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ForeworRD TO THE TRUMP
UNIVERSITY 101 SERIES

eople often ask me the secret to my success, and the answer is simple:

focus, hard work, and tenacity. I’ve had some lucky breaks, but luck will
only get you so far. You also need business savvy—not necessarily a degree
from Wharton, but you do need the desire and discipline to educate your-
self. I created Trump University to give motivated businesspeople the skills
required to achieve lasting success.

The Trump University 101 Series explains the most powerful and
important ideas in business—the same concepts taught in the most respected
MBA curriculums and used by the most successful companies in the world,
including the Trump Organization. Each book is written by a top professor,
author, or entrepreneur whose goal is to help you put these ideas to use in
your business right away. If you’re not satisfied with the status quo in your
career, read this book, pick one key idea, and implement it. I guarantee it will
make you money.

DonNarp J. Trump

xi






PREFACE

ince the first edition of Marketing 101 was published, the world economy

has changed considerably. While the principles of marketing work in a
variety of situations, we felt thatit would be valuable to devote special attention
to how to market in tough economic times. It turned out that there was a lot
to say about how to survive and even thrive in an economic downturn. What
began as a single chapter ended up as three chapters and an entire section of
this book.

We have taken the opportunity presented by a new edition to add new
chapters on marketing real estate. When I was writing Branding 101 (Wiley,
2008), I found that there was almost nothing written about branding real
estate and not too much more on marketing. Many of the books about mar-
keting real estate—and there are several good books on the topic—focus
more on the selling process than on marketing. In this book, I have provided
chapters on both marketing and selling different types of real estate that uti-
lize the marketing concepts and approaches explained earlier in the book.

Even if you are not interested in marketing or selling real estate, you
may find those chapters very interesting and valuable as they provide many
illustrations of how to put a marketing/selling plan into action, especially for
a small business.

We have also added a final chapter on how to motivate and manage indi-
viduals and teams, which many readers had requested.

May all your marketing efforts be successful!

Do~ SexToN

New York City
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TrRuMP ON MARKETING

Donald Trump

believe passionately in my products and the high quality I provide my cus-

tomers. That is the foundation for all my marketing. That passion should
be the foundation for anyone in marketing. You must truly believe in your
product and its ability to satisfy your customers if you are going to succeed
in marketing.

Ultimately, marketing always starts with a product. Rarely will you see
someone market something really well that is not a good product. The best
advice for anybody looking to do a good job in marketing is to have a good
product. It makes your life a whole lot easier.

You need a great product—one that your customers want and will pay
for. I think a great example of marketing is what I did with The Apprentice.
From a show that everyone said would not be on the air long, I made it the
number one show on television. I had a product I believed in and I marketed
it. How do you make a strong product? A lot of it is in the details, and a lot
of it is in the quality—whether it is super high-end or low-end. Attention to
details really can make the difference.

You build great products by paying attention to all the details that cus-
tomers care about. Some people seem to confuse marketing with promotion.
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I recently built a $300 million building. It was very tough to build because
I needed zoning changes, I needed financing, I needed the construction, I
needed to make deals with unions—I had to go through all of this. I ended
up building something that was a great success and everybody said, “Oh, what
a great promotion job he did.” It had nothing to do with promotion. The
project became a success because it was a great building. Many people who
do not know me think that I am a great promoter, but the fact is that what
I do best is build. I build a great product and then it sells and everyone gives
me credit for being a good promoter. To me, a great promoter is a person who
can take a piece of garbage and sell it. That’s not me. I build really high-quality
buildings. I think I do well in promotion because I start with a great product.

Promotion works—but only if you start with a great
product.

I see many people who do things wrong in marketing. I know one devel-
oper who can never understand why I get so much more per square foot than
he does. He just finished this building where he has tiny little windows and a
terrible color brick. It is an unattractive building both from the outside look-
ing in and the inside looking out. And he goes around telling people he does
not understand why Trump gets higher prices than he does. The guy doesn’t
have a clue. The mistakes in marketing often have to do with mistakes in the
product.

Your brand is your reputation—and comes from the strength of your
products over time. Branding is an important part of marketing. The Trump
brand stands for very high quality and very high confidence. People feel
secure in the brand. That’s why my building in Las Vegas is so successful.
Other builders are not doing well and I am doing very well.

Because of the Trump brand, people buy in my buildings without ever
having seen the units. They don’t do that with other builders. My customers
know the building is going to be the highest quality, the best architecture, and
the best location.

A strong brand gives customers confidence—and leads to higher prices
and higher demand. Great marketers are born with a marketing instinct.
Although I have known people who developed into good marketers, I think
that, like an athlete, it helps to be born with a marketing sense. If you don’t
have that intuition, you’ll never be great in marketing. You can make yourself
good, but you’ll never make yourself great.
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Trump World Tower skyline and the Manhattan waterfront.
Photo credit: The 7th Art, 1998. Photo courtesy of the Trump Organization.
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A strong brand gives customers confidence—and leads to
higher prices and higher demand.

You have in your hands a powerful introduction to all the most impor-
tant ideas in marketing from a top marketing professor and consultant. If you
do not have that marketing instinct, this book will help you learn it—and
become a good marketer. If you were lucky enough to be born with it, this
book will help you become a great marketer. Read on!
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WHAT Is MARKETING?

Marketing is about people. It is about understanding what people want,
then trying to give it to them at a price that they are willing to pay and
a price that will provide you with an acceptable profit.

Marketing is about targeting. It is about strategically choosing which
customers you want to try to satisfy.

Marketing is about positioning. It is about designing a product or service
that has benefits that people want and cannot get elsewhere, then building
your reputation—your brand—based on those things that you do well.

Marketing is also about advertising and pricing and promoting and dis-
tributing and many other marketing programs. But foremost it is about people
and targeting and positioning—the strategic aspects of marketing. Without
knowing to whom you want to sell and what you want to give them, you really
cannot know how to advertise or price or promote or distribute effectively.
Stop right now and ask yourself these three questions:

1. What do my customers want from my product or service?
Am [ targeting the right customers?

3. Whatis the unique benefit of my product or service that my customers
cannot get elsewhere?
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PosiTioONING TRUMP INTERNATIONAL HoTEL &
TOWER

The Trump Organization is a
leader inbuilding and marketing
luxury hotel/condominiums in
many locations, including New
York City, Chicago, and Las
Vegas. The positioning of each
Trump International Hotel &
Tower is the same as all Trump
endeavors: “best of the best”
and “exclusivity.” For example,
the Trump International Hotel &
Tower in New York City, which
has a five-star rating, was voted
5o LR the best hotel in New York City
= ] by Travel & Leisure magazine.
Trump International Hotel & Tower, Trump International Hotel &
New York City.
Photo credit: Jon Ortner, 2002. Photo courtesy of

Tower is also an example of
great marketing. Each build-
ing is designed with targeted
high-end customers clearly in mind and terrific attention to all
the details that those customers want. According to George Ross
(co-star of The Apprentice, and executive vice president for the Trump
Organization), the building design philosophy is “put your money
where it can be seen.” As a result, Trump condominiums are known
for their smart layouts, impressive views, and top-tier fixtures and
appliances.

Besides marketing to hotel guests, Trump International Hotel &
Tower also targets buyers who want an apartment in the city, but not
necessarily for full-time use. To reach these customers, Trump uses
a creative new financial incentive, which is also a key marketing
feature. Owners can use their units any time they wish and enjoy
the exclusive services of the hotel and the security and privacy of the
most exclusive apartment buildings in the city, but they also have
the option to let Trump International Hotel rent out their units to hotel
guests—and share in the income—whenever they are not occupying

the Trump Organization.
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the unit. So owners enjoy rental income without the headaches of
landlording.

At the New York City property, the buyers are from many parts of
the world. In Chicago, the buyers are often from the suburbs and look-
ing for a pied-a-terre, while elsewhere they may be retirees. Besides
the hotel’s amenities and services they enjoy when they stay at the
International Hotel & Tower, these customers also share financially in
the success of the property.

This book will help you sharpen and improve your answers to these
questions.

MARKETING FAILURES

Many large and famous disasters in business were failures in marketing. The
Edsel was a car with styling no one wanted. Both the RCA VideoDisc and
Polaroid’s Polavision were products technologically inferior to competing
products. The U.S. Air Force and U.S. Navy did not purchase the Northrop
Tigershark fighter aircraft because it was designed without important input
from them.

What all these disasters had in common were managers who thought they
knew what their customers wanted when, in fact, they did not. Unfortunately
for those managers, their mistakes of not knowing what their customers
wanted cost millions or billions of dollars and perhaps their jobs.

SmALL BusinEss MARKETING MISTAKES

The mistakes of large companies are repeated every day—with much less
publicity—by owners and managers of small businesses.

Many small businesses do not think about marketing. They do not target
their efforts to specific customers or position their services on specific ben-
efits. They simply open up their doors and hope for the best.

Think about the dry cleaners in your area—Are they known for any-
thing special? Think of the mom-and-pop grocery stores—Are they known
for anything special? Think of the auto repair shops—Are they known for
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anything special? Think of the hardware stores—Are they known for any-
thing special?

If they are known for anything special, then they know something about
marketing—whether by instinct or by training. If not, then they are offering
the world commodities—the worst word in marketing. A product or service
that has nothing special about it is a commodity and can compete only on
price. You need luck to survive if you are selling commodities.

Any business can be special to its customers. A dry cleaner can be
known for its ability to remove any stain. A mom-and-pop food store can
be known for stocking healthy foods. An auto repair store can be known
for finishing work when promised. A hardware store can be known for pro-
viding do-it-yourself advice.

As I was growing up, my family’s business consisted of installing water
systems—pumps and pipes for housing developments, farms, and country
clubs. Sometimes I worked with my father. He was known for something
special—honesty, integrity, and willingness to go out anytime someone was
without water—not always to my mother’s delight.

When I was growing up, I had no clue what marketing was and what my
father was doing. Today I understand.

Every business needs to have a way to make itself special to customers—
a way to differentiate itself—and every business needs to focus on certain
customers. In marketing, “You can’t be everything to everyone”—you have to
focus your efforts on those customers you wish to attract.

"This book is designed to help anyone develop marketing strategies that
target customers in attractive markets, with products or services that have
great appeal, and that are implemented with well-designed programs such as
pricing and advertising. In short, this book teaches marketing success.

MAarkeTING IN GooD TimMEs AND BaD TiMES

During difficult economic times, marketing is especially important because
it will determine the future of the organization. In prosperous times, cus-
tomers often seem to come from everywhere and sometimes marketing deci-
sions get sloppy. Marketing expenditures may be made without full analysis of
their return. However, in difficult times, you need to allocate your marketing
efforts very carefully because neither you nor your customers have all the
resources you would like.

Some organizations make a grave mistake in tough times—they cut their
marketing expenditures across the board, without taking the time to consider

10
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the results. Certainly marketing costs should be evaluated in a difficult econ-
omy, but uniform cuts applied everywhere are almost always a bad idea. Such
cuts will typically have a negative effect on future sales from which the organ-
ization may not recover.

During tough times, marketing expenditures should be scrutinized for
their likely effects. For example, one of the most important tasks of market-
ing is to retain current customers, but all current customers are not worth the
same to you. You need to consider which customers are the most profitable
in the long run for your organization and make sure you are satisfying them
as well as you can. You can also consider new customers or new products and
services, but again, you need to determine which options will provide you
with the most return for your efforts.

For example, a car dealer should look carefully at their customer lists and
determine those who have provided the most revenue and profits over time
and those who might be expected to do so in the future. They can use per-
sonal notes and letters to show their ongoing support for those customers and
ways they can help during an economic downturn. One auto dealer showed
support for their customers during an economic downturn by offering loaner
cars for anyone needing to get to a job interview. Such actions may not cost
much but signal your customers that you are their partner.

MARKETING STRATEGY/MARKETING TACTICS

Unfortunately, many people think of marketing too narrowly—as a bag of
“tactics” and not central to their business strategy. Many marketing text-
books perpetuate this narrow view of marketing by defining marketing as the
“4 Ps”: product, price, place, and promotion.'

What is wrong with defining marketing as the “4 Ps”? The Ps are not
all equal. One of them, product, is really a strategic choice, and must come
before the other Ps. The three other Ps—price, place, and promotion—are
tactics. If the product is not designed to meet customer needs, then a terrific
price, a convenient place, and an exciting promotion will not save it.

What is missing in the “4 Ps” are many important strategic decisions,
such as targeting markets and targeting competitors, which are addressed in
this book. The tactical bias represented by the use of the “4 Ps” definition
tends to marginalize marketing and remove marketers from discussions of
strategy. Marketing is first about strategy, then about tactics.

To help get past this belief that marketing is just about tactics, when
I'm conducting a workshop, I start by asking participants: “What kinds of

IT1
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Exhibit 2.1 Selected Marketing Actions, Decisions, and
Responsibilities

Strategic Areas Tactical Areas
Understanding customers Advertising
Identifying segments Packaging
Targeting segments Sales promotion
Designing the product or service Personal selling
Positioning the product or service Public relations
Establishing the brand Internet marketing
Understanding organizational capabilities Pricing
Understanding competitors Distributing
Understanding the macroenvironment Customer service

Source: “Arrow Guide—The Marketing Challenge,” The Arrow Group, Ltd.,
New York, NY, 2008. Used with permission.

actions, decisions, and responsibilities do you think of when you think of
marketing?”

I write their answers on two flip charts, sorting them into two lists—those
answers dealing with strategy and those dealing with tactics. The typical
responses | obtain are shown in Exhibit 2.1.

Marketingincludesbothstrategyand tactics, butkeep inmind thatstrategy
mustcome before tactics. If the strategy is wrong—wrong target market, wrong
positioning, and wrong target competitor—then it really does not make much
difference how great the advertising or selling or distribution or pricing is, the
product or service will fail eventually. In fact, the more effective the tactics,
the quicker a poor product will disappear. There is a saying in advertising:
If the product is poor, great advertising will cause it to fail even faster—as
more people are persuaded to use it, more people will find out that they
don’t like it.

How MarkeTing Has CHANGED

Back in the 1950s and 1960s, marketing was mainly about tactics. If you exam-
ine the marketing textbooks from that era, most of the chapters were devoted
to tactics such as pricing, advertising, and sales force decisions. Tactics were
emphasized because the competitive environment of the 1950s and 1960s
in the United States was what you might call a “quiet time” when, at least in

I2
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comparison with today, competition was less intense and technology seemed
to be moving more slowly. During the quiet time, well-implemented tactics
could lead to success.

However, the competitive environment today is a “noisy time”—intense,
widespread competition, fast-changing technologies, and ever more well-
informed customers searching for deals on the Internet. During the noisy
time, you need both well-developed strategies and well-implemented tactics
to succeed. If you look at a marketing text today, you will see how market-
ing has changed. Current marketing texts devote a considerable amount of
space to customers, competitors, targeting, and positioning—they emphasize
strategy before tactics.

CusTOMERS AND THEIR PERCEPTIONS

When Paul Simons took over a troubled Woolworth in Australia, he said, “If
we were going to revitalize Woolworth, we had to start with understanding
the customer.” All marketing strategy starts with understanding your cus-
tomers and prospective customers, and how they perceive your products and
your services. Customers behave according to their perceptions of products
and services, not according to managers’ opinions of the products and services
they are trying to sell.

Customers’ perceptions can be summarized as perceived value. Perceived
value is not some fuzzy theoretical concept. In this book, perceived value is
defined in a very practical way:

Perceived Value: The maximum a customer or prospective customer will pay for
y
your product or service.

Perceived value is not the price you charge—it is the ceiling on the price
you can charge:

¢ Perceived value can be estimated and measured in monetary terms. In
fact, an entire chapter (see Chapter 5) is devoted to just that.

* Perceived value varies across customers according to their needs and
priorities. These groups are called market segments. (See Chapters 9
and 10 for further discussion.)

* Perceived value can be managed with both strategy and tactics.

* The higher the perceived value of your product or service, the higher
your sales, profits, and cash flow will be.

13
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A New DEFINITION OF MARKETING

Everything you do in marketing affects perceived value. All the decisions, ac-
tions, and responsibilities in Exhibit 2.1 affect perceived value.

That is why the definition of marketing is definitely not just what is cov-
ered in the “4 Ps.”

Marketing is managing perceived value. To manage perceived value,
you must understand your competitive environment, target markets, posi-
tion products and services, build strong brands, satisfy customers, set price,
develop advertising, organize sales efforts, arrange distribution, forecast
results, and motivate your people—and do all those things extremely well.

Marketing is managing perceived value.

That’s what successful marketers do well. That’s what this book is about.

CONCLUSIONS

Marketing consists of both strategy and tactics. Over time, marketing has
moved from tactical decisions to both strategic and tactical decisions. Under-
standing the customer’s needs and perceptions is the foundation of marketing.
Marketing is managing the value perceived by the customers.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.

14
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BuiLpiNnNg A MARKETING

STRATEGY

marketing strategy is the blueprint for how you will allocate your resources

to achieve your business objectives. Without a marketing strategy, there
is no clear focus on which customers you will pursue. Without a marketing
strategy, there is no clear definition of what is special about your organization’s
products or services and why the target customers should buy them.

You need a marketing strategy to organize all your marketing efforts
over time. You also need a marketing strategy because people you will ask for
money—lenders, investors, donors—want to know what you will be doing
with their money.

Organizations of any size need a marketing strategy. In fact, small organ-
izations especially need a strategy because they may need to concentrate
whatever resources they have against much larger opponents. In difficult eco-
nomic times, you need a marketing strategy to guide the allocation of your
scarce resources.

An effective marketing strategy can be summarized in just one page
(Exhibit 3.1). In this chapter, we describe exactly what should be included on
that page. In the chapters that follow, we move step-by-step through every
element of the marketing strategy.

IS5
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Exhibit 3.1 Product or Service Market Strategy

Product or Service: Market Segment:
Year
1 2 3 4
Share
Objectives Profitability
Cash flow

Target DMU* member

Target competitor

Positioning
Benefit advantage

Competitive advantage

Design

Advertising

Identifiers

Promotion
Programs

Selling

Public relations

Pricing

Distribution

*DMU: Decision-Making Unit (Chapter 4)

Source: “Arrow Guide—Market Strategy Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used with permission.

A blank version of this exhibit can be downloaded from www.trumpuniversity.com/arrowgroup
and customized for your personal use.

WHAT A STRATEGY SHOULD Do FoRr YoUu
A good strategy delivers the three Cs—the main reasons for preparing a strategy:
1. Coordinate
2. Concentrate

3. Communicate

A strategy coordinates all your organization’s resources and actions so that
they are intended for the same goals. People you work with may have different

16
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views as to how they should run their functions. For example, a production
manager may want just one version of the product to lower costs, whereas
a sales manager may want many versions to please customers. A marketing
strategy provides the opportunity for all views to be balanced so that all the
functions of an organization are coordinated.

TARGETING AND PosiTioNING: TRUMP
INTERNATIONAL HOTEL & TOWER,
New York CiTy

The two most crucial compo-
nents of a marketing strategy are
the target market and the posi-
tioning. The strategy of the Trump
International Hotel & Tower in
New York City illustrates how
they are defined and how they
are intertwined.

Trump International Hotel &
Tower provides high-income
hotel guests and residents
the Trump attention to detail
and impeccable service that
they demand. George Ross,
executive vice president of
the Trump Organization, says
Breakfast overlooking Central Park, at that in their construction, they
Trump International Hotel & Tower, use only perfect mirrored steel
New York City. and only the finest marble
Photo courtesy of the Trump Organization. (and each piece must match).
The New York City Trump International Hotel & Tower includes the
five-star restaurant Jean Georges (which provides room service) and
unparalleled food for guests.

(continued)
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(continued)

Overall cleanliness is given high priority—windows and carpets
are cleaned much more often than in the properties of others.

The entire staff is extraordinarily attentive to customer needs. A
former general manager of the New York City Trump International
Hotel & Tower, recalls one incident of typical beyond-the-call-of-duty
service where “A guest, a musician, had checked out of our hotel and
was already at the airport before realizing he had left his prized guitar
behind in his suite. He was on his way to a concert and could not per-
form without it, and did not have time to return to the hotel himself for
fear of missing his flight. Our security staff located the guitar and a bell-
man personally brought it in a car to the airport to reunite it with the
guest before he boarded his flight. The concert went on as planned!”

Achieving goals requires that efforts be concentrated on specific prod-
ucts, services, and markets. A long-time military precept is “concentrate
your firepower.” This precept holds in marketing as well. If you think eve-
ryone is your customer, then no one is your customer. If you never say no to
anyone, you do not have a marketing strategy because you have not focused
your efforts.

Finally, a strategy must communicate to all members of an organization
what they are supposed to do. If your employees do not understand the mar-
keting strategy, how can you expect them to implement it?

MARKETING STRATEGY — RESTAURANT EXxAMPLE

Suppose you are running an Italian restaurant. You have done well so far with-
out any special marketing strategy because yours is the only Italian restaurant
in the neighborhood. However, recently, a national chain of Italian restaurants
opened a new restaurant in your geographical area. What are you going to do?

You need a marketing strategy!

Before developing your strategy, you might consider what you know
about your customers and potential customers. Perhaps many young families
are in your area, or perhaps many seniors are in your area. You would want to
think over what type of restaurant each of these groups might prefer.

You also need to imagine how the chain restaurant will compete. You
would certainly go there and look over its menu. You would also prob-
ably anticipate that it will use some form of promotion to acquire new
customers.
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After you have collected your thoughts on your market and competition,
you can then begin to consider different options. A useful way to do that is to
imagine scenarios if you were to target particular groups of customers (known as
target market segments; see Chapters 9 and 10). For example, you might choose
to focus your efforts on young families because you think they are becoming
more numerous in your area. If so, what items should be on your menu? How
should your restaurant look? How should your waitstaff treat your customers?
For what should your restaurant be known? All these decisions concern what is
known as the positioning of your product or service (see Chapter 11).

As you go through this analysis, you should also be thinking about how
the chain restaurant might react to your actions. You’d like to find a scenario
where it will be at a disadvantage. For example, you would not want to engage
in a price war because the chain restaurant likely has more financial resources
than you do.

Your marketing strategy begins with your choice of target market, for exam-
ple, young families, and your positioning, perhaps the tastiness of your food
and the friendliness of your waitstaff. You may communicate this strategy by
establishing your brand as “your favorite local Italian restaurant—we’ve known
you for years.” In turn, the target market, positioning, and branding would
guide your advertising, promotion, and pricing. You would advertise in local
newspapers read by members of these young families, aim promotions toward
their children, and price accordingly. If your cash is short, you want to be sure
whatever advertising and promotion you do is focused on your target customers.
Money spent on customers who are outside your target market will not be as
effective for you as money spent on customers who are in your target market.

Whether you defeat the national chain depends on how well you exe-
cute your strategy. But if you and your employees follow your strategy, you
will coordinate, concentrate, and communicate your efforts so that you are
making the best use of your resources and will have the highest chance of
defeating the competitor.

COMPONENTS OF A PRODUCT/MARKET STRATEGY

A marketing strategy has four major components (Exhibit 3.2):

1. Target market: This is the specific group of customers who will be the
focus of your strategy.

2. Business objectives: These are the reasons you are in business. They are
usually stated in terms of financial results such as revenue, profits, or
cash flow, but also are stated as units sold or market share.
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Exhibit 3.2 Components of a Market Strategy

Target Market

Objectives

Positioning

Programs

Source: “Arrow Guide—Market Strategy Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used with permission.

3. Positioning: This is the one or two key benefits of your product or serv-
ice selected to be the core of the strategy. The positioning serves to
coordinate all the programs.

4. Programs: These are the actions you pursue to implement the strategy.
Sometimes called tactics or the marketing mix, these actions concern
activities such as advertising, personal selling, pricing, and distribution.

Target market and positioning are the heart of the marketing strategy.
Without specifying your target market and positioning, your strategy cannot
coordinate, concentrate, or communicate.

In the course of consulting with Fortune 500 companies, I have been
asked to review countless marketing plans and provide comments. Half
of the plans I reviewed did not clearly set forth their target market or
positioning. These plans did not describe marketing strategies—they described
tactics. They did not represent strategic marketing, they represented tactical
marketing—an inadequate and likely dangerous approach during a noisy
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competitive environment. Determining tactics without having a clear strategy
means you are making decisions without knowledge of their broader impact,
an especially dangerous practice in tough economic times.

Suppose, for example, that you have an automobile repair shop. If you
have made no choices regarding the types of cars on which you will work and
the types of repairs you will do, then you have no basis for composing news-
paper ads, designing direct mail pieces, or offering promotions. Instead, you
may end up with generic marketing—trying to appeal to anyone who has a
car problem. The difficulty with that is that you will be competing with every
automobile repair shop in your area, and you will not be presenting the cus-
tomers with some of the best arguments to come to you—your expertise with
their type of car or their type of problem. In contrast, consider the chains that
do lubrication or fix transmissions. By concentrating on their specialty, they
attract a number of customers who very clearly know what to expect from
them. As the owner of an automobile repair shop, you have to make sure
your abilities are known by your potential customers. I happen to own an old
British car and for many years patronized a mechanic whose shop was called
“British Car Service.” Was he an expert in British cars? I think so; certainly
I believed he was, and that persuaded me to take my British car to his shop
for routine and non-routine automobile work. For his marketing strategy to
work, there needed to be enough British car owners in the area, but it seemed
there were because his shop was successful.

This type of concentration is always important in marketing, but it is
especially important during an economic downturn when cash is scarce among
business owners and among customers. You need to maximize the return from
your cash spent on marketing efforts and you do that by developing a strategy
with a high degree of focus.

If you do nothing else about marketing strategy, make sure you deter-
mine your target markets and your positioning!

If you do nothing else about marketing strategy, make sure
you determine your target markets and your positioning!

HIERARCHY OF STRATEGIES

In many organizations—even small ones—there are often many levels
and many strategies at each level. This is called the hierarchy of strategies

(Exhibit 3.3).
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Exhibit 3.3 Hierarchy of Strategies
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Market Segment
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Communication

Pricing

Distribution

\

Identifiers

Advertising

Sales
Promotion

Selling

Public
Relations

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,

New York, NY, 2008. Used with permission.

The broadest strategy in your business is your corporate or organiza-
tion strategy. That is the strategy for all the activities, all the products and
services, and all the markets in which the organization is involved. Not only
is it the broadest strategy, it should also be the strategy that looks the furthest
into the future because it should indicate how and where the entire organiza-

tion should grow.
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Below the organization strategy is the strategy for what are often called
strategic business units, or SBUs. A strategic business unit is a collection of
businesses that have something in common—resources, technologies, raw
materials, customers, or competitors. General Electric (GE) has strategic
business units such as Industrial, Infrastructure, and Consumer Finance.
However, much smaller organizations may have strategic business units
as well. For example, a restaurant may provide catering services and a dry
cleaner may provide tailoring services.

Strategic business units typically consist of collections of products or
services—that is, product groups. For example, GE Infrastructure has busi-
nesses that deal with aviation, rail, and energy, and each would have its own
strategy. MasterCard has groups that deal with consumers and groups that
deal with companies. Universities have marketing departments and finance
departments. A restaurant may provide catering for children’s birthday par-
ties and catering for adult dinner parties.

Product groups, in turn, consist of specific products or services. The GE
aviation business has several engines, each for different types of aircraft. A uni-
versity marketing department may have courses in pricing and in advertising.
A restaurant may have numerous meat entrees or fish entrees. Each of the prod-
ucts and services may be targeted to different groups of customers. For exam-
ple, the GE 90 engine was specifically designed for the Boeing 777. Advertising
courses might be targeted to students interested in careers marketing consumer
products. Fish entrees might be targeted to health-conscious diners.

A strategy for a specific product or service focused on a specific target
market is known as the product/market strategy.

Role of the Product/Market Strategy

Whether you are in a large organization or a small organization, the product/
market strategy is the atom of strategic planning. It is the basic unit of plan-
ning for marketing and is not divisible.

More to the point, the effectiveness of your product/market strategies
determines whether you make money. Organization strategies should be built
from the product/market strategies. Objectives may be set from the top down,
but to achieve those objectives, organizations must win customers—that is
what the product/market strategy does.

The product/market strategy is the strategy for marketing a specific
product or service to a specific group of customers. For example, a compu-
ter manufacturer might focus on universities or a glass manufacturer might
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focus on breweries. Among smaller organizations, a dentist might focus on
children’s parents, a food store on seniors, and a dry cleaner on customers
who go to work early and need to find the cleaner open at those hours. These
specific groups of customers are the target markets.

The product/market strategy is the strategy for marketing a
specific product or service to a specific group of customers.

"The positioning for each target market is the reason the marketer gives the
potential customers in that group to buy their product or service. The compu-
ter manufacturer might provide proprietary software to the university and the
glass manufacturer might provide fast delivery time to the breweries. The den-
tist might provide a child-friendly environment with toys and other diversions,
the food store might have a broad selection of single-serving foods desired by
seniors, and the dry cleaner might open earlier than its competitors.

Whether the organization is large or small, the product/market strategies
must make clear the target markets and the positioning. How well they do
that determines whether the organization succeeds or fails.

PrOGRAM STRATEGIES

Programs include design, advertising, promotion, selling, public relations, In-
ternet marketing, pricing, customer service, and all other actions involved in
implementing the strategy. Overall, the programs are typically known as the
marketing mix. Each program has a strategy that is discussed in later chapters.

Your target market and positioning decisions described in your product/
market strategy coordinates all your programs. For example, Neiman Marcus
and Wal-Mart have different marketing strategies that are reflected in their
merchandise selection, advertising, and price points. Ritz-Carlton Hotels and
Motel 6 have different marketing strategies that are reflected in their design,
services, and price points.

How to Develop a Product/Market Strategy

Developing a product/market strategy requires several related steps (Exhibit 3.4).
As you pull together your strategy, sometimes you must return to an earlier
step and redo a particular analysis or change a particular decision. Real life is
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Exhibit 3.4 Developing a Product/Market Strategy

Situation Analysis
Customers
Competitors
Organization

Environment

I

Segmentation

Identification

Selection

|

Assembly of Strategy

Objectives
Positioning

Programs

'

Forecast

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used with permission.

messy—not as simple and linear as the diagram in Exhibit 3.4. Developing a
marketing strategy may require you to repeat some steps several times until
everything fits together.

Each step is covered in later chapters. This chapter provides you with an
overview of the process of developing the product/market strategy.
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The first stage is known as the Situation Analysis. The Situation Analysis
is when you develop a foundation for the product/market strategy by evaluat-
ing your competitive environment. You define customers and examine their
needs. You identify comspetitors and predict their actions. You evaluate your
organization with respect to its capabilities. You explore changes in the macro-
environment such as demographic, technological, economic, social, or politi-
cal trends that might affect you.

For example, to develop a strategy in the Italian restaurant example, you
considered customers, the new chain competitor, and your own restaurant,
as well as possible changes in the demographics of the area—more young
families moving in.

