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MARKETING RESEARCH, DECISION SUPPORT SYSTEMS, 

AND SALES FORECASTING

LEARNING MODULES CHAPTER EIGHT

We now begin Part 3, Target Market Selection, consisting of Chapters 8, 9 and 10.  The primary focus of Chapter 8 is on marketing research and sales forecasting.  Marketing research is the process of collecting and using information for marketing decision-making.   It is the key to making effective marketing decisions.  Marketers use research to understand their customers, target customer segments, and develop long-term customer relationships—all keys to profitability.  Marketing research techniques will be introduced which enables marketers to make accurate sales forecasts, a critical component of marketing planning.  Let’s begin our study.   



THE MARKETING RESEARCH FUNCTION   Module 8.1

Before looking at how marketing research is conducted, we must first examine its historical development, the people and organizations it involves, and the activities it entails.  Since an underlying purpose of the research is to find out more about consumers, it is clear that research is central to effective customer satisfaction and customer relationship programs.   

Development of the Marketing Research Function—



       N.W. Ayer conducted the first organized marketing research project in 1879.  In 1911, a second important milestone in the development marketing research occurred, when Charles C. Parlin organized the nation’s first commercial research department at Curtis Publishing Co. publisher of The Saturday Evening Post.

A True Story—

Parlin got his start as a marketing researcher by counting soup cans in Philadelphia’s garbage.  Here is what happened.  Parlin, an ad salesman, was trying to convince the Campbell Soup Co. to advertise in The Saturday Evening Post.  Campbell Soup resisted, believing that the Post reached primarily working-class readers, who preferred to make their own soup.  Campbell Soup marketers were targeting higher income people who could afford to pay for the convenience of soup in a can.   To prove Campbell wrong, Parlin began counting soup cans in the garbage collected from different neighborhoods.  His research revealed that working-class families bought more canned soup than wealthy households, who had servants to cook for them.  Campbell soup soon became a regular Saturday Evening Post client.  Garbage remains a good source of information for marketing research.  Some airlines in their food service area study the leftovers from onboard meals to determine what to serve passengers.  

Who Conducts Marketing Research?

Depending on the size and structure of the company, the marketing research function can support different product lines, brands, or geographic areas.  Others organize their research functions according to the types of research they need performed—sales analysis, new-product development, advertising evaluation, or sales forecasting.

Many firms outsource their research needs and depend on independent marketing research firms.  They may also contract out entire research studies. Outside marketing research firms can provide technical assistance and expertise not available within the company’s marketing department, and reliability and accuracy.  These benefits come at a cost to the company making the decision.

Classifying Marketing Research Companies—

1)  Syndicated Services—

are organizations that regularly provide a standardized set of data to all customers.  Mediamark Research Inc., for example, operates a syndicated product research service based on personal internviews with adults regarding their exposure to advertising media.  Clients include advertisers, advertising agencies, magazines, newspapers, broadcasters, and cable TV networks.  Walter Williams writes a syndicated column in economics for newspapers.  The following link will direct you to a list of syndicated & published market research.  http://www.greenbook.org/market-research-firms.cfm/syndicated-reports.     

2)  Full-Service Research Suppliers—

contracts with clients to conduct complete marketing research projects.  JRP Marketing Research Services Inc., is a full-service firm specializing in brand strategies and in building customer loyalty.  The full-service supplier becomes the client’s marketing research arm, performing all of the steps in the marketing research process (discussed later in this chapter).  Click on the link http://www.pr.com/press-release/73674 to see the Press Release on “Customers Rank Market Research Suppliers by Satisfaction Scores”.  
3)  Limited-Service Research Suppliers—
specialize in a limited number of activities, such as conducting field interviews or performing data processing.  Nielsen National Research Group specializes in testing promotional materials for and marketing of motion pictures.  The firm also prepares studies to help clients develop advertising strategies and to track awareness and interest.  Syndicated Services can also be considered a type of limited-service research supplier.

Customer Satisfaction Measurement Programs—

This is an area of growing interest and concern.  Firms in their marketing research, often focus on tracking the satisfaction levels of current customers.  The satisfaction levels that firms are generally tracking include:  Customer satisfaction loyalty, customer satisfaction surveys, customer satisfaction questionnaires, customer retention satisfaction, improving customer satisfaction, customer satisfaction metrics, customer satisfaction profitability, IS0 9001 customer satisfaction, and customer dissatisfaction or defections, so called.   

Medallia, for instance, at http://www.medallia.com/whyus, has the mission of building a “solution to help clients capture feedback from their stakeholders, share the data company-wide, recover customers at risk, discover what’s behind the data, and improve company performance. We call it Listen, Act, Win! It’s what turns corporate feedback into corporate excellence.” 



