, and therefore able to help the buyer. This
type of salesperson always has been, and probably always
will be, in short supply. And the demand for high-level
salespeople is growing.

6. Compare and contrast missionary salespeople and
technical specialists.

7. How would a straight commission plan provide flex-
ibility in the sale of a line of women’s clothing
products that continually vary in profitability?

8. Explain how a compensation plan could be devel-
oped to provide incentives for experienced
salespeople and yet make some provision for
trainees who have not yet learned the job.

9. Cite an actual local example of each of the three
kinds of sales presentations discussed in the chapter.
Explain for each situation whether a different type
of presentation would have been better.

10. Are the benefits and limitations of a canned presen-
tation any different it it is supported with a slide
show or videotape than if it is just a person talking?
Why or why not?

11. Describe a consultative selling sales presentation
that you experienced recently. How could it have
been improved by fuller use of the AIDA frame-
work?

12. How would our economy operate if personal
salespeople were outlawed! Could the economy
work! If so, how! If not, what is the minimum per-
sonal selling effort necessary! Could this minimum
personal selling effort be controlled by law?

23. Furniture to Go, Inc.

28. PCT. Ine.
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Computer-Aided Problem

15. Sales Compensation

Franco Welles, sales manager for Nanek, Inc., is try-
ing to decide whether to pay a sales rep for a new
territory with straight commission or a combination
plan. He wants to evaluate possible plans—to compare
the compensation costs and profitability of each. Welles
knows that sales reps in similar jobs at other firms make
about $36,000 a year.

The sales rep will sell two products. Welles is planning a
higher commission for Product B—Dbecause he wants it to
get extra effort. From experience with similar products, he
has some rough estimates of expected sales volume under
the different plans and various ideas about commission
rates. The details are found in the spreadsheet. The pro-
gram computes compensation and how much the sales rep
will contribute to profit. “Profit contribution” is equal to
the total revenue generated by the sales rep minus sales
compensation costs and the costs of producing the units.

a. For the initial values shown in the spreadsheet, which
plan—commission or combination—would give the
rep the highest compensation, and which plan would
give the greatest profit contribution to Nanek, Inc.?

© The McGraw-Hill
Companies, 2002
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b. Welles thinks a sales rep might be motivated to work
harder and sell 1,100 units of Product B if the com-
mission rate (under the commission plan) were
increased to 10 percent. If Welles is right (and every-
thing else stays the same), would the higher
commission rate be a good deal for Nanek? Explain
your thinking.

c. A sales rep interested in the job is worried about mak-
ing payments on her new car. She asks if Welles
would consider paying her with a combination plan
but with more guaranteed income (an $18,000 base
salary) in return for taking a 3 percent commission on
Products B and A. If this arrangement results in the
same unit sales as Welles originally estimated for the
combination plan, would Nanek, Inc., be better off
or worse off under this arrangement?

d. Do you think the rep’s proposal will meet Welles’
goals for Product B? Explain your thinking.

For additional questions related to this problem, see
Exercise 15-3 in the Learning Aid for Use with Basic Mar-
keting, 14th edition.
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When You

Finish This Chapter,

You Should

1. Understand why a
marketing manager
sets specific objec-
tives to guide the
advertising effort.

2. Understand when
the various kinds of
advertising are
needed.

3. Understand how to
choose the “best”
medium.

4. Understand the
main ways that
advertising on the
Internet differs from
advertising in other
media.

5. Understand how to
plan the “best” mes-
sage—that is, the
copy thrust.

6. Understand what
advertising agencies
do and how they are
paid.

7. Understand how to
advertise legally.

8. Understand the
importance and
nature of sales pro-
motion.

9. Know the advan-
tages and limitations
of different types of
sales promotion.

10. Understand the
important new terms
(shown in red).

16. Advertising and Sales Text
Promotion
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Chapter Sixteen

Advertising and

Sales Promotion

Over the years, Frito-Lay
brands—Ilike Doritos, Fritos, and
Lay’'s—had captured half of all
snack sales. However, low-priced
dealer brands were stealing market
share. Worse, the bulging growth
from snacks was tapering off. Aging
consumers were cutting back on
fat, and snacks, in their diet. So
Rebecca Johnson, product man-

ager for Lay’s Potato Chips, had to
figure out how to fend off the price
cutters and attract new snackers.
The main weapon in her battle
was a line of low-fat products that
were In product development.
Baked Lay’s, a low-fat potato

crisp, had great potential. They had
only about 15 percent of the fat in
regular Lay’s Potato Chips and
fewer calories. They had also fared
well in consumer taste tests.
Consumers simply wouldn’t com-
promise on good taste.
There were still some chal-
lenges. The retail price of Baked
Lay’s would be about one-
third more than regular chips.
That was the difference in the
cost to produce them. Fur-
ther, because of FTC rules,
Baked Lay’s could not be
called potato “chips.” Chips are
slices from potatoes, but Baked
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Lay’s were cut from a thin
sheet of dough made from
potato flakes. No one knew

If people would pay a higher
price for a crisp; it was a new
unsought product.

Baked Lay’s went into
national distribution in the late
fall, but initial sales were only
one-third of the forecast. Trade
promotion and personal selling
had helped get Baked Lay’s
on store shelves, but without
TV ads to give a reason to buy,
the packages were collecting
dust. By contrast, regular
Lay’s were selling well even
though there had been little
advertising since the “bet you
can't eat just one” campaign
over a year earlier. Yet it
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usually does take more ad
weight to introduce a new
product—even one with a
famous name—than to sup-
port an existing one. And
Johnson knew that it would
take effective advertising to
win back the support of
Frito-Lay salespeople and to
interest consumers in baked
crisps.

Johnson had worked with
BBDO—Lay’s long-time ad
agency—to set specific objec-
tives for the campaign and to
create an attention-getting ad
that would interest women with
a low-fat pitch, but not turn off
men—who are the biggest
snackers. The launch of the
campaign was on New Year’s

© The McGraw-Hill
Companies, 2002

Day with an ad that showed a
trio of supermodels doing
unlikely things like chowing
down on the crisps. The
tagline “Now you can eat like
one of the guys and still look
like one of the girls” gave con-
sumers permission to indulge
their cravings without the guilt.
That copy thrust hit the right
chord with women, and it
didn’t turn off men. It was also
consistent with the “better for
you” positioning of Frito-Lay’s
whole low-fat line. A heavy
flight of ads ran on targeted
media throughout the spring.
Research on the effective-
ness of the ads showed
strong results, but the ads
didn’t carry the whole load in
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generating interest and trial.
For example, the trio of super-
models also appeared on a
crisp-covered float that
Frito-Lay sponsored for the
nationally televised New Year’s
Rose Parade. And to encour-
age trial, a million samples
were sent to households for
Super Bowl Sunday. Those
were followed during the next
two weekends with ads and

16. Advertising and Sales Text
Promotion

coupons in newspaper
free-standing inserts.

Two weeks into the cam-
paign, sales started to surge
and supply ran short. Con-
sumers were even asking
friends to keep an eye out for
them. Some cynical critics said
that the shortages were just
another advertising gimmick
contrived for the publicity. But
the firm simply couldn’t keep
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up with demand—even with all
four factories working full tilt 24
hours a day.

There’s no doubt that clever
ads and timely sales promo-
tion spurred consumer interest
in Baked Lay’s. But in the end,
what kept customers coming
back, even at a premium price,
was the superior value of a
product that really met their
needs.’

Advertising, Sales Promotion, and Marketing Strategy Decisions

Experts point to the Baked Lay’s mass-selling effort—the carefully planned adver-
tising and sales promotion—as an example of excellent promotion that leverages a
great strategy. Indeed, mass selling is often a critical element in the success or fail-
ure of a strategy. It can be an inexpensive way—on a per-contact or per-sale
basis—to inform, persuade, and activate customers. It can reach a large number of
people very quickly and produce a combination of long- and short-term results. It
often plays a central role in efforts to position a firm’s marketing mix as the one
that meets customers’ needs and builds brand equity. It can help motivate channel
members or a firm’s own employees, as well as final customers. The strengths and
limits of advertising and sales promotion are different, but you can see why most
promotion blends include them as well as personal selling and publicity.

Unfortunately, the results that marketers actually achieve with mass selling are very
uneven. It’s often said that half of the money spent on these activities is wasted—
but that too few managers know which half. Mass selling can be exciting and
involving or it can be downright obnoxious. Sometimes it’s based on careful analy-
sis and research, yet much of it is created on the fly based on someone’s crazy idea.
The right creative idea may produce results beyond a manager’s dreams, but the
wrong one can be a colossal waste of money. It can stir deep emotions or go unno-
ticed. Some managers come up with mass-selling blends that are really innovative,
but more often than not imitators will just copy the same idea and turn it into an
overused fad.

[t’s important to realize from the outset that many managers do a poor job in this
arena. One way to avoid that is to reject the idea that just copying how lots of other
firms handle these important strategy decisions is “good enough.” There’s no sense
in following bad practices down the road to death-wish marketing. Instead, it makes
sense to understand the important strategy decisions involved in each of these areas
and how to make these decisions caretully.

As the Lay’s case illustrates, marketing managers and the advertising agencies
that work with them have important advertising decisions to make, including (1)
who their target audience is, (2) what kind of advertising to use, (3) how to reach
customers (via which types of media), (4) what to say to them (the copy thrust),
and (5) who will do the work—the firm’s own advertising department or outside
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Exhibit 16-1 Strategy Planning for Advertising

Target market

Promotion

Personal Sales
selling promotion

Advertising

Target
audience

International
dimensions are
important

Kind of
advertising

the work

agencies. See Exhibit 16-1. We'll talk about these decisions in this chapter. We'll
also consider how to measure advertising effectiveness, and legal limits on adver-
tising, in an increasingly competitive environment.

After we discuss advertising, we'll go into more detail on sales promotion. We'll
discuss the great variety of sales promotion approaches, how they typically vary for
different target markets, and their basic benefits and limitations.

The basic strategy planning decisions for advertising and sales promotion are the
same regardless of where in the world the target market is located. However, keep
in mind that the look and feel of advertising and sales promotion vary a lot in dif-
ferent countries, in part because choices available to a marketing manager within
each of the decision areas may vary dramatically from one country to another.

The target audience for advertising may be illiterate—making print ads useless.
Commercial television may not be available. If it is, government rules or censors
may place severe limits on the type of advertising permitted or when ads can be
shown. Radio broadcasts in a market area may not be in the target market’s lan-
guage. Access to interactive media like the Internet may be nonexistent. Cultural,
social, and behavioral influences may limit what type of ad messages can be com-
municated. Ad agencies who already know a nation’s unique advertising
environment may be unwilling to cooperate.