The Situation Analysis usually produces three to five key planning
assumptions on which the strategy will be based. If any of those key plan-
ning assumptions change, you need to review your strategy.

Segmentation consists of two activities: identifying market segments and
selecting market segments. At this point, you make a tentative choice of a
target market.

Assembling the strategy involves setting objectives, determining position-
ing, and outlining programs. All decisions are tentative until you finalize the
product/market strategy.

The final step is forecasting the outcomes of the strategy—especially the
business objectives. If the forecasts based on the strategy at least meet
the business objectives, then this strategy is a viable strategy. If they do not
meet the business objectives, then it is necessary to go through the process
again—and again—and maybe again—until a viable strategy is found.

Finping A MARKETING STRATEGY THAT You Like

Sometimes you can’t find a strategy that delivers the business objectives you
need. One option is just to lower the business objectives. Although some-
times you may have to do that, it is usually not the first option you want to
consider.

Even if you find a strategy that you think will achieve your business
objectives, you still should consider going through the strategy development
steps again because you may find another strategy that is superior to the one
you already found. To improve your strategy or to find a better one, reverse
the steps of the development process.

You first might want to review your marketing programs. Perhaps you
can improve your communications or your pricing. If that does not work,
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then you might examine your positioning. Perhaps you might focus on a dif-
ferent benefit or a different target competitor. If changing positioning does
not help, then you might reconsider your target market or even how you
segmented the market.

If you were trying to improve the strategy in the Italian restaurant exam-
ple, you might first reevaluate your advertising plans or your pricing. Next,
if necessary, you might reconsider your positioning on taste and friendliness,
and perhaps focus on portion quantity and friendliness instead. If that does
not help improve your strategy, then you might try to avoid the national chain
and compete with another restaurant, perhaps the local pizzeria. Finally, you
might decide to target young singles or even try an entirely new segment of
the market. Each of those adjustments will change your marketing strategy
and have an impact on the objectives you can expect to achieve.

You can change any part of your marketing strategy to find one that might
be more successful. However, a product/market strategy is like a complicated
piece of machinery: all the components must work together. You need to be
systematic about any changes in your strategy, making sure that your tar-
get market and positioning are always clear so all the components remain
coordinated.’

CONCLUSIONS

The product/market strategy coordinates all efforts of the organization to get
and keep customers, concentrates the organization’s efforts on specific mar-
kets, and communicates to all involved what must be done to get and keep cus-
tomers. The heart of the strategy is the target market and the positioning.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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Your CUSTOMERS

Understanding customers is the heart of marketing. All the major failures
in the history of marketing can be traced to a lack of knowledge about
customers’ needs and wants. If you don’t know the needs and wants of your
customers, how can you possibly satisfy them? This chapter focuses on how
to think about customers so you can be successful in marketing to them.

Wny ManAGERs FOrGeT TO TaLk To CUSTOMERS

Why do some managers neglect to talk to their customers when they develop
a marketing strategy? Here are a few of the reasons:

* Pressure to get short-term vesults: Some organizations demand that their
managers obtain profits in a very short period of time. Often this
can lead to major marketing mistakes that end up killing profits in
the long term. Such pressure is particularly pernicious during an eco-
nomic downturn, when there is often pressure to cut costs to improve
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short-term profit—although profits may be improved in the short
term, there may well be negative effects in the long term. Cost-cutting
and ignoring its possible impact on customers can be very risky. For
example, when an airline cuts amenities such as blankets and pillows,
they may find that customers stop booking flights with them—they
save pennies on pillows but lose dollars on fares.

Belief that they already know what the customer wants: Customers are
not always easy to figure out. They may see product advantages or
disadvantages of which the marketing manager is unaware. Managers
sometimes believe customers behave the same way as they do—that
is not likely. And when economic conditions change—either down
or up—customer behavior will likely change. Customers are always
moving targets and their needs are tough enough to understand when
you talk to them, but much more difficult to understand when you
have little or no contact with them.

Unwillingness to contact custorners: When customers have nice things to
say about your product or service, it is a pleasure to talk with them.
However, when they have complaints, it is less pleasant. Customer
complaints, in fact, should be treated as gold by organizations because
they reveal ways in which performance can improve. Some compa-
nies, such as Xerox and Procter & Gamble, require their managers
to read or listen regularly to complaints from customers. Recently,
I had an unpleasant experience at a hotel. The hotel could have
ignored my complaint, but instead the staff exchanged several e-mails
with me and, hopefully, learned of a possible problem in their ser-
vice offering. They accomplished this without spending a lot of money
on a survey and just listening to a guest interested in helping them
improve their service.

Belief in the product or service: Some managers believe that their prod-
uct or service is so terrific that every customer will demand it. On
occasion, that can be true. Certain pharmaceutical products or cer-
tain electronic products, for example, may represent dramatic tech-
nological breakthroughs that provide benefits that everyone will
want. However, even breakthrough products do not always succeed.
Even when a product succeeds, you can expect competitors to imitate
the pioneer product and improve on it. If you want to stay ahead of
those competitors, then you need to be close to your customers and
know their needs, especially if they are changing. One of the main
reasons for a pioneering product to fail is not evolving the product
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or service to keep pace with the customers’ changing concerns and

preferences.

* Belief that it is not necessary to target customers: There is a marketing
joke where a sales representative gets into a taxi and says to the driver,
“Take me anywhere. I have customers all over.” It is a joke because the
reality is that customers differ dramatically. Although everyone might

be a potential customer, it is important to focus on the customers you
want and the customers you believe you can satisfy better than your

competitors can.

BENEFITS

Benefits represent the size of a customer’s problem. Note that in marketing, a
customer problem represents a golden opportunity—a customer need you hope to

satisfy.

Atlantic City.

Photo courtesy of the Trump Organization.

WHY You NEED TO TALK TO YOUR CUSTOMERS

Las Vegas and Atlantic City are
the two largest destination mar-
kets for gaming in the United
States, and both cities feature
billion dollar properties where
no expense was spared to cre-
ate an atmosphere of upscale
elegance. A former chief execu-
tive officer of an Atlantic City
casino observed that the secret
to managing these properties is
simple—find out what is impor-
tant to customers; then exceed
their expectations.

While this may sound simple,
the former CEO maintains that
most companies never really
invest the time or the resources
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to truly understand their customers, and make the serious mistake of
assuming they know what customers want. For example, many gaming
companies making significant capital investments in their facilities in
an effort to improve results, when what is really needed are opera-
tional changes.

When you listen to customers, you sometimes get surprising
results. In a recent comprehensive research study, customers of one
casino were surveyed, as well as customers loyal to competitors in the
Atlantic City market, Connecticut, and Delaware. The survey required
customers to rank 19 different casino and service attributes in order
of importance, then to rank each of the surveyed casinos on delivery
or satisfaction.

The results? Customers’ top priority was not headline entertainment,
or free rooms, or free food. Not restaurants, or trendy retail shops, or the
selection of slots and table games. The attribute most important to the
loyal customers who were surveyed was cleanliness! This was a surprise
to many who assumed that it was primarily the offers and amenities
that customers wanted. “If you think about it, you won’t be comfortable
visiting any facility that is not clean, whether it is a movie theater, or a
shopping mall, or a casino,” explained an executive. “We know what is
most important to our customers, quite simply because we asked them.
And we listened to what they said.” This gives us a competitive advan-
tage in a very competitive market.

If you have an allergy, then your problem is how to feel better. Several
benefits come to mind: getting rid of your headache, cough, or stuffy nose;
getting rid of them quickly; and getting rid of them with no unpleasant side
effects. All of these are dimensions of your problem.

If you are a working parent, then your problem may be finding
a place to care for your young children while you are at work. The ben-
efits you look for might include competence, responsiveness, and friendli-
ness, as well as a pleasant environment, convenient location, and convenient
hours.

If you owe money on your credit cards and the economy is in difficulty,
your problem may be to find a realistic way to pay the monthly charges.
You may look for a bank that is willing to help you by providing advice and
helping you manage the payments.
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"I¥pEs oF BENEFITS
You can classify benefits into three types:

1. Economic: This includes anything to do with money. The price, of
course, is important, but economic benefits would also include costs of
supplies or costs of maintaining a product or service.

2. Functional: Does the product or service do what it promises to do?
Clear up a stuffy nose. Make millions of calculations with accuracy.
Remove stains from a garment. Provide nutritious food in a restau-
rant. Help you find a home at a reasonable price in an area with good
schools.

3. Psychological (or emotional): These consist of the feelings or beliefs asso-
ciated with a product or service. These might include feelings of
status from a luxury automobile or fashionable clothing but might
also include many other kinds of feelings, such as feelings of reli-
ability that a drug will work, of friendliness and courtesy in a restau-
rant, or confidence that a tax matter or a bad tooth will be handled
correctly.

MEETING CUSTOMERS” NEEDS: DREYER’S
Low-FAT Ice CREAM

Good marketers listen to their customers. Dreyer’s found out through
marketing research that many consumers much preferred the taste of
premium ice cream to that of low-calorie ice cream. In response, they
developed Dreyer’s Grand Light Slow-Churned Ice Cream—>50 percent
less fat and 30 percent fewer calories. Chris Deyo, vice president of
marketing/business development for Dreyer’s observed: “We’ve rein-
vented light ice cream with our patented process. . . . Consumers are
skeptical. But once they try it, they won't be able to tell the difference
between it and full-fat.”

Source: Sonia Reyes, “Dreyer’s Has the Scoop to Please Ice Cream Skeptics,” Brandweek
(May 10, 2004), p. 5.
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FeaTURES VERSUS BENEFITS

Whereas a benefit is a dimension of the customer’s problem, a feature is a spec-
ification of a product or service. For example, the seat on an airplane may be a
certain number of inches wide—this is a feature. However, the width of the seat
leads directly to a functional benefit, comzfort for the passenger on the flight.

Some years ago, Westin Hotels and Resorts introduced the Heavenly Bed
into their rooms—providing such a good “bed experience” that guests wanted
to buy them. The bed was the feature; a good sleep was the benefit.!

Managers control features, but customers buy benefits. Many famous one-
liners in marketing refer to features and benefits. For example: “Last year a
tool manufacturer sold hundreds of thousands of drills that people did not
want.” They did not want the drills (feature), they wanted the holes the drills
could make (benefit).

Managers control features, but customers buy benefiss.

Whuo Is THE CUSTOMER?

"To develop a marketing strategy, you must focus on the customer, and it is not
always easy to know who your customer really is. (For overviews of the field
of consumer behavior, see Solomon.?)

The customer is anyone involved in the purchase decision. In most instances,
several people may be involved in the purchase decision. You must think through
how the purchase decision is made to identify who might be involved.

Effective sales representatives are very good at discovering who will be
involved in the purchase decision. The sales representative may not be able to
or need to call on everyone involved in the purchase decision, but he or she
must decide where to allocate his or her selling time to maximize the chance
of obtaining the sale.

Dzcision-Making UNIT
All the people involved in a purchase decision in any way comprise the decision-
making unit. Different individuals may play different roles in the decision-making

unit:

* Gatekeeper: Controls access to the members of the decision-making
unit. “Look at this automobile ad I saw in the newspaper.”
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Initiator: Starts the purchase decision process. “We do need a new car.”

Influencer: Has an interest in the outcome of the purchase decision and
will contribute opinions. “I’d really like to buy a minivan so each of
the children can have a seat.”

Decider: Makes the final decision (“signs oft”) but may not be the most
important member of the decision-making unit. “I'll see what money
we have in the bank.”

Vetoer: Stops the purchase. “I won’t drive a car unless it has side air bags.”
User: Uses the product or service. “I need to have space for our chil-
dren and the neighbor’s children.”

Some decision-making unit members may have more than one role. A

teenager may suggest the need for a new car and may provide information
about cars. A cat is the user of cat food but may be a vetoer by refusing to eat a
specific brand.

ComMPONENTS OF PERCEIVED VALUE

As a marketer, you need to know how customers perceive your product or
service. How they value your product or service overall is known as perceived
value—the maximum they are willing to pay for your product or service.

Perceived value depends on four components:

The benefits you provide.

"The actual performance of those benefits by you and by your competitors.
The performance of those benefits by you and by your competitors as
perceived by the customer.

The relative importance of each of those benefits to the customer.

How all of these components are related may vary by customer, but you

can evaluate them systematically by applying one of my planning techniques,
a Perceived Value Analysis.

Perceived Value Analysis

There are six steps to analyzing the perceived value of your product or service:

1.
2.

Select a target segment.
Select a target member of the decision-making unit.
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List the main competitors.

List the benefits associated with the product or service.

Estimate the relative importance of each benefit to your target customer.
For your company and for each competitor, evaluate the performance
on each benefit as perceived by your customer.

AN g

Remember one very important point: The benefits, the relative impor-
tance estimates, and the perceived evaluations of performance must come
from your customers. Although you can guess at what your customers want—
and sometimes perhaps make pretty good guesses—it is always important to
find out what your customers are thinking and feeling. The greatest disasters
in marketing occurred because no one asked the customers their thoughts
and feelings about a product or a service.

Percerved Value Analysis—Dry-Cleaning Example

To illustrate how the analysis works, suppose you were operating a small
dry-cleaning establishment, DES Cleaners. You have four local com-
petitors: Al’s Cleaners, Barbara’s Cleaners, Carol’s Cleaners, and Dan’s
Cleaners.

Your current customers are mainly professional women and men—they
will be your target customers for the analysis. Based on your experience,
you make a list of the benefits you think your customers want from a dry
cleaner and estimate how important each benefit might be. You also talk to
some of your customers, show them the list, and obtain their opinions as
to what benefits they want and how important those benefits are to them.
This information is shown in Exhibit 4.1. (You can also download and cus-
tomize a blank version of this worksheet to analyze the perceived value
of your own product or service. See the source note in Exhibit 4.1 for
details.)

Warning: When making lists of benefits, avoid words such as guality that
are general and vague. Everyone knows what quality means to them, but eve-
ryone’s definition of quality may not agree. Think of an automobile brand
that you would consider a “quality” automobile. There are many such auto-
mobiles, but some are quality automobiles because of their reliability, some
because of the luxuriousness of their interior, some because of their safety.
Rather than use the word guality, you should provide the specific benefit that
you have in mind. Quality is not an actionable word, except in a very broad
sense. In marketing, you need to know the specifics of what makes a product
or service quality.
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Exhibit 4.1 Perceived Value Analysis—Dry Cleaners

Relative DES
Importance Benefits Cleaners | Al's | Barbara’s | Carol’s | Dan’s
10 Clean clothes 4 3 2 5 3
10 Stain removal 5 3 4 3 2
7 Quick turnaround 5 5 3 1 4
3 Courtesy 2 4 3 4 4
6 No damage 4 4 4 4 3
5 Convenient location 2 3 2 5 4
8 Convenient hours 4 3 5 2 4
4 Cleaning knowledge 2 3 3 5 3
5 Pressed neatly 3 3 3 4 3
4 Ability to make repairs 2 5 4 4 3

Note: Relative importance: 1—Not important, 10—Very important
Perceived performance: 1—Poor, 5—Excellent

Source: “Arrow Guide—Perceived Value Analysis,” The Arrow Group, Ltd., New York, NY,
2008. Used With Permission.

A blank version of this worksheet can be downloaded from www.trumpuniversity.com/
arrowgroup and customized for your personal use. For any other use, contact Don Sexton at
Marketing101@thearrowgroup.com.

Everyone knows what quality means to them, but everyone’s
definition of quality may not agree.

Next, consider how well customers think DES Cleaners provides ben-
efits as compared with its competitors.

How do you find this information? You probably already know a fair amount
about how you are perceived by your customers just by listening to your friends
and your customers. However, you can also ask people or have your friends ask
people what they think of your competitors. This is called a survey.

A larger company would likely commission a formal survey to discover
the perceptions of their customers. Even though a small company, such as
a neighborhood dry cleaner, would usually not have the money and time to
commission a survey, the principle is the same: Learn how you are perceived
by your customers relative to your competitors.

Your estimates of the perceptions of your customers for the various
benefits can be gathered and recorded by downloading the blank version of
Exhibit 4.1. When complete, the information can provide many insights.
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In the example, notice how the dry cleaner, DES Cleaners, is perceived
by customers. It does best on “stain removal” and “quick turnaround.” Stain
removal is one of the two most important benefits for customers, so that is
very good news. Quick turnaround is very important to customers, although
not one of the two most important benefits.

Based on the estimates in Exhibit 4.1, you might want to examine why
customers do not perceive performance on “clean clothes” to be at the high-
est level. Another area you might consider improving is “convenient hours.”

In fact, if you could raise your perceived performance in both “clean
clothes” and “convenient hours,” you would be a formidable competitor and
likely very successful.

If you look at the competing dry cleaners, you see that only Carol’s
received a score of 5 for “clean clothes,” and its performance on other
important benefits such as “stain removal,” “convenient hours,” and “quick
turnaround” was weak. Barbara’s really has only “convenient hours” as a
benefit that is perceived to be high; Al’s has only “quick turnaround”; and
Dan’s does not have any benefit at all that is perceived to receive a high
score.

None of these competitors can be assumed to be standing still, and each
one of them may be trying to improve their perceptions among customers.

Although Exhibit 4.1 contains a lot of helpful information, keep in mind:

* The list of benefits, the relative importance estimates, and the per-
ceived evaluations of performance must come from customers.

* Generally, perceived value is not additive, so resist the temptation
simply to multiply all the perceived performance evaluations by the
importance ratings.

* All the benefit rows are usually not equally important, so focus first
on the benefits with the highest importance ratings—often they will
determine the winners and losers.

CusTtoMmers You Neep To KNnow

You should know the needs and benefits sought by all your customers, but
you should keep in mind what you can learn from different types of custom-
ers and be in contact with them on a regular basis. The kinds of customers
include:

* Current customers let you know how you are doing now. You need to be
in touch with them to monitor your current actions. You can also get
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ideas for new products and services by asking them about their future
needs and how they will be satisfied.

* New customers give you important information about what is attracting
people to your products and services, and the ways in which you are
perceived to be superior to your competitors.

* Lost customers—those who defect—are very important to contact.
They have valuable information for you, namely, where you fell short
in satisfying them. It may be a benefit not delivered. It may be a nega-
tive interaction with someone in your organization. It may be a price
thought to be too high. Whatever it is, you need to know about it
before another customer leaves for the same reason.

* Heavy users or high-tech users are the experts on your product or serv-
ice and those of your competitors. They can advise you of trends in
the product category. They can guide you to problems that need to
be solved. In addition, the heavy users probably comprise the majority
of your sales.

* Potential customers are your growth opportunities. You need to know
their needs and how those needs may differ from the needs of your
current customers so you can redesign your product or service if nec-
essary and so you can communicate to them the information they need
if you are to persuade them to buy from you.

CONCLUSIONS

What customers pay must cover all the costs—and profits—of an organiza-
tion. You must understand the needs and wants of your customers, not just
now, but in the future. You must use customer information to identify and
select target markets, and to position your product or service.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.



5

MEASURING AND MANAGING

Your PERCEIVED VALUE

Perceived value depends on your customer’s needs and wants, and how
those customers evaluate your product or service relative to all your com-
petitors. Perceived value is the maximum that a customer is willing to pay for
a product or service.

The price you can charge and the amount of units you can sell both
depend on perceived value. For example, if you allow customers to perceive
that the value you give them is just above your costs, then your margins will
be razor thin. Worse, if they perceive the value you give them is below your
costs, then you will go out of business.

Alternatively, if your customers perceive the value you give them is much
higher than your costs, then you either have high margins, high unit sales, or
some combination of both—your choice.

Marketing is managing perceived value. It is important to know that per-
ceived value is not some kind of fuzzy abstract concept. It can be measured.
It can be managed. Here’s how.

Marketing is managing perceived value.
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PrRicING: THE TRUMP EFFECT

An independent research firm
compared twelve Trump proper-
ties to competing properties in
several locations, including New
York, LasVegas, Toronto,Panama,
and Waikiki. On average, the
Trump price premium over com-
parable units was 52 percent.
The average sales velocity (units
per month) was found to be
nearly 700 percent higher than
that for the competitors!

Why these differences?

Michael Cohen, Executive
Vice President and Special

Trump Ocean Club International Counsel to Donald]. Trump, and

Hotel & Tower Panama. an investor in multiple Trump
Photo courtesy of the Trump Organization. properties, explains, “As an

investor in Trump World Tower
property as well as a resident at Trump Park Avenue, | have carefully fol-
lowed Mr. Trump’s mantra of location . . . location . . . location. Trump
properties are always situated in the most desirable locations, offer white
glove services as well as state of the art amenities. It is not only a privi-
lege to live in a Trump property but also a smart investment.”

Source: “The Trump Organization Value-Added Market Study,” Linneman Associates,
July, 2007.

MEeasUrING PERCEIVED VALUE

"To manage perceived value (or anything), you first must be able to measure it.
If you cannot measure something, it is impossible to manage it.
Four common ways to estimate perceived value are:

1. Value-in-use
2. Direct customer response
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3. Indirect customer response
4. Subjective estimation

Value-in-Use

The value-in-use approach estimates value to customers by looking at what
their costs are while using their current product or service and calculates the
price of a new product or service that would make them indifferent between
their current product and the new one.

For example, suppose an office building used 500 light bulbs and changed
all of them every 4 months (Exhibit 5.1). Current price per bulb is $1, but
the major cost is the labor cost of changing all the bulbs, amounting to
$4,000 three times per year. Suppose a new bulb has a longer life that would
mean that the bulbs would need to be changed only twice a year. What
would be the perceived value of that new bulb?

Their total cost with the current bulb is $13,500. Their total cost with
the new bulb would be $8,000 plus the cost of buying 1,000 bulbs. If the
new bulbs were priced at $5.50, then the office manager would be indifferent
between purchasing the current bulb and the new bulb. That means the per-
ceived value—maximum price willing to pay—is $5.50 per bulb.

Said another way, if the producer of the new bulb charged $5.50, it
would provide no economic incentive for the office manager to buy the
new bulb.

Exhibit 5.1 Value-in-Use

Example

Light bulbs
e Currently changed every four months @ $4,000
e Current price is $1
* 500 light bulbs

New light bulb requires change only every six months.
Current Cost

500 x 3 x $1 + 3 x $4,000 = $13,500

Cost with New Light Bulb

Price =¢

500 % 2 X (?) +2 x $4,000 = 1,000 x (?) + $8,000
Implies Max price = $5,500/1,000 = $5.50
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The value-in-use approach to estimating perceived value is especially use-
ful in situations where the economic impact can be estimated. The value-in-
use approach is less helpful in situations where emotional benefits or brand
reputation are major components of perceived value.

Direct Customer Response

You can try to estimate how your customers will react to prices by asking
them directly. If they are honest with you, this approach can provide you
with useful information. However, often customers will give you artificially
low answers whenever you ask them questions such as, “How much are you
willing to pay?”

Rather than asking them, you might try different prices and see what
happens. This is known as doing a pricing experiment. (Be careful—in some
situations, laws prohibit charging different prices to different customers, so
check with your lawyer first.) If you are able to charge different prices, then
you can examine the impact on your sales, which will provide you with infor-
mation about the perceived value for your product or service.

Indirect Customer Response

There is a set of marketing research tools known as constrained choice models. If
you have a budget for marketing research, you might want to consider using one
of these techniques to estimate perceived value for your key product or service.

How these techniques work is simple to understand. Exhibit 5.2 shows
an example for a motel room. Suppose that a manager of a motel in a chain is
considering two price levels ($200 and $300 per night) and whether to offer
breakfast for free. They also want to understand the influence of their brand
name on the customer’s perceived value.

A customer is offered eight choices that cover all the possible combina-
tions of price, breakfast, and brand name, and is asked to rank them in order
of preference. What this means is that customers must give up something
each time they make a choice. For example, suppose a $200 room rate, free
breakfast, and a well-known brand name comprises their first choice. Then,
when they choose the combination they rank second, if they want to stay at
a $200 room rate, they must give up either the free breakfast or the brand
name. If they want to keep the brand name, they must give up the $200 room
rate or the free breakfast. If they want to keep the free breakfast, they must
give up the $200 room rate or the brand name.
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Exhibit 5.2 Conjoint Analysis Example—Motel Room

Order of Well-Known Free Room Rate
Preference Chain Brand Breakfast per Night ($)
5 Chain brand Free 300
7 No brand Free 300
6 Chain brand Not free 300
8 No brand Not free 300
1 Chain brand Free 200
3 No brand Free 200
2 Chain brand Not free 200
4 No brand Not free 200

Source: “Arrow Guide—Managing the ROI of Pricing,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.

Because the customer must give up benefits and cannot always choose
the lowest price, this technique may yield more realistic responses and more
accurate pricing information than the direct response approach.

The particular technique illustrated in the motel room example is
known as Conjoint Analysis or, sometimes, Trade-off Analysis. Other meth-
ods of constrained choice models exist, but they all provide similar types of
information.

The information they provide is an estimate of the overall perceived
value—in monetary terms—for any bundle of benefits offered to the cus-
tomer. Savvy marketers such as DuPont, Marriott, and Gillette often
use these techniques to help develop their product design and pricing
strategies.

These techniques also furnish organizations with estimates of what spe-
cific benefits are worth to the customer. For example, if a customer thought
a “free” breakfast was worth $6 and it cost only $2 to provide it, the motel
should consider offering the free breakfast because the value to their cus-
tomer would increase more than their costs. Similarly, these techniques can
be used to evaluate the worth of a brand in the eyes of the customer.

Subjective Estimation

If you do not have a marketing research budget and cannot afford a lot of
data collection and some of the fancier statistical techniques such as Conjoint
Analysis, what do you do?
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You do what marketers have done for centuries—make a subjective esti-
mate of perceived value. However, it need not come from thin air. You can
develop a subjective estimate of perceived value systematically.

"The first thing to keep in mind is that you are trying to estimate perceived
value—not price. You will use perceived value to help set price (see Chapter 25),
but perceived value is the ceiling on price, not price itself. Where you price
is up to you.

Discussions with customers still can provide you with some idea of
their perceived value for your product or service. You can also “try out” a
few prices for their reaction, and that will help narrow what perceived value
might be. Finally, you can survey the prices charged by your competitors
and make allowances for how their products or services (and strategies) dif-
fer from yours to obtain some idea of what perceived value for your offering
might be.

Putting all that information together, you can then make a subjective
estimate of what you think is the maximum that target customers might
pay—their perceived value.

RovrE oF PErcervED VALUE IN COMPETITION

Organizations compete in two ways—value or costs—and these are called
strategic themes. Organizations can be located on the grid in Exhibit 5.3
according to how they perform on the two strategic themes. Both are impor-
tant. You cannot focus on just one theme.

The value theme is perceived value—the maximum a customer is willing
to pay for a product or service. Note that perceived value is not the price
charged the customer but is the ceiling on that price.

The cost theme is incremental cost per unit—the cost of getting the
product or service in the hands of the customer. This cost includes all
costs such as production, communications, and transportation. Note that
incremental cost is not the price charged the customer but is the floor
on price.

Winning strategies are found in the upper right corner of the matrix:

* High perceived value/low incremental cost
* High perceived value/medium incremental cost
* Medium perceived value/low incremental cost
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Exhibit 5.3 Strategic Themes*

COST

High >3 Xk

Medium *

VALUE

Low

High Medium Low

Note: * = Winning positions
Source: “Arrow Guide—Strategic Theme Analysis,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/market-
ing101 and customized for your personal use. For any other use, contact Don Sexton at Mar-
keting101@thearrowgroup.com.

The strongest of all strategies, of course, would be high perceived value/
low incremental cost, as then one could pursue either a high or low price
strategy against any competitor and win. However, the other two strategies
are often winning strategies because very few organizations are able to achieve
a high perceived value/low incremental cost strategy. (One organization that
has been able to provide highest perceived value at lowest cost is Southwest
Airlines.)

Where you do nor want your organization to be is low or medium per-
ceived value coupled with high or medium incremental cost. Those cells are
what Harvard Business School Professor Michael Porter has referred to as
“stuck in the middle.” Organizations stuck in the middle lose customers inter-
ested in high perceived value to organizations in the top row of the matrix
and lose customers interested in lower prices to organizations in the right-
hand column of the matrix.
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HicH PErcEIVED VALUE AND Low CosrT:
SOUTHWEST AIRLINES

In 2003, Southwest Airlines earned $442 million—more than all the
other U.S. airlines combined. Its market capitalization of $11.7 billion
is larger than all competitors combined. In May 2003, Southwest
boarded more domestic passengers than any other airline.

Southwest Airline’s cost per available seat mile (CASM) is 7.60
cents versus between 9 cents and 13 cents for the large carriers.
Southwest uses much lower fares, flies “point-to-point” (no hubs),
flies only 737s, serves no meals only snacks (peanuts mainly), charges
no fees for changing same fare tickets, has no assigned seats and no
electronic entertainment on board but does have “relentlessly fun
flight attendants” and high satisfaction ratings from their customers.

To see the power of combining low cost with high perceived value,
consider the success of Southwest Airlines versus that of U.S. Airways:
In the late 1980s, U.S. Airways had a 58 percent share of the San
Francisco-Southern California routes, by the mid-1990s, Southwest had
driven U.S. Airways out of them. In the early 1990s, Southwest ente-
red Baltimore Washington International Airport where U.S. Airways
had a major hub—by 2004, U.S. Airways had 4.9 percent of the traffic
there while Southwest had a leading 47 percent share.

Source: Andy Serwer, “Southwest Airlines: The Hottest Thing in the Sky,” Fortune,
vol. 149 (March 8, 2004), pp. 86-90.

StraTEGIC THEMES — DRY-CLEANER EXAMPLE

In the dry-cleaner example discussed in Chapter 4, suppose that Dan’s Clean-
ers and DES Cleaners had the lowest costs whereas Al’s, Barbara’s, and Carol’s
had average costs. Then DES Cleaners would likely be in the upper right
corner of the grid because it provided high performance on the two benefits
of most importance to the customers. Carol’s would be in the upper middle
cell because it also provided high value but did not have the lowest cost. Al’s
and Barbara’s would be stuck in the middle with no special benefit. Dan’s
would probably use low prices to attract customers because they did not offer
high value on any benefit.
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INcrREASING PERCEIVED VALUE

Suppose you would like to move your position on the matrix toward the upper
right corner. One way to do this, of course, is by decreasing costs. The other
way is by increasing perceived value.

Perceived value depends on many things: the benefits the product or
service provides, how well they are provided, whether the customer correctly
perceives how well they are provided, how important the benefits are to the
customer, and the brand reputation.

Perceived value can be increased several ways, but note that they all typi-
cally involve communications (Exhibit 5.4).

Add benefits and then inform the customer about them. A magazine publisher
once changed the magazine’s format in a very striking and attractive way.
When asked how and when the customers were informed about the change,
the publisher replied that the customers would see the changes when they
purchased the magazine. Such thinking, of course, is backward—you need
to inform customers about new benefits so that they might be persuaded to
purchase.