THE MARKETING RESEARCH PROCESS   Module 8.2
In order for business executives to make effective decisions regarding the firm’s current and future activities, marketing research must provide them with the information needed.  The chances of making good decisions improve when the right information is provided at the right time during decision-making.  To achieve this goal, marketing researchers often follow the six-step process shown in Figure 8.3. 

Figure 8.3                                                                                                                  The Marketing Research Process
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Step 1.   Define the Problem— 

A well-defined problem is half solved.  Clearly defining the question that research needs to answer increases the speed and accuracy of the research process.

Researchers must carefully avoid confusing symptoms of a problem with the problem itself.  For example, suppose that the market share for subway sandwiches drops from 8 to 5 percent.  The loss of market share is a symptom of a problem that the company must solve.  The company might begin solving the problem by evaluating the firm’s target market and marketing mix elements—the 4 P’s.  The firm might have recently have reduced its promotional budget or increased its prices for subways, etc.   Or the firm might look at possible environmental changes.  Perhaps a new competitor entered the firm’s market.  

McDonald’s, for instance, in a recent cost-cutting campaign, made minor changes to some of its basic recipes, which set off an 11-month decline in sales.  Cantalupo, the late CEO, put emphasis on the customer, and therefore, sent 900 employees out to stores on fact-finding missions to identify problems.  He made a separate survey of repeat customers and hired outside survey firms to troubleshoot as well.  Soon McDonald’s had discovered the problem and improved the quality of its food.  Within a couple of years, sales began to rise and the company’s stock price more than doubled. 

Step 2.  Conduct Exploratory Research—

Once a firm has defined the question it wants to answer, researchers can begin exploratory research.  

Exploratory research—

seeks to discover the cause of a specific problem by discussing the problem with informed sources both within and outside the firm and by examining data from other information sources.  In addition to talking with employees, exploratory research can include evaluation of company records, such as sales and profit analyses, and available competitive data—secondary sources.  

Situation analysis—refers to internal data collection.  Informal investigation is often used for exploratory interviews with informed persons outside the researchers’ firms.   

Sales Analysis—

can be broken down into separate transactions by customer type, product, sales method (mail, telephone, or personal contact), type of order (cash or credit), and order size.  Sales analysis is one of the least expensive and most important sources of marketing information available to the firm.  

Anheuser-Busch, for instance, has a most interesting approach to amassing sales data about its own and competitor’s products.  It’s called BudNet, which relies on distributors’ drivers and sales reps to input an incredible amount of detail about beer sales, shelf stock, and displays at thousands of outlets around the country.  The company collects the data daily for an up-to-the-minute picture of what’s selling, in what quantities and package types, and backed by what kind of promotions.  This process allows Anheuser-Busch to forecast the themes and images in its ads, and even its new-product development strategies, based on the data it collects through BudNet.

Accounting data—

summarized in the firm’s financial statements can be another good tool for identifying financial issues that influence marketing.  Using ratio analysis, researchers can compare performance on a number of levels in current and previous years against industry benchmarks.  Possible problems may appear pointing toward certain causes.

Marketing cost analysis—

is another source of internal information which deals with the evaluation of expenses for tasks such as selling, warehousing, advertising, and delivery to determine the profitability of particular customers, territories, or product lines.  Marketing decision makers then evaluate the profitability of particular customers and territories on the basis of the sales produced and the costs incurred in generating those sales. 

Step 3.  Formulate a Hypothesis—

is a tentative explanation for some specific event.  A hypothesis is a statement about the relationship among variables that carries clear implications for testing this relationship.  For example, the 5 percent decline in sales over the past year (2008) for the Honda Accord is the result of the new successful design of the Toyota Camry in 2007.  The hypothesis sets the stage for more in-depth research by further clarifying what researchers need to test.  In our example, they might research the popularity or changing demand for the Accord and the Camry in 2008.   Testing the hypothesis can benefit the market researchers before beginning data collection and analysis.  

Step 4.  Create a Research Design—

is a master plan or model for conducting marketing research or gathering information and data.  Possible methods might include observation (e.g., traffic count, Nielsen television ratings), surveys (e.g., focus group interviews, telephone or online surveys), and controlled experiments (e.g., test market).  (Note:  These methods will be discussed in greater detail later in the chapter.)  
Some of the nation’s biggest food companies, for instance, employ a simple research design to test new products.  They offer items to Wal-Mart first.  Wal-Mart doesn’t charge producers a fee—called a slotting fee—to stock their merchandise.  Then, if the item sells at Wal-Mart, other retailers will take notice and drop their slotting fees.  (Note:  the slotting fee enables the retailer to allocate shelf space, which can be in short supply depending on the goods competing for the space.)