International dimensions may also have a significant impact on sales promotion
alternatives. For example, in countries with a large number of very small retailers
some types of trade promotion are dithcult, or even impossible, to manage. A typi-
cal Japanese grocery retailer with only 250 square feet of space, for example, doesn’t
have room for any special end-of-aisle displays. Consumer promotions may be affected
too. Polish consumers, for example, are skeptical about product samples; they don't
have a lot of experience with sampling and they figure that if it’s free something’s
amiss. In some developing nations samples can’t be distributed through the mail—
because they're routinely stolen from mailboxes before they ever get to the target
customer. Similarly, coupons won’t work unless consumers can redeem them, and in
some regions there are no facilitators to help with that effort. Similarly, some coun-
tries ban consumer sweepstakes—because they see it as a form of gambling.
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Throughout this chapter we'll consider a number of these international promo-
tion issues, but we’ll focus on the array of choices available in the U.S. and other
advanced, market-directed economies.’

As an economy grows, advertising becomes more important—because more con-
sumers have income and advertising can get results. But good advertising results cost

money. And spending on advertising is significant. In 1946, U.S. advertising spend-

ing was slightly more than $3 billion. By 1986, it was $102 billion—and by 2001
$250 billion.

During the last decade, the rate of advertising spending in many parts of the
world has increased even more rapidly than in the United States. However, total
advertising spending in other countries is much lower than in the U.S. Although
exact figures aren’t available for all nations, advertising in the U.S. accounts for
roughly half of worldwide ad spending. Europe accounts for 23 percent, and Asia
about 22 percent. For most countries in other regions, advertising spending has
traditionally been quite low.’

While total spending on advertising seems high, especially in the United States,
it represents a small portion of what people pay for the goods and services they buy.
U.S. corporations spend an average of only about 2.5 percent of their sales dollar
on advertising. Worldwide, the percentage is even smaller.

Exhibit 16-2 shows, however, that advertising spending as a percent of sales dol-
lars varies significantly across product categories. Producers of consumer products
generally spend a larger percent than firms that produce business products. For
example, U.S. malt beverage companies spend 8.6 percent, and companies that
make perfume and cosmetics spend a whopping 12.8 percent. At the other extreme,
companies that sell plastics to manutacturers spend only about 1.8 percent on adver-
tising. Some business products companies—those that depend on e-commerce or
personal selling—may spend less than %10 of 1 percent.

[n general, the percent is smaller for retailers and wholesalers than for produc-
ers. Large chains like Kmart and JCPenney spend about 3 percent, but many retailers
and wholesalers spend 1 percent or less. Individual firms may spend more or less
than others in the industry—depending on the role of advertising in their promo-
tion blend and marketing mix.
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Exhibit 16-2 Advertising Spending as Percent of Sales for lllustrative Product Categories

PRODUCERS:

Petroleum refining

Bakery products

Computers and office equipment |
Plastic products

Dairy products |

Motor vehicles and car bodies
Greeting cards |

Cable and other pay TV services
Sporting and athletic goods |
Business services |

Footwear (except rubber) |

Soft drinks, water [

Investment advice |
Transportation services |

Malt beverages |

Games and toys |

Soap and detergent |

Perfumes and cosmetics |

RETAILERS:

Grocery stores |

Hotels and motels |

Eating places |

Video tape rental

Women's clothing stores
Amusement parks
Catalog, mail-order houses
Furniture stores

Advertising doesn’t
employ that many
people

6.2
8.6

10.3
12.5

12.8

1.2
1.2

15 17

|
7 11 13
Advertising as percent of sales

Of course, percentages don’t tell the whole story. Nissan, which spends less than
1 percent of sales on advertising, is among the top 50 advertisers worldwide. The
really big spenders are very important to the advertising industry because they
account for a large share of total advertising spending. For example, in the United
States, the top 100 advertisers (many of which are based in other countries) typi-
cally account for about 30 percent of all advertising spending. Worldwide, the top
50 global advertisers spend about $50 billion a year. The three top global spenders
are all consumer packaged goods producers: Unilever, Procter & Gamble, and
Nestlé.*

Advertising spending is very important in certain markets—especially final con-
sumer markets. Nevertheless, in total, advertising costs much less than personal
selling and sales promotion.

While total advertising expenditures are large, the advertising industry itself
employs relatively few people. The major expense is for media time and space. In
the United States, the largest share of this—24 percent—goes for television
(including cable). Newspapers take about 20 percent of the total and direct mail
about 18 percent. The shares for radio (8 percent), the Yellow Pages (5 percent),
magazines (5 percent), and the Internet (2 percent) are much smaller. However,
spending for advertising on the Internet is growing very fast.’

Many students hope for a glamorous job in advertising, but there are fewer jobs
in advertising than you might think. Even in the United States, with the highest
advertising spending of any nation, only about 500,000 people work directly in
the advertising industry. Advertising agencies employ only about half of all these
people. The rest are people who help create or sell advertising or advertising media
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(advertising people in radio and television stations, newspapers, and magazines) and
those working for retailers, wholesalers, and pTGdUCEfSiE

Advertising Objectives Are a Strategy Decision

Advertising objectives
must be specific

The marketing
manager sets the
overall direction

If you want half the
market, say so!

Objectives guide
implementation too

Every ad and every advertising campaign should have clearly defined objectives.
These should grow out of the firm’s overall marketing strategy and the promotion
jobs assigned to advertising. It isn’t enough for the marketing manager to say “Pro-
mote the product.” The marketing manager must decide exactly what advertising
should do.

Advertising objectives should be more specific than personal selling objectives.
One of the advantages of personal selling is that salespeople can shift their presen-
tations to meet customers needs. Each ad, however, is a specific communication. It
must be effective not just for one customer but for thousands, or millions, of them.

The marketing manager might give the advertising manager one or more of the
following specific objectives, along with the budget to accomplish them:

1. Help position the firm’s brand or marketing mix by informing and persuading
target customers or middlemen about its benefits.

2. Help introduce new products to specific target markets.

hrd

. Help obtain desirable outlets and tell customers where they can buy a product.

4. Provide ongoing contact with target customers—even when a salesperson isn't
available.

5. Prepare the way for salespeople by presenting the company’s name and the
merits of its products.

6. Get immediate buying action.

7. Help to maintain relationships with satished customers, confirm their purchase
decisions, and encourage more purchases.

The objectives listed above highlight that a balancing act may be required. The
first objective is quite broad and relates to the basic decisions about how the mar-
keting manager wants to differentiate and position the whole marketing mix. That
should guide decisions about what other specific objectives are most important. In
fact, some of the objectives listed are not as specific as they could be. If a market-
ing manager really wants specific results, they should be clearly stated. A general
objective is “To help expand market share.” This could be rephrased more specifi-
cally: “To increase shelf space in our cooperating retail outlets by 25 percent during
the next three months.” As more specific objectives are set—say, for each ad—it’s
still important that they are all consistent with the overall objectives.

The specific objectives obviously affect implementation. Advertising that might
be right for encouraging consumers to switch from a competing brand might be all
wrong tor appealing to established customers with whom a firm already has a good
relationship. Similarly, an ad that appeals to opinion leaders might not be what's
needed to get repeat customers back into a retail store. As Exhibit 16-3 shows, the
type of advertising that achieves objectives for one stage of the adoption process
may be off target for another. For example, most advertising for cameras in the
United States, Germany, and Japan focuses on foolproof pictures or state-of-the-art
design because most consumers in these countries already own some camera. In
Africa, where only about 20 percent of the population owns a camera, ads must sell
the whole concept of picture-taking.
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Exhibit 16-3 Examples of Different Types of Advertising over Adoption Process Stages

Evaluation

Awareness Interest : Decision Confirmation
and trial
Teaser campaigns Informative or Competitive ads Direct-action retail Reminder ads
Pioneering ads descriptive ads Persuasive copy ads Informative “why”
Jingles/slogans Image/celebrity ads Comparative ads Point-of-purchase ads
Internet banners Flash ads Testimonials ads
Announcements Demonstration of Price deal offers
benefits

Objectives Determine the Kinds of Advertising Needed

The advertising objectives largely determine which of two basic types of adver-
tising to use—product or institutional.

Product advertising tries to sell a product. It may be aimed at final users or chan-
nel members.

Institutional advertising tries to promote an organization'’s image, reputation, or
ideas rather than a specific product. Its basic objective is to develop goodwill or
improve an organization’s relations with various groups—not only customers but
also current and prospective channel members, suppliers, shareholders, employees,
and the general public. The British government, one of the top 50 advertisers in
the world, uses institutional advertising to promote England as a place to do

business.
Product advertising— Product advertising falls into three categories: pioneering, competitive, and
Know us, like us, reminder advertising.

remember us
Pioneering advertising—builds primary demand

Pioneering advertising tries to develop primary demand for a product category
rather than demand for a specific brand. Pioneering advertising is usually done in the
early stages of the product life cycle; it informs potential customers about the new
product and helps turn them into adopters. When Merrell Dow Pharmaceutical

The objective of ExxonMobil's
attention-getting institutional ad,
which ran on billboards in over
100 countries, was to inform
customers about the merger of
the two oil giants and to highlight
the strengths of the new
combined company as it
addresses the energy needs of
the future,

Today, we step on the gas.
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Comparative ads make direct
comparisons with other brands
using actual product names. For
example, the Baby Orajel ad
touts its fast relief compared to
Children’s Tylenol. The Microsoft
ad highlights the features of the
Pocket PC compared to its rival,
Palm.
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introduced a prescription drug to help smokers break the habit, it did pioneering
advertising to inform both doctors and smokers about its breakthrough. The ad didn’t
even mention the name of the drug. Instead it informed smokers who wanted to quit
that doctors could now help them overcome their nicotine dependence. Later, as other
firms put similar drugs on the market, Merrell Dow turned to competitive advertising.

Competitive advertising—emphasizes selective demand

Competitive advertising tries to develop selective demand for a specific brand. A
firm is forced into competitive advertising as the product life cycle moves along—
to hold its own against competitors.

Competitive advertising may be either direct or indirect. The direct type aims
for immediate buying action. The indirect type points out product advantages to
affect future buying decisions.

Most of Delta Airlines’ advertising is of the competitive variety. Much of it tries
for immediate sales—so the ads are the direct type with prices, timetables, and
phone numbers to call for reservations. Some of its ads are the indirect type. They
focus on the quality of service and number of cities served—and they suggest you
mention Delta’s name the next time you talk to your travel agent.

