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Plans are nothing; planning is everything.
Executive Summary

Exquisite Food Incorporated (EFI) sells premium food. In launching their new product-Souffles for Microwaves, EFI is required to choose one out of the three different strategies offered. Our report strives to provide EFI with a recommendation of the best strategy by means of a simple, yet comprehensive analysis of these strategies, both quantitatively and qualitatively. With this objective in mind, we set out to examine crucial factors that affect the decision-making process in EFI’s investment of an advertising or promotion campaign.

 In providing our recommendation, we would be adopting the following methodology.

a) Identification of the strategic issues and problems

b) Recommendation of the most profitable strategy using (quantitative) incremental analysis

c) Analysis of the other selection criteria in arriving at the best choice of advertising (marketing) campaign.   

d) Evaluation of the cost and benefit of other advertising campaign.

The following criteria will be used in our analysis:

A) 
  Quantitative factors (i.e. using incremental benefit analysis to select the most profitable marketing alternative).

B) 
  Qualitative factors 

1. Strategic (communication) Objective

2. Situation Analysis

3. Buyer Behavior

4. Price Elasticity of Demand

5. Communication Budget

6. Brand Loyalty

7. Product Life Cycle

1.
Identification of the strategic issues and problems/ Composing Assumptions

As we identify and examine the facts and issues that encompass the strategies, we would make reasonable and practical assumptions to make the analysis possible.

1. We already know that the contribution margin ratio on Souffles for Microwaves is 65%, the same as the other currently sold EFI products. 

2. EFI is selling quality (premium) foods.

3. The targeted market is dual-career families. 

The following are the assumptions made:

4. Souffles is an existing brand in the consumer food market and it is launching a food product in a new product category. This would also mean that it has a pool of loyal customers who consistently buy their products.   

5. The product is being launched in a state in the United States. 

6. The easily-prepared, microwave-food market is a saturated market. This means there exists competition in capturing a share of the market.  

Strategy One

The first strategy concentrates on television and magazine advertising.

· EFI would hire a marketing consultant to prepare a 30-second video commercial and a magazine advertisement.

· The commercial would air during the evening to address the working market

· While the magazine advertisement would be placed in magazines read by career-minded individuals.

The cost of hiring the marketing consultant is unknown. Hence we shall make the following assumptions:

· Cost of television commercial is $100,000. (This includes the cost of hiring a marketing consultant.) 

· Cost of magazine advertisement is $8,000. The proposed magazine could be Lifestyle or Family Week. 

Strategy Two

The second strategy concentrates on newspaper coupon advertising. 

· EFI would hire a marketing consultant to design a one-quarter page, two-color coupon advertisement for $5,000. 

· The 25% off coupon advertisement would be distributed in the Sundays Newspaper supplements at a cost of $195,000. 

· EFI expects a projected 15% redemption on sales revenue. 

Strategy Three

The third strategy offers a $0.50 mail-in rebate coupon attached to each box of Souffles for Microwaves.  

· EFI would hire a marketing consultant for $5,000 to create a one-sixth page one-color rebate coupon.

· Printing and attaching costs are $0.07 per package

· EFI plans to include the rebate on 500,000 packages. 

· A 10 percent redemption rate is expected from this offer. 

Calculations
	Strategy One
	
	

	
	
	

	Incremental contribution:( 65%)
	 $    230,000.00 
	

	Incremental Sales:
	
	 $     353,846.15 

	
	
	

	Less incremental cost:
	
	

	Variable Cost (35%)
	 $    123,846.15 
	

	Video Commercial
	 $    100,000.00 
	

	Magazine Advertisement
	 $        8,000.00 
	

	Subtotal
	
	 $     231,846.15 

	Incremental Benefit
	
	 $     122,000.00 

	
	
	   


	Strategy Two
	
	
	

	
	
	
	

	
	
	
	

	Expected Sales 
	Probability
	Expected Sales
	

	 $                                      500,000.00 
	10%
	 $        50,000.00 
	

	 $                                      600,000.00 
	25%
	 $      150,000.00 
	

	 $                                      700,000.00 
	35%
	 $      245,000.00 
	

	 $                                      800,000.00 
	20%
	 $      160,000.00 
	

	 $                                      900,000.00 
	10%
	 $        90,000.00 
	

	Mean Expected Sales
	
	 $      695,000.00 
	

	
	
	
	

	
	
	
	

	Incremental revenue
	
	
	 $      695,000.00 

	
	
	
	

	Less incremental cost:
	
	
	