Step 5.  Collect Data—

Market researchers gather two kinds of date:  secondary data and primary data.  Secondary data is information from previously published or compiled sources.  Census data is an example.  Primary data refers to information collected for the first time specifically for a marketing research study.  An example of primary data is statistics collected from a survey that asks customers about their preferences for product improvements.

Secondary data offers two important advantages—  

1) It is almost always less expensive to gather than primary data, and 

2) researchers usually spend less time to locate and use secondary data.  Secondary data might take several days, whereas primary data from a research study might require three to four months to complete.

Some limitations of secondary data include—

1)  published information can quickly become obsolete.  For instance, there could be rapid growth and changing demographics from the last census.

2)  published data collected for an unrelated purpose may not be completely relevant to the marketer’s specific needs.  The census data, for example, may not reveal the brand preferences of consumers.

Primary data can cost more and take longer, but the results can provide richer, more detailed information than secondary data offers.  So the choice between secondary and primary data is tied to cost, applicability, and effectiveness.



MARKETING RESEARCH METHODS   Module 8.3

Clearly, data collection is an important part of the marketing research process.  Determining the method the marketer should use to obtain the data can be time-consuming.  In this module, we discuss the most commonly used methods for obtaining both secondary and primary data.

Secondary Data Collection—

Secondary information that already exists somewhere, having been collected for another purpose. 

· Internal 
from sources within the firm, e.g., 

· credit card purchase records or sales records

· scanner data (bar code readers at retail checkout) 

· accounting records 

· sales force activity reports

· product performance reviews

· marketing cost reports

· External 
from external sources, e.g., 

· purchased commercial database 

· government records  

· industry/trade reports 

· periodicals 

Data warehousing refers to electronically storing data for future analysis.  

Data mining has to do with analyzing that data to find patterns or relationships, such as customer profiles.  

Database marketing uses software to analyze marketing information, identifying and targeting messages toward specific groups of potential customers.
Government Data—

The federal government is the nation’s most important source of marketing data.  Census data provides the most frequently used government statistics.  A census of population is conducted every 10 years.  The Bureau of the Census also conducts a periodic census of housing, population, business, manufacturing, agriculture, minerals, and governments.

The U.S. Census of Population breaks down the population by very small geographic areas, making it possible to determine population traits by city blocks or census tract in large cities.  It divides the populations of non-metropolitan areas into block-numbering areas (BNAs).  The BNAs and census tracts are important for marketing analysis because they highlight populations with similar traits, avoiding diversity within political boundaries such as county lines.  This data helps marketers such as local retailers and shopping center developers gather vital information about customers in an immediate neigborhood without spending time or money to conduct comprehensive surveys.  

Government has a computerized mapping database called the TIGER system (Topographically Integrated Geographic Encoding and Referencing system), which marketers find valuable.  The TIGER system overlays topographic features such as railroads, highways, and rivers with census data such as household income figures.  TIGER data is available on DVD, making the Census Bureau one of the first federal agencies to use this technology to publish huge amounts of digital data.

Other information from the federal government includes:

· Monthly Catalog of the United States Government Publications and Statistical Abstract of the United States, published annually.
· Survey of Current Business, updated monthly
· County and City Data Book, published every three years, providing data on each county and city of over 25,000 residents

Private Data—

Many private organizations provide information for marketing decision makers.

· A trade association may be an excellent source of data on activities in a particular industry. Gale Publishing’s Encyclopedia of Associations, available in many libraries, can help marketers track down trade associations that may have data pertinent to their company.  Also, the advertising industry continuously collects data on audiences reached by various media.  

· Business and trade magazines also publish a wide range of valuable data.  They include:

1) Ulrich’s Guide to International Periodicals for industry-specific research.

2) Sales & Marketing Management, publishes an annual Survey of Media Markets that combines statistics for population, effective buying income (EBI), and retail sales into buying power indexes that indicate each geographic market’s ability to buy.

3) Online periodical databases include:  Dialog’s ABI/Inform and CompuServe’s Knowledge Index.  These databases can help you find specialized trade journals.

4) Find/SVP’s FindEx, the Directory of market Research Reports, Studies, and Surveys lists a tremendous variety of completed research studies that are available for purchase. 

5) Roper Starch Worldwide is a global database service with continuing data on consumer attitudes, life stages, and behavior information for 30 countries.  Roper also provides Starch Readership Reports that measure more than 20,000 ads in 400 magazines.