Comparative advertising is even rougher. Comparative advertising means mak-
ing specific brand comparisons—using actual product names. A recent comparative
ad for a Kia Optima implied that a Toyota Camry with the same features was a great
car but not as good a value as the Optima, which costs $5,000 less.

Many countries forbid comparative advertising, but that situation is changing.
For example, Japan banned comparative advertising until about 15 years ago, when
the restrictions were relaxed. Japan’s move followed an earlier change in the United
States. The Federal Trade Commission decided to encourage comparative ads, after
banning them for years—because it thought they would increase competition and
provide consumers with more useful information.

[n the United States, superiority claims are supposed to be supported by research
evidence—but the guidelines aren't clear. In one widely publicized case, a drug com-
pany sponsored university research on the effectiveness of its drug, but when the results
looked bad it did everything possible to keep the findings secret. When P&G’s Dryel
did not fare well in independent test comparisons with stain removal by professional dry
cleaners, P&G changed its ad claims. However, some firms just keep running tests until
they get the results they want. Others talk about minor differences that don’t reflect a
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product’s overall benefits. Some comparative ads leave consumers contused or even angry
if the product they're using is criticized. Comparative ads can also backfire by calling
attention to competing products that consumers had not previously considered.’

Reminder advertising—reinforces a favorable relationship

Reminder advertising tries to keep the product’s name before the public. It may
be useftul when the product has achieved brand preference or insistence—perhaps
in the market maturity or sales decline stages. It is used primarily to reinforce pre-
vious promotion. Here the advertiser may use soft-sell ads that just mention or show
the name—as a reminder. Sunkist, for example, often relies on reminder ads because
most consumers already know the brand name and, after years of promotion, asso-
ciate it with high product quality.

Institutional advertising usually focuses on the name and prestige of an organi-
zation or industry. It may seek to inform, persuade, or remind.

Large companies with several divisions sometimes use a persuading kind of insti-
tutional advertising to link the divisions in customers’ minds. Many Japanese firms,
like Hitachi, emphasize institutional advertising, in part because they often use the
company name as a brand name.

Companies sometimes rely on institutional advertising to present the company
in a favorable light—perhaps to overcome image problems. Oil giant BP, for exam-
ple, ran ads in a bid to be seen as more pro-environmental. However, in this case,
they just drew more criticism.®

Some organizations use institutional advertising to advocate a specific cause or
idea. Insurance companies and organizations like Mothers Against Drunk Driving,
for example, use these advocacy ads to encourage people not to drink and drive.”

Coordinating Advertising Efforts with Cooperative Relationships

Vertical cooperation—
advertising allowances,
cooperative advertising

Sometimes a producer knows that a promotion job or advertising job should be
done but finds that it can be done more effectively or more economically by someone
further along in the channel. Alternatively, a large retail chain like Best Buy may
approach a manufacturer like Panasonic with a catalog or ad program and tell them
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how much it will cost to participate. In either case, the producer may offer advertising
allowances—price reductions to firms further along in the channel to encourage
them to advertise or otherwise promote the firm’s products locally.

Cooperative advertising involves middlemen and producers sharing in the cost of
ads. This helps wholesalers and retailers compete in their local markets. It also helps
the producer get more promotion for the advertising dollar because media usually give
local advertisers lower rates than national or international firms. In addition, a retailer
or wholesaler who is paying a share of the cost is more likely to follow through.

Coordination and integration of ad messages in the channel is another reason
for cooperative advertising. One big, well-planned, integrated advertising effort is
often better than many different, perhaps inconsistent, local efforts. Many franchise
operations like the idea of communicating with one voice. KFC, for example,
encourages its franchises to use a common advertising program. Before, many devel-
oped their own local ads—with themes like “Eight clucks for four bucks”—that
didn’t it with the company’s overall marketing strategy.

Producers often get this coordination, and reduce local middlemen costs, by pro-
viding a master of an ad on a videotape, cassette tape, website, or printed sheets.
The middlemen add their identification before turning the ad over to local media.

However, allowances and support materials alone don’t ensure cooperation.
When channel members don’t agree with the advertising strategy, it can be a seri-
ous source of conflict. For example, Benetton, the Italian sportswear company,
wanted its “United Colors” ad campaign to be controversial. Many of its franchisees
disagreed and stopped paying their franchise fees. A marketing manager should con-
sider the likely reaction of other channel members before implementing any
advertising program. '’

Ethical issues sometimes arise concerning advertising allowance programs. For
example, a retailer may run one producer’s ad to draw customers to the store but
then sell them another brand. Is this unethical? Some producers think it is. A dif-
ferent view is that retailers are obligated to the producer to run the ad but obligated
to consumers to sell them what they want, no matter whose brand it may be. A
producer can often avoid the problem with a strategy decision—by setting the
allowance amount as a percent of the retailer’s actual purchases. That way, a retailer
who doesn’t produce sales doesn’t get the allowance.

Sometimes a retailer takes advertising allowance money but doesn’t run the ads
at all. Some producers close their eyes to this problem because they don’t know
what to do about intense competition from other suppliers for the retailer’s atten-
tion. But there are also legal and ethical problems with that response. Basically, the
allowance may have become a disguised price concession that results in price dis-
crimination, which is illegal in the United States. Some firms pull back from
cooperative advertising to avoid these problems. Smart producers insist on proof
that the advertising was really done."’

Choosing the “Best” Medium—How to Deliver the Message

What is the best advertising medium! There is no simple answer to this ques-
tion. Effectiveness depends on how well the medium fits with the rest of a marketing
strategy—that is, it depends on (1) your promotion objectives, (2) what target mar-
kets you want to reach, (3) the funds available for advertising, and (4) the nature
of the media—including who they reach, with what frequency, with what impact,
and at what cost.
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Does Advertising That’s Everywhere Get Us Anywhere?

It’s everywhere. You get to the beach, look down,
and huge versions of the Skippy peanut butter logo
are embossed in the sand. You roll your eyes in dis-
may and catch a view of a plane pulling MCl’s
100-foot-long banner with Mr. T demanding “Call
home, fool.” You go in the bathroom to change into
your swimsuit, but the walls are adorned with posters
for Good Humor ice cream bars. Forget that. Maybe
you should just eat your picnic lunch. Oops, the
whole back of the bench you’re going to sit on is an
ad for a check-cashing service—and just for good
measure the banana you pull out of your lunch bag
has a sticker advertising Florida oranges. So you
jump in your car to escape the onslaught. But when
you stop to pump gas a miniature video screen by the
credit card slot urges you to get a Visa debit card
from a local bank (first in English and then in
Spanish). The billboards you ignore along the way
seem pretty civilized compared to the towering trucks

whose trailers are rolling billboards. Back at the
ranch, at last, you know you can watch the Grammy
Awards show in peace because you taped it on your
VCR—so0 you can zap past the ads. But no, you can’t
see the celebrities arrive without staring at virtual
logos digitally superimposed on the entry canopy and
sidewalk by the front door. So there’s no alternative
but to pull the plug on the VCR and check for e-mail
from your sweetie. Wrong move. A pop-up ad for a
video cam covers half of the screen—and why can’t
you make it go away? You can drag it to the side, but
then there’s so much spam in your mailbox that
you’'ve run out of disk space.

There are certainly many cases where promotion
benefits both the consumer and the firm, and after all
it is revenues from advertising that cover the cost of
lots of great stuff consumers get for free. Yet some-
times you can’t help but wish that you were not the
target that somebody else is aiming at!'?

Exhibit 16-4 shows some pros and cons of major kinds of media and some exam-
ples of costs. However, some of the advantages noted in this table may not apply
in all markets. In less-developed nations, for example, newspapers may not be timely.
Placing an ad may require a long lead time it only a limited number of pages are
available for ads. Direct mail may not be a flexible choice in a country with a weak
postal system or high rate of illiteracy. Internet ads might be worthless if few target
customers have access to the Internet. Similarly, TV audiences are often less selec-
tive and targeted, but a special-interest cable TV show may reach a very specific

- 13
audience.

Specifc promotion
objectives

Before you can choose the best medium, you have to decide on your promotion
objectives. If the objective is to increase interest and that requires demonstrating prod-

uct benefits, TV may be the best alternative. If the objective is to inform—telling a
long story with precise detail—and if pictures are needed, then Internet advertising
might be right. Alternatively, with a broad target market, print media like magazines
and newspapers may be better. For example, Jockey switched its advertising to maga-
zines from television when it decided to show the variety of colors, patterns, and styles
of its men’s briefs. Jockey felt that it was too hard to show this in a 30-second TV
spot. Further, Jockey felt that there were problems with modeling men’s underwear on
television. However, Jockey might have stayed with TV if it had been targeting con-

sumers in France or Brazil—where nudity in TV ads is common.

Match your market with
the media

get market

14

To guarantee good media selection, the advertiser first must clearly specify its tar-
a necessary step for all marketing strategy planning. Then the

advertiser can choose media that are heard, read, or seen by those target customers.

The media available in a country may limit the choices. In less-developed
nations, for example, radio is often the only way to reach a broad-based market of
poor consumers who can't read or afford television.

In most cases, however, the major problem is to select media that effectively
reach the target audience. Most of the major media use marketing research to
develop profiles ot the people who buy their publications or live in their broad-
casting area. Generally, media research focuses on demographic characteristics rather
than the segmenting dimensions specific to the planning needs of each different
advertiser. The problem is even worse in some countries because available media
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Exhibit 16-4 Relative Size and Costs, and Advantages and Disadvantages, of Major Kinds of Media

Sales Volume, \
Kinds of Media 2000 ($ billions) Typical Costs, 2000 Advantages Disadvantages /
Television $59.2 $4,500 for a 30-second spot, prime Demonstrations, Expensive in
and Cable time, Phoenix good attention, total, “clutter,”
wide reach less-selective
audience
Newspaper 49.0 $42,570 for one-page (black/white) Flexible, timely, May be
weekday, Arizona Republic local market expensive,
short life, no
“pass-along”
Direct mail 44.6 $215 per 1,000 for listing of 114,000 Selected Relatively
Human Resource executives by audience, expensive per
Industry or employee size flexible, can contact, “junk
personalize mail”—hard to
retain attention
Radio 19.3 $350-$400 for one-minute drive time, Wide reach, Weak attention,
Phoenix segmented many different
audience, rates, short
Inexpensive exposure
Yellow Pages 13.2 $2,760 a year for a '/s-page display Reaches local Many other
ad in a directory for a city with customers competitors
.5 million population seeking listed in same
purchase place, hard to
information differentiate
Magazine 12.4 $192,000 for one-page, 4-color in Very targeted, Inflexible, long
Time (national) good detalil, lead times
good “pass-
along”
Outdoor 5.2 $5,000 (painted) for prime billboard, Flexible, repeat “Mass market,”
30- to 60-day showings, Phoenix exposure, very short
Inexpensive exposure
Internet 4.3 Banner ads average $34 for every Ads link to more Hard to compare
1,000 ad impressions on the site detailed website, costs with
some “pay for other media

\ results” /

don’t provide any information—or they provide audience profles that make the
media seem more attractive than it is.