	Expected Redemption 15%
	
	 $      104,250.00 
	

	Marketing consultant
	
	 $          5,000.00 
	

	Distribution cost
	
	 $      195,000.00 
	

	Variable cost (35%)
	   
	 $      243,250.00 
	

	Subtotal
	
	
	

	Incremental benefit
	
	
	 $      547,500.00 

	
	
	
	 $      147,500.00 

	
	
	
	


	Strategy Three
	
	
	

	
	
	
	

	
	
	
	

	Expected Sales 
	Probability
	Expected Sales
	

	 $                                                400,000.00 
	10%
	 $        40,000.00 
	

	 $                                                450,000.00 
	30%
	 $      135,000.00 
	

	 $                                                500,000.00 
	35%
	 $      175,000.00 
	

	 $                                                550,000.00 
	20%
	 $      110,000.00 
	

	 $                                                600,000.00 
	5%
	 $        30,000.00 
	

	Mean Expected Sales
	
	 $      490,000.00 
	

	
	
	
	

	
	
	
	

	Incremental Revenue
	
	
	 $    490,000.00 

	
	
	
	

	Less incremental cost:
	
	
	

	Redemption cost [500,000*10%*$0.50]
	
	 $        25,000.00 
	

	Printing and attaching cost
	
	 $        35,000.00 
	

	Marketing consultant
	
	 $          5,000.00 
	

	Variable Cost (35%)
	
	 $      171,500.00 
	

	Subtotal
	
	
	 $    236,500.00 

	Incremental benefit
	
	
	 $    253,500.00 

	
	
	
	


Recommendation

Based on the three strategies, Strategy Three offers the highest returns of $253, 500. This would mean incremental benefit for each dollar of incremental sales ($0.52 cost for each dollar of revenue) is the highest among the three strategies. However, if in the real world, there are many other qualitative factors to be considered in arriving at a decision for a marketing campaign. The next section will be an analysis of other selection criteria, which EFI should consider in their decision-making.  

Selection Criteria (Qualitative)

Strategic planning would help EFI select and organize its businesses in a way that would keep the company healthy in spite of unexpected upsets occurring in any of its specific business or product lines. Marketing plays a critical role in the company’s strategic-planning process. The marketing plan is the central instrument for directing and coordinating the marketing effort. Thus, to improve EFI’s marketing effectiveness, the company needs to implement a sound marketing plan.

EFI is in the midst of planning a marketing campaign. They are considering three marketing tools, i.e. advertising and sales promotion (coupons and rebates). EFI’s promotion policy permits the use of only one of the tools. If the company were to choose based on profitability, strategy three would be chosen. However, many other selection criteria play a part in the choice of the best promotional tool. The following is a discussion of the selection criteria.

1) Strategic (Communication) Objectives 

The communication objectives of EFI must flow from prior decisions on target market, market positioning and marketing mix.

This means that in order to choose the most appropriate promotional tool, EFI should examine the communication objectives, which should be compatible with the marketing research and information system of the company. Marketing research gathers significant information on EFI’s marketing environment. EFI’s micro-environment consists of all the players who affect the company’s ability to produce and sell-suppliers, marketing intermediaries, customers and competitors. EFI’s macro-environment consists of demographic, economic, technological, political-legal, and social-cultural forces that affect its sales and profits.

For example, among EFI’s broad objectives could be; increasing the margin, increase the market share, increase customer satisfaction. These objectives would be restructured in terms of specific, terms of measurable goals within a specific time period, if they are to provide guidance and control. Thus, the objective “increase market share” can be turned into a goal “move market share from 20 percent to 25 percent by the end of the fiscal year. 

2) Situation Analysis

The situation analysis includes four components:

i)   The current market, product, competitive, and distribution situation

ii)  SWOT analysis

iii) Issue analysis

                  iv) Main assumptions about the future

i) In analyzing the current market situation, EFI would need to ask themselves questions such as: What is the market size? What are the trends in market size – is it increasing or decreasing? How quickly? How is the market structured? What segments? What is the current marketing program? Successful or unsuccessful?

Assuming that the consumer food market is matured, advertising may not be very good in enticing the consumers. In this aspect, promotion may therefore be a better tactical weapon to counter the problem. EFI should identify their major competitors and described them in terms of size, goals, market share, product quality, marketing strategies, strength and weaknesses, which are needed to understand their competitors’ intentions and behavior (response patterns). 