6) Electronic systems that scan UPC bar codes speed purchase transactions, and they also provide data used for inventory control, ordering, and delivery.  Scanning technology is widely used by grocers and other retailers, and marketing research companies, such as ACNielsen and Information Resources Inc., store this data in commercially available databases.  Retailers can use this scanner-base information to target customers with the right merchandise at the right time.  ACNielsen SalesNet uses the Internet to deliver scanner data quickly to clients.

Online Sources of Secondary Data—

Hundreds of databases and other sources of information are available online, both through the Internet and through commercial services such as America Online.  For instance, toy building-block marketer Lego needed to make a quick decision on re-releasing some of its classic sets.  The company posted a bulleting board at Lego.com, inviting its 2 million monthly visitors to share opinions and to comment on their favorite Lego classics. Using software from Recipio, results were gathered and analyzed in real time.  Within two weeks, the company had the information it needed.  Amost 40 percent of respondents aged 18 and under—Lego’s “sweet spot” target market—favored re-releasing Guarded Inn and Metroliner.  Within six weeks, Metroliner sales topped the annual sales of comparable Lego sets. 

A recent survey reported that more than 70 percent of marketing research firms currently conduct some form of Internet research, up from 50 percent a year earlier.

The Internet has spurred the growth of research aggregators—companies that acquire, catalog, reformat, segment, and then resell premium research reports that have already been published.  

Specific sites that are rich with information can be found by using a number of Internet search tools such as:  Google and Yahoo!, discussion groups, or posting to a chat room or newsgroup.  Online services like Survey.com and PlanetFeedback gather data from multiple sources, organized according to demographic, industry, product, or multiple other characteristics.  Although, the phrase caveat emptor (let the buyer beware) should guide evaluation of secondary data on the Internet.



SAMPLING TECHNIQUES   Module 8.4
Before undertaking a study to gather primary data, researchers must first identify which participants to include in the study.

Sampling—









           is the process of selecting survey respondents or research participants.  It is one of the most important aspects of research design to select consumers who accurately reflect the target market. 

Population or Universe—is the total group of people that the researcher wants to study.  For research, for instance, about a new lipstick line, it might be all women in a certain age bracket—a representative group chosen from the total group of people. 

Samples can be classified as either probability samples or nonprobability samples—

Probability Sample— 
is one that gives each population member a known chance of being included in the sample. Types of probability samples include:

· simple random sampling 
all members of a population have an equal chance of appearing in the sample. For example, the draft lottery of the Vietnam era based on a 365-day year—or the placement of a person’s birthday in the list determined the likelihood of being called for service.

· stratified random sample 







 the population is divided into mutually exclusive groups from which a sample is drawn. Opinion polls, for example, in which groups of individuals share various divergent viewpoints. 

· Cluster sample  






            researchers select a sample of subgroups (or clusters) from which they draw respondents.  This cost-efficient type of probability sample is widely used when the entire population cannot be listed or enumerated. 

Nonprobability Sample—







       relies on personal judgment somewhere in the selection process.

· convenience sample 
the researcher selects the easiest population members from which to obtain information, or accidental sample.   Mall intercept surveys and TV call-in opinion polls are good examples.  

· quota sample 
researcher selects participants to ensure a particular ration of respondents of certain characteristics among different segments or groups as seen in the total population.  An example would be a survey of owners of imported autos that includes two Hyundai owners, six Honda owners and four Volvo owners—weighted according to level of sales.



PRIMARY RESEARCH METHODS   Module 8.5

Marketers us a variety of methods for conducting primary research as Figure 8.5 shows.

Figure 8.5                                                                                                               Types of Primary Research

	Primary Research Methods
	Examples

	1) Observation
	Traffic counts or Nielsen television ratings

	2) Surveys
	Telephone surveys, personal interviews, focus groups, mail surveys, fax surveys, or online surveys

	3) Controlled Experiments
	Test market


1)  Observation Method—







          In observational studies, researchers view the overt actions of subjects being studied. Observation tactics may be as simple as counting the number of cars passing by a potential site for a fast-food restaurant or checking the license plates at a shopping center near the Texas/Louisiana state line to determine where shoppers live.  Some technological modern observation methods include the following.

· People meters—








           are electronic remote-control devices that record the TV-viewing habits of individual household members to measure the popularity of TV shows.  The viewer presses a button each time he turns on the TV, changes channels, or leaves the room.  Arbitron recently tested a portable people meter (PPM) that participants keep with them at all times.  Throughout the day, the PPM picks up and stores codes embedded in radio and TV programming.  The data is uploaded at night  when it is put in the docking station.  Neilsen Media Research has introduced a new electronic meter to capture demographic date about TV viewers.  The new method allows the company to double sample sizes for more accurate reporting.