Another problem is that the audience for media that do reach your target mar-
ket may also include people who are not in the target group. But you pay for the
whole audience the media delivers—including those who aren’t potential customers.
For example, Delta Faucet, a faucet manufacturer that wanted its ads to reach
plumbers, placed ads on ESPN’s Saturday college football telecasts. Research showed
that many plumbers watched the ESPN games. Yet plumbers are only a very small
portion of the total college football audience—and the size of the total audience
determined the cost of the advertising time."’

The cost of reaching the real target market goes up fastest when the irrelevant
audience is very large. For example, the last episode of the wildly popular “Sein-
feld” sitcom drew about 75 million viewers and NBC charged $1.5 million or more
for a 30-second ad slot. It may have been worth that for Visa to reach such a large,
mainly adult, audience; it serves a diverse group of customers.'® On the other hand,
tiny Gardenburger, Inc., used borrowed money to buy an ad slot in a shoot-for-the-
moon effort to turn the audience on to its veggie patties. This was on the “creative
theory” that the Gardenburger target market was primarily females age 25 to 54,
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that “Seinfeld” was like the Super Bowl for women, and that Gardenburger was just
the ticket for their needs. Yet only about 8 percent of consumers have ever tasted
a veggie burger. A 30-second ad, even a memorable one, isn’t likely to change a
basic mind-set for most people. So in betting the farm on its “Seinfeld” ad, Gar-
denburger had to pay to reach a very large group of women, and men, who were not
at all interested in what the company had to offer. Gardenburger is an extreme case,
but research suggests that many of the firms that sponsor ads on such big-audience
shows would get more for their money if they placed ads on shows that reached
more-targeted audiences.!'’

Because it’s hard to pick the best media, media analysts often focus on compar-
ing quantitative measures—such as cost per thousand of audience size or circulation.
This may seem to be an objective approach, but advertisers preoccupied with
keeping these costs down may ignore the relevant segmenting dimensions and slip
into mass marketing.

Today the major media direct more attention to reaching smaller, more defined
target markets. The most obvious evidence of this is in the growth of spending on
direct-mail advertising to consumers in databases. However, other media—even tra-
ditional ones—are becoming more targeted as well.

TV is a good example. Cable TV channels—Ilike MTV, Cable News Network
(CNN), Nickelodeon, and ESPN—are taking advertisers away from the networks
because they target specific audiences. ESPN, for example, has an audience heavily
weighted toward affluent, male viewers. British Sky Broadcasting does a good job of
reaching homemakers with young children. Moreover, being specialized doesn’t nec-
essarily mean that the target market is small. MTV appeals most strongly to affluent,
young viewers, but its programming is seen in over 300 million homes worldwide—
more than any other programmer.

[Infomercials—Ilong commercials that are broadcast with a TV show format—give
a glimpse of how targeted cable TV will become when more consumers have access
to hundreds, or perhaps even thousands, of TV channels. With many channels
competing for attention, most will succeed only if they offer programs and commer-
cials that are very specific to the interests and needs of smaller, more homogeneous
target markets.

Radio has also become a more specialized medium. Some stations cater to par-
ticular ethnic and racial groups—such as Hispanics, African Americans, or French
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$25,000 to $100,000 $250,000 to $750,000 $750,000

Usually an oil company

Advertising space on a race car reaches racing fans and often benefits from extended 1V coverage. But the cost for primary sponsors

can be milions of dollars.

Specialized media are
small—but gaining

Canadians. Others aim at specific target markets with rock, country, or classical
music. Religious programs and talk-radio cater to people with specific attitudes and
interests. Now that radio stations can get their programming to a larger number of
consumers over the Internet and via satellite broadcast systems, expect even more
targeting.

Many magazines serve only special-interest groups—such as fishermen, soap opera
tans, new parents, professional groups, and personal computer users. In fact, the most
profitable magazines seem to be the ones aimed at clearly defined markets. Many
specialty magazines also have international editions that help marketers reach con-
sumers with similar interests in different parts of the world. PC Magazine, for
example, offers European and Japanese editions.

There are trade magazines in many fields—such as chemical engineering, furni-
ture retailing, electrical wholesaling, farming, and the aerospace market. Standard
Rate and Data provides a guide to the thousands of magazines now available in the
United States. Similar guides exist in most other countries.

Many of the national print media offer specialized editions. Time magazine, for
example, offers not only several regional and metropolitan editions but also special
editions for college students, educators, doctors, and business managers. Magazines
like Newsweek, France’s Paris Match International, and Germany’s Wirtschaftwoche
provide international editions.

The advertising media listed in Exhibit 16-4 are attracting the vast majority of
advertising media budgets. But advertising specialists always look for cost-etfective
new media that will help advertisers reach their target markets. For example, one
company successtully sells space for signs on bike racks that it places in front of
{-Eleven stores. In Eastern Europe, where major media are still limited, companies
like Campbell’s pay to put ads on bus shelters. Hotels and auto rental companies
buy space on advertising boards placed in the restrooms on airplanes. A new gen-
eration of ATMs—including ones placed in stores and shopping centers—is capable
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of showing video ads while customers are waiting to get their money. Some gas sta-
tion pumps have similar displays.'®

The Internet is proving to be an even more important, and fast-growing, medium
that has the potential to be highly targeted. Because it involves different opportu-
nities and challenges, we will discuss it separately. First, however, we should briefly
discuss how the advertising budget that is available affects the choice of media.

Selecting which media to use is still pretty much an art. The media buyer may
start with a budgeted amount and try to buy the best blend to reach the target
audience.

Some media are obvious “must buys”—Ilike the local newspaper for a retailer in
a small or medium-sized town. Most firms serving local markets view a Yellow Pages
listing as a must buy. Website advertising is increasingly being seen as a must buy.
[t may be the only medium for firms trying to reach business buyers in overseas mar-
kets. Must buy ads may even use up the available funds.

For many firms, even national advertisers, the high cost of television may elim-
inate it from the media blend. The average cost just to produce a national TV ad
is now about $250,000—and a big impact ad can easily cost twice that. In the
United States, a 30-second commercial on a popular prime-time show like “Friends”
is well over $500,000. The price goes up rapidly for “big event” shows that attract
the largest audiences. Thirty seconds of advertising on the 2001 Super Bowl cost
sponsors about $2.3 million."”

Advertising on the Internet: New Opportunities and New Challenges

Internet ads take many
forms

Internet ads seek a
direct response—a
click

Some websites
generate more
exposure

Advertising on the Internet is growing rapidly as more mainstream advertisers
join the quest for a more efficient way to reach target customers with promotion.
The advertising messages take many forms, ranging from displays that basically look
like traditional print ads to button and banner ads. An Internet banner ad is a head-
line that appears on a web page. Its purpose is to attract the interest of people in
the advertiser’s target market and encourage them to visit the advertiser’s website
for more information. A button is usually much smaller—perhaps just showing the
advertiser’s name or symbol.

Whatever specific form an ad takes, it is usually “linked” to the advertiser's web-
site. When a viewer responds to an ad by clicking on it with a mouse, more detailed
information appears. The information may include pictures, videos, sound, text, a
product database, order entry procedures, and much more.

Content on a website can be very different from traditional advertising. The adver-
tiser can put up a great deal more information and allow viewers to self-direct to those
pages that interest them the most. The website can also provide links to other out-
side sources of information. Or it can invite the viewer to e-mail or start a chat session
for more detailed information on a particular topic. It can offer a sign-up for a weekly
newsletter. The viewer may not buy right away and may not “bookmark” the website
to come back later. But if the viewer subscribes to the e-mail newsletter, all is not
lost. The advertiser will have another chance to make a sale.

We talked about this sort of interactive communication in detail in Chapter 14.
Now let'’s take a look at how Internet ads reach a target audience in the first place.

Some advertisers are primarily interested in placing ads on websites that will give
their ads a lot of exposure—almost without regard to the content of the website or
who visits it. Although there are millions of websites on the Internet, a small subset
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Advertising managers are always looking for cost-effective new media that will help them reach their specific target markets.

Some websites are
better for reaching
target customers

Context advertising
links ad to content
being viewed

accounts for a large percent of the potential audience. For example, many people
see the Netscape, Microsoft, or Yahoo website every time they use the Internet.
Often that’s because the software (“browser”) they use to view Internet information
starts at these websites. Some people refer to such websites as portals because they
act like doorways to the Internet.

A few portal websites are becoming for the Internet what the networks once were
for television: the place where an advertiser is willing to pay high rates because they
are uniquely able to reach a very large, broad market. For example, Dell might want
its computer ads on the AOL or Yahoo home page so they will be viewed by the
large number of computer user visitors. But what makes sense for Dell in that situ-
ation might not make sense for a different firm with a different target market and
marketing mix. As with traditional media, getting lots of exposure for an Internet
ad doesn’t help if viewers are not in the firm’s target market. At most websites, rates
are set based on number of exposures, and you pay for an exposure regardless of who
it is. Some advertisers don’t see this and have just transferred their old, untargeted
shotgun approach to this new medium. That’s especially wasteful on the Internet!

Bristol-Myers Squibb’s experiment with Web advertising is typical of what many
other firms are trying to do—place ads on websites that attract the desired target
market. In the middle of income tax season, Bristol-Myers Squibb ran ads on finan-
cial websites extolling Excedrin as “the tax headache medicine.” The ads offered a
free sample of Excedrin. Within a month, more than 30,000 people clicked on the
ad and typed their names into the firm’s customer database. The cost of obtaining
those names was half that of traditional methods. Now the firm can follow up the
Excedrin samples with other database-directed promotions, either by e-mail or other
methods.

The Excedrin ads were quite targeted, but targeting on the Internet can be even
more precise. For example, ads for Fragrance Counter (a cosmetics retailer) pop up
when an Internet user does a search on a term such as perfume or Estée Lauder. This
approach is called context advertising—monitoring the content a net surfer is view-
ing and then serving up related ads. For example, if a consumer visits a website with
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information about cars, an ad for Amazon.com might appear and note that it car-
ries books on buying a car. If the consumer clicks on the Amazon ad, a list of
relevant books appears on screen and more detailed information on each title is a
click away.