Close gaps between customer perceptions of benefit performance and actual
performance. One of the most famous and respected advertising campaigns
ever—the Doyle Dane Bernbach introduction of the Volkswagen Beetle to
the United States in the 1950s—faced the problem of customer skepticism

Exhibit 5.4 Increasing Perceived Value

Perceived Value Depends on: Increase Perceived Value by:

Benefits Communicating current or new benefits
offered

Actual performance on benefits Closing gaps between actual performance
and perceived performance

Improved performance on benefits Informing customer of improvements

Importance of benefits Persuading customer of importance of

selected benefits

Brand reputation Building brand with consistency on
important benefits

Source: “Pricing, Perceived Value, and Communications,” Don Sexton, The Advertiser; New
York, NY, 2006. Used here with permission.
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about the quality and value of “foreign cars” (hard to believe today, but true).
Volkswagen closed the gaps between perceived and actual benefits with fact-
based, distinctive black-and-white magazine ads about availability of spare
parts, engine reliability, and resale value. So effective were these Volkswagen
ads in managing perceived value that Kawasaki motorcycles ran an ad imitat-
ing the Volkswagen ads, saying, “Think even smaller.”

Improve performance, then tell the customer—in that order. In the telecom-
munications industry, sometimes companies have done this backward, telling
customers that their service has improved before that has happened. Banks
and fast-food chains sometimes have made the same mistake—touting their
customer service before the service was improved. In contrast, both British
Air and Continental Airlines improved their customer service, then commu-
nicated the improvements to customers with great positive impact on sales.

Persuade the customer that certain benefits are especially important. The cer-
tain benefits would be those that the company does well. To persuade cus-
tomers to change their priorities is not always easy. Land Rover Discovery
focused on the family market and emphasized their seating capacity (at the
time greater than most of their competitors’). Seating capacity may not have
been a priority benefit until Land Rover pointed it out. Some SUV manufac-
turers are currently trying to emphasize their (relatively) more efficient fuel
consumption—a growing concern when gasoline prices increase.

Build the brand consistently on key benefits. Consistency is Branding 101.
Campaigns as diverse as those from IBM, Visa, MasterCard, Foster’s, GE,
Mountain Dew, Samsung, Dow Corning, Pfizer, The Hallmark Channel,
and Nokia have employed consistency over time and markets to build strong
brands.

Whenever you increase perceived value, you may be increasing costs. As
long as you are increasing perceived value more than your costs, you and your
customers will be better off. The same is true in reverse. When you decrease
costs, you may decrease perceived value, but as long as you decrease costs
more than you decrease perceived value, you and your customers should be
better off. (For more discussion of these ideas, see Sexton.!) For example, in
the motel example, if the motel decides to provide a free breakfast and that
breakfast is worth $6 to the guest and it only costs $2 to provide, then the net
value of the motel experience increases $4. But if the motel is providing the
breakfast for free and decides to do away with it to save the $2 cost, then
the perceived value to the guest declines $6 and the net value of the motel
experience decreases $4, which means that there will be fewer guests or the
guests will pay less money per night, or both.
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Cutting costs without thinking about the impact on perceived value to
the customer is reckless. During economic downturns when there is a lot
of pressure to cut costs, this type of aimless cost-cutting action occurs often
(think airlines, for example). Value engineering consists of constantly examining
the trade-offs between costs and perceived value so that perceived value can
be managed effectively and efficiently. After all, that is what marketing is
about—managing perceived value well.

IncreEASING PERCEIVED VALUE: DRY-CLEANER EXAMPLE

You can add services thatyour customers mightvalue. For example, perhapsyou
want to guarantee free repair of any minor damages you find such as missing
buttons.

You can improve your performance on a benefit. If “convenient hours”
is important to a significant number of your customers, then perhaps you
should consider opening your cleaning establishment earlier in the day or
keeping it open later in the day.

You can be sure your customers know how well you deliver the important
benefits. For example, if your dry-cleaning business is open at 7 a.m. and
people do not know that, then they may perceive your operating hours not to
be as convenient as, in fact, they are. This is what we call a “communications
gap,” and it is easily fixed by communicating to your customers your hours of
operation with signs, handouts, or even advertising.

You can try to alter the relative importance of the benefits to the custom-
ers. If you attempt this, you are, of course, trying to persuade the customers
to consider the benefits on which you perform well to be more important to
them. If your dry-cleaning establishment consistently returns clothes that
are undamaged, you might try to explain to the customers that such con-
sistency is an important benefit that should not be taken for granted.
Their clothes can be expensive, and they certainly do not want to take
a chance on them being destroyed. Altering the relative importance of ben-
efits to customers usually takes time, so it should be pursued only after due
consideration.

You can also raise perceived value by increasing the positive impact
of your brand. Once you have identified the main benefits for which your
dry-cleaning business is to be known (for example, “We get out the tough-
est stains”), you repeat that consistently in all your communications with
customers—advertising, signs, stationery, bills, everything.
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CONCLUSIONS

Customers behave according to their perceptions of the value they receive,
not according to the actual value they receive. Managing those perceived val-
ues is what marketing is about. Perceived value—the maximum a customer
is willing to pay for your product or service—can be measured and can be
managed.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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UNDERSTANDING YOUR

COMPETITORS

You rarely have the good fortune to market in a vacuum where no com-
petitors exist. You must assume that there are or will be competitors, and
that they will be tough competitors.

You should treasure tough competitors—they keep you tough. When you
are developing your marketing strategy, you should be clear who your target
competitors are—the ones from whom you expect to win business. You don’t
need to take on everyone. Your target competitors will influence your target-
ing and positioning decisions. Keep in mind that you may be able to choose
your competitors, but sometimes competitors will choose you.

You should treasure tough competitors—
they keep you tough.

In this chapter you learn the four key questions you need to ask about
your competitors and how to answer them.
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new customers.

success and growth.”

BuiLbiING A COMPETITIVE PosiTioN: TRUMP™
SUPER PREMIUM VODKA

In2008, Trump™ Super Premium
Vodka flavors were launched:
citron, orange, grape, and rasp-
berry. J. Patrick Kenny, President
and CEO of Drinks America, part-
ner of The Trump Organization,
described the new vodkas: “The
five times distilled vodka is burst-
ing with delicious, fresh flavor
which delivers a smooth, clean
finish.”

In its first year, Trump™ Super
Premium Vodka sold more than
100,000 cases and received a
“4-Stars, Highly Recommended”
rating from F. Paul Pacult’s Spirit
Journal and a “Superb (90-95)
Highly Recommended” rating
from Wine Enthusiast Magazine.
The extension to flavors increases

consumption by current customers and introduces the brand to

Cathy Hoffman Glosser, Executive Vice President of Global
Licensing, The Trump Organization, observed, “. . .
product line to include flavors further establishes the brand in the
premium vodka category. . . . We are looking forward to continued

extending the

Source: Press release, The Trump Organization, April 22, 2008.

Anaryzing COMPETITORS

"To analyze your competitors, you need to answer four questions:

1. Who are your competitors?

2. What do they want?




UNDERSTANDING YOUR COMPETITORS

3. What can they do?
4. What will they do?

Who Are Your Competitors?

A competitor is any organization that can satisfy the needs of your customers—
either now or in the future. Identifying current competitors is usually not so
difficult. You consider the choices currently open to your customers—those are
the current competitors. If you have a family restaurant, you can observe many
of the current competitors simply by looking around. You can also ask your cus-
tomers what else or who else they are considering as they make their purchase.

If you are a sales representative, one of the most important questions to
ask a customer is who else the customer is considering. You should not deni-
grate competitors, but if you know who your competitors are, then based on
the benefits the customers want, you should be able to determine whether
your product or service is superior. Those benefits should be emphasized in
your sales call.

More generally, knowing your competitors allows you to make more
precise positioning decisions. For example, Visa had low penetration—only
20 percent—among small businesses in the United Kingdom. In 2003, Visa
launched a campaign targeted at small businesses. Even though the American
Express Business card was the market leader, Visa considered its target com-
petitor for small businesses to be cash and checks, so it positioned and pro-
moted the Visa card with benefits that cash and checks could not match—all
transactions shown on monthly statements and use of cash without interest
for 50 days.!

What Do They Want?

Different competitors may have different business objectives. For example, some
may be focusing on short-term profits, some on long-term market share. Busi-
ness objectives affect behavior. In the early 1980s, a survey was made of manag-
ers in U.S. companies and managers in Japanese companies. The U.S. managers
ranked return on investment and stock price as their most important objectives,
whereas the Japanese managers ranked market share, return on investment,
and new products—each nearly the same—as their top three objectives. Many
people interpreted the findings of this survey to indicate that during that period
Japanese companies had much longer-term business objectives than did U.S.
companies. If true, that would explain the very aggressive pricing strategies used
by many Japanese companies to gain shares in the automotive and consumer
electronics industries in the United States during the 1970s and 1980s.
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Different competitors may have different business
objectives.

You may not be competing with a U.S. or a Japanese multinational com-
pany, but if you know your competitors place priority on market share or
sales volume, then you can expect them to be very aggressive—perhaps with
low prices and special promotions.

What Can They Do?

1o evaluate what your competitors might be able to do, you need to evaluate their capabili-
ties and determine their strengths and weaknesses. For example, if you are running a
restaurant, does your competitor have a great chef or well-trained waitstaff? Or
does the competitor have a low-cost source of food or beverages?

You should list your competitors and, for each of them, identify what you
think are their strengths and weaknesses, and the implications for the benefits
they can offer customers (Exhibit 6.1; see also Exhibit 7.1).

Understanding your competitors’ strengths and weaknesses not only can
help you predict what they may do next, but can also help you determine your
own response or—better—your own preemptive actions.

If a competing restaurant has a well-trained waitstaff, for example, maybe
you need to improve the training of your staff or attract more skilled people
by offering higher compensation. Or perhaps you need to do something else
such as add items to your menu that may have appeal to specific target cus-
tomers such as seniors, children, or health-conscious diners.

ActuaL VALUE ANALYSIS

You can summarize the implications of your competitors’ capabilities on
the benefits they can provide with what I call an Actual Value Analysis (see
Exhibit 6.2). An Actual Value Analysis has six steps:

Select a target segment.

Select a target member of the decision-making unit.

List the main competitors.

List the benefits associated with the product or service.

Estimate the relative importance of each benefit to your target customer.
For your company and for each competitor, evaluate the actual per-
formance on each benefit.

AN AW N =
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Exhibit 6.1 Competitors’ Strengths and Weaknesses

Implications

Competitor Strengths Weaknesses for Benefits

Source: “Arrow Guide—Strengths and Weaknesses Analysis,” The Arrow Group, Ltd., New York,
NY, 2008. Used here with permission.

A blank version of this worksheet can be downloaded from www.trumpuniversity.com/
arrowgroup and customized for your personal use. For any other use, contact Don Sexton at
Marketing101@thearrowgroup.com.

This analysis parallels the Perceived Value Analysis you performed in
Chapter 4. Both analyses have the same format—competitors, benefits, pri-
orities, and evaluations. The major difference between the two is that, in this
analysis, you will try to evaluate the actual performance of each competitor on
each benefit, not the value as perceived by the customer.
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Exhibit 6.2 Actual Value Analysis—Dry Cleaners

Relative DES
Importance Benefits Cleaners | Al's | Barbara’s | Carol’s | Dan’s
10 Clean clothes 4 3 2 5 3
10 Stain removal
Quick turnaround
Courtesy
No damage

Convenient location

Convenient hours

Cleaning knowledge

Pressed neatly

M|l |[lwWw |~ DND|W
WIN[WIN| A~ W|wW| W

Ml ||| |W|

Wl lh|lwlu|(Nvw|[M|D| ]| w
Nwlh|lw|lw|lw|s|lwu]|r
wiNn|lwlulv|lw|lw| s &

Ability to make repairs

Note: Relative importance: 1—Not important, 10—Very important
Actual performance: 1—Poor, 5—Excellent

Source: “Arrow Guide—Actual Value Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

A blank version of this worksheet can be downloaded from www.trumpuniversity.com/
arrowgroup and customized for your personal use.

Actual Value Analysis—Dry-Cleaning Example

Suppose you are managing DES Cleaners as you did in Chapter 4. Recall
that your current customers are primarily professional women and men, and
you assume that they are your target customers. The competitors are Als,
Barbara’s, Carol’s, and Dan’s.

The benefits are shown in Exhibit 6.2, as well as the relative importance
of each one to your target customer. Remember that information regarding
the benefits to be included on the list and the relative importance of each to
your target customer should be gathered from the target customers them-
selves by asking them directly or by surveying them.

The last step in the analysis is to estimate the actual performance on each
benefit by you and by each of your competitors.

How do you get this information?

First, notice that such information is easier to get for functional ben-
efits than for emotional or psychological benefits. Functional benefits, such
as “quick turnaround” and “convenient hours,” can typically be measured.
Emotional benefits, such as “courtesy,” are really perceptions and need to be
measured by having objective individuals do the evaluations for those benefits.
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For example, in the restaurant business and in the film business, people who
evaluate benefits are professionals known as crizics. If possible, you need some
objective individual acting as a critic to provide the evaluations of the emo-
tional benefits.

You can collect information on your competitors’ performance by trying
their services yourself or by having a friend, family member, or employee do
so. Many banks ask some of their employees to open accounts with competing
banks. As faculty director of several executive education programs for a uni-
versity, I made sure that I was on the mailing lists of my competitors—other
universities providing programs similar to the ones I was managing.

In the dry-cleaning situation, it would be relatively simple to have some-
one check out the competing dry cleaners for you. That would allow you to
complete the Actual Value Analysis (see Exhibit 6.2).

What Will They Do?

If you have listed your competitors and evaluated them, you have one last
task—predict what they will do next. If you don’t try to predict what they will
do next, then you have wasted your time considering them.

Predicting competitor actions is the outcome of analyzing competitors.
It is a key planning assumption for developing the marketing strategy.

How do you predict competitors’ actions?

First, generate some scenarios. Scemarios are possible strategies and
actions that you think your competitors might do. For example, if you own
a restaurant, you might expect a competitor to try a special promotion, per-
haps giving discounts to families, or the competitor might add new items to
its menu. If you have a real estate office, you may consider the possibility
that one of your competitors may try to enlarge its presence by adding more
agents, perhaps by hiring some of your people.

Second, evaluate which one of the scenarios may be most likely. You can
do this by considering what your competitors have done in the past or what
they are doing now. You can even try to put yourself in their shoes and deter-
mine what strategy you might follow if you were them.

"The last step is to select what you consider is the most likely scenario for
the behavior of that competitor. That becomes a key planning assumption
when you build your marketing strategy.

If you think more than one scenario is likely, then you may want to
develop more than one strategy to deal with each possibility, or you may
want to develop a strategy that allows you flexibility to deal with whichever
scenario actually occurs.
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Price Wars

When you develop your marketing strategy, you will want to consider what
actions you might take to counter which you consider to be the likely actions
of your target competitors. You need to be very careful about following a
competitor’s price cuts because you may start a price war similar to those that
have occurred in the airline, telecommunications, and automobile industries
in the United States. Usually the only winner of a price war is the customer or
consumer. (For further discussion of price wars, see Sexton.?)

As we discuss in the chapters on marketing in tough times, competitors
often decrease prices during economic downturns, precipitating a price war
that may weaken all those providing the product or service (think U.S. auto-
mobiles). Here are a few ways to avoid a price war:

* Add value. Make your product or service more appealing. Continental
Airlines has kept services and even added them, whereas other airlines
reduced services.

* Unbundle your price. Use value-engineering (see Chapter 5) to change
benefits and lower costs. Dow Corning offers the Xiameter® brand for
some of their products—lower prices for customers who buy in large
volume, know what they want, and order online.

* Segment the market. Target customers who are less price sensitive. For
example, specialize your real-estate operation to upscale properties.

* Deploy a “fighting” brand. Introduce a low-priced brand—make sure
you use a different name. When Smirnoff vodka was faced with price
competition from Wolfschmidt vodka, they introduced Relska vodka,
at a price point below Wolfschmidt.

Predicting Actions—Dry-Cleaning Example

In the dry-cleaning illustration, it looks like one of the more formidable
competitors to DES Cleaners might be Carol’s because they already have a
relatively high score on the very important benefit “clean clothes.” A pos-
sible scenario would be Carol’s improving their stain removal capabilities so
they could compete directly against your strength. If they were to do so, then
DES Cleaners might need to improve their performance on cleaning clothes
(which probably they should be doing anyway).

In contrast, Dan’s Cleaners does not excel relatively in any of the benefits
except perhaps convenient location. To be a more effective competitor on
value, Dan’s would need to improve their performance on several benefits at
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the same time, which might prove very difficult. A more likely scenario for
Dan’s might be that they would cut prices. If they do so, then DES Cleaners
might have to consider how to respond—possibly with coupons to retain
their customers versus Dan’s lower prices.

Competitor Information

Information on competitors is usually considered some of the most dif-
ficult information for a manager to obtain. Actually, the problem is not
in finding competitor information—it’s plentiful—the problem is in organizing
the information.

Much information about competitors is available without any need for
approaches that might be considered unethical or illegal.

The simplest type of information to obtain is observation. Look at their
place of business. Go there. Buy their products or services. See firsthand what
they are like.

You can also ask your customers their opinions of your competitors and
what they hear about their plans.

Newspapers and other publications may have information about com-
petitors. Competitors’ ads may be very revealing of their intentions regarding
markets or products or services. Visit their Web sites—often they will be rich
in information.

Suppliers may talk about your competitors—but if they do, they are
probably talking about you also.

Overall, you can find competitor information from the following sources:

* Print media

* Broadcast media

* Internet

* Information services

* Marketing research providers
¢ Government

¢ Customers

* Resellers

* Suppliers

* Your employees

* Competitors (for example, speeches by their managers, advertisements)

The most important suggestion for competitor information is to have
someone in charge of gathering this information. This person may be you.
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However, someone needs to put all the information together, just like a jigsaw
puzzle. Then you can use it to develop your planning assumptions regarding
competitors.

CONCLUSIONS

Competitors’ possible actions are often ignored in marketing strategies, but
as one general observed, “The best plans do not survive engagement with
the enemy.” What the general meant was that plans need to be flexible in
ways that allow you to deal with whatever your competitor throws at you. To
do that, you need to go beyond merely listing competitors. You need to con-
front what competitors are able and likely to do, the consequences for you,
and what you can do about it—before it happens.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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CAPABILITIES

nce you have identified the needs of the customers in your target mar-

ket, you must evaluate whether you can provide a product or service
that will meet those needs. Just because you understand the customer’s desires
does not mean that you can satisfy them—especially at a profit. Everyone
would like a device that would teleport them from one location to another
with no discomfort and at a very low price, but that does not mean such a
device will be available soon.

Your customers may want your haircutting establishment to be open
every day, your automobile mechanics to be knowledgeable about every
make of car, and your chef to be able to prepare every dish all the time—with
no calories, but those expectations may or may not be met for a variety of
reasons.

Customers tell you what they want. Your organization’s capabilities deter-
mine what you can do for them. The stronger your capabilities, the more
options you have and the more likely you will win. When you look at your
capabilities, you first have to see them as they are. You need to look in the
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mirror with honesty, not wishful thinking. Then you can set about improving
your capabilities.

Customers tell you what they want. Your organization’s
capabilities determine what you can do for them.

Many years ago, Komatsu, the Japanese manufacturer of earth-moving
equipment, looked in their mirror and realized that they were weak in tech-
nology and that their costs were too high—especially with Caterpillar as their
main competitor. They developed a systematic plan to improve their capabili-
ties, step-by-step. They worked on technology, on product design, on lower-
ing costs—but they never tried to do too much at any one time. After several
years of hard work, they emerged as a worthy opponent of Caterpillar.

You may not face as sizable a challenge as that faced by Komatsu, but
the idea is the same: evaluate your capabilities and improve them where you
need to.

CAPABILITIES AND YOUR MARKETING STRATEGY

You need to evaluate your organization’s capabilities—determine what your
organization does well—before you target markets and determine the posi-
tioning for your product or service.

Selecting target markets depends, in part, on your relative strengths in
satisfying the needs of customers in a given market. For example, if you are
considering opening a haircutting salon in an area with many trendy young
people, then your staff should include stylists who are up-to-date on the latest
trends—and who look like they are up-to-date. If you don’t have such employ-
ees, either recruit them or you should consider a different market.

Positioning your product or service depends on your capabilities. If you
want your health club to be positioned as a full-service health club, then
you need both the equipment and staff to cover all those services. If you do
not have such equipment and staff| either find that equipment and staff or you
need to describe your health club as something other than full-service.

If your capabilities are not sufficient to win the market you want, you
need to improve your capabilities or change your target market. If your
capabilities do not support your desired position, you need to improve
your capabilities or find a different position.
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CarasiLrTies During Goop TimEes AnD Bap TimeEs

Business plays out over time. In general, you need to predict what capabilities
are needed in the future and whether your organization will possess them.
For many years, the Swiss watch industry relied on its capabilities to produce
precision mechanical watches, only to face fierce competition from digital
watches, requiring them eventually to change their target markets, position-
ing, and mix of capabilities.

Good economic times do not put as much downward pressure on costs as do
bad economic times. During economic downturns, many organizations right-
fully scrutinize their cost structure, often becoming more efficient. However,
as discussed in Chapter 32, you need to be careful about how you cut costs.
Across-the-board cost cuts generally cause serious problems for an organiza-
tion’s ability to compete. You must compare the money saved by cost cuts with
the money lost because of any losses in customer value to your products or

CAPABILITIES AND CUSTOMERS: MAR-A-LAGO

In his book Trump Strategies for
Real Estate, Trump Organiza-
tion Executive Vice President
George Ross describes the his-
tory of Donald Trump and Mar-
a-Lago—an excellent example
of how capabilities can lead
directly to satisfied customers.
Mar-a-Lago is a magnificent
oceanside estate of 118 rooms
and 62,500 square feet, built
in Palm Beach, Florida, in the
1920s by Marjorie Merriwether
Post. After her death, the prop-
erty was managed by a trust
but it was unsuccessful as a

Mar-a-Lago. museum and put up for sale.
Photo courtesy of Mar-a-Lago Club.

(continued)
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(continued)

The property was purchased by Donald Trump who turned it into an
elite, luxurious country club.

The transformation of the former mansion into an elegant club is
an example of applying the Trump Organization’s core capabilities—
refurbishing and managing luxury property.

Refurbishing Mar-a-Lago required spending millions of dollars to
modernize the kitchen; expand the dining areas; add luxury suites and
cottages, a cabana and pool, championship-caliber tennis courts, a spa
and top-level fitness facility, and a grand ballroom. All materials, such as
stonework and marble, used in the restoration were of the highest grade
and selected to be consistent with the aesthetics of the property.

The ongoing management of Mar-a-Lago includes a world-class
chef and well-trained staff. Well-known entertainers are brought in on
weekends. Donald J. Trump himself regularly walks through the prop-
erty to ensure that every detail is in order. The result is a world-class
country club with an initiation fee of $250,000—a testimony to the
high perceived value created.

services that will decrease your sales. One small illustration: My local auto-
mobile dealer used to provide free coffee while you waited for your car to be
repaired. They are now charging for that coffee to save money. Unfortunately,
that small amount of cost savings may lose them much more in lost revenue
from customers annoyed by now having to pay for coffee. To magnify the illus-
tration, consider airlines and hotels that cut back on amenities to save relatively
small amounts of money—they run the risk of losing much more in revenue.

STRENGTHS AND WEAKNESSES

You can start evaluating your organization’s capabilities by performing an
analysis of your strengths and weaknesses (similar to what you did when eval-
uating competitors in Chapter 6).

When you do a Strength/Weakness Analysis, try to focus primarily on the
capabilities of your organization. Sometimes in a Strength/Weakness Analysis,
people tend to throw in everything that they can think of about the organization.
Besides capabilities, they often include business outcomes such as market share
or sales growth. Positive business outcomes are certainly important, but they are
not strengths. Business outcomes are the 7esults of strengths (or weaknesses).
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Similarly, try to avoid including benefits in the same list with capabilities.
Benefits and capabilities are quite different from the viewpoint of market-
ing. Benefits are what your customers want; capabilities produce benefits and
are what managers manage.

Suppose, for example, you provide services for people who get their
water from wells because the municipal water supply is not available to them.
Your capabilities might include a large inventory of spare parts and several
knowledgeable employees. One of the benefits that those capabilities allow
you to provide is prompt response if a customer calls because they are not
able to get water.

Suppose you ran a small regional bus service. You have acquired buses
that have suspensions superior to most other buses. Suspension is a feature
of your product, a capability, but that capability allows you to provide your
customers with a smoother, more comfortable ride, a benefit.

Capabilites are important because they provide benefits. You will find it
helpful to keep capabilities and benefits separate in your Strength/Weakness
analysis.

Types of Capabilities
Capabilities consist of:

e Skills
® Resources
¢ Features

A skill is usually expertise associated with a person—the haircutting tal-
ents of a stylist in a salon, the breadth of repair knowledge of an automobile
mechanic, or the cabinetry abilities of a carpenter.

A resource is something inanimate—the spare parts inventory of a com-
pany that fixes water pumps, the equipment in a health club, or the parking
lot of a shoe store.

A feature is a characteristic of a product or service—the suspension of a
bus, the caffeine content of a drink, or the hours that a delicatessen is open.

Evaluating Capabilities

You can determine your organization’s strengths and weaknesses with a Capa-
bility Analysis (Exhibit 7.1):

* List capabilities of your organization.
® Determine your target competitors.
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¢ Evaluate performance on each capability relative to competitors on a
1 through 5 scale, where 1 is poor and 5 is excellent.
¢ Note any implications for providing benefits.

Any capability with a score of 4 or 5 is a strength; any capability with a
score of 1 or 2 is a weakness. (You can download a blank version of the work-
sheet in Exhibit 7.1 to employ this exercise.)

CaraBiLITY EvaLuaTiON — DRrY-CLEANING EXAMPLE
apabilities of a cleaner might include modern equipment, equipment on
Capabilities of a dry cl ght includ d quipment, equipment
premises, cleaning expertise, stain-removal expertise, tailor availability, order

information system, skilled staff, courteous staff, number of staff, and acces-
sible location. These would be entered in Exhibit 7.1.

Exhibit 7.1 Capability Evaluation Chart

Implications for
Capability Evaluation Which Benefits
Modern equipment 3 Cleaning
Equipment on premises 4 Quick turnaround
Cleaning and cleaning
Cleaning expertise 3 knowledge
Stain-removal expertise 5 Stain removal
Tailor available 3 Ability to make repairs
Order information system 4 Quick turnaround
Cleaning, pressing, and no
Skilled staff 4 damage
Courteous staff 4 Courtesy
Convenient hours and quick
Number of staff 4 turnaround
Accessible location 2 Convenient location

Note: 1—Poor, 5—Excellent

Source: “Arrow Guide—Capability Analysis,” The Arrow Group, Ltd., New York, NY, 2008. Used

here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@

thearrowgroup.com.
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Next, you would evaluate your capabilities—in this case, the capabilities
of DES Cleaners. It is important to be honest when making these evaluations;
otherwise, they will not be helpful. You should also evaluate yourself relative
to your target competitors.

According to Exhibit 7.1, the main strength of DES Cleaners, a 5 rat-
ing, seems to be stain-removal expertise. However, other capabilities such
as equipment on premises, order information system, courteous staff, skilled
staff, and number of staff also received strong evaluations (4’s).

COMPETITIVE ADVANTAGE AND BENEFIT ADVANTAGE

Keep in mind that capabilities—skills, resources, and features—are not
important by themselves. They are important if they enable your organization
to produce a product or service that is superior to that of competitors in one or
more ways. There was a time when some 747 aircraft featured piano bars. For
most of the flying public, the presence of a piano bar is likely not a major attrac-
tion, so even if an airline had that capability, it would not be valuable in attract-
ing customers from the general flying population. Having a piano bar would be
a unique capability, but it would not be a useful competitive advantage.

A competitive advantage is a capability that allows an
organization to provide one or more benefits to customers in
the target market at a level superior to that of their competitors.

In turn, competitive advantages lead to benefit advantages—the heart of
positioning.

A benefit advantage is a benefit to which customers in the
target market assign a high priority and which the organization
provides at a level superior to that of their competitors.

COMPETITIVE ADVANTAGE AND BENEFIT ADVANTAGE —
Dry-CLEANER ExAMPLE

The benefit implications of the capabilities of DES Cleaners are shown in
Exhibits 7.1 and 7.2, the Actual Value Analysis (discussed in Chapter 6). The
benefits that DES Cleaners provide relatively well as compared with their
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Exhibit 7.2 Actual Value Analysis—Dry Cleaners

Relative DES
Importance Benefits Cleaners | Al's | Barbara’s | Carol’s | Dan’s
10 Clean clothes 4 3 2 5 3
10 Stain removal 5 2 4 3 2
7 Quick turnaround 4 5 4 2 3
3 Courtesy 4 4 3 4 3
6 No damage 4 3 3 3 3
5 Convenient location 2 3 2 5 4
8 Convenient hours 5 3 5 3 2
4 Cleaning knowledge 3 4 3 4 3
5 Presses neatly 4 3 2 4 2
4 Ability to make repairs 3 4 3 4 3

Note: Relative importance: T—Not important, 10—Very important
Actual performance: 1—Poor, 5—Excellent

Source: “Arrow Guide—Capability Analysis,” The Arrow Group, Ltd., New York, NY, 2008. Used
here with permission.

competitors are clean clothes, stain removal, quick turnaround, courtesy, no
damage, convenient hours, and neatly pressed clothes—all have scores of 4 or
more in Exhibit 7.2, and all are possible benefit advantages for DES Cleaners to
use in their positioning. Each benefit is supported by a competitive advantage—
a capability where DES Cleaners is strong relative to its competitors.

In Chapter 11, the chapter on positioning, you will learn how to system-
atically identify competitive advantages and benefit advantages.

CONCLUSIONS

"To succeed, an organization should have capabilities that allow them to pro-
vide benefits to their target customers that no competitor can provide as well.
Such capabilities are known as competitive advantages and hopefully are sus-
tainable over some reasonable length of time. The benefits they produce are
known as benefit advantages and are the candidates for the benefits used for the
positioning of the product or the service. Without competitive advantages
and benefit advantages, you have a commodity—you will need to have the
lowest costs if you are going to succeed with a commodity.

For review questions for this chapter, log on to www.trumpuniversity

.com/marketing101.
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UNDERSTANDING YOUR
OveErRAaALL COMPETITIVE

ENVIRONMENT

ne of the first lessons of marketing is know your market. That means
know your customers, know your competitors, know your organization,
and know the overall competitive environment.

The competitive environment is complicated, so it is not necessarily easy
to understand what is going on now, much less in the future. However, you
can be systernatic in examining your competitive environment, and that can
help you determine what might happen in the future.