· Videotaping consumers in action—





           is gaining acceptance as a research technique.  Cookware manufacturers may videotape consumers cooking in their own kitchens to evaluate how they use their pots and pans.  A toothbrush manufacturer videotaped their consumers brushing their teeth and using mouthwash for the purpose of developing products that leave behind the sensation of cleanliness and freshness.
· TiVo—









        the digital video recording service, has created a method of collecting data about its viewers, from which it filters out any identifying information to keep the data anonymous.  TiVo receives a steady stream of information from its viewers.  It plans on selling the data to the television industry through a partnership with Nielsen Media Research. 



  
· Look-Look.com—








           is a trend-forecasting firm. In an effort to understand young people, Look-Look has recruited an army of about 20,000 people aged 14 to 30 who are active users of instant messaging and pagers.  These handpicked “field correspondents” also upload images from their digital cameras that record events like parties, concerts, and sporting events.  Consequently, Look-Look, with this huge network, can test a hypothesis with any kind of sample size and get an immediate response.  For example, “Yes, this is happening, or no, it isn’t.”   




· Interpretative Research—is another type of primary research method in which a researcher observes a customer or group of customers in their natural setting and interprets their behavior based on an understanding of the social and cultural characteristics of the setting.  Also known as ethnography, or “going native” (or a cultural perspective).  Miller Brewing Co., for example, hired an ethnographic research team from Ogilvy & Mather, one of the world’s largest advertising agencies, to observe how young men related to each other and its product, Miller Lite.  After extensive study across the U.S., the researchers found that Miller Lite was preferred by groups of men, while its competitor, Bud Lite, was sold more often to individual males.  That insight helped Miller design a new advertising campaign to target its market.
2)  Survey Method—







              observation alone is not enough, researchers must ask questions to get information on attitudes, motives, and opinions, or to get exact demographic information—such as income levels.

Telephone Interviews—






           telephone interviews have a number of advantages—1) they can be quick and an inexpensive method; 2) with high response rates (i.e., the first call yields a response rate of 50 to 60 percent, and calling a number of times raises the response rate to 85 percent.); and 3) they can use computerized dialing and digitally synthesized voices that interview respondents.

Several drawbacks—1) about 44 percent of all people now invited to take part in them refuse.  Reasons include:  concern for data privacy, a negative association of phone surveys with telemarketing, and the lack of financial rewards for participating, and the national Do Not Call Registry excludes calls made for research purpose.  2) Many respondents are hesitant to give personal characteristics about themselves over the telephone.  Results may be biased and some households may have unlisted numbers.  3) The caller-ID systems to screen unwanted calls is another obstacle for telephone researchers.   State laws on caller-ID vary.  
Personal Interviews—








          are the best means for obtaining detailed information about consumers.   Researchers can conduct interviews in rented space in shopping centers (or mall intercepts), where potential buyers exist.  These locations sometimes feature private interviewing space, videotape equipment, and food-preparation facilities for taste tests.  

Focus Groups—








      bring together 8 to 12 individuals in one location to discuss a subject of interest.  Focus groups can provide quick and relatively inexpensive insight into consumer attitudes and motivations.  

In a focus group, the leader, or moderator, stimulates interaction among group members, and occasionally interject questions as catalysts to direct the group’s discussion.  The leader requires preparation and group facilitation skills.

Focus group sessions often last one or two hours.  These sessions are taped, and some research firms allow clients to view focus groups in action through videoconferencing systems.  

Advantages of focus groups—






         are a valuable tool 1) for exploratory research, 2) developing new-product ideas, and 3) preliminary testing of alternative marketing strategies, and 4) they can also aid in the development of well-structured questionnaires for larger scale research.

Drawbacks of focus groups— 1) the focus group setting is sterile and unnatural and may not produce honest responses to questions, such as the “Asche phenomenon” or “group think”.  2) The sample sizes may be too small to be truly representative of larger population groups.   3) Still others question the consistency of the interviewing process. 

Researchers are finding ways to re-create the focus group environment over the Internet.  With experienced moderators who have the technical skills to function fluently online, it is possible to gain valuable qualitative information at a fraction of the cost it takes to run a traditional focus group session.  GroupSpark, for example, is a new program that uses a network of laptop computers to accept and tabulate the response of focus group participants.  The method has been successful in eliminating the awkwardness some people feel in group settings by offering anonymity that allow people to be more truthful, which saves time and money for marketers.