Another variation on the context theme allows noncompeting firms that have a
similar target market to post ads on each other’s website. When Maytag introduced
its Neptune high-efhiciency washing machine, the Neptune website had a link to
P&G’s website for Tide HE, a new detergent designed for use in washers like the
Neptune.

Another approach that offers more precise targeting is pointcasting. Pointcasting
means displaying an ad only to an individual who meets certain qualifications. For
instance, it might be a person who has previously expressed direct interest in the
topic of the advertising. A pointcasting ad is usually included with other informa-
tion that the customer wants and that a pointcasting service provides for free. An
example shows how this works. A woman who is interested in financial planning
might sign up with Time-Warner’s Road Runner service and request that it routinely
send her newly published articles on independent retirement accounts. When the
service sends her that information over the Internet, it might include an ad from a
mutual fund company. The pointcasting service matches ads to customer interests.
Many advertisers like this concept but worry that pointcasting may overwhelm the
recipient with too much clutter.

Sending ads directly to the target customer via e-mail is a simpler approach. A
limitation of e-mail is that a person’s e-mail software may reformat messages in dif-
ferent ways. That is changing with increased use of e-mail in HTML format.
However, a different problem will continue: Most people resent being “spammed”
with a lot of unsolicited e-mail.

Internet Exercise ValueClick is a firm that provides services for firms that
want to advertise on the Internet and also for website publishers that host
Internet advertising. Go to its website (www.valueclick.com) and read about
its service. Briefly describe the main benefits it provides for advertisers and
the main benefits it provides for publishers.

Some websites offer people a benefit—Ilike free e-mail or a chance to enter a
contest—if they provide information about themselves and agree to view ads
selected to match their interests. A look at Juno, a firm that offers a free e-mail
service, shows how this works. When people sign up for e-mail accounts, they also
provide detailed information for a database. The information might include demo-
graphics as well as interests, what products they use, where they shop, and where
they live. Then when a person checks for e-mail messages, ads are displayed. Each
ad is selected specifically for that person based on characteristics in the database.
For example, a cosmetics firm might specify that its ads be shown only to females
who are 16 or older and who routinely wear nail polish.

While the number of firms interested in putting ads on websites has grown, the
number of websites that are chasing their ad dollars has grown at an even faster
pace. Many websites charge advertisers a fee based on how frequently or how long
an ad is shown. But there are still basic problems in getting good measures of how
many people are exposed to an ad or pay any attention if they are exposed. One
symptom of this is that many firms have sprung up to rate website trafhc, but their
ratings often don’t agree.

This problem and competition for advertisers have pressed many websites to take
a more novel approach. They display an ad for free and charge a fee only if the ad
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gets results. For example, the fee the advertiser pays is sometimes based on “click-
through”—the number of people who actually click on the ad and link to the
advertiser’s website. Some websites set fees based on actual sales that result from the
clickthrough. This is efficient for advertisers, and variations on this approach are
becoming more common. This is a big shift from traditional media. Firms have to
pay for their TV and print ads whether they work or not. A lot more firms will put
ads on websites if there is a direct relationship between costs and results. Moreover,
websites will then have more incentive to attract the type of viewers that some
specific set of advertisers want to reach.

Internet advertising is Innovations like these make it clear that Internet advertising holds great prom-

still feeling its way ise. On the other hand, most Internet advertising does not yet provide the precise
laser-beam targeting that would be ideal. In fact, a lot of banner ads seem outright
ineffective, and popups can be obnoxious. Yet, as with other innovations, refine-
ments to Internet advertising will take time. No one can yet be certain what it will
be when it grows up, but it is growing.*

Planning the “Best” Message—What to Communicate

Specifying the copy Once you decide how the messages will reach the target audience, you have to
thrust decide on the copy thrust—what the words and illustrations should communicate.
Carrying out the copy thrust is the job of advertising specialists. But the adver-
tising manager and the marketing manager need to understand the process to be

sure that the job is done well.

Let AIDA help guide Basically, the overall marketing strategy should determine what the message
message planning should say. Then management judgment—perhaps aided by marketing research—
can help decide how to encode this content so it will be decoded as intended.
As a guide to message planning, we can use the AIDA concept: getting Attention,
holding Interest, arousing Desire, and obtaining Action.

The right copy thrust helps an ad
clearly communicate to its target
market.
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Billboards are good for getting
attention with a simple copy
thrust.

Getting attention Getting attention is an ad’s first job. If an ad doesn’t get attention, it doesn’t
matter how many people see or hear it. Many readers leat through magazines and
newspapers without paying attention to any of the ads. Many listeners or viewers
do chores or get snacks during radio and TV commercials. When watching a pro-
gram on videotape or TiVo, they may zap past the commercial with a flick of the
fast-forward button. On the Internet, they may click on the next website before the
ad message finishes loading onto the screen.

Many attention-getting devices are available. A large headline, computer ani-
mations, newsy or shocking statements, attractive models, babies, animals, special
effects—anything different or eye-catching—may do the trick. However, the
attention-getting device can’t detract from, and hopefully should lead to, the next
step, holding interest.

Holding interest Holding interest is more difficult. A humorous ad, an unusual video effect, or a
clever photo may get your attention—but once you've seen it, then what! If there
is no relation between what got your attention and the marketing mix, you'll move
on. To hold interest, the tone and language of the ad must fit with the experiences
and attitudes of the target customers and their reference groups. As a result, many
advertisers develop ads that relate to specific emotions. They hope that the good
feeling about the ad will stick—even if its details are forgotten.

To hold interest, informative ads need to speak the target customer’s language.
Persuasive ads must provide evidence that convinces the customer. For example, TV
ads often demonstrate a product’s benefits.

Layouts for print ads should look right to the customer. Print illustrations and
copy should be arranged to encourage the eye to move smoothly through the ad—
perhaps from a headline that starts in the upper left-hand corner to the illustration
or body copy in the middle and finally to the lower right corner where the ad’s “sig-
nature” usually gives the company or brand name, toll-free number, and website
address. If all of the elements of the ad work together as a whole, they will help to
hold interest and build recall.*!

Arousing desire Arousing desire to buy a particular product is one of an ad’s most difficult jobs. The
ad must convince customers that the product can meet their needs. Testimonials may
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persuade a consumer that other people with similar needs like the product. Product
comparisons may highlight the advantages of a particular brand.

Although products may satisfy certain emotional needs, many consumers find it
necessary to justify their purchases on some logical basis. Snickers candy bar ads
helped ease the guilt of calorie-conscious snackers by assuring them that “Snickers
satisfies you when you need an afternoon energy break.”

An ad should usually focus on a unique selling proposition that aims at an impor-
tant unsatisfied need. This can help differentiate the firm’s marketing mix and
position its brand as offering superior value to the target market. For example,
Altoids’ ads use humor to highlight the “curiously strong” flavor of its mints. Too
many advertisers ignore the idea of a unique selling proposition. Rather than using
an integrated blend of communications to tell the whole story, they cram too much
into each ad—and then none of it has any impact.

Getting action is the final requirement—and not an easy one. From communi-
cation research, we now know that prospective customers must be led beyond
considering how the product might fit into their lives—to actually trying it or letting
the company’s sales rep demonstrate it.

Direct-response ads and interactive media can sometimes help promote action by
encouraging interested consumers to do something that is less risky or demanding
than actually making a purchase. For example, an ad that includes a toll-free tele-
phone number might prompt some consumers who are not yet ready to buy to at
least call for more information. Then follow-up brochures or a telephone salesper-
son can provide additional information and attempt to prompt another
action—perhaps a visit to a store or a “satisfaction guaranteed” trial period. This
approach seeks to get action one step at a time, where the first action suggested
provides a “foot in the door” for subsequent communication efforts.

Whether or not some direct-response approach is used, to communicate more
effectively ads might emphasize strongly felt customer needs. Careful research on
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attitudes in the target market may help uncover such strongly felt unsatisfied needs.
Appealing to important needs can get more action and also provide the kind of
information buyers need to confirm their decisions. Some customers seem to read
more advertising after a purchase than before. The ad may reassure them about the
correctness of their decision.

Many international consumer products firms try to use one global advertising
message all around the world. Of course, they translate the message or make other
minor adjustments—but the focus is one global copy thrust. Some do it to cut the
cost of developing different ads for each country. Others feel their customers’ basic
needs are the same, even in different countries. Some just do it because it’s
fashionable to “go global.”

This approach works for some firms. Coca-Cola and IBM, for example, feel that
the needs their products serve are very similar for customers around the world. They
focus on the similarities among customers who make up their target market rather
than the differences. However, most iirms who use this approach experience terri-
ble results. They may save money by developing tewer ads, but they lose sales
because they don’t develop advertising messages, and whole marketing mixes, aimed
at specific target markets. They just try to appeal to a global “mass market.”

Combining smaller market segments into a single, large target market makes
sense if the different segments can be served with a single marketing mix. But when
that is not the case, the marketing manager should treat them as different target
markets and develop different marketing mixes for each target. >

Advertising Agencies Often Do the Work

Ad agencies are
specialists

The biggest agencies
handle much of the
advertising

An advertising manager manages a company’s advertising effort. Many advertising
managers—especially those working for large retailers—have their own advertising
departments that plan specific advertising campaigns and carry out the details. Oth-
ers turn over much of the advertising work to specialists—the advertising agencies.

Advertising agencies are specialists in planning and handling mass-selling details
for advertisers. Agencies play a useful role—because they are independent of the
advertiser and have an outside viewpoint. They bring experience to an individual
client’s problems because they work for many other clients. As specialists they can
often do the job more economically than a company’s own department. And if an
agency isn't doing a good job, the client can select another. However, ending a rela-
tionship with an agency is a serious decision. Too many marketing managers just
use their advertising agency as a scapegoat. Whenever anything goes wrong, they
blame the agency.

Some full-service agencies handle any activities related to advertising, publicity,
or sales promotion. They may even handle overall marketing strategy planning as
well as marketing research, product and package development, and sales promo-
tion. Other agencies are more specialized. For example, in recent years there has
been rapid growth of firms that specialize in developing websites and Internet ban-
ners ads. Similarly, creative specialists just handle the artistic elements of
advertising but leave media scheduling and buying, research, and related services
to other specialists or full-service agencies.

The vast majority of advertising agencies are small—with 10 or fewer employ-
ees. But the largest agencies account for most of the billings. Over the past decade
many of the big agencies merged—-creating mega-agencies with worldwide networks.