· EFI needs to anticipate and assess the reactions of its competitors. For example, the selective competitor reacts only to certain types of attacks. EFI’s promotions might cause its competitors to retaliate with their own promotions too, but probably not to advertising expenditures. On the other hand, the tiger competitor might not let a new product (Souffles for Microwaves), come easily into the market. A rival can vastly outspend EFI to support its product, which is a very close substitute to EFI’s Souffles for Microwaves. Other competitors could also look into developing a similar product. So, how long can EFI maintain the temporary monopoly before other players step into the picture? Lastly, can EFI create any barrier of entry for their competitors?

· ii) The strengths and weaknesses of each strategy: 

· Strategy one: 

· (S) Television advertising reaches out to a wider audience from the target market, as more dual-career families should be watching TV in the evenings. The magazine advertisement if placed in e.g. a U.S Lifestyle magazine would have a wide exposure value.

· (S) Previous Souffles advertisements on its other food products have shown to be effective in stimulating sales. (Assumption) 

· (W) The television and magazine advertising might not be creative and persuasive enough to bring instant success of Souffles. People tend to switch channels when advertisements appear. 

· Strategy 2: 

· (S) It is highly likely that the quarter page, two-color coupon advertisement would be seen by the target market since most people buy the Sunday newspapers. The two color used might also attract readers. 

· (S) The 25% discount would entice readers to give it a try, especially Souffles’ loyal customers who have consistently bought its other food products. 

· (W) However, the weakness in this strategy is that it does not guarantee repeated purchase after the promotion. Brand switchers who are looking for low price and good value might cause high sales response in the short run but little permanent gain in market share.

· (W) Loyal brand buyers might not be persuaded to switch brands.

· (W) Consumer promotion has the effect of weakening brand preference and might lead consumers to think that Souffles for Microwaves is of lower quality. 

· Strategy 3:

· (S) Consumers (especially repeat customers who have tried and like it) might be encouraged to purchase Souffles for Microwaves within that specific time period. 

· (S) The rebates stimulate sales without costing the company as much as would reducing the price by offering coupons. 
· (W) Some consumers do not like rebates because of the inconvenience involved in redeeming them.
· Opportunities & Threats:  There is an increased trend in dual-career families; these families would want an easily- prepared meal and having a greater choice of these frozen-food types would appeal strongly. At the same time, if EFI were to use advertising instead of the other two strategies, more department store chains might be willing to carry the products for them. On the other hand, its immediate competitors can easily substitute Souffles for Microwaves. 

· iv) Main assumption of the future: The economic climate will remain approximately the same. Unemployment would remain at 6 percent and inflation at 2 percent. Consumer real purchasing power will rise by about 1 percent. If there is a sudden change in economic climate, the promotion tactics may have to be changed to adjust to the new conditions. 

3) Buyer Behavior

EFI has selected a target market. It should choose the promotion alternative, which it feels results in the most preferable response by the particular group of people. Thus, EFI need to analyze the buyer behavior of the dual–career families.

Having a dual-income, the targeted market spending characteristics would constitute expenditure on eating out, with basic foodstuff being replaced by frozen processed meals. This target group would therefore be receptive to Souffles for Microwaves because of the ease and convenience in preparing it.  EFI would also need to identify the buying center for their new product, that is, who is the initiator, the influencer, decider and buyer of the product. These would have implications on the choice of the promotional strategy and budget. In EFI’s case, the initiator and buyer should probably be the working adults. This means that the strategy should be designed to attract especially this group of people and not all groups. Assuming that the exposure to these strategies are equal, the coupon would be most effective in the short run because the low price of the product would draw their variety-seeking buying behavior upon seeing the new product. 

4) Price Elasticity of Demand 

The concept of price elasticity of demand indicates the sensitivity of buying price change for a particular product. Thus, if buyers perceive the product's price as different from the last time they purchased it, then the issue is whether this perceived price difference alters their purchasing behavior. The relative price is a more important concept than absolute price. For example, a price reduction in Souffles for Microwave from $ 5.30 to $ 5.25 may not be sufficient to induce buyers to buy more of the product, whereas reducing the price to $ 5.10 might lead to a large increase in demand. 

Furthermore, behavioral pricing research shows that people form value judgments and make decisions when they do not have perfect information about alternatives. Hence, the target market might not respond to comparative price promotions as desired but instead judge prices comparatively through the anchoring effects of reference prices.

For a specific product category the upper price threshold will be lower if buyers recognize the availability of similar alternative offerings. However, if customer satisfaction increases or buyers become more loyal, the upper threshold tends to increase. This would mean that no matter what consumer promotion is being used, the loyal customers of other brands will not switch to Souffles for Microwaves.
Thus, if EFI were to select strategy 2 or 3, they should keep in mind about this factor.
Note:  The reference price for a specific product category is a function of the frequency of different prices for that category (i.e., the distribution of prices). A buyer's reference price is influenced by practice and past experience and by the  sequence in which the buyer observes the prices for the category.  