Statements about the future are the key planning assumptions on which any
strategy must rest. Analyses of your competitive environment generate these
planning assumptions.

These assumptions are the foundation for your marketing plan—if you
see that any of them might be incorrect, you should revisit your marketing
plan and change it as necessary. This chapter provides you with a systematic
framework to look at what is in your competitive future.

These assumptions are the foundation for your marketing plan.
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WATCHING THE ENVIRONMENT: DONALD J.
TRUMP SIGNATURE COLLECTION® DRESS SHIRTS
AND NECKWEAR

The Trump Organization licenses
the Phillips-Van Heusen Corpo-
ration to manufacture and distri-
bute dress shirts and neckwear
with the Donald J. Trump label.
In this brand alliance, The Trump
Organization provides the brand
positioning—power boardroom
dressing—and the Phillips-Van
Heusen Corporation provides the
manufacturing and distribution
know-how.

The Donald J. Trump
Signature Collection® is follow-
ing two trends in the competitive

The Donald ). Trump Signature environment—a trend by some
Collection.® males to dress more formally
Photo courtesy of The Trump Organization. at work and an increase in the

demographic group of aspiring executives likely to purchase Donald
J. Trump Signature Collection® shirts and neckwear. (Sales of men’s
suits increased by over 30 percent in 2004 after eight years of sales
declines.) It also involves another trend—the growing importance
of resellers. The shirts and neckwear were launched exclusively in
Federated Department Stores (including the Macy’s chain), through-
out the United States.

Tae CoMPETITIVE ENVIRONMENT

There are anumber of approaches for examining the competitive environment.
The method followed here—the Situation Analysis—is based on an approach
suggested by Michael Porter’ but adapted significantly to make it more
relevant to marketing decision making.

Consider your organization to be in the center of the diagram shown in
Exhibit 8.1. Six forces can directly affect the performance of your organization:
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Current competitors
Potential entrants

Substitute products or services
Suppliers

Resellers

End-users

AN vt W N

Exhibit 8.1 Forces That Affect Organization Performance

Economic Trends

Demographic Trends

Suppliers

. Substitute
Potential o Current )
> . < Products or
Entrants Competitors .
Services
A

Resellers

End-Users

Technological Trends Political/Regulatory Trends

Social Trends

Source: “Arrow Guide—The Marketing Challenge,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.
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The horizontal axis of the diagram is the competitive axis. Current com-
petitors are your short-term competitors—the competitors that will likely
have the most impact on your current performance during the coming year.
Potential entrants are competitors likely to enter the market soon and thus are
usually thought of as your middle-term competitors. Substitute products or
services may be short, middle, or long term, depending on whether they cur-
rently exist. For example, for some people, tea is a substitute for coffee, which
means that although it is a substitute product, it is a short-term competitor
for coffee. If you were developing a new type of caffeine drink, that drink
might be a middle-term or a long-term competitor for coffee, depending on
the time when it would be launched.

"The vertical axis is the distribution chain axis. It begins with your suppliers.
In turn, your products and services may be sold through various levels of
resellers. The end-users are your final customers.

Each of these six players may have an impact on your financial
performance.

Current Competitors

Current competitors are organizations that currently produce and market
products and services that look like your products and services, and provide the
same benefits as your products and services. Generally, the more numerous
the current competitors and the more capacity they have, the more intense
will be the short-term competition. Often such competition takes the form of
price wars.

You can avoid price wars with moves such as adding value and targeting
markets; these are explored in later chapters. However, the best advice may
be to try to avoid markets susceptible to price wars if at all possible.

Two aspects of a market that affect the likelihood of a price war are
exit barriers and entry barriers. Exit barriers keep you in a market and include
long-term contracts and legal constraints that prevent organizations from
leaving.

Entry barriers keep you out of @ market. Examples of entry barriers include
capital requirements, special expertise, existing brand positions, transportation
costs, and required permits or licenses.

Markets that are most likely to have price wars have low entry barriers
and high exit barriers. It is easy to get in the market but difficult to get
out. Conversely, markets where you might be able to avoid price wars often
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have high entry barriers and low exit barriers—hard to get in and easy to
get out.

Potential Entrants

Potential entrants include what are often referred to as followers, organizations
that have been thinking about and working on a product or service similar
to that of your organization but are just now coming into the market.
Followers may help develop the market.

Potential entrants may be imitators—producing products and services
nearly identical to what is already on the market. Imitators typically set off
a price war when they enter a market as they have no differentiation from
existing products and, therefore, no specific reason to offer the customer to
buy their product besides price.

Substitute Products or Services

Existing substitutes should have been taken into consideration when our
product/market strategy was developed, so usually they are not the main
problem in this category.

"The substitute products or services that often are a concern are ones that
are likely superior to your product or service. Although they are not currently
in the market, they are expected in the future. Such products can “overhang”
the market, which means that customers may not buy your product or service
while they wait for the substitute to appear. For example, suppose you are in
the catering business and have a catering hall. If a new hotel is about to open
in your area, then prospective customers may want to wait and see what the
facilities of the new hotel will be like before committing to you.

Even if they do not cause market “overhang,” superior substitutes will
obviously have an impact on the performance of your organization when they
are launched—unless, of course, your organization also owns the superior
substitute products.

Suppliers

If there are only a few suppliers of a critical raw material or component of your
product or service, then they will likely have power over your organization.
Such power is often translated into negotiation power as regards pricing and
other terms.
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Other issues with suppliers concern the quality of their product—that is,
how it performs on the benefits of concern to us—and how reliable they are as
a source. Reliability is a very important benefit for a package delivery company
to provide. FedEx, for example, located their main U.S. sorting operation in
Memphis, Tennessee, because the airport there is closed relatively few days
each year—it s a reliable source of “good weather,” a very important resource
to FedEx.

Resellers

Organizations may sell direct to end-users, which is fairly common in
business-to-business marketing of products such as chemicals, computers,
and telecommunications equipment. However, even in those industries,
smaller customers may be served by distributors.

Most consumer products and services are still sold through resellers even
if some of the levels of distribution or some resellers are disappearing because
of Internet marketing. In some product or service categories, there may be
several levels of resellers.

Resellers have power over our organization if they “own” markets or cus-
tomers; that is, if they are the main routes to those markets or customers.
They may have built up a base of clients that trusts them and relies on them
for their needs in certain product or service areas. For example, consumers
may trust an electronics store or a health-food store for their expertise and
integrity. That means to reach those customers you must use the services of
the reseller.

End-Users

End-users are your final customers—they use the product or service for
themselves. The price they pay must pay for everything that happens in the
distribution chain. The profits of the suppliers, producing and marketing
organizations, and resellers all depend on whether the end-user purchases the
product or service and at what price.

In any marketing situation, knowledge of the end-users is absolutely cru-
cial, even if you do not sell to them directly. DuPont, for example, has had
many successful products such as Stainmaster® carpet fiber and Teflon® coat-
ing because of its attention to the needs of the end-user—even though it does
not sell directly to that final customer.
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Macro TrReNDS

The competitive environment is also affected by macro trends. These
include:

* Economic trends

* Social trends

¢ ‘Technological trends

* Demographic trends

* Political/regulatory trends

It is important to examine these trends not just for the sake of curiosity or
history but because they may have an impact on some or all of the players in your
competitive environment. For example, changes in the age distribution of a
county’s population can have enormous implications for the healthcare market,
and for physicians and dentists in particular. Decreases in home construction
activity in an area affect all those providing building supplies. Changes in
food handling regulations can affect how a restaurant does business.

In looking at macro trends, you should constantly ask the question: “If this
trend persists, who will it affect and how will it change their behavior in ways
that might affect the markets in which I am selling my product or service?”

Assumptions may concern economic trends. At the start of 2009,
a McKinsey survey of executives found that three-fourths of them expected
their nation’s GDP to fall during 2009 (up from 59 percent in November).® If
those respondents are correct, how might that affect an organization’s future
strategy?

Assumptions may concern social trends. Because baby boomers are
“demanding great tasting foods that fit their healthy lifestyle and help them
proactively manage their health,” Kellogg launched potassium-rich Corn
Flakes with Real Bananas.* For similar reasons, Pizza Hut introduced a lower
fat pizza called “Fit N Delicious” with lower calories per slice.’

Assumptions may concern technology trends. In the video-game mar-
ket, Nintendo was slow to change from cartridges to CD-ROMs, and from
1992 to 2002 that oversight caused Nintendo’s share to decrease from 90 to
15 percent.

Assumptions may concern demographic trends. Proportionately more
single men and women are buying homes.” How does that affect the real-
estate business?
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Assumptions may concern political/regulatory trends. Restrictions on
cigarette smoking have had significant impact on the tobacco industry.

Suppose you are a dentist. How might the growth in the number of
children in your area affect your revenue? How would a protective coating
for teeth affect you? If you own a restaurant, how might trends toward health
consciousness affect you? Suppose you own a video rental store. What changes
in video technology might affect you?

Key PLANNING ASSUMPTIONS

After you have worked through an evaluation of the competitive environ-
ment, then you should step back and consider what changes or trends have
the potential to have the largest impact on your marketing efforts. Those
changes or trends are known as the key planning assumptions.

Normally, there should be just three to five key planning assumptions.
The temptation is to make a long list of planning assumptions so that every
possible event is covered. Unfortunately, such long lists are not very useful
because they do not spotlight the most important assumptions.

Examples of key planning assumptions for a restaurant include:

¢ In the next two years, the number of young couples in our geographi-
cal area will increase by 20 percent.

* Because of an economic slowdown, people will be eating out less
often.

* A new Italian restaurant from a national chain will try to attract cus-
tomers with discount coupons.

* Local supermarkets will offer precooked Italian meals.

The product/market strategy is built on the key planning assumptions.
Those assumptions need to be checked regularly. If you have reasons to
believe that one of them is no longer realistic, then you should replace that
assumption with a new one that is correct and then reevaluate your product/
market strategy and, if necessary, redo the strategy.

CONCLUSIONS

Before developing any marketing strategy, you should immerse yourself in
what you know about the markets in which you are interested. You should
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read all you can about those markets. Look at what competitors are doing
in those markets. Talk to customers or potential customers in those markets.
Consider any trends that affect those markets.

Once you have reviewed and sifted through all that information, then try
to summarize it with a few key planning assumptions. Then you are ready to
start assembling your marketing strategy.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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PossiBLE MARKETS

f you think everyone is your customer, then no one is your customer.
Marketing is about meeting the needs of targeted customers. Customers
are different. They have different needs and different priorities. If you do not
focus on specific customers, then you will not have customers because com-
petitors will target their efforts on specific customers—the most profitable
ones—and win their business.
If every customer were the same, then there would be no need for this chapter.
But customers are different and marketers must always keep that in mind.
There are two distinct stages for determining your target market: identifying
possible target markets and selecting your target market. This chapter shows you
how to separate a market into market segments. The next chapter explains how to
choose which segments on which you want to focus your efforts.

FAILURE TO TARGET MARKETS

Once I was teaching a course in which students worked in teams to develop
marketing strategies for luxury products. One team had the assignment of
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TARGETING THE VIP SEGMENT

VIP customers—guests who are accustomed to preferential treatment
at the finest resorts around the globe—require extra care. According to
one hospitality industry executive,, “It's not the suites or the gifts that
matter most to these customers, it is the personal attention and
recognition. We retain their business because of exemplary service.”
For example, [we] employ highly trained butlers dedicated to taking
care of the most elite guests. “We know what specific linens they prefer
on their beds, the brand of imported tea to serve with their breakfast.
We know what flowers to place in the suite upon their arrival, and
more importantly, what flowers they may be allergic to.”

Sometimes, the butlers even know the customers better than they
know themselves. A butler at one resort noticed that a guest he knew
very well looked particularly pale. The butler insisted that the woman
seek medical attention, and she eventually agreed. When she was
examined, a serious medical condition was diagnosed and treated.
And now she’s doing fine.

“We do understand how important it is to make our guests smile,” the
executive explained. “In some cases, it may be a promotion in the mid-
dle of the winter where we give our guests portable snow shovels. For
the higher level of customer, we even may give them a snow blower.
But the difference is that, for a VIP customer, we also know when to
hire a crew, send them to the VIP customer’s house, and plow their
entire driveway.”

assembling a launch strategy for very expensive stationery. Halfway through
the semester, a member from each team gave an oral report on their progress.
One member of the stationery team said their target market was composed of

men and women between the ages of 18 and 80!
That market choice was unacceptable. The student was saying that their

team believed that an 18-year-old man and an 80-year-old woman looked at
writing paper the same way. That is difficult to believe. Their strategy had no

target market.

Does this happen often in business? Unfortunately, yes.
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Half the marketing plans from well-known companies that are submitted
to me for review and feedback lack clearly stated target markets and
positioning. Why does that happen? Here are my theories:

*  Concept too simple: Market segmentation is not difficult to understand.
Conceptually, it is simple. Because it is simple, managers may skip
over market segmentation, not realizing how important it is.

* Huard work: Although simple to understand, market segmentation can
be hard to do. Developing a market segmentation scheme is not easy.
It may require several weeks, a lot of thought, and hopefully, a lot of
information about customers.

* Belief that everyone is their customer and there is no need to target customers:
It may be a laudable goal to want every customer (although that may
strain the resources of any organization). However, even if you want
every customer, you still need to think of them as individuals with
different needs, and you need to group them into target markets of
similar customers.

*  Noinformation: Some segmentation efforts falter because no data have been
collected on which to base segmentation decisions. Segmentation ques-
tions are among the most important to include in surveys of customers.

RoLE oF SEGMENTS AND TARGET MARKETS
IN MARKETING STRATEGY

Determining target markets provides marketers with a basis for concentrating
their efforts—and concentration is one of the main purposes for developing
your marketing strategy. If you never say no to a customer, exclude no one
from your efforts, then you do not have a strategy.

By focusing efforts on a target market, it becomes possible for you to
develop a precise positioning. Without a target market, you may have a product
or service designed for everyone, which means it is designed for no one in
particular.

Targeting During a Downturn

Targeting markets is always essential to developing effective strategies.
During economic downturns, segmentation is even more important. The
resources of organizations are often reduced during difficult economic times.
Segmenting the market provides a basis for concentrating marketing efforts
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on those customers who are most attractive and who are most likely to pur-
chase from us. Without a clear set of target market segments it is very easy
to overspend on programs such as advertising and promotion since you may
end up spending effort on markets where you should not expect success. For
example, if you run a beauty salon and do not clarify your segments and relate
them to the local media, you may run ads in newspapers that are not read by
many of your potential clients.

DETERMINING A TARGET MARKET

You need to go through two stages to determine your target market: Identify
possible market segments, then select a target market from those segments
you have identified. As mentioned earlier, this chapter focuses on identify-
ing your possible market segments, and the next chapter on selecting your
target markets.

Notice that just because a segment has been identified does not mean
that you need to use it as a target market. Identifying segments allows you to
see the market opportunities you have and compare them.

There may be many ways to segment a market. In general, there is no
“right” way to segment a market. However, for a given organization and a
given competitive situation, some segmentation approaches will be superior
to others.

MARKET SEGMENTATION

A market segment is a group of customers or potential customers who have a
similar problem or seek approximately the same benefits. The word problem
signifies the needs that the customers are trying to fill. The word problem is
being used positively, in the same way a sales representative would use it:
“You have a problem—I can help you solve it.” The word problem here is not
a negative—it refers to unmet needs.

For example, a manager who travels often may need her clothes cleaned
immediately so that they will be available for her next trip. A parent may need
an automobile he considers safe for transporting his children. A writer may
need an attorney familiar with law governing intellectual property. A design
engineer for a manufacturer of jet aircraft engines may need a metal with
specific properties.
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All of these situations are examples of customer problems, and benefits are
the dimensions of problems. For example, each problem suggests specific ben-
efits that the customer with that problem may be seeking: a dry cleaner with
fast turnaround, an automobile with a very effective braking system, an attorney
with expertise in copyright law, and a metal with certain strength/weight ratios.

CHARACTERISTICS OF MARKET SEGMENTS

Any segmentation system requires you to know benefits customers want and
customer characteristics. To define a market segment, you need to know the
benefits that customers are seeking to enable you to group customers together.
You also need to be able to describe or label customer groups in some way so you
can find the customers in the segment. For consumer products or services, such
labels are often demographics such as age, gender, and income, but may also
include other characteristics such as lifestyle (for example, single, young family)
or psychographics (personality descriptors). For industrial products or services,
segmentation labels may be industry, organization size, location, and if you are
considering the decision maker, descriptors such as job title or function.

Any segmentation system requires you to know benefits
customers want and customer characteristics.

Benefits define the segments and provide the foundation for positioning.
Labels describe the segments and provide the basis for targeting marketing
efforts toward them.

SEGMENT IDENTIFICATION ANALYSIS

Four steps will help you identify market segments:

1. List the benefits that might be sought by the customers.
List possible segments defined with appropriate labels.

3. For members of each segment, estimate the importance or priority for
each benefit.

4. Combine the segments if their priorities are similar.

Please always remember that both the list of benefits and the priority esti-
mates should be collected fiom customers. Although a team of managers can
make preliminary estimates based on their own knowledge of customers, any
final analysis should be based on the opinions of the customers themselves.
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Segment Identification—Real Estate Example

Suppose you are attempting to segment the market for a small real-estate
company.

Benefits sought by real-estate customers might include financing exper-
tise, knowledge of area schools, accessibility of real-estate agent, and real-
estate agent’s ability to match homes with the customers’ needs. These
benefits would be obtained by talking with the customers.

Possible segments would include singles, young couples, young families,
mature families, and empty nesters. Keep in mind that your possible seg-
ments need not cover everyone in the market. Also, it is fine if some of the
segments overlap.

The importance ratings for each benefit also come from the custom-
ers. For example, singles may be especially concerned with how well the real
estate agent knows the rental market, and young families may be interested
particularly in financing expertise and knowledge of school systems.

When the segment identification grid is completed, you may find that
some segments are very similar to others. For a sample grid, see Exhibit 9.1.

In the real-estate illustration, singles and empty nesters value similar
benefits. Except for interest in school knowledge, young couples and young
families are very similar. If segment members are similar, you may be able to
combine them—at least as regards designing the services you will provide. You

Exhibit 9.1 ldentifying Real Estate Segments

Descriptors of Possible Segments
Benefits Young Young Mature Empty
Singles Couples Families Families Nesters

Financing expertise 7 9 10 5 6
Rental expertise 10 7 5 2 8
Small home expertise 8 9 9 1 9
Large home expertise 1 3 2 9 1
School expertise 3 6 9 7 1
Match homes with
needs 7 8 8 6
Accessibility 5 6 5 4

Note: Benefit importance ratings: 1—Not important, 10—Very important

Source: “Arrow Guide—Segment Identification Analysis,” The Arrow Group, Ltd., New York,
NY, 2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.
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still may need to communicate to them differently—singles will likely be reading
different magazines or listening to different radio stations than seniors.

SeeMENTS AND THE DEcisioNn-Maxking UNTT

You can sometimes add another level of precision to the segmentation iden-
tification analysis. In a given segment, consider who might be involved in
making the purchase decision. For example, in the real-estate example, with a
young couple you would imagine that both the wife and the husband will have
a significant role in the choice of a new home. However, in their choice of real
estate agent, each may not want exactly the same benefits. Perhaps the wife is
somewhat more concerned with financing issues, whereas the husband
is somewhat more concerned with obtaining small-home expertise. If so, then
you can amend the segment identification grid by placing two columns under
the heading “Young Families” (Exhibit 9.2). One column is for the man, the
other for the woman. Then you can put the benefit priorities for each of them
in their respective column.

Sometimes this extra detail will not make a difference in your marketing
strategy, but sometimes it will. For example, if the wife were much more
concerned with financing issues than the husband, then you might run ads
that emphasize your ability to help with financing and place them in sections
of the newspaper more apt to be read by the wife.

Exhibit 9.2 Identifying Real-Estate Segments with Decision-Making
Unit Members

Description of Possible Segments

Young Young Mature Empty

Benefits Singles Couples | Families | Families | Nesters
Decision-making unit member M F M F M F M F C|MF
Financing expertise 8 7 8 10 |10 10 |5 o6 1 6 7
Rental expertise 10 10 7 6 6 4 2 1 1 79
Small home expertise 7 9 10 8 8 10 [ 1 1 1 9 9
Large home expertise 1T 1 3 4 1 3 8 10 2 11
School expertise 2 4 5 7 9 10 |7 7 6| 1 1
Match homes with needs 7 8 8 7 8 8 |5 8 6| 7 7
Accessibility 4 6 6 5 4 5|6 4 3|6 7

Source: “Arrow Guide—Segment Identification Analysis,” The Arrow Group, Ltd., New York,
NY, 2008. Used here with permission.
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A similar situation occurs in automobile showrooms. Automobile sales-
people are very sensitive to the benefits sought by the various members of a
family decision-making unit, which may involve not only the wife and husband
but perhaps children, especially teenagers, as well. The salesperson will be
attentive to all those involved and try to position the automobile to satisfy the
different needs of the different family members—not always an easy task.

TrRuMP HOME®:; TARGETING AND POSITIONING

5

s T

[,

Trump Home® Furniture.
Photo courtesy of The Trump Organization.

The target audience for the Trump Home® line of products includes
men and women ages 25-50 who “want a luxury lifestyle with a touch
of flair at an attainable price.” states Donald J. Trump. Trump Home®
products include furniture, lighting, room decor, and, most recently,
mattresses (in partnership with Serta International).

The Trump Home® lines include the Westchester™ collection,
incorporating rich, classic elements to create grand appeal; the Central
Park™ collection, reflecting a Manhattan lifestyle with metropolitan,

(continued)
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(continued)

modern, sophisticated design with a touch of art deco; and the Mar-
a-Lago™ collection, which offers opulent designs and substantial ele-
gant forms. The Trump Home® collections were inspired by the various
properties owned by Donald Trump.

Jo Fleischer, “Household Name Donald Trump,”Home Furnishings Business (March 26,
2007); Jo Fleischer, “The Donald Was Ready to Dance with Lexington,” Furniture Today
(March 26, 2007), pp. 4, 182; and Jo Fleischer, “Lexington’s Haney Shares Insights on
Trump Line,” Furniture Today (March 26, 2007), p. 182.

Issues To Keep in MIND

Segments consist of people—not products or services. Often, marketing plans
define segments as products such as hot versus cold ready-to-eat cereals or
large versus small copiers. Such analyses are not ways to segment markets,
they are product line descriptions.

Because market segments are made up of people, segmentation can be a
difficult process. If the segments were the same as the products, then there
would be no reason to consider the customers.

What people in a market segment have in common is a problem; there-
fore, they seek similar benefits, have similar priorities, and expect similar per-
formance on each benefit.

Segment members seek only approximately the same benefits. There is
not necessarily one way to segment a market—there may be many ways to
segment a market. Segmentation requires both creativity and the ability
to interpret data. Often, the winner is the marketer who is able to segment a
market in ways that allow them to use their organization’s capabilities to the
best advantage.

Segments need to be identifiable and accessible. This is why labels must
be part of any segmentation scheme. If you cannot find the members of a
segment, then you cannot focus advertising, promotion, or personal selling
efforts to persuade them to buy your products or services.

MARKET SEGMENTS AND STRATEGY
Remember the reason you are segmenting—to focus your marketing efforts.

Each segment you choose to go after requires and deserves its own special
marketing strategy. Once a manager said to me, “I really like your segment
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identification process. We did something like that a couple months ago. We
reviewed our segmentation and reduced our number of market segments from
twelve to just five.” I replied, “Good for you. How many marketing strategies
do you employ?” He said, “Just one—we treat everyone the same.”

Each segment you choose to go after requires and deserves
its own special marketing strategy.

The reason you segment is because you cannot treat everyone the same.
Examples of targeted strategies include:

® Verizon Wireless targeted its instant-message service to the lucra-
tive and high-growth 18- to 24-year-old market in part because of
those customers’ comfort level with technology. An analyst for Yankee
Group commented: “Carriers recognize that this group [18- to
24-year-olds] is extremely tech savvy, reliant on wireless services and
frequently influence phone usage within their family . . . [and they] are
already familiar with IM lingo, and thus more willing to adapt to the
complexity of cellphone IM-ing.”!

* Campbell’s focused their strategy toward juice drinkers in the
Hispanic segment by using bilingual packaging and launching three
tropical flavors that research showed were favorites among Hispanic
consumers: guava-passion fruit, mango-peach, and tropical colada.’

CONCLUSIONS

Market segmentation is the first strategic choice you make in developing a
marketing strategy. You can certainly revisit how you segmented a market
and change it later if a particular segmentation scheme is not working for
you. However, market segmentation—understanding customers and poten-
tial customers—is the logical starting point for developing a marketing strat-
egy. Who is out there? What do they want? How can I find the customers
I can satisfy?

In the next chapter, you will learn how to select the market segments that
will be your target markets.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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SELeEcTING YOUR KEeY

TARGET MARKET

fter you have identified potential market segments, you face the crucial

choice of selecting which of those segments will be the target of your
marketing strategies. The target market choice is one of the most impor-
tant decisions you make in developing your marketing strategy. If your target
market decision is wrong, you may not be able to find any marketing strategy
that will work. You should spend a lot of time, effort, and thought on select-
ing your target markets.

If you do make a mistake in selecting your target market, keep in mind
that you can change your choice and refocus your marketing efforts on another
target market. That can be expensive because you may have already committed
resources to the target market that is not working out. However, it may be
better to change your target market than to continue to throw resources at a
situation that will not improve.

During adverse economic conditions, you should always take a close look
at your current target market segments. You may need to reallocate your
efforts among them depending on how the economic conditions are affect-
ing customers in each segment. You may even need to reassess how you are
segmenting the market. For example, if you have been using size of house as
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TARGETING A MARKET: TRUMP’S WEST
SIDE APARTMENTS

The Trump Organization built several
buildings on the Hudson River in
New York City. They were targeted
especially for young professionals
who want to live on the West Side of
Manhattan. Some buildings consist
of rental units and some of condo-
miniums. Each unit has the great
views and layouts expected of Trump-
constructed properties. But to reach
the target market, each building also
has a superb health club because
members of this market segment tend
to be very interested in health and
fitness.

Trump Place on Manhattan’s
Upper West Side, 180 Riverside
Drive.

Photo credit: Jon Ortner, 2002. Photo cour-
tesy of the Trump Organization.

a key segmentation attribute, you may want to consider income or education,
which may be more highly correlated with ability to pay.

The best approach is to get your target market choice right the first
time—before you spend money on a losing market choice. It’s a lot easier (and
cheaper) to change your strategy before you implement it. In this chapter you
learn how to make your target market choices right the first time.

MARKET SELECTION CRITERIA

You may not be a gambler, but for a moment suppose you are. You arrive at
the door of a room filled with poker tables. Each table has one empty seat.
How would you decide where to sit down?

Your eye would be attracted to the amount of money on the table.
Assuming that you are looking for a large return for your evening’s efforts,
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you would be tempted to sit at a table where the winnings might be attractive.
However, before you sit down, you might want to take a look at the other
players already sitting at the table and assess their abilities. You would like
your abilities to be superior relative to theirs.

The two dimensions you would use to decide where to play poker—
attractiveness of opportunity and relative ability versus competitors—are the
same dimensions you should use in selecting business opportunities and target
markets. Ideally, you would like to find a target market that is quite attractive
and where the competition is not strong. That may take work because attrac-
tive opportunities tend to attract strong competitors, just like high-stakes
poker games attract the most skilled players.

The two dimensions you would use to decide where to play
poker are the same dimensions you should use in selecting
business opportunities and target markets.

Attractiveness refers to how important winning this market is to your
organization. Measures of market attractiveness include size of market,
growth rate, cost of serving customers, price sensitivity (or insensitivity) of
customers, and stability. For example, Verizon Wireless has found the youth
market (18- to 24-year-olds) attractive, in part, because of their high involve-
ment with cell phone ownership—77 percent penetration versus 56.3 percent
for the rest of the U.S. population.!

Relative ability refers to the chances that your organization can win this
market. The chances of your winning a market depend on your organiza-
tion’s capabilities in areas such as operations, customer service, logistics,
branding, and finance. Overall, your chances of winning the customers in a
market depend on how well your product or service meets those customers’
needs versus the products or services of your competitors. Through
marketing research, Toyota found that their Solara convertible appealed
to women, and thus focused their communications toward women in their
late 30s and early 40s.” Kellogg’s targeted healthy cereals to baby boomers
as research showed that they are especially concerned with health issues
(and also happen to have the highest cereal consumption) and focused their
marketing even more precisely by promoting Corn Flakes with Rea! Bananas
to Hispanic consumers based on research findings on the role of bananas in
the Hispanic diet.’
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SysTEMS FOR SELECTING Business OPPORTUNITIES

Many consulting firms have developed systems for selecting among business
opportunities. Most use these same two basic dimensions of attractiveness
and relative ability but have varied in the specific measures they use to evalu-
ate each dimension. For example, one of the first such approaches was devel-
oped by the Boston Consulting Group. The initial Boston Consulting Group
system was quite straightforward—long-term market growth rate was used to
evaluate attractiveness and relative market share to evaluate relative ability.
In contrast, McKinsey developed a system that used long lists of measures to
evaluate attractiveness and relative ability, then applied a complex weighting
system to develop attractiveness and relative ability scores for a specific busi-
ness opportunity.

The Segment Selection Analysis I developed applies the two basic dimen-
sions of attractiveness and relative ability in a very straightforward way so that
they can be used by you or your employees in a relatively short time.*

Segment Selection Analysis

There are six steps to selecting target markets:

1. List the characteristics of a market that would make it attractive to
you.

2. List the capabilities of any organization that would make it strong in a
market.

3. List the product or service/market segments that you are considering.
Evaluate each product or service/segment with regard to how attrac-
tive it is to you.

5. Evaluate each product or service/market segment with regard to your
organization’s relative ability to win that segment.

6. Graph each product/market segment or service/market segment on a
segment selection chart.

TARGET MARKET SELECTION — REAL-ESTATE EXAMPLE
In the real-estate office example from Chapter 9, five segments were under

consideration: singles, young couples, young families, mature families, and
empty nesters.
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Exhibit 10.1 Evaluation of Real-Estate Segments

Relative

Segments Attractiveness Ability
Singles 1 2
Young Couples 4 4
Young Families 5 4
Mature Families 5 2
Empty Nesters 2 4

Note: Attractiveness: 1—Not attractive, 5—Very attractive
Relative ability: 1—Weak, 5—Strong

Source: “Arrow Guide—Segment Selection Analysis,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.

Attractiveness for each segment is rated on a 1 to 5 scale, where 5 means
very attractive. Relative ability is also rated on a 1 to 5 scale, where 5 means you
have high relative ability. These evaluations are based on your experience and are
estimated subjectively. However, any manager should be able to say how attrac-
tive a market segment is and rate how strong or weak their organization is.