Mail Surveys—







     Advantages:  1) can be a cost-effective alternative, 2) can provide anonymity that may encourage respondents to give candid answers, and 3) they can help marketers track consumer attitudes through ongoing research and sometimes provide demographic data that may be helpful in market segmentation.

Limitations:  1) Response rates are typically much lower than for personal interviews.  2) Because researchers must wait for respondents to complete and return questionnaires, mail surveys usually take a considerably longer time to conduct.  3) The questionnaire cannot answer unanticipated questions that occur to respondents as they complete the forms.  4) Complex questions may not be suitable for a mail questionnaire.  And 5) the bias in the results stemming from differences between respondents and nonrespondents.

Minimize limitations and improve response rates by — 1) Keeping questionnaires short, and by 2) offering incentives—discount coupons or a dollar bill who complete and return the survey documents.

Fax Surveys—







                     may supplement mail surveys or be the primary method for contacting respondents.  Because millions of households do not have fax machines, securing a representative sample of respondents is a difficult undertaking in fax surveys.

Online Surveys and Other Internet-Based Methods—


                 Using the Web allows researchers to: 1) speedup the survey process, 2) increase sample sizes, 3) ignore geographic boundaries, 4) dramatically reduce costs, and allows participants to respond at their leisure.  

Businesses are increasingly including questionnaires on their Web pages to solicit information about consumer demographics, attitudes, and comments and suggestions for improving goods and services or improving marketing messages.  Marketers are also experimenting with electronic bulletin boards as an information-gathering device.   Bulletin boards are particularly effective when targeting respondents who are unable to commit to real-time group sessions or for topics that are highly sensitive or complex.

Advances in software and video games—




       The popularity of video games has led to the emergence of a new advertising platform, “advergames.”  YaYaLLC streams three-dimensional console-quality games over the Internet.  Also, net surfers may receive promotional e-mail that invites them to play a Honda-sponsored racing game, driving a replica of a new-model car through an exciting virtual racetrack.  The game being a marketing research tool in disguise, players must register before starting their engines—submitting details of their age, address, occupation, and hobbies.  They are rewarded with free entry into a contest to win a Honda CR-V.  Four of five users register—and many pass the game along to friends.  Of course, Honda gains market data on a key demographic group—potential young car buyers.

3)  EXPERIMENTAL METHOD—





         
          is concerned with 1) selecting matched groups of subjects, 2) giving them different treatments (test group(s) and control group(s), 3) controlling related factors, and 4) checking for differences in group responses. 

If you wanted to test the classic formula of a soft drink against a new formula, you would run an experiment.  Some research participants would taste the old formula and rate it against the major competitor (test group).  Other participants would taste the new formula and rate it against the major competitor (control group).  If those in the new-formula treatment rate it higher than those in the old-formula treatment, then you might have grounds for changing the formula.  (Note that a focus only on the taste cannot alone be used to predict marketplace behavior.  Taste interacts with such factors as an existing brand image, and a change in the taste could result in alienating existing customers.)

Test-marketing— 








          or introducing a new product in a specific area and then observing its degree of success.  Is the most common use of this method by marketers.   Test marketing introduces a new product supported by a complete marketing campaign to a selected city or TV coverage area.  Marketers look for a location with a manageable size, where residents match their target market’s demographic profile.  Given enough time for the test market and sales and market share in the test market have been calculated, marketers can estimate the product’s likely performance in a full-scale rollout.

Anheuser-Busch, for example, test-marketed its low-carbohydrate Michelob Ultra in Denver, Tucson, and central Florida.  Enthusiastic response led to an earlier-than-expected national rollout.  Teaser ads, featuring the famous Michelob red ribbon, promise that the new brand will make diet-conscious consumers “look at beer in a whole new light.”

Test-marketing has its drawbacks—1) test-marketing is expensive, 2) competitors quickly learn about the product, and can develop alternative strategies, and 3) some products are not well suited to test-marketing, for example, few firms test-market long-lived, durable goods such as  cars—very expensive investment.



COMPUTER TECHNOLOGY IN MARKETING RESEARCH   Module 8.6

In a world of rapid change, the ability to quickly gather and analyze business intelligence can create a substantial strategic advantage.  As noted earlier, computer databases provide a wealth of data for marketing research, whether they are maintained outside the company or designed specifically to gather important facts about its customers.    This section addresses important uses of computer technology related to marketing research:  marketing information systems (MISs), marketing decision support systems (MDSSs), data mining, business intelligence, and competitive intelligence.