5) Communications budget-

Depending on the budget that was allocated for this marketing campaign, EFI should tailor their needs accordingly. If EFI spends too little, the effect of advertising may be insignificant. Yet, if they spend too much, some of the money could have been put into better use. 

6) Brand loyalty

It is highly possible that EFI would want to ensure the Souffles brand is penetrated and established well in the market.

Sales promotions are short-term and temporary. However, if the promotion of Souffles is tied in at an appropriate situation, it can be an effective brand-building tool. What this means is that if the promotion is tied in with a new store opening, a company anniversary or any kind of celebrations or birth dates, Souffles image can be improved. For example, Souffles’ promotion (using either coupons or rebates) could coincide with a national day or public holiday. 

There are probably some established consumer brands that have loyal customers. This would mean that it would be difficult to have a promotion campaign that can easily entice these strong supporters. As a golden rule, promotions can never improve a brand image. If EFI wants to maintain the Souffles for Microwave image, consumer promotion may not be a wise move. 

On the other hand, advertising can strengthen the product image. They carry a long-term effect on top of short-term sales generation.

7) Product Life Cycle

Since Souffles for Microwaves is a new product in the Introduction Stage, therefore the main marketing objective should be to create product awareness and trial. Keeping these objectives in mind, they should weigh the benefit of creating product awareness (advertising-Strategy 1) as compared to stimulating product trial (consumer promotion- Strategy 2 or 3). Also, recognizing the fact that Souffles for Microwaves is in the Introduction stage, they should not be aiming for high sales. EFI should focus on consumer awareness, trial and channels distribution because once the target market is aware of the new product; they would gradually accept them and sales would come in naturally. 

EVALUATION

Being at the introduction stage of the product life cycle, Souffles for Microwaves would need informative advertising to build consumer awareness and gain consumer trial. As an established brand, the target market would probably know of the quality of EFI’s products. Thus consumer advertising would definitely help EFI gain new and retain existing customers. However, advertising’s high cost and its slow effectiveness make it an unfavorable choice between itself and promotion. Thus, if EFI’s main objective is to increase market share by a targeted date, the advertising alternative might not achieve this goal.

Instead, consumer promotion of the new product might be more beneficial. They attract the brand switchers to try an unfamiliar product, unlike the other users who do not always notice or act on a promotion. However, brand switchers are primarily looking for low price, good value, or premiums and are unlikely to become loyal brand users. Consumer promotions used in markets of high brand similarity produces a high sales response in the short run but little gain in market share.     

This is because when the promotion ends, and EFI raise the price to normal, customers will be turned off. Also if a price reduction is recommended, it will be important to monitor whether the reduced prices are reaching the final consumer and not being absorbed by resellers in the marketing channel. Thirdly, the probability that consumers who buy an established brand on promotion will purchase it the next time is about the same as their likelihood of doing so even if no promotion had taken place.

Moreover, promotions would usually fuel the flames of competitive retaliation far more than other marketing activities. As a result, they would neutralize whatever incremental volume generated and bring diminishing returns with frightening rapidity. The long-term result of such retaliation is sometimes the elimination of all profit from total market categories among all players.

Lastly, there is a high cost of promotion. Thus, EFI needs to sell an extraordinarily high number of Souffles for Microwaves to cover the normal base sales that would have taken place without the promotion. 


Instead of restricting itself to one communications strategy, EFI could use integrated marketing communications. Consumer promotion seems most effective when used together with advertising. In one study, a price promotion alone produced only a 15% increase in sales volume. When combined with feature advertising, sales volume increased 19%; when combined with feature advertising and a point-of-purchase display, sales volume increased 24%. 

In conclusion, EFI should analyze the situation on a holistic view, taking into consideration both quantitative and qualitative factors. They should also consider the impact of the strategies in the short term and the long term. 

In the short term, although mail-in rebates result in a higher incremental benefit over coupon, it is more inconvenient for consumers. On the other hand, the coupons relatively larger price reduction might help in stimulating trial and bring about more product awareness. Therefore, coupon is the preferred alternative.

Ultimately, EFI’s goal would be to maintain and improve its market share. Hence, they should choose Strategy 1 that closely parallels its long-term objective. If EFI decides to use Strategy 1, it must ensure that it narrowcasts the advertising message to the target group. Also, both television and magazine advertising should offer fresh and innovative ideas. 
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