Young couples and young families would likely be attractive market segments
because of their potential for several sales over the years (Exhibit 10.1). Mature
families—families with precollege children—would also be attractive because of
the relatively larger homes they might buy. Singles and empty nesters might be less
attractive segments because they would likely prefer rentals or smaller homes.

Suppose that the real-estate office rated high on expertise regarding small
homes. That would give them relatively high ability to sell to young couples,
young families, and empty nesters. Knowing less about larger homes might
be a disadvantage for them with customers in the mature family segment, and
thus their relative ability would be rated lower for that segment.

The evaluations in Exhibit 10.1 allow you to plot the different segments
in the segment selection chart (Exhibit 10.2).

"TyPEs OF MARKET SEGMENTS

Each quadrant in the segment selection chart poses a different strategic ques-
tion. Opportunities in the upper left (often called “Stars” from the Boston
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Exhibit 10.2 Segment Selection Chart with Real-Estate Segments
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Note: Attractiveness: 1—Not attractive, 5—Very attractive

Relative ability: T—Weak, 5—Strong

Source: “Arrow Guide—Segment Selection Analysis,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.

Consulting Group system) are market segments that are attractive and that
your organization serves well. The question here is how much growth is
enough? In the long term, all marketing efforts will have diminishing returns
as it becomes more and more difficult to persuade the next customer to buy.
At some point, even attractive target markets become saturated and resources
need to be allocated elsewhere.

In the real-estate illustration, you are doing well with the young families
and young couples segments. Is there enough growth left in those markets to
satisfy you, or do you want to consider entering other markets?

Opportunities in the upper right (often called “Problem Children”) are
market segments that are attractive to you but where you may need to invest
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to improve your capabilities. The strategic question here is on which markets
should you focus?

If you try to focus on all of them, you may spread your resources too thin
and you may not succeed in any of these market segments.

The mature families segment is a good example of a problem child in
the real estate example. The question for the real estate agent is whether it is
worthwhile to improve their performance in those capabilities that provide
benefits of importance to customers in the mature families segment. For exam-
ple, mature families are looking for larger homes—perhaps there is something
the realtor can do to improve their knowledge of larger homes, perhaps set up
an information base similar to the one they already have on smaller homes.

Opportunities in the lower left (often called “Cash Cows”) are market seg-
ments where you can do well or where you perhaps have done well in the past.
The strategic question here is, how much current support should you give them?
These markets are perhaps not as attractive as others to which you could devote
resources. However, if these segments receive too little support, they may fail.

Empty nesters are in the cash cow segment in the real-estate example.
Customers in that segment may provide steady revenue, but they may dis-
place effort from more lucrative market segments. Perhaps they can be served
with lower cost efforts.

Opportunities in the lower right (“Dogs”) include the widest range of
market segments. In general, these businesses are not attractive and do not
match well with your organization’s capabilities. However, that does not nec-
essarily mean that you should ignore them or discard them. Some of these
businesses can provide you with necessary windows to new markets or new
technologies. Others are needed to provide products or services that com-
plement your more attractive products or services. Some “Dog” businesses
are profitable or provide a positive cash flow that is worthwhile given the
resources involved. Finally, some of these businesses do represent cash drains
on the organization—"the Junkyard Dogs.” The strategic question is, what
role should each of these businesses play within your organization?

In the example, suppose that our real-estate agent does not consider the
singles market very attractive because many of them are looking for rentals, and
the agent does not feel that it is worth any special efforts to win their business.

SEGMENT SELECTION CHART

The segment selection chart is a useful tool for developing your strategy,
and you can make it even more valuable by adding more information. You
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can conduct the same analysis for each of your products and services, and
summarize them all on the same chart. For example, if the real-estate agent
were interested in expanding to services for commercial buyers involving, for
example, office buildings or factory buildings, then those market segment
opportunities could also be graphed on the same chart (Exhibit 10.3). That
would provide an overview of all the market opportunities the realtor might
pursue and information for allocating their resources.

Rather than just locate a market segment on the segment selection
chart, you can provide more information by making the circle bigger or
smaller in proportion to the sales (or profits) you think that market seg-
ment represents over the next year or the next few years. Then you have
an even more comprehensive picture of the choices available to you. For
example, if the opportunities open to our realtor were those shown in

Exhibit 10.3 Segment Selection Chart with Real-Estate Segments—
Residential and Commercial
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Note: Attractiveness: 1—Not attractive, 5—Very attractive

Relative ability: 1—Weak, 5—Strong

Source: “Arrow Guide—Segment Selection Analysis,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.
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Exhibit 10.4, it would be a major strategic decision to decide what to do
about the market opportunities in the upper right-hand corner—all of
them are very attractive and all would need resources if they were to be
pursued.

The approach described in this chapter allows you to see all your
opportunities at once, and that is its power. What you next need to do
is choose those market segments that you think have potential for your
organization. You can’t choose them all so you need to choose the ones you
think make sense.

Then for the segments you select, you need to develop a product/market
strategy, including positioning and programs. You make the final selection of
whether to go ahead when you forecast the sales and profits from your strat-
egy (as covered in Chapters 35 and 37).

Exhibit 10.4 Segment Selection Chart with Real-Estate Segments—Residential
and Commercial (Circles Sized in Proportion to Expected Sales of Total Market)
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Source: “Arrow Guide—Segment Identification Analysis,” The Arrow Group, Ltd., New York,
NY, 2008. Used here with permission.
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CONCLUSIONS

If you do not select a market segment, then your marketing strategies will
have no focus.

Concentration of effort is one of the main purposes of any strategy.
Selecting segments is a process that involves evaluating how attractive a mar-
ket segment is, but just as important, it involves evaluating how strong your
abilities are to win that market segment.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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Positioning Your Product or Service

Positioning is the heart of your marketing strategy. Positioning is the rea-
son your target customer should buy from you rather than from a target
competitor. The stronger your positioning is, the more effective your mar-
keting strategy will be.

Determining your positioning and your target market are the two most
important decisions you make when you put together a marketing strategy. Both
decisions depend on how well you understand the needs of your customers, and
how well you understand your capabilities and those of your competitors.

"To determine your positioning, you must know your customers and know
your own capabilities. Your positioning should be sufficiently strong to win
customers and defeat competitors. In this chapter you will learn a powerful
and efficient process for determining the most effective positioning for your
target markets.
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PosiTioNING: TRuMP HOME™ DEcor

The Trump Organization part-
nered with IMAX Corporation
to create an exclusive collec-
tion of home accessories such
as candleholders, centerpieces,
vases, and other decorative
items. The line of products has
been designed to complement
the existing Trump Home™
collection which includes furni-
ture, floor coverings, and lighting
and is inspired by the man-
sions and properties of Donald
J. Trump. The Westchester™
collection is rich and classic
while the Central Park™ collec-
Trump Home™ Room Décor. tion is metropolitan and mod-
Photo courtesy of The Trump Organization. ern with a touch of art deco.
Cathy Hoffman Glosser, Exe-
cutive Vice President of Global Licensing for The Trump Organization
states that “The collection gives the consumer the ability to create a coor-
dinated lifestyle, incorporating luxury and sophistication in their homes.”
IMAX Vice President of Sales, John Haste describes the contribu-
tions of the partners. “The Trump brand is sophisticated, strong and
has a wide acceptance in a variety of consumer categories. IMAX is
equally strong in product and distribution expertise. Together our two
organizations bring to the table a dynamic formula for success.”

Source: Press release, The Trump Organization, May 6, 2008.

Whaar Is PosrTioNniNG?
Positioning consists of one, two, or perhaps three benefits that custom-

ers want and that you can provide at a level superior to your competitors.
The benefits might be functional, emotional, or economic. A print shop might
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offer the fastest turnaround. A hardware store might offer the widest selection
of merchandise. A delicatessen might be open the longest and have the most
convenient hours. A health club might offer the most expert and supportive
personal training advice. A restaurant might offer the friendliest atmosphere.
An art supply store might offer the most generous student discounts.

Positioning consists of one, two, or perhaps three benefits
that customers want and that you can provide at a level
superior to your competitors.

Positioning should consist of only a few benefits because if you try to
communicate all the wonderful things you do for customers, you may over-
whelm them and most likely they will remember, if at all, only a few of the
benefits you cited. Resist the temptation to mention all your benefits. Be
selective and choose for your positioning those benefits that the customers
want the most and that you provide at the highest level. Be known as the dry
cleaner that always gets the stains out, the auto repair shop that always can
fix the problem, the furniture store that always provides sound decorating
advice, or the restaurant that always welcomes children.

Positioning is tailored to the needs of your target segment. For example,
a car rental service targeted for business travelers might position itself as
providing the quickest check-in service at airports. A car rental service tar-
geted toward people who need the use of another car because theirs is being
repaired might position itself as offering the convenience of bringing a car
to your home. Walk into any restaurant—the positioning and target market
should be clear just from their décor, their menu, and the appearance and
attitudes of their waitstaff because all should be tailored to the needs of their
target customers.

COMPONENTS OF POSITIONING

You need to answer four questions to determine your positioning for custom-
ers in a given market segment (Exhibit 11.1):

Who is your target member of the decision-making unit (DMU)?
Who is your target competitor?

What is your benefit advantage?

What is your competitive advantage?

N S
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Exhibit 11.1 Positioning Description

Product or Service:
Target Market Segment:

Target member of
decision-making unit

Target competitor

Benefit advantage

Competitive advantage

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing
101 @thearrowgroup.com.

Target Decision-Making Unit Member

Most marketing books describe positioning as being focused on a market seg-
ment. Such thinking falls a bit short. Positioning needs to be done at the level
of the individual customer because they are the ones who make decisions.
That is why you should define your positioning in relation to an individual
member of the DMU—the target DMU member (see Chapter 4 for further
discussion of the DMU).

Successful salespeople understand this point about positioning very well.
Salespeople do not sell to segments, they sell to individuals. A real-estate
agent working with a couple will be aware of what the wife and husband both
want in a home, but the agent will also be very aware of what each wants as
an individual. The agent will position any home to both wife and husband
but will also be careful to position the home to satisfy the needs of each as
individuals.

Target Competitor

What competitors are your target customer considering? From whom are
you trying to get business or trying to defend against?

If you are a salesperson, to know who else your customer is considering
is gold because it allows you to more precisely position the product or service
you are selling.
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Positioning depends on your target competitor. If you do better on a
specific benefit of importance to your target customer, you may need to point
that out. For example, if your dry-cleaning service offers the fastest turn-
around, then you may offer that as your positioning. If your competitor has
even faster turnaround, then you may need to offer superior performance on
another benefit such as home delivery.

Be careful that however you communicate your positioning, you do not
denigrate your competitor. Criticizing your competitor directly rarely works.

Benefit Advantage

The benefit advantage is the reason your target customer should buy from
you rather than from someone else. It should consist of just a few benefits,
be easy to understand and easy to communicate, be important to your target
customer, and be something you do better than your competitors—the
child-care service with the most stimulating environment, the dental prac-
tice with the most flexible scheduling, or the motel with the most comfortable
beds. Another term for the benefit advantage is the product/market fit—how
well your product or service meets the needs of the target market.

Competitive Advantage

You would like your benefit advantage to be sustainable for as long as pos-
sible. That is why you need to evaluate your competitive advantage. The
competitive advantage is a capability that allows you to provide the benefit
advantage. Another term for competitive advantage is organization/product
fit—how suited your organization capabilities are to provide an appealing
product or service.

A competitive advantage may be a skill associated with people, a resource,
or a feature of your product or service. For example, a child-care service may
provide a stimulating environment for children because of the expertise of
people who work with children who designed the space. A dental practice
may provide flexible service by setting up a partnership of several dentists,
one of whom is always available. A motel may provide comfortable beds by
installing mattresses with superior comfort.

If the competitive advantage is unique, it is more likely that it will be
sustainable for a long period. If it is not sustainable, you may need to find
another positioning. For example, if all motels imitate you and install the
same type of comfortable mattress, then you may have to find some other
benefit to attract customers.
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Exhibit 11.2 Competitive Advantage Chart—Real-Estate Target Segment:
Young Families

Capabilities

Relative Benefits Access | Small home
Importance | Sought to information| School | Empathetic | Convenient | Convenient
lenders base familiarity | personality | location hours

Financing
10 expertise 1,0
Small home
9 expertise 1,11
School
9 expertise 1,0
Match
homes with
needs 1,1,0
Accessibility 1,0 1,0
Rental

5 expertise
Large home
2 expertise

Note: Relative importance: 10—Very important, 1—Not important

Source: “Arrow Guide—Competitive Advantage Analysis,” The Arrow Group, Ltd., New York,
NY, 2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.

In economic downturns, sometimes organizations cut costs so that they
cut their competitive advantages and lower the benefits to their customers.
The Competitive Advantage Analysis described in the following section
should help you avoid such mistakes.

Competitive Advantage Analysis

Determining positioning for your product or service begins by examining
your capabilities to find a competitive advantage that will, in turn, provide
one or more benefit advantages to your target customers.

An analysis of your capabilities needs to be diagnostic. It must identify
not only capabilities that currently are strengths but also capabilities that,
although currently weaknesses, need to be transformed into strengths if
the organization is to succeed. This diagnosis can be accomplished with my
Competitive Advantage Analysis (Exhibit 11.2).

The Competitive Advantage Analysis helps you determine all the elements
of an effective positioning for your product or service. It has seven steps:
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Select a segment and a member of the decision-making unit (DMU).
List benefits sought by your target customer in descending order.
List capabilities that any organization would like to have.

Link benefits with the capabilities required to provide them.
Evaluate capabilities.

Identify possible competitive advantages.

Identify possible benefit advantages.

NN AW —

Benefits and Capabilitie—Real-Estate Example

Suppose, for example, that you manage a small real estate firm and have
decided to focus on young families, many purchasing a home for the first
time. The target members of the decision-making unit are the husband
and wife. The target competitor is a large office of a national realty chain.

Benefits sought from a real estate agent by such a couple would likely
include expertise in financing, expertise with smaller homes, and expertise on
local school systems as well as the ability to find homes that match their needs
and availability. These benefits are entered on the Competitive Advantage
Chart in descending order of importance to the couple (Exhibit 11.2).

The capabilities you list on the Competitive Advantage Chart are capa-
bilities that any real estate agent targeting that market would like to have.
Such capabilities might include relationships with mortgage lenders, an infor-
mation base on small homes, familiarity with the local school systems, agents
with empathetic personalities, and an easy-to-reach location and generous
working hours.

Next you link the benefits with the capabilities that are required to
provide them (as you did in the Capabilities Analysis in Chapter 7). For exam-
plew, relationships with mortgage lenders affect the financial advice a real estate
agent can provide and the location of the real estate office affects availability of
the realtor. Note that a benefit can be associated with more than one capabil-
ity. If no capability is associated with a benefit, then probably some capabilities
have been left out of the analysis and you may want to consider adding to the
list of capabilities. For example, rental market knowledge was not included in
this analysis.

You indicate a relationship between a capability and a benefit by squaring
the cell in the benefit row and the capability column. Usually you can expect
to square about one-third of the cells in the chart although that percentage
will vary by situation.
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EvaLuaTting CAPABILITIES

The most important step in this process is to evaluate your own capabilities
versus those of the target competitors. You must be candid during this phase;
otherwise, the process will be a waste of time.

Remember that the evaluations need to be relative to a target competitor so
you need to have a competing realtor in mind as you evaluate your capabilities.
Usually you would want to see how you would do against your toughest
competitors, so you might select them as the target competitor for your first
analysis.

Capabilities should be evaluated on three dimensions. I call these ques-
tions the three S’s:

1. Sufficient: Do you have the capability at a level sufficient to compete
for the target customer?
1—yes
0—no

2. Superior: Do you have the capability at a level superior to that of the
target competitor?
1—yes
0—no

3. Sustainable: Can you sustain the capability for a given time interval?
1—yes

0—no

Notice that if your capability is not sufficient, it cannot be superior
and it is not worth answering the question of whether it is sustainable.
Similarly, if your capability is not superior, there is no need to ask if it is
sustainable.

There are four possible patterns that you might see in a cell:

1. [0]—Capability insufficient: This is a veto. If you do not improve
this capability, you will be unable to compete successfully in this
market.

2. [1,01—Capability sufficient but not superior: This is a neutral rating—doesn’t
hurt you, doesn’t help you.
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3. [1,1,01—Capability is superior but is not sustainable: This is a competitive
advantage but one that is short-lived. You need to take advantage of it
as soon as possible.

4. [1,1,1]—Capability is superior and sustainable: 'This is a sustainable, com-
petitive advantage and may be the foundation for your positioning.

Evaluating Capabilities—Real-Estate Example

The real-estate agent needs to consider how their expertise and other capabil
ities compare with those of competitors—especially those capabilities linked
to the benefits of most importance to the members of the target market.

Exhibit 11.2 shows the evaluations for the real esate service. For example,
suppose you have a small home information base that is unmatched by your
competitors. The rating for that capability is therefore [1,1,1]—a sustainable
competitive advantage. You also have agents with empathetic personalities,
but that could be imitated by your competitors through recruiting or train-
ing their agents so the evaluation for that capability is [1,1,0]—a short-lived
competitive advantage. The other cells have neutral scores.

IpeENTIFYING COMPETITIVE ADVANTAGES
AND BENEFIT ADVANTAGES

Once you evaluate your capabilities, then you can examine the chart for com-
petitive advantages. You start with the benefits of highest importance to the
members of the target market and search for any capabilities in that row that
received high evaluations—either [1,1,1] or [1,1,0].

The benefit advantages are found by identifying those benefits for which
the organization has one or more capabilities that are competitive advantages.
These benefits are candidates for the benefits selected for positioning of the
product or service.

When an organization is in a cost-cutting mode (for example, during an
economic downturn), it is very important that the managers think carefully
about cutting costs that are associated with a competitive advantage. If they
cut costs associated with a competitive advantage, they may decrease or
even negate that competitive advantage. In turn, the loss of that competitive
advantage may result in a loss of a benefit advantage—the heart of the posi-
tioning—with possible serious negative consequences for sales and profits.
In the 1970s, Schlitz was the number two brewer in the United States.
To improve their short-term profits, they purchased less expensive hops and
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reduced the time to brew the beer. Their customers discovered that Schlitz
beer no longer tasted the same and their purchases declined. Schlitz never
returned to their number two position.!

Identifying Competitive Advantages and Benefit Advantages—
Real-Estate Example

In the real-estate example, a sustainable competitive advantage consists of an
information base of small homes that the real-estate agent has assembled. It
provides an important benefit to the young family customer—small home
expertise—and is something that would be difficult for a competing agent to
copy in the near future. The short-lived competitive advantage (empathetic
salespeople) also leads to an important benefit—ability to match homes with
buyers’ needs.

No Competitive Advantage

If you find no competitive advantage, that is a sign not to try to sell that spe-
cific product or service to customers in that particular market. A product or
service with no competitive advantage (and therefore no benefit advantage) is
known as a commodity. Commodities are sold only on price because there is no
basis for differentiation on benefits.

Unless the organization has the lowest costs (or is in a protected market), it
is very difficult to succeed with a commodity. However, if you do not find a com-
petitive advantage for a specific product or service in a particular market, there
are other possibilities to consider before abandoning the venture. For example:

¢ Can you improve your capabilities? For example, can you develop
more contacts with lenders?

* Might you focus on a different target competitor? Perhaps you can
avoid the strong competitors.

* Might you focus on a different decision maker? Rather than focus on
both the husband and wife, might you be more successful by focusing
on the husband or the wife?

* Mightyou focus on a different target market? If you do not have current
information about schools, perhaps you might focus on families whose
children are grown and who have left home.

¢ Should you resegment the entire market? If you cannot find a segment
you think you can win, you may need to rethink your segmentation
scheme.
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OTHER SEGMENTS, OTHER MEMBERS OF THE DECISION-MAKING
Unirt, OTHER TARGET COMPETITORS

Note that you do not have to redo this analysis if you want to evaluate
other segments or other members of the decision-making unit. If you change
segment or DMU member, all that you need to do is reorder the rows
according to the benefit priorities of the new segment or new DMU member—
you have already done all the capability evaluations.

If you change target competitor, then you do have to redo the analysis
because the capability evaluations will likely change.

DeTErMINING PosiTiONING

Effective positioning is based on superior performance on a benefit of
importance to the target customer and the capability to sustain that benefit
performance over time.

In the real estate example, you might describe the positioning of your
agency as “the small-home experts who know how to find the home for
you.” Small-home expertise and matching homes to needs are both benefit
advantages of importance to your target market, and they are supported by
competitive advantages. You can summarize your positioning decision with
answers to the four positioning questions in Exhibit 11.3.

Exhibit 11.3  Positioning Description—Real Estate Example

Product or Service: Real Estate

Target Market Segment:  Young Families

Target member of decision-making unit Wife and husband
Target competitor Chain real-estate agent
Benefit advantages Small home expertise

Match home to needs

Competitive advantages Small home database

Empathetic agents

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.
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Posrtioning AND PERCEIVED VALUE

Even though you have a clear positioning with a powerful benefit advan-
tage, remember that the customer may not know about it. The Competitive
Advantage Analysis shows those benefits that you have that are superior to
those of your competitors. These lead to acrual value as regards the benefits
you can provide your customers. You may still need to convert them into
value perceived by the customer by effectively communicating them to your
target customers.

Managing perceived value (see Chapter 5) starts with the actual value you
provide. However, then it requires communications to ensure that your customers
correctly perceive all the value that you are providing them. You cannot assume
that they know—you must tell them (see Chapter 18 on communications).

CONCLUSIONS

Positioning is a major strategic choice for any organization. It depends on
the needs of customers in your target market, and it also depends on the
capabilities of your organization compared with those of your competitors.
An effective position has a benefit advantage supported by a competitive
advantage.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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CREATING YOUR MosT

VALUABLE ASSET

Your Brand

Your brand is probably the most important and most valuable asset of your
organization.

Each of the 10 most valuable brands in the world is estimated to be worth
billions of U.S. dollars (Exhibit 12.1). Compare these brand value estimates
with the market value of the companies owning the brands and it is easy to see
how powerful brands are. For consumer market companies, well-managed
brands typically represent about 50 to 80 percent of a company’s total value; for
industrial markets companies, well-managed brands appear to be about 10 to
30 percent of a company’s total value.

What is true for large organizations is true for small organizations:
Brands represent a lot of money. How you manage your brand has a tremen-
dous impact on the return you will obtain from your business.! There are a
few basic principles for building your brand and keeping it strong. In this
chapter you will learn those principles.
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Exhibit 12.1  Brand and Company Values
(mid-2008) (in Billions of U.S. Dollars)

Brand Market

Equity Value
Coca-Cola $66.7 $135.9
IBM 59.0 157.6
Microsoft 59.0 253.2
GE 53.0 330.9
Nokia 35.9 145.7
Toyota 34.0 175.1
Intel 31.3 115.6
McDonald'’s 31.0 62.3
Disney 29.3 61.0
Google 25.6 147.7

Sources: “Best Global Brands,” (September 18, 2008);
Forbes.com, “The World’s Biggest Companies,” (April 2,
2008).

How Are STroONG BranDs Buirt?

Brands are built with relentless consistency—over time and over markets. From
1974 through 1994, Burger King changed their advertising and brand posi-
tion nearly every year. Their themes during this period included: “Have It
Your Way,” “Best Darn Burger,” “Aren’t You Hungry for Burger King Now?”
“Search for Herb,” “Sometimes You Gotta Break the Rules,” and “I Love
This Place.” Constantly changing brand communications does not build a
brand. Over the same 20-year period, McDonald’s brand communications
were much more consistent. Burger King has returned to what might have
been their most powerful brand position, “Have It Your Way,” and appears
now to be following a consistent brand-building strategy.

Brands are built with relentless consistency—
over time and over markets.

In credit cards, Visa’s “Everywhere You Want to Be” position was extraor-
dinarily consistent for many years and was constantly renewed through dif-
ferent but consistently “on-brand” creative executions. Only after many years
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THE PowEeR OF THE TRUMP BRAND

A New York company called
Brand Keys conducted a survey
of 500 adults and asked them to
evaluate 1,200 brands in a wide
variety of product categories
such as clothing, banks, and
fast-food restaurants. In the
clothing category, the brands
with the highest ratings were Chanel, Ralph Lauren, Isaac Mizrahi,
Victoria’s Secret, and Donald J. Trump. At the time of the survey, the
Donald J. Trump Signature Collection® of men’s clothing had been sold
at Federated Department Stores for only about a year. To build a brand
in such a short time is unheard of. Normally, it takes five to seven years
to build a brand. The Chanel brand, for example, has been built with
decades of marketing and publicity. The participants in the survey found
the Trump brand to be associated with “comfort, style, and fit.” In addi-
tion, the Trump brand also has strong associations with business suc-
cess. These functional and emotional benefits worked together to form a
strong new clothing brand with amazing speed.

Label for the Donald J. Trump
Signature Collection.
Photo courtesy of The Trump Organization.

Source: Cathy Horyn, “Fashion & Style,”New York Times (November 24, 2005).

of success did Visa move to the “Life Accepts Visa” campaign. For many
years, MasterCard branding was inconsistent until the debut of their brilliant
“Priceless” campaign.

The brand generally conceded to be the most valuable brand in the world
is Coca-Cola. One Coca-Cola executive has attributed some of their success
to their long-term consistent focus on a very specific group of customers—
18- to 25-year-olds—who appear to have a lot in common around the world.

The same principles companies such as McDonald’s, Visa, and Coca-
Cola use can be applied to build the brand of your organization. Building a
brand requires a clear understanding of what your brand stands for and the
discipline to build and maintain it.
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WHAT Is A BRanD?

How would you define a brand? Take a moment and write down your definition.
In executive seminars I conduct on managing brands, I often ask the
participants to write down their brand definitions. Here are some:

“Distinguishable logo or name that creates a preference.”
“Trust, promise.”

“Association that identifies brand and is worth paying for.”
“Nature and strength of relationship consumer has with brand.”
“How strongly consumers link your name to a personality.”

“Ownable difference that allows producer to charge a premium.”

Was your response similar to any of those just listed? There is a surpris-
ing degree of unanimity among how people think of brands. Even though the
details of their definitions vary, the individuals who provided these definitions
would likely not dramatically disagree with any of the other definitions. Some
definitions focus more on names and logos, some more on attributes, some more
on values, and some more on the customer/brand relationship, but all of
these definitions are quite consistent with each other.

COMPONENTS OF A BRAND

A brand has three main components:

1. Identifiers: Name, logo, color, shape, aroma, taste, feel—anything that
cues the customer to the brand’s attributes.

2. Attributes: Anything connected in the customer’s mind to the brand.
Attributes include the product or service itself, features, benefits, and
needs.

3. Associations: The connections between the identifiers and the attributes.

Ldentifiers

Your identifiers signal your brand position to your customers. Diageo planned
an increase of 50 percent in their marketing spending to rejuvenate Smirnoff by
emphasizing its Russian heritage. To accomplish that change, they developed
a new identifier—a label with a silver-and-white color scheme and a Cyrillic
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translation of Smirnoff.? The identifiers need to be clearly visible as they are
the cue that leads to associations in your customers’ minds. Texas Instruments
persuaded television set manufacturers to put a DLP logo on the face of every
set that has their DLP technology—similar to Intel’s “Intel Inside” campaign.

When you change any of the identifiers, you are changing the brand.
Opver the years, Prudential Insurance Company has used the Rock of Gibraltar
as its logo. There were many changes since 1902, but in 1984 the logo was
changed so much it resembled a bar code more than the Rock of Gibraltar.
The next year it was changed back to a more recognizable Rock.

Attributes

Generally, when you mention a brand, the first attribute that people mention
is the product or service itself. There is nothing wrong with that—people
should know what product or service your brand stands for. However, a brand
should lead to attributes beyond the product or service. A brand should make
your customers think of benefits or needs.

Most brands are built with attributes that consist of functional benefits.
Holiday Inn has tried to win back customers who have gone to cheaper mid-
scale hotels or slightly more upscale hotels by adding functional benefits such
as high-speed Internet access—wireless and landline—bigger workspaces,
and an ergonomic chair. They also are paying attention to their identifiers—
redesigning their sign to recall the iconic Holiday Inn sign of the past and
bringing back the green-striped Holiday Inn towel.?

If possible, you should try to build your brand on emotional benefits.
Emotional benefits are more difficult for competitors to copy and may have
more impact on customers’ purchasing decisions than functional benefits alone.
For example, in the middle of the nineteenth century, when steam engines and
ocean liners created demand for good-looking trunks, Louis Vuitton devel-
oped trunks that were stackable and waterproof—functional benefits. He also
had the good sense to cover the trunks with canvas stamped with his logo.
Later, his trunks and brand extensions became the foundation of an empire,
built on the emotional benefits of style and fashion and the support of famous,
well-respected people such as Coco Chanel.*

Your benefits mustbe delivered consistently over time. Texas Instruments’
DLP specialists visit retailers at least once a month to check that TVs are
tuned properly and deliver video clips that show their high picture quality.’

Your brand should be associated with market needs, not with a product
or a service. If technology changes and that product or service disappears,
then the brand will suffer if its main association is with the old technology.
For example, Kodak has long had a strong association with film. According
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to one reporter, “While the 115-year-old company’s heritage is unrivaled
in the photography market, what is more debatable is whether the brand
has the cut-through to appeal to a younger, techno-savvy generation of
”¢ During one five-year interval, some publicly available brand
equity estimates show the value of the Kodak brand falling $7 billion—a
loss of about half the brand’s value. Managing their brand remains a crucial
concern for Kodak.

consumers.

Associations

The associations are the “wiring” in the customer’s mind that leads him or
her from the brand identifiers to the attributes. Because it takes time to build
associations in a customer’s mind, it takes time to build a brand.

If you do not maintain the currency of your brand’s associations over
time, then your brand may flounder. Sales of Levi’s jeans slid from a peak of
$7.1 billion in 1996 to about $4 billion in 2003. Levi’s were popular in the
1960s but did not sustain their positioning for jeans buyers in later genera-
tions. According to Lew Frankfort, CEO of Coach, Inc., “Levi’s did not cre-
ate the ‘emotional associations’ that lead to brand loyalty . . . Levi’s managers
saw themselves as a jeans company making great jeans as opposed to part
of the American landscape.” Their distribution through stores such as J.C.
Penney and Sears did not appear to help reinvigorate their brand position.
Shoppers looking either for economy or for style did not buy Levi’s—a classic
example of what was called being “stuck-in-the-middle” in Chapter 5.

Building associations for a brand requires consistency. Once a brand
position has been selected, then all your contact points with customers must
be orchestrated to deliver a consistent brand message. Especially important
is that all your employees know the brand position and why it is important to
maintain a consistent brand position.

CREATING A BranD PosrTion

The brand position derives from the product or service position (see
Chapter 11). (For more on brand positioning, see Sexton.?)