Marketing Information Systems (MISs)—




           is a planned, computer-based system designed to provide decision makers with a continuous flow of information relevant to their areas of responsibility.  A marketing information system deals specifically with marketing data and issues.  

A well-constructed MIS serves as a company’s nerve center, continually monitoring the market environment—both inside and outside the organization—and providing instantaneous information.  In sum, marketers are able to store data for later use, classify and analyze that data, and retrieve it easily when needed.

Marketing Decision Support Systems (MDSSs)—


              consists of software that helps users quickly obtain and apply information in a way that supports marketing decisions.  It allows managers to explore and make connections between such varying information as the state of the market, consumer behavior, sales forecasts, competitors’ actions, and environmental changes.  MDSSs consist of four main characteristics:  interactive, investigative, flexible, and accessible.  An MDSS can create simulations or models to illustrate the likely results of changes in marketing strategies or market conditions.  

While an MIS provides raw data, an MDSS develops this data into information useful for decision- making.  For example, an MIS might provide a list of product sales from the previous day.  A manager could use an MDSS to transform this raw data into graphs illustrating sales trends or reports estimating the impacts of specific decision, such as raising prices or expanding into new regions.
Data Mining—








           is the process of searching through computerized data files to detect patterns.  It focuses on identifying relationships that are not obvious to marketers—in a sense, answering questions that marketing researchers may not even have thought to ask.  The data is stored in a huge database called a data warehouse.

Data mining is an efficient way to sort through huge amounts of data and to make sense of that data.  It helps marketers create customer profiles, pinpoint reasons for customer loyalty or the lack thereof, analyze the potential returns on changes in pricing or promotion, and forecast sales.  Wal-Mart, for example, mines its point-of-sale data for insights into shoppers’ buying habits.  By examining data, the retailer can tell which products are purchased together (complementary goods) and drive up sales of both items through store placement or special offers.  Data mining also offers considerable advantages in the hotel industry, banking, utilities, and many others and holds the promise of providing answers to such specific strategic questions as, “Which clients are most likely to respond to our latest marketing campaign?”
Business Intelligence—







             is the process of gathering information and analyzing it to improve business strategy, tactics, and daily operations.  Using advanced software tools, marketers gather information from both within and outside the organization.  Business intelligence can thus tell the firm how its own sales department is doing or what its top competitors are up to.

Software to help users collect, aggregate, and created reports with outside information available on the Web from such databases as, say, Dun & Bradstreet is just beginning to become available.  One program from IBM, called WebFountain, looks for information about consumer responses to new products by delving into chat rooms, advertising sites, competitors’ Web sites, and news sites.  Then it creates a report for marketers about how the product is being received.

Competitive Intelligence—is a form of business intelligence that focuses on finding information about competitors using published sources, interviews, observations by salespeople and suppliers in the industry, government agencies, public filings such as patent applications, and other secondary sources including the Internet.  Its aim is to uncover the specific advantages a competitor has, such as new-product launches, new features in existing goods and services, or new marketing or promotional strategies. Even a competitor’s advertising can provide clues.  It’s all about knowing your competition and what they are up to.



SALES FORECASTING   Module 8.7

A basic building block of any marketing plan is a sales forecast—estimate of a firm’s revenue.  A sales forecast may play major roles in new-product decisions, production scheduling, financial planning, inventory planning and procurement, distribution, and human resource planning.  It is also an important tool for marketing control because it sets standards against which to measure actual performance.   

Planners rely on short-run forecasting (covers up to one year), intermediate forecasting (covers one to five years), and long-run forecasting (extends beyond five years).

Two categories:  Qualitative and Quantitative forecasting

Qualitative Forecasting Techniques—Judgmental or subjective indicators
1)  Jury of Executive Opinion

· Combines the outlooks of top executives from functional areas of business

· Top managers have capabilities:  1) experience and knowledge, open-minded attitudes towards the future, awareness of the bases for their judgments

· Quick and inexpensive method, and works best for short-run forecasting

2) Delphi Technique

· Gathers and redistributes several rounds of anonymous forecasts until the participants reach a consensus.

· Participants include outside experts, mostly academic researchers

· Used to predict long-run issues

· Panel of experts respond to a questionnaire.  Results are combined and averaged.  Another questionnaire is developed and sends it back to the same people.  The process continues until the experts reach consensus.

· Expensive and time-consuming

3) Sales Force Composite

· Based on the combined sales estimates of the firm’s salespeople—those closest to the marketplace—those with specialized product, customer, and competitive knowledge.
· First at the district level, then regional level, and finally nationwide to obtain an aggregate forecast of sales

· Short-term future sales

· Weaknesses include:  1) salespeople make conservative estimates based on sales quotas for their territories, 2) they might not take into account the change in technological innovations or the changes in marketing strategies.