Perreault-McCarthy: Basic
Marketing: A
Global-Managerial
Approach, 14/e

470 Chapter 16

16. Advertising and Sales Text © The McGraw-Hill
Promotion Companies, 2002

Exhibit 16-5 Top Eight Advertising Agency Supergroups and Examples of Products They Advertise

( Organization

Worldwide Gross Income, )

WPP Group

Omnicom Group.
Interpublic Group of Cos.

Dentsu

Havas Advertising

Publicis Groupe
Bcom3 Group

Grey Advertising

-

Headquarters 2000 ($ millions) Products
London $7,971.0 American Express, AT&T,
Campbell’s, Ford, IBM
New York 6,986.2 Anheuser-Busch,
DaimlerChrysler, McDonald'’s,
PepsiCo, Visa
New York 6,595.9 Coca-Cola, GM,

Johnson & Johnson,
Microsoft, UPS

Tokyo 3,089.0 Honda, Japan Air Lines,
Kao, Matsushita, Toyota
Paris 2,157.3 Intel, Philips, PSA

Peugeot-Citroen,
Volkswagen, Worldcom

Paris 2,479.1 BMW, British Airways,
L'Oreal, Renault, Siemens

Chicago 2,215.9 Canon, Delta, Hallmark,
Heinz, Suzuki

New York 1,863.2 British American Tobacco,

GlaxoSmithKline, Mars,
Procter & Gamble, 3M /

Are they paid
too much?

Exhibit 16-5 shows a list of eight of the largest agency networks and examples of
some of the products they advertise. Although their headquarters are located in
different nations, they have offices worldwide. The move toward international
marketing is a key reason behind the mergers.

Before the mergers, marketers in one country often had difficulty finding a capable,
full-service agency in the country where they wanted to advertise. The mega-agency
can offer varied services—wherever in the world a marketing manager needs them.
This may be especially important for managers in large corporations—Ilike Toyora,
Renault, Unilever, NEC, Philips, Procter & Gamble, Nestlé, and PepsiCo—that adver-
tise worldwide.”’

In spite of the growth of these very large agencies, smaller agencies will continue
to play an important role. The really big agencies are less interested in smaller
accounts. Smaller agencies will continue to appeal to customers who want more
personal attention and a close relationship that is more attuned to their marketing
needs.

Traditionally, U.S. advertising agencies have been paid a commission of about
15 percent on media and production costs. This arrangement evolved because media
usually have two prices: one for national advertisers and a lower rate for local adver-
tisers, such as local retailers. The advertising agency gets a 15 percent commission
on national rates but not on local rates. This makes it worthwhile for producers and
national middlemen to use agencies. National advertisers have to pay the full media
rate anyway, so it makes sense to let the agency experts do the work and earn their
commission. Local retailers—allowed the lower media rate—seldom use agencies.

Now, however, many firms—especially big producers ot consumer packaged
goods—resist the idea of paying agencies the same way regardless of the work
performed or the results achieved. The commission approach also makes it hard
for agencies to be completely objective about inexpensive media or promotion
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campaigns that use little space or time. Agencies don’t always like a commission
arrangement, either. Some try to charge additional fees when advertisers spend
relatively little on media or need extra services—Ilike preparation of materials to
support a website or the personal selling effort. About half of all advertisers now
pay agencies some sort of labor-based fee.

A number of advertisers now grade the work done by their agencies—and the
agencies’ pay depends on the grade. General Foods was the first to do this. It low-
ered its basic commission to about 13 percent. However, it paid the agency a bonus
of about 3 percent on campaigns that earned an A rating. If the agency only earned
a B, it lost the bonus. If it earned a C, it had to improve fast or GF removed the
account.

Variations on this approach are becoming common. For example, Carnation
directly links its agency’s compensation with how well its ads score in market
research tests. Gillette uses a sliding scale, and the percentage of compensation
declines with increased advertising volume. And some agencies develop their own
plans in which they guarantee to achieve the results expected or give the advertiser
a partial refund. This approach forces the advertiser and agency to agree on very
specific objectives for their ads and what they expect to achieve. It also reduces the
likelihood of the creative people in an agency focusing on ads that will win artis-
tic approval in their industry rather than ads that do what the firm needs done.**

Ad agencies usually work closely with their clients, and they often have access
to confidential information. This can create ethical conflicts if an agency is work-
ing with two or more competing clients. Most agencies are very sensitive to the
potential problems and work hard to keep people and information from competing
accounts completely separated. But many advertisers don’t think that’s enough—
and they don’t want to risk a problem. They refuse to work with an agency that
handles any competing accounts, even when they're handled in different offices. For
example, a top executive for the Budweiser brand ended a 79-year relationship with
an agency when one of the agency’s subsidiaries accepted an assignment to buy
media space for a competing brand of beer.

This potential conflict of interest in handling competing products is a problem
for some of the international mega-agencies. The worst case was years ago when the
mergers had just started. Saatchi & Saatchi gained over $300 million in billings
through its mergers but then quickly lost $462 million in billings when old clients
departed because Saatchi’s new clients included competitors.”

Measuring Advertising Effectiveness Is Not Easy

Success depends on
the total marketing mix

[t would be convenient if we could measure the results of advertising by looking
at sales. Certainly some breakthrough ads do have a very direct effect on a com-
pany’s sales—and the advertising literature is filled with success stories that “prove”
advertising increases sales. Similarly, market research firms like Information
Resources can sometimes compare sales levels before and after, or during, the period
of an ad campaign. Yet we usually can’t measure advertising success just by looking
at sales. The total marketing mix—not just promotion generally or advertising
specifically—is responsible for the sales result. And sales results are also affected by
what competitors do and by other changes in the external marketing environment.
Only with direct-response advertising can a company make a direct link between
advertising and sales results. Then, if an ad doesn’t produce immediate results, it’s
considered a failure.
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Mercedes used the ad (above) to help introduce its new model and attract younger
customers in Latin America. A bad economy dampened sales, but the ad did pull the
target market into showrooms. This increased names in the dealers’ customer
database, used to target other promotions, by 50 percent. Firms like QuickTake.com N :
do research to help advertisers determine if a creative ad is also effective. More and
more research is being done online.

Research and testing
can improve the odds

Hindsight may lead to
foresight
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[deally, advertisers should pretest advertising before it runs rather than relying
solely on their own guesses about how good an ad will be. The judegment of cre-
ative people or advertising experts may not help much. They often judge only on
the basis of originality or cleverness of the copy and illustrations.

Many progressive advertisers now demand laboratory or market tests to evalu-
ate an ad’s effectiveness. For example, American Express used focus group
interviews to get reactions to a series of possible TV ads. The agency prepared pic-
ture boards presenting different approaches—as well as specific copy. One idea that
seemed to be effective became the basis for an ad that was tested again before being
launched on TV.*°

Split runs on cable TV systems in test markets are an important approach for
testing ads in a normal viewing environment. Scanner sales data from retailers in
those test markets can provide an estimate of how an ad is likely to affect sales.
This approach will become even more powertul in the future as more cable systems
and telephone companies add new interactive technology that allows viewers to
provide immediate feedback to an ad as it appears on the TV.

After ads run, researchers may try to measure how much consumers recall about
specific products or ads. Inquiries from customers may be used to measure the effec-
tiveness of particular ads. The response to radio or television commercials or
magazine readership can be estimated using various survey methods to check the
size and composition of audiences (the Nielsen and Starch reports are examples).
Similarly, most Internet advertisers use software that keeps track of how many “hits”
on the firm’s website come from ads placed at other websites.”’

How to Avoid Unfair Advertising

Government agencies
may say what is fair

In most countries, the government takes an active role in deciding what kinds
of advertising are allowable, fair, and appropriate. For example, France and Japan
limit the use of cartoon characters in advertising to children, and Canada bans any
advertising targeted directly at children. Greece and Sweden have had similar
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policies and want the rest of the European Union to adopt them. In Switzerland,
an advertiser cannot use an actor to represent a consumer. New Zealand and
Switzerland limit political ads on TV. In the United States, print ads must be iden-
tified so they aren’t confused with editorial matter; in other countries ads and
editorial copy can be intermixed. Most countries limit the number and length of
commercials on broadcast media. Until recently, an Italian TV ad could be shown
only 10 times a year.

What is seen as positioning in one country may be viewed as unfair or decep-
tive in another. For example, when Pepsi was advertising its cola as “the choice of
the new generation” in most countries, Japan’s Fair Trade Committee didn’t allow
it—because in Japan Pepsi was not “the choice.” Similarly, Hungary's Economic
Competition Council fined Unilever $25,000 for running an ad that claimed that
its OMO detergent removed stains better than ordinary detergent. The Council
said the ad was unfair because Hungarian consumers would interpret the phrase
“ordinary detergent” as a reference to a locally produced detergent.”

Differences in rules mean that a marketing manager may face very specific limits
in different countries, and local experts may be required to ensure that a irm doesn’t
waste money developing advertising programs that will never be shown or which
consumers will think are deceptive.

In the United States, the Federal Trade Commission (FTC) has the power to
control unfair or deceptive business practices—including deceptive advertising.
The FTC has been policing deceptive advertising for many years. And it may be
getting results now that advertising agencies as well as advertisers must share equal
responsibility for false, misleading, or unfair ads.

This is a serious matter. If the FTC decides that a particular practice is unfair or
deceptive, it has the power to require athrmative disclosures—such as the health
warnings on cigarettes—or corrective advertising—ads to correct deceptive
advertising. Years ago the FTC forced Listerine to spend millions of dollars on adver-
tising to “correct” earlier ads that claimed the mouthwash helped prevent colds.
Advertisers still remember that lesson. The possibility of large financial penalties
and/or the need to pay for corrective ads has caused more agencies and advertisers
to stay well within the law. That may explain why Microsoft quickly settled when
the FTC charged the firm with deceptive advertising concerning WebTV.?
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When the FTC found fewer outright deceptive ads in national campaigns, the
agency moved more aggressively against what it felt to be other “unfair” practices.
Some in the FTC felt it was unfair to target advertising at children. And there were
questions about whether food and drug advertising should be controlled to protect
vulnerable groups, such as the aged, poor, or less-educated.

Not everyone agreed with this thrust, however. Congress specifically limits FTC
rule-making to advertising that is deceptive rather than unfair. Note, however, that
while the FTC is prohibited from using unfairness in a rule affecting a whole indus-
try, unfairness can still be used against an individual company. For example, it R]R
had not yielded to public and government pressure to drop its Joe Camel cigarette
campaign, it might have faced charges that the comic character was part of an unfair
effort to appeal to underage teens.’”