The product or service position should consist of those benefits that
are of high priority to your target customer and that your organization can
provide better than any of your competitors. The brand position should
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consist of just a few benefits—ideally, just one, two, or possibly three
benefits.

Why only a few benefits? Because customers cannot remember a long list
of benefits. They will remember some benefits but perhaps not the ones you
want them to remember. It is imperative that you make your brand position
very clear so it can be communicated effectively and the target customer will
learn it quickly and remember it.

Marketingand branding are intertwined. Where marketing and branding
may differ is discipline. A strong brand requires discipline to select only a few
benefits as a brand position and the discipline to communicate that position
consistently over markets and over time. Some managers are reluctant
to choose just a few benefits. However, without that discipline, there is little
chance of building a strong brand.

When Helmut Panke, CEO of BMW, was asked how they keep the
BMW brand consistent, he replied, “The biggest task is to be able to say
‘No.” Because in the end, authentic brand management boils down to under-
standing that a brand is a promise that has to be fulfilled everywhere, at any
time. So when something doesn’t fit, you must make sure that that is not
done.” For example, BMW said “no” to producing a minivan because they
did not feel it was consistent with the BMW brand position they desired at
the time.’

BuiLping A BrRanD

"To build a brand, you must:

* Select a target market.

* Choose the key benefits in the positioning of your product or
service.

* Determine the attributes currently perceived to be associated with
your brand by customers in your target market (the association
audit).

* Identify any differences between the attributes the customers perceive
to be associated with your brand and the attributes you wish them to
associate with your brand.

* Develop a communications strategy to build the desired associations.!
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BuiLpinGg A BRanD —REeAL-EsTATE EXAMPLE

In the real estate example in prior chapters, the best positioning for the real-
estate agent seemed to be the “small-home expert” for young families and
young couples. That might be a viable positioning for their brand.

Suppose that an association audit (Exhibit 12.2) showed that many cus-
tomers associated “small-home expertise” with the real estate agent. That
would be good news, but they would still want to repeat that message in all
that they do.

"To maintain that brand position, the real estate agent would want to
make sure that every contact point with customers reinforced that posi-
tion. Certainly, any advertising would repeat that position. In addition,
any signs, stationery, and promotional giveaways should all reinforce that
position.

Exhibit 12.2 Association Audit—Real-Estate

Attribute \

Small Home
Expertise

Association \

Inconvenient
to Contact

ABC Real-Estate
Agent

Identifier Match Homes

with Needs

Source: “Arrow Guide—Brand Attribute Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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It would be especially important that all the employees know the brand
position and why it is crucial for them to support it. The real estate agent
may explain the brand positon for them and also provide them with material
describing the brand position and the implications for their contacts with cus-
tomers. In particular, all the employees should always mention the small-home
expertise of the agency.

Attributes associated with a brand may be negative. For example, if the
association audit discovered that “inconvenient to contact” was an association
of the real estate agent (see Exhibit 12.2) and was an important concern to
their target customers, then they should try to change that situation. That
could be done by showing how easy it is to reach their agents and the large
number of hours their offices are open.

Any benefit claim that is part of the brand position needs to be true
because it will receive a lot of attention and scrutiny. If brand claims are not
true, customers usually find out very quickly and then they may not believe
the next claim you make.

COMMUNICATING THE BRAND TO MEMBERS OF THE ORGANIZATION

Studies by the Conference Board and by the American Productivity and
Quality Center suggest that two of the most important drivers for building
strong brands are support by top management and support by employees.!!

Many organizations have what they call a style guide—information as to
how their name and logo should be portrayed. Organizations that are more
sophisticated in their branding efforts go beyond the style guide to what you
might call a brand book.

The brand book includes all the style guide information, but also explains
the argument as to why it is important for everyone in the organization to
understand the brand and support the branding efforts.

Exhibit 12.3 shows the general format and contents of a brand book. The
first half of the brand book provides the rationale for branding; the second
half provides the details as to how the brand should be communicated.

You may not need a brand book for your organization, but it is important that
everyone in your organization understand why it is so important to manage the
brand properly and that they all have a role in managing the brand. Perhaps you
can communicate the importance of the brand with a meeting, by e-mail, or per-
haps with a one- or two-page explanation and description of the brand. However
you do it, internal communication of the brand is essential to a strong brand.
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Exhibit 12.3 The Brand Book

101

The Power of Brands
Value to customers
Value to organizations

How Are Brands Developed and Managed
Consistency over time and over markets
Brand understanding and discipline

Why Brand?

What Is a Brand?
Identifiers
Attributes
Associations
What Is Our Brand?
Logo and other identifiers
Personality and values
Promise
Our Brand Promise
Significance to customers
Keeping the promise
Who Is Our Audience?
Their needs
How we meet those needs

Speaking with One Brand Voice
Tone and manner
Logo style guide
Graphic element style guide
Font style guide
Advertising style guide
[Other style guides]

How to Be a Brand Champion

Appendices:
Frequently Asked Questions

Checklist for Brand Communications (Do’s and Don’ts)

Source: “Arrow Guide—Brand Identity,” The Arrow Group, Ltd.,

New York, NY, 2008. Used here with permission.
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CONCLUSIONS

Brands—the reputation of your organization and your products and serv-
ices—represent an extremely valuable asset if they are managed well. The key
principles of sound brand management are positioning that is well thought-out,
discipline to implement brand communications programs with consistency, and
understanding of your brand position by all the members of your organization.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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DeEveEroriNGg YOUR

GrowTH PrLaN

You want more growth for your organization. You have established your
products and services with customers, but you feel that you can increase
your revenues and profits. Marketing can help guide you to the most attrac-
tive growth path for your organization—the growth path with superior prof-
its and lower risk.

Organizations without growth plans are often tempted by targets
of opportunity—ventures with short-term returns, but that may not lead
anywhere or, worse, may create risk for the organization. A growth plan pro-
vides long-run direction for an organization and discipline, so that it main-
tains a stable growth path. That is why you need a growth plan. That is why
you need this chapter.

GrowTH MATRIX

You can grow your organization through finding new customers (or new mar-
kets), or by creating new products or services (or technology). These growth
paths can be systematically developed and evaluated by using the growth
matrix (Exhibit 13.1), which is usually credited to Igor Ansoff, a pioneer in
strategic planning.
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MARKET GROWTH PATH: TRUMP INTERNATIONAL
HoTer & TOWwER

You can grow in a market direc-
tion or in a product or service
direction. Trump International
Hotel & Tower has moved in
the market direction.

The initial property was
developed in New York City.
That was followed by the Trump
International Hotel & Tower
in Chicago, in Las Vegas, and in
Waikiki. There is a Trump
International Hotel & Tower
planned for Dubai.

The positioning of each of
these properties is similar—
luxury hotel and condominium
—but the markets are somewhat
different. For example, the buyers

Trump International Hotel & Tower, in Chicago units tend to be from
Dubai. the Chicago suburbs. Buyers in
Photo credit: Artist rendering by the 7th Art. Las Vegas units tend to be from

diverse locations. Other proper-
ties may attract retirees. However, the strength of the product—high-end
layouts and features and high-end service—appeals to all these varied tar-
get customers. Brand and product strength have carried the company to
successful growth in these new markets.

Current customers are customers with whom you are conducting transac-
tions or, better, customers with whom you already have a relationship.

Related customers are customers who resemble your current customers or
are similar to your current customers but with whom you are not currently
doing business.

New customers are customers with whom you are likely not familiar but
you may want to target efforts toward them.

Current products or services are the products or services which you are cur-
rently marketing.
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Exhibit 13.1 The Growth Matrix

Product or Service

Current
K
= Related
=
New

Current Related New

Source: “Arrow Guide—Growth Strategy Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101 @
thearrowgroup.com.

Related products or services are products or services that are similar to your
current products or services but which require somewhat different expertise.

New products or services are products or services that would be new to your
organization (but not necessarily new to the world).

Customer growth paths run from current customers to new customers or
from top to bottom on the growth matrix. Product or service growth paths
run from current products or services to new products or services, or from
left to right.

ALTERNATIVE GROWTH PaTHS —HEeALTH CLUB ExaMmrLE

Suppose you are running a health club catering to men in their 30s and 40s.
Possible product or service growth paths would be to offer Pilates classes or
install a juice bar for your current customers. Possible customer growth paths
would be to promote your current exercise programs to women in the same
age range or to seniors.
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You can also combine growth paths. For example, if you believe Pilates
might be especially popular with women, you might offer Pilates classes to
women—and grow in both the service direction and customer direction at the
same time. Note, though, that the further you travel on the growth matrix,
the greater the risk, and moving in both the service and customer direction at
the same time can be tricky.

Risk in GrowTH

Growth usually comes with risk, so if you are considering growth
opportunities, you need to evaluate the possible risks, as well as the possi-
ble returns. The growth matrix spotlights risk. As you move on the growth
matrix, to the right or down, risk increases. In fact, the riskiest growth
move is thought to be the move down the main diagonal of the matrix—
from current customers and current products to new customers and new
products.

The reason moves on the growth matrix are considered risky is that
whenever you move to a new market or to a new product or service, you
need to acquire new management knowledge. A few years ago, some airlines
thought that they could pursue service growth paths by adding hotel and car
rental services, which they would provide to their business customers. They
found it wasn’t so simple. Each business requires its own expertise. In addi-
tion, it is not always easy to meld businesses—there are issues of information
sharing and differences in cultures that make a business move that makes
sense on paper not make sense in practice.

The reason moves on the growth matrix are considered
risky is that whenever you move to a new market or to a
new product or service, you need to acquire new
management knowledge.

Required expertise is of two kinds:

1. New product or service expertise: This consists of knowing how to produce
and provide the product or service. At one point, KFC was owned by a
company with little experience with restaurants. The parent company
found that operating a fast-food chain required different skills than
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they had. Instead of the large factories they operated for their other
businesses, they had to manage hundreds of small “factories” because
each restaurant was relatively independent. In the restaurant busi-
ness, one of the key skills is understanding real estate and traffic
patterns—quite different from the skills needed to manufacture a
consumer product. When they realized the problems they were fac-
ing because of their lack of restaurant expertise, they sold KFC.
Customer expertise: Although it may be difficult to acquire expertise
related to new products or services, many organizations have put
themselves at risk because they did not have sufficient information
regarding the new customers they were trying to attract. There are
many instances of deficient customer information in international
marketing, including well-known stories where there were problems
in pronouncing a company’s name or translating their slogan into the
local language. (Hertz’s famous “We put you in the driver’s seat” sup-
posedly became “We make a chauffeur out of you” because of mistakes
in the German translation.)

More important issues about customer expertise concern knowing their
expectations, attitudes, and behavior. Coca-Cola, for example, may be con-
sumed differently in different national markets. In some countries, Coca-Cola
is typically consumed with a meal and in others during breaks throughout
the day. Hall’s throat drops are a snack in some countries, a cough drop in
others. Knowing the type of behavior to expect in a market is important in
positioning the product or service and in communicating with the customers.
Both Coca-Cola and Hall’s, for example, tailor their advertising to match the
behavior and needs of customers in their diverse markets.

Moving down the main diagonal of the growth matrix is especially risky
because it requires you to acquire both customer and product information

at the same time. In addition, you might need to change your organization,

often in major ways.

Moving down the main diagonal of the growth matrix is
especially risky because it requires you to acquire both
customer and product information at the same time.

During the 1950s and 1960s in the United States—a relatively quiet time
as regards competition—there were many companies known as conglomer-

ates. They acquired companies in a variety of industries. Singer, for example,
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moved from their core sewing machine business to acquire companies such as
Friden, a company that made mechanical calculators.

When the competitive environment was quiet, you could evaluate
corporate acquisitions by examining the standard financial information.
In the 1950s and 1960s, conglomerates tended to look at acquisitions as
if they were simply buying stock. The problems came when the competi-
tive environment became noisy—then you could not manage a company
passively. During the noisy time, many conglomerates found that they did not
have the product or service expertise, or the customer expertise to manage their
acquisitions successfully. Singer, for example, sold Friden when it became clear
that electronic calculators would soon dominate the calculator market.

Although conglomerates still exist, their top management understands
that they need managers in charge of each of their diverse divisions who
understand the products and services, and customers in their markets.

Risk AND Your GrowTH PaTH

The concerns that large companies have about growth paths should be
reflected in the way smaller organizations consider growth paths. Expan-
sion to include new products or services requires new expertise. A restaurant
adding to its menu would need a chef capable of preparing the new dishes.
Expansion to new customers requires new expertise. Young couples likely
want somewhat different benefits from a restaurant than do families.

In the health club example, the addition of Pilates classes would require
the addition of a Pilates instructor and special equipment. Adding a juice bar
would require knowledge of ordering and stocking beverages.

(GENERATING (GROWTH ALTERNATIVES

The growth matrix is often useful for generating ideas regarding possible
growth paths for an organization.

A manager or team of managers can be tasked with finding growth ideas
for the different cells in the growth matrix. In turn, these ideas provide a list
of business opportunities for consideration (Exhibit 13.2). Techniques such
as the target market selection process described in Chapter 10 can be used to
determine which opportunities might be pursued.

In the health club example, you might elect to provide different kinds of
classes or perhaps free weights to your current customers, professional men
in their 30s and 40s. You might even try to sell upscale workout clothing.
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In the market direction, you might target younger men or older men, or
perhaps women in the same age range as your current customers. If you wanted
to stretch your market further, you might try women in other age ranges.

Meeting with your managers and leading them in a discussion of possible
growth paths does not mean that you will follow any of those growth paths.
But such a discussion may provide you with ideas you can pursue and perhaps
one or two of them will be successful. One successful idea is worth the time it
takes to brainstorm a number of possible growth paths.

Growing During Economic Downturns

There is no reason that you cannot grow your business during an eco-
nomic downturn. It is true, however, that the risks associated with growth
beyond your current customer base are greater during slow economic periods.

Exhibit 13.2  Using the Growth Matrix—Health Club

Product or Service

Professional Free weights Juice bar
men in their
30s and 40s— Yoga
cardiovascular
workouts Pilates Martial arts

Clothing or

equipment store Current

Professional women
in their 30s and 40s

Professional men
in their 20s Related

Market

Professional men in
their 50s

Senior men
Senior women New

Young mothers

\ 4

Current Related New

Source: “Arrow Guide—Growth Strategy Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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As discussed in Chapters 33 and 34, when you are trying to grow during
a tough economic climate, you simply have to make sure your analysis is
as thorough as possible. Your expertise regarding the products or serv-
ices and regarding the customers must be solid. You do not want to make
“dumb” mistakes, because an economic downturn is much less forgiving
than an economic upturn. And you will have fewer resources to cover any
mistakes you make.

Suppose, for example, you own a tourist hotel and your occupancy rates
have gone down. Perhaps you want to attract business meetings. Business
meetings would represent a quite different market with different needs and
different decision makers (corporate travel planners). Simply declaring that
you would like such business will not earn you that business. You may need
to change your facilities, the attitude of your staft, and learn new ways to pro-
mote and sell your hotel. You may succeed, but prepare to spend more effort
than if the economy were on an upswing.

Focusing GROWTH STRATEGIES

Once you have decided on a growth path, you will need to determine how
your efforts will be focused on specific customer actions such as product
trial or increased usage. The next chapter explains how to focus your growth
strategies.

CONCLUSIONS

Growth is the goal of many managers. Well-planned growth can lead to
success, but growth also leads to risk. Many organizations have tried to grow
too fast or have tried to grow in the wrong directions and have failed because
of those choices. An organization needs a growth plan to ensure that it is not
misled by targets of opportunity that lead to risk or to dead ends.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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DETERMINING YOUR Focus

FOR GROWTH

fter you have decided on your overall growth path, you need to consider

exactly how you will achieve that growth and how you will approach
your target customers to provide that growth.

You can grow in the product (or service) direction or in the customer
(or market) direction. However, knowing the general direction you will
move does not really give you the details you need for how you are going to
go about it. You need to have a growth focus so that you can make decisions
regarding marketing programs such as advertising, promotion, pricing, and
distribution. Otherwise, your marketing programs can be inconsistent and
cancel each other.

"This chapter is about making the focus of your marketing strategy more
precise so that you can coordinate your marketing programs more effectively
and achieve your objectives more easily.

A Focus For GROWTH

Exhibit 14.1 shows alternative ways to focus your growth efforts.
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Exhibit 14.1 Growth Focuses
Growth
Current Customers N Related or
ew Customers
Current Related Current Related
or New or New
Products Products
. Products . Products
or Services . or Services .
or Services or Services
20 2 S R N 2 A 2R 2 A
Brand . Product||Brand || Brand . Product|| Brand
shift [f|Retention fUsage T o) || rial || shife [f|Retention ffUsage (f giap || Trial

v

Model
Shift

v

Model
Shift

v

Higher
Price

v

Higher
Price

v

Less
Value

v

Less
Value

Source: “Arrow Guide—Strategies for Growth,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

GROWTH IN THE PrRoODUCT DIRECTION:
THE DoONALD J. TRUMP SIGNATURE
CoLLECTION® EYEWEAR

You can grow in a market direc-
tion or in a product direction. The
Trump Organization does both.
For example, Trump International
Hotel & Tower grows in the mar-
ket direction by building similar
types of buildings in new markets,
while Trump licensing grows in
the product direction, licensing suits, shirts, neckwear, and eyewear.

Eyewear from The Donald Trump
Signature Collection.
Photo courtesy of The Trump Organization.

(continued)
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(continued)

For example, in 2005, The Trump Organization and Eyewear
Designs, Ltd., launched The Donald J. Trump Signature Collection®—
eyewear targeted toward professional men and women “who under-
stand the importance of image.” The agreement between the two
companies merges their competencies. Eyewear Designs, Ltd. provides
the innovative styling, high production standards, and global distribu-
tion. The Donald J. Trump brand provides associations with attributes
such as business success, boldness, and style.

For example, if you run a health club, you can try to attract customers
away from competing health clubs, or you can try to sell more products and
services to the customers you have now. Notice that the actions you need to
take will differ depending on your focus. You may use special promotions
to attract customers from the competing health clubs while you may provide
more services to sell more to your current customers.

If you try to pursue several different growth focuses at the same time,
they may conflict. For example, trying to increase your customers’ usage of
your product or service at the same time that you are trying to encourage
them to pay higher prices would be counterproductive. At the least, pursuing
different growth focuses will spread your resources too thin, so that none of
your growth initiatives has sufficient resources to succeed.

GrowiNG WITH CURRENT CUSTOMERS

You can grow your organization by targeting your current customers. Grow-
ing with current customers has two main advantages. First, hopefully you
know these customers well already, and therefore you know their needs and
priorities. Second, you are already in contact with these customers so you
have opportunities to persuade them to purchase more.

You can grow with current customers with current products or with related
or new products.

CurrenT CusToMERS/CURRENT PrODUCTS
Encourage customers to purchase more from you and less from your competitors. This
focus is known as a brand shift. You need to let your customer know why they

should give you more of their business. In the health club example, you might
focus on your more convenient location or more convenient hours.
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Improve Loyalty

Increasing loyalty means you are increasing the retention of your customers (see
Chapter 15 for further discussion). The most important way to increase loyalty
or retention is to satisfy your customers—delight them (although remember
you need to make a profit in doing so). That means you need to listen to them
and find out how they like your products or services. Ask: “How did you like
your workout today?” You can also encourage loyalty with various loyalty plans.
For example, you may give price discounts or gifts, such as towels, to members
of your health club who work out two or more times each week.

Increase Customers’ Use of Your Product/Service

You can persuade your customers to increase usage in three ways: Point out
that their needs have increased, show them new uses for your product or serv-
ice, or remind them to use it.

Over time a customer may simply need more of your products or services.
For example, as a house appreciates in value, a policy holder may need more
property insurance coverage. You might also point out to your customers that
more is better for them—more workouts at your health club (within reason)
may help your customers get in better shape more quickly.

New uses is about providing your customers with ideas for using your
product or service in new ways. Many alcoholic beverage companies promote
their products by publishing recipes for new mixed drinks that call for use of
their product.

Reminder is just that—remind the customer to use the product or service.
A dentist who reminds his patients to have their teeth cleaned three times a
year instead of twice a year might increase the revenue from teeth cleaning
by 50 percent. “Have you worked out this week?” and “Would you like fries
with that?” are both examples of reminder approaches to increasing usage,
although with somewhat different effects.

Purchase More Expensive Models or Versions

Purchasing more expensive models or versions is known as a wodel shift or
up-selling. Airlines try to persuade coach passengers to fly in more lucrative classes
such as business or first class. Some car rental companies are adding special auto-
mobiles, such as convertibles, sports cars, and SUVs, to their inventory in hopes
of persuading some of their customers to trade up to those models. In the health
club, you might persuade customers that they need a personal trainer.
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Pay Higher Prices

Generally, the strongest arguments for an increased price is increased value.
For example, the owner of the health club might increase the hours the health
club is open or add new equipment at the same time that they raise member-
ship fees.

Accept Less Value

Accepting less value is an approach that may allow you to decrease your
costs. Some organizations do this without letting the customers know that
this is going on. For example, producers of candy may decrease the size of
their packages without decreasing their price, or airlines may make it much
more difficult to use the frequent flyer miles that their passengers have
patiently acquired. Although you can likely get away with such an approach
for a while, eventually your customers will notice and at that point may
leave you.

A more stable approach to cutting back on costs involves what is known
as value-engineering. Value-engineering is taking a close look at your products
or services and eliminating or reducing those benefits that the customers do
not really care about and which will allow you to reduce costs. For example,
if health club customers rarely use certain pieces of equipment or if other
equipment available provides the same type of workout, then it may be pos-
sible to remove that equipment.

CurreNT CusToMERS/RELATED OR NEW PrRODUCTS

You may grow your business by selling related or new products or services to
your customers. Adding yoga classes to the health club would not be a stretch
(sorry for that pun) and would be a related service; installing a juice bar would
be a new service because it would require a number of new skills such as
ordering beverages and storing them. For both related and new products or
services, you must entice the target customer to try them.

Gain Product Trial

Get them to try a new product or service for the first time. In the prod-
uct trial, you need to inform customers that you are providing a new way to
satisfy one or more of their needs and they may want to try it. If someone has
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not heard of Pilates, for example, you may need to explain what it is and how
it will help them with their fitness goals. Then they may be willing to sign up
for your Pilates class.

Gain Brand Trial

Get them to try your version of a product or service for the first time. In
the brand trial situation, your customers already know about the product or
service. Your challenge is to convince them that your version of that product
or service—your brand—is superior to other opportunities available to them.
For example, you may point out the experience of your Pilates instructors
and introduce them to the customer so that they will feel comfortable
with them.

GrowING WITH RELATED OR NEW CUSTOMERS

Related customers are customers who resemble your current customers—to
some extent. For example, if a health club caters mainly to professional men
in their 30s and 40s, then related customers might be professional women in
their 30s and 40s, or perhaps men in their 20s or men in their 50s and 60s.
Although similarities exist between these markets, customers in each market
likely have different needs.

New customers are customers who would be totally new to your organiza-
tion. For the health club, young mothers with their babies, or men or women
in their 70s and 80s might represent markets with quite different needs from
those you are familiar with.

ReLaTED OR NEW CUusToMERS/CURRENT PrRODUCTS

Selling your current products or services to related or new customers is really
a two-step process. First, you must get them to try your product or service.
Then, you would follow the same approaches described earlier for selling
current products or services to current customers.

As an illustration of this two-step process, consider the health club.
Suppose you wanted to sell an exercise program to young mothers with babies.
First, you would want to explain to them why these services are important to
them and why they might want to try the exercise programs at your health
club. Once you have persuaded them to sign up at your health club, they
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become your current customers, and all of the approaches for growth with
current customers then apply.

Note that for customers who have just started their relationship with
you, retention is absolutely crucial. In the first year, customer relation-
ships tend to be very vulnerable, so it is important that special attention is
paid to the newly signed-up customers and that relationships with them are
managed well.

ReLaTED OR NEW CUsTOMERS/RELATED OR NEW PrODUCTS

Selling of related or new products to related or new customers is the most
difficult growth focus to implement. Now you need both expertise on the
customers in the related or new markets and expertise on the related or
new products or services. This would be the situation where the health
club owner is trying to interest men in their 80s in ballet classes. That
example may be a bit extreme, but it should make the point that with this
situation you are trying to stretch your organization in two directions at
the same time.

The process is the same as for related or new customers/current
products. First, you must persuade target customers to try the product or
your version of the product. Then, you approach them as “new” current
customers.

Let’s use the health club example one more time. Suppose you were
trying to expand your business by offering martial arts classes to men in
their 20s. You would learn about what those young men are looking for
in martial arts by talking with some of them or by reading some of the
magazines devoted to the martial arts. You would then consider what you
would need to provide the martial arts classes—an instructor, equipment,
sufficient space. When you are ready, you would need to contact young
men who might be interested in such classes. Because they are not among
your current customers, you would need to find ways to communicate with
them. Perhaps you would use newspapers or handbills, or pass the word
among your current customers. For those who come to sign up for the
course, you would then need to follow either a product trial or brand trial
approach, depending on their prior knowledge of the martial arts. At some
point, you would need to explain why your class would be superior to oth-
ers. Those who enroll would then be “new” current customers, and over
time you would grow with them as you grow with any of your current
customers.

138



DeETeErMINING YoUR Focus For GrRoOwTH

Focus ror GrowTH During Economic DowNTURNS

"This chapter provides an overview of the possible ways to focus your growth
strategy. Chapters 33 and 34 provide specific suggestions as to how you can
apply these ideas during tough economic times. Not surprisingly, the first type
of growth focus you should consider is a focus on your current customers,
and current products and services. These are the markets you should know
best, and growing with current customers and current products and services
likely presents you with the least risk. Be sure you know the profits—short
term and long term—from each of your customers so you can allocate your
limited marketing resources with purpose. Above all, make certain you retain
those customers who are most attractive to you. Do not try to squeeze them
too hard for revenue and profits. They may pay now, but they will remember
your actions later.

During the economic downturn of 2009, a European hotel chain charged
exorbitantly high Internet connect charges (which I kindly pointed out to
them). They probably received some amount of short-term revenue from this
policy. However, it was quite transparent that what they were doing was milk-
ing their hotel guests, assuming that they were a captive market within the
hotel. Perhaps, but what do you think will happen the next time that those
guests need to make a hotel reservation? In my case, I simply checked out of
their hotel two days early and went somewhere else, so they immediately lost
two nights’ room charges (and received no Internet revenue from me). In gen-
eral, guests annoyed by this pricing policy will not reserve a room at this hotel
chain—so the chain may obtain short-term profits in exchange for long-term
losses. And worse, they may never know about their long-term losses because
most dissatisfied guests do not bother to complain, they simply do not return.

For much more on managing growth during tough economic times, see
Chapters 33 and 34.

CONCLUSIONS

A growth plan must be implemented through your actions to change custom-
ers’ behavior. That s called the focus of the growth plan. There are many possible
focuses—some may be consistent with each other, but others may conflict and
even cancel each other. It is important for you to determine the focus for your
growth plan to guide your actions and to evaluate the possible risks involved.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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INCREASING YOUR

CUSTOMER SATISFACTION

hat is the one thing you need to have a business? Is it a product? A

factory? A service? A license? Inventory? A location? Employees? The
one thing you need to have a business is a customer. A customer is someone
who thinks your product or service is worth paying for and who purchases
it. Without customers, there is no revenue, no profits, and no cash flow, and
therefore no business. Satisfying your customers should be at the heart of
your marketing efforts—although keep in mind you need to do so at a profit.
This chapter shows you how to increase your customers’ satisfaction.

Hierarcuy oF OBJECTIVES

The objectives of an organization (Exhibit 15.1) form a hierarchy, and getting
and keeping customers is the most fundamental objective. Customers provide
revenue, profits, and cash flow that translate into value of the business. One
of the founders of GE supposedly said to his salespeople, “I don’t care if you
burn down the factory, don’t be rude to a customer.” The point, of course,
was that you can always rebuild a factory; you may never regain a customer
who is lost.
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CUSTOMER SATISFACTION: TRUMP INTERNATIONAL
Hoter & Tower, New York CiTy

This story, related by a former
general manager of the New York
City Trump International Hotel &
Tower, shows the power—and
responsibility—of having highly
: regarded and appreciated cus-
' -ili-.”., o tomer service.

-

21 |
i | i ql": ’ Our concierge received a call
1 ||I|l II R IRYS  late one night from a guest
_ __ e who was distraught over having
lost a shopping bag containing
something very dear to him . . .
so dear, that he could not travel
without it. He had checked
into the hotel moments before,
and remembered having the
bag last at the airport. The con-
cierge alerted me and | called
the airport Lost and Found
Department. They knew noth-
ing, and could find nothing. |
was not going to take no for an
answer because my guest was
truly upset over losing this bag and | felt that something more could be
done. | headed to the airport myself, to the same terminal and baggage
claim area where the guest had been a short while before. | asked the
Lost and Found Department manager for help and again, they had noth-
ing to offer. | started looking around and there, lying by a garbage can,
was an old plastic bag that matched the description the guest had given
me. Inside was the item that held great sentimental value—an old teddy
bear! | brought it back to the hotel and returned it to the guest who was
so appreciative, tears were running down his face.

Trump International Lobby, at Trump
International Hotel & Tower,
New York City.

Photo courtesy of The Trump Organization.

To provide great service, you need a culture that values great
service—and that starts at the top of your organization. If you value
and expect and reward great service, your people will give it.

I41




TRUMP UNIVERSITY MARKETING 101

Exhibit 15.1 Hierarchy of Objectives

Value of Organization

Revenue, Profits,
Cash Flow

Customers

Source: “Arrow Guide—The Marketing Challenge,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

CusToMER-DRIVEN ORGANIZATIONS

Organizations that understand the key role of customers in their success are
known as customer-driven organizations.

In a customer-driven organization, decisions are made based on the
knowledge of customer needs and expectations, and on the impact of those
decisions on the organization-customer relationship.

CUSTOMER SATISFACTION AND FINANCIAL PERFORMANCE

Many management gurus advocate that you should always satisfy customers—
or always delight them. That is a noble sentiment, but the gurus haven’t gotten
it quite right.

You should always strive to satisfy or delight customers—but at a profiz.
The easiest way for you to satisfy customers is to give them everything they
want—at a discount—then provide liberal credit. If you do that, you will
likely not stay in business—and therefore in the long run, you will not satisfy
your customers because you will not be around anymore.
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You Should Alhways Strive to Satisfy or Delight Customers—
But at a Profit

If you never say no to a customer, as discussed in Chapter 3, then you do
not have a strategy—no clear target market and no clear positioning. It is
also true that if you never say no to a customer, then you may go out of
business.

Your decisions regarding what you give to your customers always involve
a trade-off between the added perceived value you provide the customer and
the added costs you assume. If the additional perceived value you are provid-
ing is less than the added cost, then the organization is actually reducing its
contribution to society, should go out of business, and eventually will.