· Sales force composite gives the best forecasts in combination with other techniques.

4) Survey of Buyer Intentions

· Gathers input through mail-in questionnaires, online feedback, telephone polls,  and personal interviews to determine the purchasing intentions of potential customers

· Short-run and intermediate sales

· Drawbacks include:  1) Impractical for those firms with millions of customers, 2) helpful only when customers reveal their buying intentions, 3) customer intentions do not necessarily translate into actual purchases.

· Time-consuming and expensive
Quantitative Forecasting Techniques—Use statistical, objective computations
5) Test Markets

· Frequently used to help marketers assess consumer responses to new-product offerings.

· Usually involves one or more test markets to gauge consumer responses to a new product

· Permit experimenters to evaluate the effects of 1) different prices, 2) alternative promotional strategies, 3) tastes and preferences, and 4) other marketing mix variations.

· Primary advantage is realistic results

· Expensive and time-consuming experiments, and may also communicate marketing plans and innovative product ideas to competitors before the firm introduces a product to the total market.

6) Trend Analysis

· Develops forecasts for future sales by plotting and analyzing the historical relationship between sales and time

· Assumption is future sales follow past sales as a trend, or the same underlying conditions responsible for past sales will continue to influence future sales

· Quick and inexpensive 

· Software programs exist to calculate the statistical values and project future sales

· Method of Least Squares or Regression Analysis—Y = a + b(X) linear relationship
7)   Simple Moving Averages
· Helps eliminate randomness in the observed values by using some kind of average of recent observed values.  Each observation carries equal weight.

· For example, three-month, six-month or nine-month moving average.  Refer to Table 8.2.
                                                                                      Table 8.2   





                             

           Forecasting the Demand for Knives One Month Ahead

                                   Using Moving Averages

	1
	  2
	3
	4
	5

	Month
	Time

Period
	Observed

Demand
	Forecast with a Three-Month

Moving Average
	Forecast with a Five-Month

Moving Average

	January
	     1
	        2000
	                ……
	                     ……

	February
	     2
	        1350
	                ……
	                     ……

	March
	     3
	        1950
	                ……
	                     ……

	April
	     4
	        1975
	                1767
	                     . …..

	May
	     5
	        3100
	
	                     ……

	June
	     6
	        1750
	                2342
	                     2075

	July
	     7
	        1550
	                2275
	

	August
	     8
	        1300
	                2133
	                     2065

	September
	     9
	        2200
	
	                     1935

	October
	     10
	        2770
	                1683
	

	November
	     11
	        2350
	                2090
	                     1915

	December
	     12
	        ……
	                2440
	                     2034


7) Exponential Smoothing

· Analogous to that of moving averages by “smoothing” historical observations to eliminate randomness.

· Exponential smoothing weighs each year’s sales data, giving greater weight to results from the most recent years or months.  For example, last year’s sales might receive a 1.5 weight, while sales data from two years ago could get a 1.4 weighting.  

· Considered the most commonly used quantitative forecasting technique.

For a quick list of each forecasting method and its benefits and limitations, see Table 8.1. 
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Table 8.1                                                                                                                                          Benefits and Limitations of Various Forecasting Techniques
	TECHNIQUES
	BENEFITS
	LIMITATIONS

	Qualitative Methods

	Jury of executive opinion
	Opinions come from executives in many different departments; quick; inexpensive
	Managers may lack sufficient knowledge and experience to make meaningful predictions 

	Delphi technique
	Group of experts can accurately predict long-term events such as technological breakthroughs.                                                                               
	Time-consuming; expensive

	Sales force composite 
	Salespeople have expert customer, product, and competitor knowledge; quick; inexpensive
	Inaccurate forecasts may result from low estimates of salespeople concerned about their influence on quotas

	Survey of buyer intentions
	Useful in predicting short-term and intermediate sales for firms that serve only a few customers
	Intentions to buy may not result in actual purchases; time-consuming; expensive

	Quantitative Methods

	Market test 
	Provides realistic information on actual purchases rather than on intent to buy
	Alerts competition to new-product plans; time-consuming; expensive

	Trend analysis 
	Quick; inexpensive; effective with stable customer demand and environment
	Assumes the future will continue the past; ignores environmental changes

	Exponential smoothing
	Same benefits as trend analysis; but emphasizes more recent data
	Same limitations as trend analysis; but not as severe due to emphasis on recent data


THE END
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