What constitutes unfair and deceptive advertising is a dithcult question and one
marketing managers will have to wrestle with for years. Sometimes the law provides
guidelines, but in most cases the marketing manager must make personal judgments
as well. The social and political environment is changing worldwide. Practices con-
sidered acceptable some years ago are now questioned or considered deceptive.
Saying or even implying that your product is best may be viewed as deceptive. And
a 1988 revision of the Lanham Act protects irms whose brand names are unfairly
tarnished in comparative ads.

Companies get no clear guidelines about how much research support they need
to back up their ad claims. Unfortunately, there are many ways to lie with statis-
tics, and unethical and/or desperate advertisers of me-too products try many of them.
[t only takes one such competitor in an industry to cause major shifts in market
share and affect the nature of competition in that market. As an old cliché says:
One bad apple can spoil a whole barrel.”!

[t’s really not hard to figure out how to avoid criticisms of being unfair and decep-
tive. A little puthng is acceptable—and probably always will be. But firms need to
put a stop to the typical production-oriented approach of trying to use advertising
to differentiate me-too products that are not different and don’t offer customers
better value.

Sales Promotion: Do Something Different to Stimulate Change

The nature of sales
promotion

Sales promotion refers to those promotion activities—other than advertising,
publicity, and personal selling—that stimulate interest, trial, or purchase by final
customers or others in the channel. Exhibit 14-2 shows examples of typical sales pro-
motions targeted at final customers, channel members, or a firm’s own employees.

Sales promotion is generally used to complement the other promotion methods.
While advertising campaigns and sales force strategy decisions tend to have longer-
term effects, a particular sales promotion activity usually lasts for only a limited time
period. But sales promotion can often be implemented quickly and get sales results
sooner than advertising. Further, sales promotion objectives usually focus on prompt-
ing some short-term action. For a middleman, such an action might be a decision
to stock a product, provide a special display space, or give the product special
emphasis in selling efforts to final customers. For a consumer, the desired action
might be to try a new product, switch from another brand, buy more of a product,
or perhaps buy earlier than would otherwise be the case. The desired action by an
employee might be a special effort to satisfy customers or more emphasis on selling
a certain product.
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Sony's interactive kiosk provides
special in-store sales promotion
support for memory sticks used
by portable electronic devices like
the new MS Walkman.
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Sales promotion There are many different types of sales promotion, but what type is appropriate
objectives and depends on the situation and objectives. For example, Exhibit 16-6 shows some pos-
situation should sible ways that a short-term promotion might affect sales. The sales pattern in the
influence decision graph on the left might occur if Hellmann’s issues coupons to help clear its excess

mayonnaise inventory. Some consumers might buy earlier to take advantage of the
coupon, but unless they use extra mayonnaise their next purchase will be delayed.
In the center graph, kids might convince parents to eat more Big Macs while
McDonald’s has a Star Wars promotion, but when it ends things go back to nor-
mal. The graph on the right shows a Burger King marketer’s dream come true: free
samples of a new style of french fries quickly pull in new customers who like what
they try and keep coming back after the promotion ends. This is also the kind of
long-term result that is the aim of effective advertising.

Sales promotion Sales promotion involves so many different types of activities that it is difficult to
spending has grown in  estimate accurately how much is spent in total. There is general consensus, however,
mature markets that the total spending on sales promotion exceeds spending on advertising. Companies

Exhibit 16-6 Some Possible Effects of a Sales Promotion on Sales
Unit sales Unit sales Unit sales

Period of Period of Period of
promotion promotion promotion

a1 &

Time Time Time
Sales temporarily increase, then Sales temporarily increase and Sales increase and then

decrease, then return to regular level then return to regular level remain at higher level
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that sell frequently purchased consumer products—especially staples such as food
products, health and beauty aids, and household cleaning products—shifted their pro-
motion blends to put more emphasis on sales promotion during the 1990s.”

One basic reason for increased use of sales promotion by many consumer products
firms is that they are generally competing in mature markets. There’s only so much
soap, cereal, and deodorant that consumers want to buy—regardless of how many
different brands there are vying for their attention and dollars. There’s also only so
much shelf space that retailers will allocate to a particular product category.

The competitive situation is intensified by the growth of large, powerful retail
chains. They have put more emphasis on their own dealer brands and also demanded
more sales promotion support for the manufacturer brands they do carry.

Perhaps in part because of this competition, many consumers have become more
price sensitive. Many sales promotions, like coupons, have the effect of lowering the
prices consumers pay. So sales promotion has been used as a tool to overcome con-
sumer price resistance.

Changes in technology have also made sales promotion more efficient. For exam-
ple, with scanners at retail checkout counters, it’s possible to instantly pinpoint a
customer who is the target for a particular coupon. If a customer buys a bottle of
Kraft salad dressing, Kraft can have the retailer’s computerized cash register print
out a coupon, on the spot, to encourage the customer to buy Kraft again the next
time. Alternatively, a competitor might target that customer with a coupon to
encourage brand switching.

The growth of sales promotion has also been fostered by the availability of more
consultants, ad agencies, and specialists who help plan and implement sales pro-
motion programs. Of course, the most basic reason for the growth of spending on
sales promotion is that it can be very effective if it is done properly. But there are
problems in the sales promotion area.

Problems in Managing Sales Promotion

Does sales promotion
erode brand loyalty?

There are alternatives

Some experts think that marketing managers—especially those who deal with
consumer packaged goods—put too much emphasis on sales promotions. They argue
that the effect of most sales promotion is temporary and that money spent on
advertising and personal selling helps the firm more over the long term. Their view
is that most sales promotions don’t help develop close relationships with consumers
and instead erode brand loyalty.

There is heavy use of sales promotion in mature markets where competition for
customers and attention from middlemen is fierce. Moreover, if the total market is
not growing, sales promotions may just encourage “deal-prone” customers (and mid-
dlemen) to switch back and forth among brands. Here, all the expense of the sales
promotions and the swapping around of customers simply contributes to lower prof-
its for everyone. It also increases the prices that consumers pay because it increases
selling costs—and ultimately it is consumers who pay for those selling costs.

However, once a marketing manager is in this situation there may be little
choice other than to continue. At the mature stage of the product life cycle, fre-
quent sales promotions may be needed just to offset the effects of competitors’
promotions. One escape from this competitive rat race is for the marketing manager
to seek new opportunities—with a strategy that doesn’t rely solely on short-term
sales promotions for competitive advantage.

Procter & Gamble is a company that changed its strategy, and promotion blend,
to decrease its reliance on sales promotion targeted at middlemen. It is offering
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middlemen lower prices on many of its products and supporting those products with
more advertising and promotion to final consumers. P&G believes that this
approach builds its brand equity, serves consumers better, and leads to smoother-
running relationships in its channels. Not all retailers are happy with P&G’s
changes. However, given concerns about the impact of trade promotion on brand
loyalty, the number of producers who follow P&G’s lead is likely to grow.

Firms are also experimenting with other approaches. For example, some reim-
burse middlemen for promotion effort in proportion to their sales to final consumers.
This supports middlemen who actually increase sales to final consumers—which can
be quite different from just giving sales promotion dollars to middlemen who sim-
ply make the product available. Making the product available is a means to an end;
but if making it available without producing sales is all that is accomplished, the

. 33
sales promotion doesn’t make sense.

Another problem in the sales promotion area is that it is easy to make big, costly
mistakes. Because sales promotion includes a wide variety of activities—each of
which may be custom-designed and used only once—it’s difficult for the typical
company to develop skill in this area. Mistakes caused by lack of experience can be
very costly too. One promotion sponsored jointly by Polaroid and Trans World Air-
lines (TWA) proved to be a disaster. The promotion offered a coupon worth 25
percent off the price of any TWA ticket with the purchase of a $20 Polaroid cam-
era. The companies intended to appeal to vacationers who take pictures when they
travel. Instead, travel agents bought up many of the cameras. For the price of the
$20 camera, they made an extra 25 percent on every TWA ticket they sold. And
big companies bought thousands of the cameras to save on travel expenses. This is
not an isolated example. Such problems are common.’?

Sales promotion mistakes are likely to be worse when a company has no sales
promotion manager. If the personal selling or advertising managers are responsible
for sales promotion, they often treat it as a “stepchild.” They allocate money to sales
promotion if there is any “left over” or if a crisis develops. Many companies, even
some large ones, don't have a separate budget for sales promotion or even know
what it costs in total.

Making sales promotion work is a learned skill, not a sideline for amateurs. That’s
why specialists in sales promotion have developed—both inside larger firms and as
outside consultants. Some of these people are real experts and are willing to take
over the whole sales promotion job. But it’s the marketing manager’s responsibility
to set sales pmmutmn objectives and policies that will fit in with the rest of each
marketing strategy.’

Earlier we noted that sales promotion can be aimed at final consumers or users,
channel members, and company employees. Let’s look at some of the sales promo-
tion tools used for these different targets and what objectives they are expected to
accomplish.

Different Types of Sales Promotion for Different Targets

Sales promotion for
final consumers
or users

Much of the sales promotion aimed at final consumers or users tries to increase
demand, perhaps temporarily, or speed up the time of purchase. Such promotion
might 11"1Vt:ulve developing materials to be displayed in retailers’ stores—including
banners, sample packages, calendars, and various point-of-purchase materials. The
sales promotion people also might develop special displays for supermarkets. They
might be responsible tfor sweepstakes contests as well as for coupons designed to get
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Trade shows are a very important element in the promotion blend for many marketers who target business customers. Computer-
generated checkout coupons allow a producer to target final consumers who have purchased a competing brand, or alternatively to
encourage a customer to buy the same brand again in the future.

( Internet

customers to buy a product by a certain date. Each year, about 300 billion coupons
are distributed—and consumers redeem enough of them to save, in total, nearly
$4 billion. Coupon distribution has dropped off some in recent years but still aver-
ages over 3,000 coupons per household in America!’®

Internet Exercise Catalina Marketing Corporation is a supplier of in-store,
at-home, and online consumer promotions. Go to the Catalina website
(www.catalinamktg.com) and select the shopping cart icon for in-store. Then
review information about its Retail programs. Briefly describe, in your own
words, how the Direct Mail program works, and describe a situation in which
a manufacturer might find it useful.

All of these sales promotion efforts are aimed at specific objectives. For example,
if customers already have a favorite brand, it may be hard to get them to try anything
new. Or it may take a while for them to become accustomed to a different product.
A free trial-sized bottle of mouthwash might be just what it takes to get cautious con-
sumers to try, and like, the new product. Such samples might be distributed house to
house, by mail, at stores, or attached to other products sold by the firm. In this type
of situation, sales of the product might start to pick up as soon as customers try the
product and find out that they like it. And sales will continue at the higher level after
the promotion is over if satished customers make repeat purchases. Thus, the cost of
the sales promotion in this situation might be viewed as a long-term investment.