Yes, being customer-driven is delighting customers—but do so at a profit.

How 10 IncrEASE CUSTOMER SATISFACTION

Customer-driven organizations can manage customer satisfaction by fol-
lowing my COPS model: Culture; Organization; Process; Strategy. Culture
consists of the fundamental values of your organization. Organization refers
to how your organization is structured to support customer-satisfying efforts.
Process is the way you deal with customers. Strategy concerns the way you
make decisions that have an impact on your customers.

CULTURE

Make customer satisfaction everyone’s responsibility. If your organization is
customer driven, then everyone in your organization is committed to satisfying
customers (at a profit). That includes the CEO. When Lou Gerstner took the
top job at IBM, he made it clear that he would be the sales representative for five
customers and sent a very clear message to all those in the organization regarding
the importance of customers to IBM. For many years, ARAMARK has had what
they called the 20/20 rule—that every manager at every level of the company had
to know the top 20 customers in their area and the top 20 potential customers
in their area. Top executives in some banks and airlines are required each year to
spend time in positions that bring them into contact with customers.

If your highest-level managers show that they consider customers to be
important, then your organization is likely to be customer driven. However,
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if your highest-level managers do not show attention to customers, then your
organization is likely not to be customer driven.

Once when I was the first person getting on an aircraft, I heard one
of the attendants exclaim, “Here come the animals.” For that attendant,
passengers were a nuisance, and it is very likely that that attitude carried
over into how the attendant dealt with passengers during the flight.
Members of an organization must show respect for customers—not thinly
disguised contempt. One study showed that nearly 70 percent of cus-
tomers quit being customers because of the attitudes of those employees
serving customers.

Sanity Music, a chain in Australia, doubled their market share in just two
years and earned more than $1.50 more per CD than their competitors partly
because of the enthusiasm of their staff. Ticket takers at the Disney theme
parks receive hours of instruction about treating park visitors—guests—before
they begin work. What type of training do you give your customer servers?

Members of customer-driven organizations need to have what Tom
Peters has called a “passion for perfection.” Passion for perfection is a concern
to get things right and get them right the first time. A dry cleaner who will
not return clothing with stains or missing buttons, or an accountant who
reminds the client when to submit his or her tax forms can have a passion
for perfection. Buck Rogers, former head of sales at IBM, believed that in
customer-driven organizations, employees dealing with customers must have
“thoughtfulness, courtesy, and integrity.” In short, they must treat customers
the same way that they would like to be treated.

ORGANIZATION

Make it easy to satisfy customers. If you are the person who deals with cus-
tomers face-to-face or even on the telephone or Internet, you have a difficult
job. When customers have something to say to you, it often will concern
a problem, and if you are not able to help, the situation may become even
more unpleasant. That is why customer-oriented organizations empower their
employees to solve their customer’s problems.

British Air has gone to enormous lengths to provide their customer
servers with power to solve customers’ problems such as lost baggage or
mishandled reservations. They can provide customers with gifts, upgrades,
and other favors to help preserve their relationship. United Airlines allows
flight attendants to recommend that passengers receive flight certificates or
frequent flyer miles in reparation for problems encountered during flights
such as videos or headphones that do not work.
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Empowerment also raises employee morale. Employee morale, in turn,
affects customers. Marriott has found that a 10 percent reduction in employee
turnover reduced customer defections by 1 to 3 percent and raised revenues
by millions of dollars.

Customers need to be able to communicate with customer servers, but
some organizations make that communication very difficult. One oxymoronic
phrase in customer service is what some organizations have on their auto-
mated customer response systems: “Your call is very important to us.” That
statement is usually followed with: “All customer servers are busy working
with other customers.” The question is: If the call is so important to them,
why don’t they have more customer servers working?

Dealing with customers requires skills, and that means customer servers
need #raining. USAA, a large insurance company highly regarded for their
customer service, often leads their industry in the percentage of their budget
spent on training.

Certainly the customer servers must understand the organization’s prod-
ucts, services, and policies, but there are many other dimensions to dealing
with customers—the human dimensions. In particular, customer servers must
know how to listen and how to empathize with customers with problems.
Customer servers need be trained in how to manage upset people. In some
organizations, the newest and least experienced employees answer the com-
plaint line. The employees on the complaint line should be highly trained
and experienced in dealing with difficult situations.

Customer-driven organizations reward employees who satisfy custom-
ers. The rewards may be recognition such as “Employee of the Month” or
bonuses. (Note: Employee of the Month parking spaces may be counterpro-
ductive, however, if they displace customer parking places.) Nordstrom’s has
established a Hall of Fame for acts of great customer service.

For rewards to be effective, you must publicize them. Customer-oriented
organizations spotlight those who perform well with customers. They also
disseminate information as to how well the organization is serving customers
by publishing information on customer ratings and other measures of cus-
tomer performance.

PRrocEss

Establish systems to support customer satisfaction. To manage customer sat-
isfaction, you need to stay close to customers. You may have heard the old story
of the organization that did away with its complaint line because too many
customers were complaining! Customer-driven organizations talk to their
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customers and listen to them. Communication may be informal. If you are
running a health club, it is easy and natural to talk to your customers and ask
them how they like (or don’t like) the club. Or focus groups or surveys may be
used. Xerox is known for regularly surveying its customers. The main point is
that the communication takes place on a regular basis.

When your customers complain, they are telling you that the relationship
can still be saved. Most unhappy customers do not complain—they simply
take their business elsewhere. When you do not hear from your customers
and then do not see them, you know you are in trouble.

Processes need to be designed from the customers’ viewpoint, not from the
viewpoint of the organization. Many years ago, the only way to buy a ticket
to a Broadway show in New York City was to go to the theater and purchase
the tickets with cash. That process had a lot of advantages to the theater but
was relatively difficult for the theatergoer—and consequently probably dis-
couraged some potential customers from ever going to the theater. For many
years, retail banks in the United States closed at 3 p.m.—what were known
as “bankers’ hours.” Again, the process had been designed to make things
easier for the banks, but that made it more difficult for the customers.

Organizations should look for best practices and benchmark on the best
performers for whatever they do, including managing the relationships with
their customers. Many organizations have been cited for high performance on
customer satisfaction—Southwest Airlines and USAA insurance, for example.
Managers should identify those organizations that best satisfy customers and
try to learn from them.

Communications with customers must be in both directions. Hearing their
opinions is very important, but it is also important to talk to them and let
them know what is happening. Airlines have often done a poor job of explain-
ing situations to passengers when flights are delayed. One of the jokes shared
among passengers of the New York City subway system is the public address
system—when there is a problem on the line, the sound quality of the com-
munications equipment is so bad it is usually impossible to understand what
the problem is and when it will be fixed.

There are many ways to communicate with customers—in person, of
course, but also through newsletters and e-mails.

STRATEGY
Focus efforts on customer satisfaction. Jan Carlzon’s book, Moments of Tiruth,
clearly set forth the idea that, if customer satisfaction is not the focus of an

organization, then the organization may fail.! The “moments of truth” to
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which he referred were 4/l the points of contact that his airline, SAS, had with
customers—when reservations were made, when customers checked in, when
they retrieved their baggage. He pointed out that if SAS did not win these
moments of truth, then their planes would be empty. (For more examples,
see Schmitt.?)

A marketing strategy must have the customer at the center to be success-
ful. The two strategic components of a marketing plan are the target market
and the positioning. These two decisions are closely interlinked. Selecting
a target market identifies customers and their needs. Customer needs then
determine the positioning (key benefits) required to satisfy them. In cus-
tomer-oriented organizations, the target market and positioning decisions
are made with care and thoughtfulness, not by expediency. Wendy’s
has a customer focus in their marketing strategy. They were first among
U.S. fast-food chains to launch entrée salads, and among the first to have
extended hours and improved nutritional information—all part of their
customer-centered strategy.’

A marketing strategy must have the customer
at the center to be successful.

Over time, all organizations need new customers. However, for many
organizations, the real problem is retaining current customers. Revenue, profita-
bility, and cash flow are all extraordinarily sensitive to customer retention rates.
Customer-oriented organizations understand this and focus on doing things to
retain customers. At Master Care Auto Service, employees who kept customers
loyal received a bonus that could be as much as 10 percent of their salary.

In the Rocks section of Sydney, Australia, is a restaurant called Wolfie’s
Grill that I have gone to over many years. The view of the Harbour Bridge
is spectacular, but that’s not why I continue to go there. I go for the service.
The first time I went there one of our sons was only a year old and rather fin-
icky. Wolfie’s chef produced a meal our boy would eat and the waitstaff didn’t
seem to mind the clean-up afterward. Since then I have returned often and
always found their service delightful—even over many changes in managers.
What is that consistency worth? A lot.

A focus on retaining customers brings in new customers as well. The
habits you need to keep your customers are exactly the habits that you need
to attract new customers. Plus, positive word-of-mouth from your current
customers is probably more effective than any advertising you could devise to
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persuade new customers to try your product or service. I have recommended
Wolfie’s to many friends and relatives when they visit Australia.

Customer satisfaction is linked to revenue, profits, and cash flow through
perceived value. Therefore, it is a leading indicator for the financial perform-
ance of an organization and must be monitored. The monitoring can be done
directly with surveys or indirectly with operations measures (for example,
process times, number of complaints), but monitoring must be done to pro-
vide the organization with steering control. When Swissair surveyed their
passengers, they expected good or excellent ratings to be close to 100 percent.
(See Chapter 36 for more on how to survey your customers.)

CONCLUSIONS

Customers are the source of all your financial returns—your revenue, profits,
and cash flow. Therefore, they are also the source of shareholder value. Satis-
fying customers—at a profit—should be a major objective of any organization
if it is to have success over time.

For review questions for this chapter and for a test as to how well
your organization satisfies customers, log on to www.trumpuniversity.com/
marketing101.
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MANAGING YOUR

MARKETING PROGRAMS

ou implement your marketing strategy with your marketing programs.

The most common programs are design, advertising (including the
Internet), identifiers (for example, name, logo), sales promotion, personal
selling, public relations, pricing, and distribution. These programs are often
referred to as the marketing mix.

Each marketing program has its own strategy. For a marketing strategy
to be successful, all marketing program strategies must be executed well and
they must all support the overall marketing strategy.

This chapter gives you an overview of all the marketing programs and
how you can coordinate them.

MARKETING STRATEGY AND MARKETING PROGRAMS
Without a clear marketing strategy, it is very difficult even to develop the

strategies for specific marketing programs. How can a product manager
decide what distributors to utilize without knowing the target customers?
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How can a sales manager allocate sales force time without knowing busi-
ness objectives by specific product or service?

How can an advertising agency develop advertising messages without
knowing the key benefits in the positioning of the product or service? Once I
was providing advice on pricing to a large bank. Everyone on the team was
proposing a different price for one of the bank’s services. The prices ranged
from very low to very high, and there was no end to the dispute in sight. All
the managers disagreed on the price to charge because no one had ever devel-
oped and confirmed a marketing strategy for this service, so there were no
guidelines on how to price. When they eventually did settle on a marketing
strategy for the product, the correct price to charge was very clear.

Before developing marketing programs, it is necessary to have a market-
ing strategy in place and clearly stated.!

AWARD FOR OVERALL PERFORMANCE:
TrRuUMP WoORLD TOWER

Residential condominiums in
Trump World Tower have the
elegant touches for which Trump
properties are known: Floor to
ceiling windows, maple hardwood
floors, imported marble in the
baths, granite countertops in the
dining room, the latest technol-
ogy throughout, and service at
the level of a five-star hotel. In
2003, the International Real-
Estate Federation (FIABCI) in
association with the Wall Street
Journal awarded the Trump World
Tower First Place for Residential
Development  throughout the
world in the Prix d’Excellence-

Trump World Tower.
Photo credit: Ali Goldstein. Photo courtesy

of The Trump Organization.
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“meeting the criteria for excellence in every major category: design,
construction, financial viability, marketing strategy, facilities manage-
ment, impact on the environment and benefit to the community.”

In Herbert Muschamp’s review of Trump World Tower, he noted
that on its completion, the chief curator of architecture and design
at the Museum of Modern Art described Trump World Tower as his
favorite new building.

Sources: The Trump Organization web site, FIABCI Prix d’Excellence Award 2003,
International Real-Estate Federation; Herbert Muschamp, “Trump World Tower,” The
New York Times (June 2, 2002).

COORDINATING MARKETING PROGRAMS

Providing direction and coordination for all the marketing programs is one of
the main purposes of the marketing strategy.

All the marketing programs must be consistent and reinforce each other.
You would not advertise that a service is economical while setting price at a
high level, or sell customers on the availability of your technical advice while
making it difficult for them to talk to someone who can help them.

Often there are disconnects among the marketing programs because no
one is responsible for looking across all of them and coordinating them. A
very common disconnect in large companies is between advertising and the
sales force—each using a different message because often each is managed
by a different individual reporting to a different senior executive. In a small
organization, such disconnects are less likely to happen but still may occur if,
for example, the person in charge of your Web site is not in touch with the
person in charge of your advertising or public relations.

Ifyou look at the hierarchy of strategies in any organization (Exhibit 16.1),
you will see that the strategy for each marketing program falls under the
umbrella of the product/market strategy.

The product/market strategy directs and coordinates the strategies for
the marketing programs in three ways (Exhibit 16.2):

1. Target market
2. Positioning
3. Business objectives
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Exhibit 16.1

Hierarchy of Strategies
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Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd., New
York, NY, 2008. Used here with permission.

TARGET MARKET

The target market consists of those customers you wish to attract and per-
suade to buy your product or service. The marketing programs in a given
marketing strategy need to be focused on the same target customers.
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Exhibit 16.2 Components of a Marketing Strategy

MANAGING YOUR MARKETING PROGRAMS

Programs

Target Market
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Objectives

/

Positioning

h 4

h
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DESIGN

ADVERTISING

IDENTIFIERS

PROMOTION

PERSONAL
SELLING

PUBLIC
RELATIONS

PRICING

DISTRIBUTING

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd., New

York, NY, 2008. Used here with permission.

For example, if the target customers for your art supplies store are ama-
teur painters, then your efforts should be aimed at them. Your salespeople
should be able to provide advice regarding media such as oils, acrylics, and
pastels. You should communicate with your customers with local newspa-
pers or perhaps the newsletters of local associations of amateur painters. You
might stock products such as collections of oil paints or pastels, inexpensive
brushes, pre-stretched canvas, and other items that make it easier for ama-
teurs to paint.
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If your target customers are professional artists, then you would use
newspapers and magazines published especially for those customers. Your
paints would likely be sold in larger quantities, and you would sell canvas
and stretchers and framing materials that the professional could utilize. You
would likely offer them professional discounts because of the volume of their
purchases.

Posrtioning

Positioning guides design as well as all your marketing programs that involve
a message, namely, all forms of communications.

Positioning guides design and communications.

If your art supplies store is positioned as a helpful source of advice for
painters just starting out, then your store staff needs to be both knowledge-
able and able and willing to give advice to the customers. All ads and signs
must stress the help your store provides.

An arts supplies store geared to professional painters might stress their
wide selection of supplies at reasonable prices. All communications for the
professional artist-oriented store might emphasize “one-stop shopping at
the best prices in town.”

Business OBJECTIVES

Business objectives for the product or service determine objectives for each
program, as well as suggest the budgets required.

For example, if your marketing strategy objectives for a product or serv-
ice focus on growth through new customers, then your programs in personal
selling, advertising, and promotion might have the objective of persuading
customers to try your product or service. If your marketing strategy objec-
tives focus on growth through increased usage, then the communications
programs might try to convince your customers to use more.

High priority given to the business objective of margin per unit will gen-
erally lead to higher prices, whereas a business objective of growth in market
share will typically lead to lower prices.
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The size of the business objectives for a given product or service will
justify the budgets for each program, as well as how much is allocated to spe-
cific markets. For example, a key decision in managing a sales force is how to
allocate sales calls among customers. Your sales and profit objectives for the
various products and services to be purchased by those customers will deter-
mine how much sales effort each customer should receive.

Business objectives determine budgets.

ProGgramMs

The most common marketing programs include:

* Design: Products and services should provide benefits to match the
needs of target customers. Most products and services cannot be tai-
lored exactly to meet those needs, so marketing managers must make
trade-offs in their designs, based on the attractiveness of market seg-
ments and the costs of alternative products and services.

Key decisions concern which benefits to provide and the level of per-
formance attained on those benefits of most importance to customers.

* Advertising: Advertising comprises all the ways that organizations can
pay for directing communications to customers. Traditional advertising
includes broadcast media (television, radio), print media (magazines,
newspapers), outdoor advertising, and the Internet. Nontraditional
media include event sponsorship and product placements.

Key decisions are choice of message, media, and amount of
expenditures.

* [dentifiers: The identifiers consist of all the symbols that stand for your
brand. That includes name, logo, shapes, aromas, colors—anything
that would remind a customer of what your brand stands for.

Key decisions are the specific attributes you want associated with your

brand and what symbols will be consistent with those attributes.
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o Sales promotion: Sales promotion consists of providing an incentive to the
customer—at any level in the distribution chain—to help persuade them
to purchase. Incentives can be coupons, contests, and premiums.

Key decisions include type of incentive and duration of offer.

* Personal selling: For many products and services, personal selling is the
main way the final sale is made. Many business products and serv-
ices are sold through the efforts of sales representatives, and so are
many consumer products—especially automobiles, consumer durables
such as large appliances, and certain financial products. As customers
become more assured, however, salespeople may not be as influential.
For example, there appears to be a trend for some products and serv-
ices that were formerly sold by personal selling now to be purchased
on the Internet.

Key decisions for personal selling are the allocation of sales time among
customers and potential customers, and the selling approach to be used.

* Public relations: Public relations makes use of unpaid media to com-
municate with customers. Public relations tools include press releases,
speeches, events, and donations.

Key decisions include target audience, message, and medium.

* Pricing: Pricing includes both strategic and tactical pricing. Strategic
pricing focuses on the long-run price position of the product or service.
"Tactical pricing concerns price changes designed to have a short-term
impact on customer behavior. Pricing decisions must consider busi-
ness objectives, perceived value, costs, competitors, and regulations.

The key pricing decision is how to use price to capture the value the
organization has created for the customers.

* Distribution: Distribution concerns how the product or service gets to
the end-user. Strategically, distribution involves which distribution
channels are to be used and how they should be managed. Operationally,
distribution includes logistics such as inventory management and
shipping.

156



MANAGING YOUR MARKETING PROGRAMS

Exhibit 16.3 Marketing Ratios.

Perceived Value Perceived Value « Actual Value
Expected Value Actual Value Expected Value
Pricing Communications Design

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd., New
York, NY, 2008. Used here with permission.

Distribution decisions include the number of distribution levels, the
types of outlets used, and the specific resellers that are selected.

MAagrkeTING RATIOS

Each program in the marketing mix has a specific role that can be seen with a
concept I've developed called marketing ratios (Exhibit 16-3).
The ratios involve three kinds of value to the customers:

Expected value is what the customer wants as regards specific benefits.

Actual value is what the customer receives from the product or service as regards
specific benefits.

Perceived value is what the customer perceives they receive from the product or
service as regards specific benefits.

The ratio (Actual Value/Expected Value) reflects how closely the benefits
of the product or service have been designed to meet customer needs. This
is the design task of marketing. An organization is more successful the more
they design their product or service to meet the expectations of their target
customers.

The ratio (Perceived Value/Actual Value) reflects how accurately the
customer perceives the benefits provided. This is the communications task of
marketing. An organization is more successful the more clearly their target
customers accurately perceive the actual value that they receive.

Notice thatyouneed to be effective with both design and communications.
If design is done well so that the actual value meets customer expectations,
but the target customer does not perceive that to be the case, you fail. If
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communications is done well so that the target customer correctly per-
ceives what the actual value is, but the actual value does not meet customer
expectations, you fail.

If both design and communications are done well, the target customer
correctly perceives that the value they are receiving is what they wanted. The
ratio [Perceived Value/Expected Value] reflects how closely the customer per-
ceives the benefits of the products or service have met their expected needs.
How well marketing succeeds with this ratio determines the price you can
charge and returns such as profit, revenue, and cash flow.

CONCLUSIONS

Brilliant marketing strategies must still be implemented, and the marketing
programsdescribe the specificactions thatmustbe taken for the marketing strat-
egy toachieveits objectives. These programsneed to be coordinated so that they
all move the target customers in the same direction. Managing the programs
in the marketing mix is a bit like making a shot in billiards. All the balls must
be lined up if the shot is to be successful.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.









17

Probpuct/SERrRvVvICE DESsIgN

Good design, from a marketing perspective, means tailoring your product
or service so that it successfully meets the needs of your target cus-
tomers. A sales-oriented organization “sells what they make;” a marketing-
oriented organization “makes what will sell.” The difference between the two
is design.

In this chapter you will learn how to systematically evaluate your design
compared with those of your competitors and how to determine the ways
you can make the design of your product or service more attractive to your
target customers.

DestieN aAND CUSTOMERS

In a sales-oriented organization, the product or service is developed with
minimal attention paid to the needs of the customer in the target market.
Consequently, a lot of sales effort is typically needed to sell the product or
service if, in fact, it can be sold at all.

In a marketing-oriented organization, before the product or service is
developed, information on customer needs is gathered from the customers
themselves. Then the product or service is designed to meet those needs.

161



TRUMP UNIVERSITY MARKETING 101

KNOWING WHAT YOUR CUSTOMERS WANT

There was a very high-end
table customer who used to
visit a casino in Atlantic City
on junkets—private flights that
are scheduled for customers
who usually stay overnight.
He would spend as much time
in the casino as possible, often
taking only a quick break for
a meal before he returned to
the gaming floor. He was always booked into one of most luxuri-
ous suites in the hotel when he came to visit, and no expense was
spared to make him feel welcome. So the management of the prop-
erty was surprised and concerned when he started taking his busi-
ness to a competitor in Atlantic City. After several meetings between
the player development staff, casino and hotel operations, and the
food and beverage managers, none of the executives could identify
anything that could have caused this valuable customer to defect.
So they finally decided to ask him, and they were shocked by the
response.

The customer explained that he didn’t get to Atlantic City very
often, and when he did, he came to play. So while he appreciated the
luxurious suite, he felt that it was wasted on him because he really
only used the suite to grab a couple of hours of sleep, take a shower,
and then return to the casino. And while the suite was wonderful, and
the view was incredible, and fresh flowers in the room were a
welcoming touch, what he really wanted were just two things—
a comfortable bed and fluffy towels. And while he was fine with the
quality of the bed, it was his opinion that the quality of the towels
was inferior. So he took his considerable business to a competitor
smart enough to appreciate the importance of this detail in a suite.
The situation was addressed very quickly by the property, and the
customer returned. And the management team learned a valuable
lesson—never assume. The best way to find out what is important to
customers is to ask them.

A Casino Suite.
Photo courtesy of The Trump Organization.
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Some of the most infamous disasters in the history of marketing—Ford’s
Edsel, RCAs VideoDisc, Polaroid’s Polavision, Northrup’s Tigershark—all shared
the same mistake: lack of attention to customer needs in the design.! The Edsel
deserves special mention. Although customer research was done, it was conducted
several years before the automobile was introduced, and by then customer needs
had changed. That shows how difficult marketing can be. Customers are moving
targets, and product or service design must consider not only the current needs of
the current customer, but the future needs of the future customer.

DeTERMINING DESIGN

You need to bring customers into your design deliberations by considering what
they expect to obtain from your product or service and comparing those expecta-
tions with what you and your competitors are currently providing. You can do that
systematically with a Design Analysis (Exhibit 17.1). The steps in the process are:

* Select a target segment.

* Select a target member of the decision-making unit.

¢ List the main competitors.

¢ List the benefits associated with the product or service.

* Estmate the relative importance of each benefit to your target customer.

Exhibit 17.1  Design Analysis Chart—Soap Example. Target Customers: Women
35 to 50 Years Old

Offerings
Relative Benefits ﬁget \ Competitors
Importance Sought Customers | Organization Q R S T
Expected Actual Actual | Actual | Actual | Actual
9 Moisturizes 5 3 4 2 5 1
9 Cleans 5 4 2 3 2 5
6 Scent 3 4 2 3 4 1
3 Size D 3 3 2 4 4

\ Possible Design Gap

Note: Relative importance. 1—Not important, 10—Very important

Performance ratings: 1—Weak, 5—Strong

Source: “Arrow Guide—Design Analysis,” The Arrow Group, Ltd., New York, NY, 2008. Used
here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.
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¢ Estimate the performance for each benefit expected by the target
customer.

¢ Evaluate the actual performance of your organization and each com-
petitor on each benefit.

You need to bring customers into your design deliberations
by considering what they expect to obtain from your
product or service and comparing those expectations with
what you and your competitors are currently providing.

This analysis builds on the results of an Actual Value Analysis (discussed
in Chapter 6) by adding information as to what your target customer expects
as regards the performance on each benefit.

DesieN ANarysis —Soar EXAMPLE

Suppose you have developed a soap that you would like to market to 35- to
50-year-old women. You have done some research by asking women in that
age range what benefits they would like in a soap, how important they are,
and on a 1 to 5 scale, how would their ideal soap score on each benefit. You
have also looked at some competing brands of soap to see what they offer.

Compared with the Actual Value Analysis (see Chapter 6), the new infor-
mation in this analysis is what level of performance for each benefit does
your target customer want and expect. These would be ideal values—what your
customers hope to receive from your product or service. You find out these
expectations by asking customers—either in person or through surveys.

Again, all information regarding benefits, priorities, perceived values, and
expected values, if at all possible, must come from the customers themselves.
You can start the analysis with your own opinions, but it is very important to
check your opinions with those of your customers. When a conflict occurs,
use your customers’ opinions.

Exhibit 17.1 shows that your target customers have high expectations
regarding performance of those benefits of most importance to them—
moisturizes and cleans. You need to compare your actual performance with
these expectations to determine whether you might be successful with this
group of customers. If their expectations are different from the actual value
you provide them, then there are design gaps that you may want to consider
filling. For example, Exhibit 17.1 shows that your actual performance on
both “moisturizes” and “cleans” falls short of the expectations of these target
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PropbucT DEsIGN: LIFESAVERS

Product design must be based on what your customers want. That's why
LifeSavers candy asked consumers to vote on which flavors should be
included in a five-flavor roll. The choices included the traditional fla-
vors, pineapple, cherry, orange, lemon, and lime, and new flavors, rasp-
berry, watermelon, blackberry, tangerine, mango, and melon/tangerine.
The winners: Pineapple, cherry, raspberry, watermelon, and blackberry.
Andrew Burke of Kraft Foods explained: “We said, ‘Let’s give [the cus-
tomers] a chance to voice their opinion and help us pick the new face
for a classic.” . . . Tastes change, and everything else changes.”

Source: “LifeSavers Introduces New Candy Flavors,” National Petroleum News, 95
(October 2003), p. 11.

customers. You may want to reformulate your soap to better meet their needs.
If your performance does not meet your customers’ expectations and there is
a competitor that is more successful in meeting these expectations, azd if you
do nothing, you can expect your customer base to shrink.

If your performance does not meet your customers’
expectations and there is a competitor that is more
successful in meeting their expectations, and if you do
nothing, you can expect your customer base to shrink.

Probpuct Srace

You can also detect design gaps by plotting the information in Exhibit 17.1 ona
graph of what is known as product or service space (Exhibit 17.2). Each axis refers
to a different benefit and shows how each competitor performs on that benefit.
Usually you begin by plotting the positions of your organization and those of
your competitors on the two most important benefits to your target customers.
If there are other benefits you feel you need to examine, simply make a new
graph with those pairs of benefits. There are ways to place more than two
benefits on the same graph, but they are rather cumbersome. It is usually easier
to graph just two benefits at a time and develop as many graphs as needed.
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Besides the positions of your organization and those of your competitors,
you also locate the expected values for your target customers on the benefits.
This point is known as the ideal point because it should describe the product
or service that these customers would like to purchase. If you have the posi-
tion closest to the ideal point for customers in a given segment, then you
should be able to win that segment—if that benefit is important to the target
customer and #f the customer accurately perceives your performance on that
benefit.

Exhibit 17.2  Product or Service Space—Soap: Benefits 1 and 2

Benefit 2 5 Strong
Cleans

Design Ga
OUR 8 P
ORG
Benefit 1
m Moisturizes
O/
1 2 3 4 5
Weak Strong
1 Weak

Expected performance (ideal point).
O Actual performance.

Source: “Arrow Guide—Product Space Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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PropucT SpAcE— Soar ExaMmpLE

In Exhibits 17.2 and 17.3, you can see how your soap compares with both
what 35- to 50-year-old women want and what your competitors provide.

In Exhibit 17.2, overall, your soap is closer to your target market’s ideal
point than any other competitor. There are two competitors, Q and S, that
do better than you do on the “moisturizes” benefit but are not as good on
the “cleans” benefit. You may want to consider filling your design gaps on both the

Exhibit 17.3 Product or Service Space—Soap: Benefits 3 and 4

Benefit 4 5 Large
Size
O (O
Design Gap
Benefit 3
m Scent
>/
1 2 3 4 5
Weak Strong
1  Small

Expected performance (ideal point).
O Actual performance.

Source: “Arrow Guide—Product Space Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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“moisturizes” and “cleans” gap if it is possible—especially because competitors

Q and S might be trying to improve their performance in regard to cleaning.
The less important benefits are shown in Exhibit 17.3. You do reasonably

well but could improve your position by cutting back on the scent in your soap.

PropucT SPACE— OTHER SEGMENTS

The Product Space Analysis can be expanded to help you evaluate whether
you would like to try to design your product or service to appeal to other

Exhibit 17.4 Product or Service Space—Soap: Other Market Segment

Benefit 2

0 Cleans 5 Strong

Benefit 1

Moisturizes
—0

1 2 3 4 5
Weak Strong
IORO
1 Weak

Expected performance (ideal point).
O Actual performance.

Source: “Arrow Guide—Product Space Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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market segments. To do that you would add to your graph the ideal points for
the customers in the other segments.

For example, Exhibit 17.4 includes the ideal point for 20- to 34-year-old-
men who might have higher expectations for the cleaning power of a soap and
not care much about moisturizing. Competitor T seems targeted toward them.

You can do one more thing with the product space graph that will help you
decide the positioning for your organization. You can make the areas of the

Exhibit 17.5 Product or Service Space—Soap: Size of Market Segments

Benefit 2 5 Strong
Cleans
M-20-34
OUR
OrRG/ 4
Benefit 1
m Moisturizes
O
1 2 3 4 5
Weak Strong
1  Weak

Expected performance (ideal point).
O Actual performance.

Circles for expected performance in proportion
to segment sales potential.

Source: “Arrow Guide—Product Space Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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circles showing the segment ideal points larger or smaller depending on the
size of that market segment.

In Exhibit 17.5, the market consisting of 35- to 50-year-old women
is shown as larger than the market consisting of 20- to 34-year-old men.
Although size is not the only characteristic that makes a market attractive, the
difference in sizes of the segments might persuade you to continue to target
your soap to women, although you might consider developing another soap
for men at some other time.