When a product is already established, consumer sales promotion usually focuses
on stimulating sales in the short term. For example, after a price-off coupon for a soft
drink is distributed, sales might temporarily pick up as customers take advantage of
buying at a lower price. They may even consume more of the soft drink than would
have otherwise been the case. However, once the coupon period is over, sales would
return to the original level or they might even decline for a while. This is what hap-
pens if customers use a coupon to stock up on a product at the low price. Then it
takes them longer than usual to buy the product again.

When the objective of the promotion is focused primarily on producing a
short-term increase in sales, it’s sensible for the marketing manager to evaluate the
cost of the promotion relative to the extra sales expected. If the increase in sales
won’t at least cover the cost of the promotion, it probably doesn’t make sense to
do it. Otherwise, the firm is “buying sales” at the cost of reduced profit.
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Sales promotion directed at industrial customers might use the same kinds of
ideas. In addition, the sales promotion people might set up and staff trade show
exhibits. Here, attractive models are often used to encourage buyers to look at a
firm’s product—especially when it is displayed near other similar products in a cir-
cuslike atmosphere. Trade shows are a cost-effective way to reach target customers
and generate a list of “live” prospects for sales rep follow-up. However, many firms
handle these leads badly. A recent study says that 85 percent of the leads never get
followed up by anybody.

Some sellers give promotion items——pen sets, watches, or clothing (perhaps with
the firm’s brand name on them)—to remind business customers of their products.
This is common, but it can be a problem. Some companies do not allow buyers to
take any gifts. They don’t want the buyer’s judgment to be influenced by who gives
the best promotional items!’’

Sales promotion aimed at middlemen—sometimes called trade promotion—empha-
sizes price-related matters. The objective may be to encourage middlemen to stock new
items, buy in larger quantity, buy early, or stress a product in their own promotion efforts.

The tools used here include price and/or merchandise allowances, promotion
allowances, and perhaps sales contests to encourage retailers or wholesalers to sell
specific items or the company’s whole line. Oftering to send contest winners to
Hawaii, for example, may increase sales.

About halt of the sales promotion spending targeted at middlemen has the effect
of reducing the price that they pay for merchandise from a supplier. Thus, it makes
sense to think about trade promotions in the context of other price-related matters.
So we'll go into more detail on different types of trade discounts and allowances in
the next chapter.’®

Sales promotion aimed at the company’s own sales force might try to encourage
providing better service, getting new customers, selling a new product, or selling the
company’s whole line. Depending on the objectives, the tools might be contests,
bonuses on sales or number of new accounts, and holding sales meetings at fancy
resorts to raise everyone's spirits.

Ongoing sales promotion work might also be aimed at the sales force—to help sales
management. Sales promotion might be responsible for preparing sales porttolios, video-
tapes on new products, displays, and other sales aids, as well as sales training material.

Service-oriented firms, such as hotels or restaurants, now use sales promotions
targeted at their employees. Some, for example, give a monthly cash prize for the
employee who provides the “best service.” And the employee’s picture is displayed
to give 11'-:-:»:::-gniti-::nn.?“';I

Conclusion
Theoretically, it may seem simple to develop an ad- indirect), or reminder. And advertising allowances and
vertising campaign. Just pick the medium and developa  cooperative advertising may be helpful.
message. But it’s not that easy. Effectiveness depends on Many technical details are involved in mass selling,
using the “best” available medium and the “best” mes-  and specialists—advertising agencies—handle some of
sage considering (1) promotion objectives, (2) the target  these jobs. But specific objectives must be set for them,
markets, and (3) the funds available for advertising. or their advertising may have little direction and be al-
Specific advertising objectives determine what kind ~ most impossible to evaluate.
of advertising to use—product or institutional. If Ettective advertising should affect sales. But the

product advertising is needed,

then the particular type ~ whole marketing mix affects sales—and the results of

must be decided—pioneering, competitive (direct or  advertising usually can’t be measured by sales changes
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alone. By contrast, sales promotion tends to be more
action-oriented.

Sales promotion spending is big and growing. This
approach is especially important in prompting action—
by customers, middlemen, or salespeople. There are
many different types of sales promotion, and it is a prob-
lem area in many firms because it is dithcult for a irm to
develop expertise with all of the possibilities.

Questions and Problems

1. Identity the strategy decisions a marketing manager
must make in the advertising area.

2. Discuss the relation of advertising objectives to
marketing strategy planning and the kinds of adver-
tising actually needed. Illustrate.

3. List several media that might be effective for reach-
ing consumers in a developing nation with low per
capita income and a high level of illiteracy. Briefly
discuss the limitations and advantages of each
medium you suggest.

4. Give three examples where advertising to middle-
men might be necessary. What are the objective(s)
of such advertising?

5. What does it mean to say that “money is invested in
advertising”! Is all advertising an investment!? Illus-
trate.

6. Find advertisements to final consumers that illus-
trate the following types of advertising: (a)
institutional, (b) pioneering, (¢) competitive, and
(d) reminder. What objective(s) does each of these
ads have! List the needs each ad appeals to.

7. Describe the type of media that might be most suit-
able for promoting: (a) tomato soup, (b) greeting
cards, (c) a business component material, and (d)
playground equipment. Specity any assumptions
necessary to obtain a definite answer.

8. Briefly discuss some of the pros and cons an adver-
tising manager for a producer of sports equipment
might want to think about in deciding whether to
advertise on the Internet.

9. Discuss the use of testimonials in advertising.
Which of the four AIDA steps might testimonials
accomplish? Are they suitable for all types of
products? If not, for which types are they most
suitable!

10. Find a magazine ad that you think does a particu-
larly good job of communicating to the target
audience. Would the ad communicate well to

© The McGraw-Hill
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Advertising and sales promotion are often important
parts of a promotion blend—Dbut in most blends personal
selling also plays an important role. Further, promotion
is only a part of the total marketing mix a marketing
manager must develop to satisty target customers. So to
broaden your understanding of the four Ps and how they
fit together, in the next two chapters we'll go into more
detail on the role of Price in strategy decisions.

an audience in another country! Explain your
thinking.

11. Johnson & Johnson sells its baby shampoo in many
different countries. Do you think baby shampoo would
be a good product for Johnson & Johnson to advertise
with a single global message? Explain your thinking.

12. Discuss the future of smaller advertising agencies
now that many of the largest are merging to form
mega-agencies.

13. Does advertising cost too much! How can this be
measured’

14. How would your local newspaper be affected if lo-
cal supermarkets switched their weekly advertising
and instead used a service that delivered weekly,
treestanding ads directly to each home!

15. Is it unfair to advertise to children? Is it unfair to ad-
vertise to less-educated or less-experienced people
of any age! Is it unfair to advertise for “unnecessary”
products? Is it unfair to criticize a competitor’s prod-
uct in an ad?

16. Explain why P&G and other consumer packaged
goods firms are trying to cut back on some types of
sales promotion like coupons for consumers and
short-term trade promotions such as “buy a case and
get a case free.”

17. Discuss some ways that a firm can link its sales pro-
motion activities to its advertising and personal
selling efforts—so that all of its promotion efforts
result in an integrated effort.

18. Indicate the type of sales promotion that a producer
might use in each of the following situations and
briefly explain your reasons:

a. A firm has developed an improved razor blade
and obtained distribution, but customers are not
motivated to buy it.

b. A competitor is about to do a test market for a
new brand and wants to track sales in test market
areas to fine tune its marketing mix.
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c. A big grocery chain won't stock a firm’s new
popcorn-based snack product because it doesn’t
think there will be much consumer demand.

19. Why wouldn’t a producer of toothpaste just lower
the price of its product rather than offer consumers
a price-off coupon!

Suggested Cases

18. State Bank

Computer-Aided Problem

16. Sales Promotion

As a community service, disc jockeys from radio sta-
tion WMKT formed a basketball team to help raise
money for local nonprofit organizations. The host orga-
nization finds or fields a competing team and charges $5
admission to the game. Money from ticket sales goes to
the nonprofit organization.

Ticket sales were disappointing at recent games—av-
eraging only about 300 people per game. When
WMKT’s marketing manager, Bruce Miller, heard about
the problem, he suggested using sales promotion to im-
prove ticket sales. The PTA for the local high
school—the sponsor for the next game—is interested in
the idea but is concerned that its budget doesn’t include
any promotion money. Miller tries to help them by re-
viewing his idea in more detail.

Specifically, he proposes that the PTA give a free
T-shirt (printed with the school name and date of the
game) to the first 500 ticket buyers. He thinks the
T-shirt giveaway will create a lot of interest. In fact, he
says he is almost certain the promotion would help the
PTA sell 600 tickets—double the usual number. He
speculates that the PTA might even have a sellout of all
900 seats in the school gym. Further, he notes that the
T-shirts will more than pay for themselves if the PTA
sells 600 tickets.

A local firm that specializes in sales promotion items

agrees to supply the shirts and do the printing for $2.40 a
shirt if the PTA places an order for at least 400 shirts. The

© The McGraw-Hill
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20. If sales promotion spending continues to grow—
often at the expense of media advertising—how do
you think this might affect the rates charged by mass
media for advertising time or space! How do you
think it might affect advertising agencies?

20. Outdoor World, Inc.

PTA thinks the idea is interesting but wants to look at it
more closely to see what will happen if the promotion
doesn’t increase ticket sales. To help the PTA evaluate the
alternatives, Miller sets up a spreadsheet with the relevant
information.

a. Based on the data from the initial spreadsheet, does
the T=shirt promotion look like a good idea? Explain
your thinking.

b. The PTA treasurer worries about the up-front cost of
printing the T-shirts and wants to know where they
would stand if they ordered the T-shirts and still sold
only 300 tickets. He suggests it might be safer to order
the minimum number of T-shirts (400). Evaluate his
suggestion.

c. The president of the PTA thinks the T-shirt promotion
will increase sales but wonders if it wouldn'’t be better
just to lower the price. She suggests $2.60 a ticket,
which she arrives at by subtracting the $2.40 T-shirt
cost from the usual $5.00 ticket price. How many
tickets would the PTA have to sell at the lower price
to match the money it would make if it used the
T=-shirt promotion and actually sold 600 tickets?
(Hint: Change the selling price in the spreadsheet
and then vary the quantity using the analysis feature.)

For additional questions related to this problem, see
Exercise 16-3 in the Learning Aid for Use with Basic Mar-
keting, 14th edition.