DesieN DEecisions

The Design Analysis and Product Space Analysis described in this chapter
can provide you with ideas as to how you might tailor your product or service
to various target markets. Whether you should do so depends on both the
cost of making the design changes and how much you will change custom-
ers’ perceived value, and consequently demand for your product or service
by doing so. You can estimate those effects with the techniques discussed in
Chapter 5 on perceived value, with statistical techniques such as Conjoint
Analysis, or with both.

CONCLUSIONS

Design focuses on how well your product or service meets customer needs.
"To make design decisions effectively requires an understanding of customer
needs and customer response, and also an understanding of the costs of mak-
ing changes in your product or service.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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INTEGRATING CUSTOMER

COMMUNICATIONS

You can communicate with members of your target markets in a variety
of ways: advertising, brand identifiers, sales promotion, personal selling,
and public relations.

All the communications aimed at a member of your target market should
be consistent and deliver the same message. If they are uncoordinated, the
messages from different communications approaches will be less effective
and might even cancel each other. That is why you need an integrated com-
munications strategy, one that looks at all your contacts with your target
customers.

All the communications aimed at a member of your target
market should be consistent and deliver the same message.

Coordinating communications requires you to look horizontally—at all
your communications programs. In later chapters, you will look at specific
forms of communications. In this chapter, you look at them all at once.
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EsTABLISHING AN INTEGRATED COMMUNICATIONS STRATEGY

The idea of an integrated communications strategy is really straightforward.
It requires some work to put one together, but it is not that difficult in con-
cept. Itis easier to construct an integrated communications strategy in a small
organization than in a large organization, but it still requires work and atten-
tion to detail.

In large organizations, often the primary barrier to developing an
integrated communications strategy is the structure of the organization.
Branding efforts may be managed separately from product or service adver-
tising and sales promotion. Managers who manage product or service
advertising and promotion may not work closely with managers who manage
the sales force. And often the public relations managers may not even report
to or talk much with anyone in the marketing area.

Building an integrated communications strategy requires someone to
look horizontally—across the organization—at all the ways the organization
communicates with the target customer.! Those are known as the touch points.
That individual must coordinate these touch points and have the power
or influence to ensure that any needed coordination takes place. In a small
organization, that individual may be the owner, the business manager, or the
marketing manager.

MANAGING MARKETING COMMUNICATIONS:
TrRUMP NATIONAL GOLF CLuB, BEDMINSTER

Trump National Golf Club,
Bedminster, required materials
describing the club to potential
new members, and these mate-
rials needed to be consistent
with the Club’s luxurious and
exclusive atmosphere. They
worked with Second Melody,
a marketing consultancy, to

Trump National Golf Club Bedminster

Collateral design, develop, and write the
Photo credit: Thomas Dougherty. Photo courtesy of materials to be delivered by
Second Melody, LLC (www.secondmelody.com). mail to potential members.
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Two complimenting brochures were created, one outlining the
membership benefits of the Club and a second outlining the event
planning/hosting packages and amazing event space located on
premises. The brochures (which were more like books in their final
form) showcased the Club using photography taken by Second
Melody and a theme of “Life, Leisure & Luxury” that carried through
each marketing piece. A custom tri-fold casing was designed using
the Trump brand to house all of the new material that spoke to the
potential clientele as well as the luxury of the club. The casing also
provided a way to deliver any old material, business cards, and the golf
course yardage guides in a manner consistent with the Trump brand.

Trump National Golf Course’s goal of 20 new members was
greatly exceeded as the club was able to attract 51 new members.
The materials are all still in circulation and are being given out at the
Golf Course. Because of the materials’ success at Bedminster, they
are used as a benchmark and model for other Trump Golf Properties
materials.

Mike Graham, Owner and Creative Director, Second Melody, LLC.

ReraTioNsHIP BETWEEN MARKETING STRATEGY
AND COMMUNICATIONS STRATEGIES

* Strategies for most communications typically include the following:

Target market: the intended audience for the communications

—  Communications objectives: what a member of the intended audience

should think, feel, or do as a result of the communications

— Tactics: the specifics of that communications approach, which usu-

ally includes message, media, and effort (or expenditure)

Communications strategies are integrated—directly or indirectly—by

three major components of the product/market strategy (Exhibit 18.1): target
market, business objectives, and positioning. Note that because the strategy
for a specific market may need to change over time, the business objectives
and positioning will change; therefore, you will need to change your com-
munications strategies for that market as well. (For an overview of marketing

communications, see Belch & Belch.?)
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Exhibit 18.1 Linkages Between Product/Market and Communications Strategies

Product/Market Communications
Strategy Strategy
Target Target
Market I Market
Business Communications
Objectives . Objectives
Positioning Tactics
Benefit Message
Target —> Media <
Customer
Effort
Target
Competitor

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

Target Market

Before you communicate anything, you need to know to whom you want
to talk. That would be the members of your target market. The target mar-
ket will influence the choice of communications media used—whether it be
print, broadcast, outdoor, the Internet, or nontraditional advertising such as
events. Similarly, promotions and public relations need to be directed at the
members of your target market.

The target market also affects selling efforts. Sales representatives need
to be directed or given incentives to call on customers in the target markets.
Such guidance may be especially important for new salespeople who do not
have a clear idea of the target customers.

174



INTEGRATING CUSTOMER COMMUNICATION S

Exhibit 18.2 Business Objectives and Possible Communications Objectives

Business Objectives Market share Profitability Cash flow
Communications Objectives | Product trial | Brand shift Repurchase
Brand trial Repurchase Increase usage
Brand shift Increase usage | Model shift
Model shift

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

If possible, communications should be directed not only at a target
market but at a specific member of the decision-making unit within the tar-
get market. That is what salespeople do, for example, communicating with
purchasing agents or design engineers differently. Some advertisers do
direct their advertising to individual members of the decision-making unit,
such as men, women, or children, rather than broadly to market segments.

Business Objectives

Objectives of the product/market strategy will typically include revenue,
market share, profit, and cash flow. All of these objectives are achieved only if
the target customers take action—purchase for the first time, purchase again,
or purchase more (Exhibit 18.2).

You must state your communications objectives in terms of actions by
the target customers. For example, if you want to increase your market share,
then you must persuade customers to try your product or brand. If you want
to increase your cash flow, you might try to persuade your customers to use
more of your product or service.

You must state your communications objectives in terms of
actions by the target customers.

However, before the customers take action, they may go through inter-
mediate objectives such as awareness of your product or service, knowledge,
liking, preference, and conviction to buy (Exhibit 18.3).

Although the order of these intermediate objectives varies by product or
service, they should also be included in your communications objectives. You
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Exhibit 18.3 Communications Objectives

Aware- Lyt Know-{ ol ine bl Prel Lyl Come Lyl crion
ness ledge

erence viction

The Behavior Funnel

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

must decide which communications approaches will be used to achieve which
objectives with the target customer. For example, some years ago, Northwest
Mutual Life Insurance used their magazine advertising to make target cus-
tomers aware of the benefits of their product, then used their agents to make
the actual sale of the policy.

For products such as frequently purchased consumer products, adver-
tising may be called on to accomplish all of the communications objectives.
However, for many products and services, especially consumer durables and
business-to-business products, advertising may be focused on intermediate
objectives such as awareness or knowledge, whereas the sales force may be
responsible for persuading the customer to make the purchase.

Using more than one communications approach to move the target cus-
tomer to make a purchase is like “passing the baton” in a relay race. At one
point, Northwest Mutual Life Insurance decided to spend a considerable
amount of money as a major sponsor of the Summer Olympic Games. As
a consequence, they had little money left for a print advertising campaign.
Right after the Olympics, they had created a huge amount of awareness for
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their insurance policies. The problem was that they did not have enough
agents to follow up immediately on all the leads that had been generated.
Because there was little budget for print ads to maintain that awareness,
many of those leads could not be pursued immediately. They learned from
that experience and are now very effective in managing their communica-
tions mix.

You need to coordinate all the objectives across all the communications
approaches being used to influence the customer to buy. If there is no coordi-
nation, then there can be too much effort on one communications approach
or not enough on another.

Positioning

All the contact points with the customer must have the same message. If not,
the customer can become confused. The message comes from your position-
ing choice.

One telecommunications company launched a corporate advertising
campaign without any input from the sales force. The result was a cam-
paign that was beautiful (it featured close-up photography of flowers and
spider webs) but had, in the words of one sales manager, “no hook my
people can use to make the sale.” The hook to which the manager was
referring was some benefit that the salespeople could mention during the
sales call so that the corporate advertising would help prepare the target
customer for the sale.

Your positioning must be repeatedly reinforced by a message that is con-
sistent across all your means of communications with your target customer.

DEeTERMINING COMMUNICATIONS MESSAGE

You can determine what should be your main communications message by
comparing the actual performance on benefits with what your target custom-
ers perceive to be your performance on those benefits.

If your target customer does not perceive all the value you are actually
providing on a given benefit, that is a communications gap that you must fill—
especially if the benefit is very important to that target customer. Experienced
salespeople discover communications gaps by asking customers probing
questions during their sales call. Then they provide their customers with
information to close those gaps.
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You can find those communications gaps by systematically comparing your
actual performance on benefits with the performance as perceived by your target
customers by utilizing a Communications Analysis. The steps are as follows:

* Select a target segment.

* Select a target member of the decision-making unit.

* List the main competitors.

* List the benefits associated with the product or service.

* Estimate the relative importance of each benefit to your target customer.

* Estimate the performance on each benefit expected by the target
customer.

¢ Estimate the performance of your organization and each competitor
on each benefit as perceived by the target customer.

* FEvaluate the actual performance of your organization and each com-
petitor on each benefit.

Besides being used to identify the key messages to be included in an
overall communications campaign, the Communications Analysis can also be
applied by sales managers to help sales representatives—especially those with
less experience—develop their initial benefit statement (their opening state-
ment to a customer).

COMMUNICATIONS ANALYSIS — SoApr EXAMPLE

"To complete Exhibit 18.4, you must estimate not only your actual perform-
ance and those of your competitors on each benefit, but also what your target
customers perceive to be your performance on each benefit. You need to talk
to your customers or survey them to obtain this information. However, if you
do not have much time and money for customer research, you can begin by
making your own subjective estimates. But you should try to validate as much
information as you can by contacting customers.

In Exhibit 18.4, you can see that you do not have any communication
gaps on scent and size benefits. However, there are important communica-
tions gaps on the two most important benefits. Your soap scores a 3 on its
actual performance on “cleans,” but the customer gives it only a 2. Worse,
your soap scores a 4 on its actual performance on “moisturizes,” but the
customer gives it only a 1.
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Exhibit 18.4 Communications Chart Target Customers: Women 35 to
50 Years Old

RN Offerings
Relative Benefits Target / \ Competitors
Importance Sought Customers |/Organization Q R S T

Expected A P AP |A|[P|A|P|A]|P
9 Moisturizes 5 3 2 4 4 2 2 5 5 1 1
9 Cleans 5 4 1 2 2 31 2| 2 3155
6 Scent 3 \ 4 afl2]2]s3]a]a]s5]1]n
3 Size 3 \s s/ 3 [ 2]2]4a]a]4]4

~—~ \ Possible Communication Gaps

Note: A—Actual value of benefit, P—Perceived value of benefit
Relative importance: T—Not important, 10—Very important
Performance ratings: 1—Weak, 5—Strong

Source: “Arrow Guide—Communications Analysis,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.

Even though your design is somewhat close to what your target consumer
wants on cleans and on moisturizes, she perceives your performance as
inferior to what it actually is. You must make sure that your message focuses
on your performance regarding cleans and moisturizes if you expect to win
this target market.

Exhibits 18.5 and 18.6 show this same information in product space.
When perceived measures are graphed on product space, it is called a per-
ceptual map.

Despite your design being the closest to your target segment’s ideal point
for cleans and moisturizes, from the point of view of their perceptions, it is
the furthest away from the ideal point. Customers behave according to their per-
ceptions, not according to the actual values. A first priority would be to improve
your communications campaign so that customers will realize the value you
are providing them and will purchase your product.

ASSEMBLING THE INTEGRATED COMMUNICATIONS STRATEGY

Given your target market, your business objectives, and your desired mes-
sage, you can now put together your overall communications strategy. At the
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Exhibit 18.5 Product or Service Space—Soap: Benefits 1 and 2

T--~ Benefit 2
Cleans

OUR
ORG / 4

5 Strong

Benefit 1
Moisturizes

P

~

4®

1 2

Weak

Communications fGap

7 ~
(OUR)
\ORG,

~ -

Expected performance (ideal point).

O Actual performance.

-~

/ .
\ ) Perceived performance.

~ 7

Source: “Arrow Guide—Product Space Analysis,” The Arrow Group, Ltd., New York, NY, 2008.

Used here with permission.

top of the worksheet shown in Exhibit 18.7 is the summary of the objectives

and message for your communications.

The remainder of the worksheet shows the major forms of communica-
tion. You would need to decide which communications methods you would
use for each of your communications objectives. The message would likely
be the same for each method. The media choices would be made as you
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Exhibit 18.6 Product or Service Space—Soap: Benefits 3 and 4

Benefit 4 5

Large
Size 8

N
T,77~ 4 )
1 T ) /
~__"7
BUR Benefit 3
Q"= ORG, Scent
] OUR \
Q A\ ORG !
\ I/ — ’
1 2 3 4 5
Weak Strong
VAEEREN
] \
R 2 RO
~__7
1 Small

Expected performance (ideal point).
O Actual performance.

o=
\ .
’\ ) Perceived performance.

~ 7

Source: “Arrow Guide—Product Space Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

develop the strategies for each of the communications methods. The effort or
budget would also be determined at that time.

Finally, the budgets you set for each communication method in each time
period would be totaled to give the overall communications budget for each
period.
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Exhibit 18.7 Integrated Communications Strategy

Target Segment: Target Decision-Making Unit Member:

Time Period
1 2 3 4

Communications Tactics

Objectives

Overall

communications Message

Effort

Objectives

Message
Media
Effort

Advertising

Objectives

Message
Media
Effort

Identifiers

Objectives

Message
Method
Effort

Promotion

Objectives

Message

Personal selling
Contact

Effort

Objectives

Message
Method
Effort

Public relations

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Market-
ing101@thearrowgroup.com.

CONCLUSIONS

Your organization needs to speak with one voice. That is what an integrated
communications strategy does for you. It ensures that the message is the same
across all contact points with the customer. It also makes sure that the com-
munications objectives support the business objectives over time.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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ADVERTISING

here are many ways to communicate with the customers in your target
market. Advertising is the most visible and pervasive.

Many people seem to feel that advertising has the power to make people
buy something, and that this power is rather easy to exert. Although advertis-
ing can persuade, you need an advertising strategy that is well thought-out
and one that has sufficient financial support if you are going to move people
to buy or take some other action. In this chapter you will learn how to develop
an effective advertising strategy for your product or service. The key word—as
usual—will be focus, focus on target customers and focus on positioning.

RoLe oF COMMUNICATIONS

Communications of any type—advertising, personal selling, public relations—
play a similar role in the marketing strategy.

Communicate the benefit advantage to target members of the decision-
making unit in the target market so that they will act. A product or service
may have the most attractive positioning you can imagine, but if the customer
does not know that positioning or does not agree with that positioning, then
the positioning will have no impact on that customer’s behavior.
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Communicate the benefit advantage to target
members of the decision-making unit
in the target market so that they will act.

Ralph Waldo Emerson said, “Build a better mousetrap, and the world
will beat a path to your door.” The marketing version of that quotation is: If
you build a better mousetrap, then customers will buy it only if:

They know they have mice.
They want to get rid of the mice.

They believe a mousetrap is the best way to get rid of the mice.

ADVERTISING: THE DoNALD J. TRUMP
SIGNATURE COLLECTION®

There are many approaches to
developing advertising copy.
Two distinct copy approaches
were used for the Donald
J. Trump Signature Collection®.
A magazine ad showed a man
handsomely dressed in one
of the suits (see photo)—that
would be called a product as
focus ad. Another ad—a news-
paper ad—featured Mr. Trump
and was what might be called a
brand-building ad. Its purpose
was to associate Mr. Trump
and his business success and
personality with the Donald
J. Trump Signature Collection®.

Suit from the Donald ). Trump
Signature Collection®.
Photo courtesy of The Trump Organization.
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They believe your mousetrap is better.

They believe your price is reasonable given the competitors’ mouse-
traps and prices.

They know where to buy your mousetrap.

For some products or services, known as impulse products, action may occur
immediately. For other products or services, the communication process may
need to take place over a long period. But in any of these situations, your
target customer must be provided with a reason to purchase the product or
service—that would be the benefit advantage.

COMPONENTS OF THE ADVERTISING STRATEGY

Advertising is part of the marketing mix and needs to support the product/
market strategy, especially regarding the choices of target market and posi-
tioning. However, there needs to be a strategy for advertising just as there
needs to be strategies for personal selling, promotion, pricing, and all the
other decision areas in the marketing mix. (For more information on adver-
tising, see Belch & Belch.?)

Target Market

An advertising strategy for a specific target market consists of four major
components as shown in Exhibit 19.1:

Advertising objectives: your hoped-for result of the advertising

Message: what you will say to your target customer and how you will say it
Media: the type of advertising you use to contact the target customer
Effort: the amount spent on advertising and how it is allocated

N R S

Advertising Objectives

"The objectives of an advertising strategy are what you would like the customer
to do, think, or feel as a result of the advertising. Advertising objectives include
both action objectives for your target customers, such as trying the product
or repurchasing the product, and intermediate objectives, such as awareness or
preference (Exhibit 19.2). Advertising objectives are not the same as the business
objectives in your product/market strategy such as market share or profitability,
but they need to be supportive of and consistent with those business objectives.
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Exhibit 19.1 Advertising Strategy Components

Objectives

Message

:

Media or Method

A4

Effort

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

Exhibit 19.2 Communications Objectives—Intermediate and Action

Intermediate Objectives

Aware- N Know- Liking | Pref- Ly _CO.n' Action
ness ledge erence viction
¢~ _ Product trial
- Brand trial
Action - Brand shift
Objectives
- Repurchase
- Increase usage
" Model shift

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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AcTtioN OBJECTIVES

Action objectives describe actions you would like to see the target customer
take as a result of your advertising. This might include product trial, brand
trial, brand shift, repurchase, increase usage, or model shift. Action objectives
for an advertising campaign are important because they are directly related
to your business objectives. Each action objective has an impact on one of the
components of profit (Exhibit 19.3).

In developing any advertising strategy, you first should determine your
action objectives. For example, if your primary business objective is to increase
market share for your tax advising business, then your advertising action objec-
tive might be to persuade your target customers to try your services; this is
known as a brand trial. If your main business objective for your restaurant is to
persuade your target customers to visit your restaurant more often, then your
communications action objective would be to persuade your target customers to
eat out at your restaurant more often; this is known as an increase usage objective.

Each action objective typically requires a different kind of message or
argument to persuade the customer to take action. For example, if you are
attempting to persuade a physician to consider an entirely new medication
for his or her patients, then you would likely use a brochure that would com-
pare the efficacy of that product with that of other types of medication that
the physician is currently using to treat a particular ailment. However, if you
are attempting to persuade a physician to consider your brand of a medica-
tion, which is similar to ones already on the market, then you would likely
want a brochure that would compare the specific benefits of your own version
of that medication, such as easier dosage or fewer side effects, with those of
the comparable products.

Generally, your action objectives need to be reviewed regularly because
they may need to be changed over time. When you are introducing a new
product, then you would likely want your target customers to try the product.

Exhibit 19.3 Profit Components and Communication Action Objectives

Profit = Number of « Share x Unit | x (Price - Var!able — Fixed costs
customers usage cost per unit)

Communication| Product Brand Increase Model

action objective trial shift usage shift
Brand trial | Repurchase

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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However, for mature products, the advertising action objective might be to
persuade your target customers to increase their usage rate of the product.
For example, an insurance agent, new to an area, will be trying to persuade
target customers to try or shift to a specific brand of insurance. However,
later she might suggest to her long-time customers that they need to increase
the insurance coverage on their home—an increased usage objective.

Intermediate Objectives

Usually, people do not change their behavior immediately. To persuade them
to change, you need time and patience. The model in Exhibit 19.4 is well
known in marketing and is called the hierarchy of effects model. The idea is that
customers travel through different stages before they take action.

Intermediate communications objectives focus on those stages and typi-
cally include:

* Awareness: recognizing your brand name
* Knowledge: having some knowledge of what your product or service does

Exhibit 19.4 Communications Objectives

Aware- L} Know- 1 Liking Pref Ly SO Lyl Action
ness ledge erence viction
1000 600 300 170 90 40

The Behavior Funnel

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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* Liking: believing that your product or service will meet their needs

* Preference: believing that your product or service will meet their needs
best

* Conviction: believing that they will take action

The hierarchy of effects model works best for those situations when cus-
tomers think about their purchase. The model works less well for products or
services that are often purchased on impulse, such as soft drinks or fast food.
For impulse purchases, the model really starts with the actions.

Nonetheless, the hierarchy of effects model can be a useful way to think
through your advertising strategy. The stages together form what is called the
bebavior funnel or the sales funnel. Not every customer moves from one stage to
the next. All those aware of a brand do not move on to acquire knowledge about
it. You lose customers as you try to move them from stage to stage. 10 obtain a
few purchases, it may be necessary to have hundreds of target customers become
aware of your product or service. For example, the numbers in Exhibit 19.4
(which are for example only) suggest that you would need to make 1,000 people
aware of your brand to get 40 people to make a purchase.

MESSAGE

The message is what the target customer will see or hear. In designing a mes-
sage, you need to think about content, approach, and style.

Message Content

The message should provide your target customers with the reason they
should take whatever action you want them to take. In advertising, that is
often known as the Unique Selling Proposition, a phrase made famous by adver-
tising pioneer Rosser Reeves. “Unique” because yours is the only product or
service with that benefit. “Selling” because it appeals to the target customer.
“Proposition” because it is an offer to the customer.

The Unique Selling Proposition is the same thing as the benefit advantage
and should be the heart of your message. For example, if you want the target
customers to try your restaurant for the first time, your advertising should give
them an idea of the type of food or service they can expect. If you want your
target customers to shop at your store, your advertising needs to let them know
what they can find there—either the shopping experience or the merchandise.
If you want your target customers to continue to use your car service, you need
to show them the benefits of being one of your steady customers.
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The Unique Selling Proposition is the same thing as the
benefit advantage and should be the heart of your message.

You should be able to look at the positioning for your product or service
to find the core message for your advertising strategy.

Message Approach and Style

Message is not just about what you want to say in your advertising, but how
you want to say it. For example, here are a few of the approaches you might
consider in developing your message:

*  Assertion: Simply state your message without proof.

* Product as focus: Show the product attractively—works especially well
for products whose appearance is important.

® Facts: Provide factual support for the superiority of your product or
service.

* Brand building: Inform or remind the customer of the attributes asso-
ciated with your brand.

* Demonstration: Show how your product or service works.

* Comparison: Provide evidence that your product is better than other
products or services.

* estimonial: Have someone express their satisfaction with your product
or service.

* Celebrity: Have someone well-known endorse your product or service.

o Slice of life: Show your product or service in a use situation.

*  Command: Order someone to take action.

* Reminder: Remind someone to use your product or service.

* Bribe: Use discounts or gifts.

Which approach is appropriate depends on the target market and
target customer, the positioning, and the approaches followed by your
competitors.

The style of your message is where you add your creative input. What
signals might you use to get your target customer’s attention and interest?
There is no recipe approach to style. You must experiment until you find
what seems to work best for your product or service with your target
customers.
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Message Criteria

Here are five questions to raise about any advertising message. Use them
whenever you are evaluating advertising creative work:

1. What are the intermediate and action objectives of the message and
are they clear?

2. What reason are we providing customers to change their behavior or
attitudes? What is the benefit advantage?

3. Is the approach of the message effective given the situation?
Is the style of the message attention getting, understandable, and
memorable?

5. Is the brand name mentioned?

Look at ads in magazines, on television, or wherever you might find them,
and try to answer these questions. You might be surprised how many ads
have unclear objectives or provide no reason to the customer, use an ineffective
approach, or are confusing and difficult to remember. You might be even more
surprised how many ads do not seem to mention the brand name or, if they do,
make it very difficult to find. If the target customer does not know who paid for
the ad, it is unlikely that the ad will be effective for that product or service.

MEebpIA

The media is how the message reaches the customer (Exhibit 19.5). Tradi-
tional advertising media include television, radio, magazines, newspapers,
outdoor advertising, and the Internet. Nontraditional advertising includes a
variety of diverse choices such as trade shows, events, sponsorships, and pro-
duct placements. Within a given type of traditional media, a specific televi-
sion show or a specific magazine is known as a vehicle.

Media Criteria

Advertising media and vehicle decisions are typically made by considering the
following dimensions:

* Coverage: Often known as “reach”—the number of customers poten-

tially exposed to the advertising—and “frequency”—the average
number of times a customer is exposed to the advertisement.
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Exhibit 19.5 Types of Media

Advertising Identifiers Sales Personal Public Relations
Promotion Selling
Television Packaging Couponing Qualifying Press relations
Radio Brochures/ Rebates customers Product publicity
Print manuals Premiums Presentations Company com-
Cinema Décor Samples Consultative munications
Outdoor (Atmospherics) e selling Donations/
Point of Spokesperson Sweepstakes Entertainment sponsorships
purchase Stationery Trade shows Trade shows Special events
Direct mail Signs Telemarketing Community
Internet Uniforms relations
Nontraditional Vehicles Lobbying
advertising Web site Crisis
management

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

* Cost per customer: The cost to reach one customer, often expressed as
cost per thousand customers reached.

* Selectivity: The ability to focus primarily on the customers in your tar-
get market (which means less waste).

* Timing: The ability to manage the time of the advertising to maximize
coverage and minimize costs.

* Presentation: The appearance of the advertisement, including the
effects of the media.

* Flexibility: The ability to change the media plans if necessary.

For a small organization, the key issues in your media choice will prob-
ably be coverage of the customers in your target market and cost. There is no
simple answer to what will be the best media for you. You need to examine
the choices available and compare the coverage with your communications
objectives and the cost to your budget.

Always be on the lookout for new ways to reach your customers. For
example, in Beijing, Ikea is using the interiors of elevators in low-income
apartment buildings as advertising media by placing floor-to-ceiling posters in
each elevator along with chairs, cabinets, tea pots, and mugs to give a homelike
feel.? Bombay Sapphire, Virgin Atlantic, and Jack Daniel’s, among others, are
at work to use mobile phones to provide consumers with a brand experience.’
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BupGeT

Three common ways to determine the amount of money to be spent on
advertising are:

1. Percentage of sales
2. Competitive parity
3. Objective and task?

Percentage of Sales

With this method, you apply a percentage to your expected sales to calculate
the advertising budget. Such a process is widely used but is way too simplistic.
It is backward as it seems to make sales determine advertising rather than
advertising lead to sales. One situation where it might make sense is a mature
market where all the competitors are accepting the status quo. Then you might
try to find what typical percentage of sales is being spent on advertising.

Competitive Parity

With competitive parity, you try to spend or outspend the competition. There
is actually some rationale for this approach in that often sales can be expected
to be correlated with your share of overall advertising expenditures (“share of
voice”) rather than the absolute level of your spending. This approach can be
dangerous because it can lead to a war of advertising spending that may be just
as destructive as a price war.

Objective and Task

With the objective and task method, you set a sales objective, then use the
behavior funnel to determine how many customers are required at each stage
to end up with your sales objective. The objective is the sales (or action)
objective; the tasks are the intermediate objectives (for example, 170 customers
prefer our product or service). For example, according to the numbers in
Exhibit 19.4, you will need to make 1,000 customers aware of your product or
service in order for you to have 40 customers actually make purchases.

'To use the objective and task method, you need to estimate how many
people will purchase your product or service as the result of a specific adver-
tising campaign (Exhibit 19.6). It is not easy to make those estimates, but you
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Exhibit 19.6 Estimating Advertising Results—Soap Example

Percentage Number
Who Who
Specific Number Percentage Number Become Become
Advertising Who Hear Who Who Long-Term Long-Term
Campaign Advertising Purchase Purchase Customers Customers
Moisturizer
advertisement 8,000 0.5% 40 50% 20

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

can make a subjective estimate as to what you think might be the percentage
who saw or heard your ad and would purchase your product or service.

Next, you would need to make an estimate of what you think a new
customer might be worth to you. That would be based on how much you
think they might purchase over time and your profits on those purchases.
Then you can estimate the extra profit that you think you might obtain from
an advertising campaign. By comparing it with the cost of the campaign, you
can decide whether you wish to go ahead with the advertising.

The objective and task approach can be very helpful in giving you an
overall idea of what type of advertising effort you will need to meet your
business objectives. It requires you to think through the process of how you
acquire customers, and that is often a useful exercise.

Evaluating Budget—Soap Example

Suppose you were launching a soap and believed you could advertise its mois-
turizing abilities to your target market: women 35 to 50 years old. You are
considering a local radio spot. The radio station claims it will be heard by
8,000 women 35 to 50 years old. You believe that 12.5 percent of those who
hear the ad (or 1,000 listeners) will become aware of your brand and 0.5 per-
cent of those who hear the ad (or 40 listeners) will eventually make a pur-
chase. Of those making a purchase, you estimate that 50 percent will like the
soap and become long-term customers.

According to the calculations in Exhibit 19.6, your local radio spot will
bring you 20 new long-term customers.

You estimate that each long-term customer is worth $200 over time in
discounted profits. The spot costs you $800 so your net profit increases by
$3,200 ($4,000 less $800) if you run the radio advertisement (Exhibit 19.7).
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Exhibit 19.7 Evaluating Advertising—Soap Example

Number
Who Value of
Specific Become Value of New Profit (Loss)
Advertising Long-Term Long-Term Long-Term Cost of of
Campaign Customers Customer2 Customers Advertising Advertising
Moisturizer
advertisement 20 $200 $4,000 $800 $3,200

*Estimated discounted net profit over time.

Source:“Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

You may want to go ahead with the advertising although you might also
evaluate other possible advertisements the same way and select the best
alternative.

ASSEMBLING THE ADVERTISING STRATEGY

You assemble an advertising strategy the same way you assemble an integrated
communications strategy (see Chapter 18), by setting the advertising objec-
tives and message content, then building it up by selecting different media and
vehicles.

First you would fill out the objectives row for your overall advertising
strategy in Exhibit 19.8, paying attention to both the intermediate objec-
tives and the action objectives, and how they must be coordinated. If you
use the objective and task approach, you would also know how many cus-
tomers you would want in each stage and when. You would also determine
the message you would want your advertising to deliver to your target
customer.

Next, you would need to select which media and which specific vehicles
youwould employ to carry the message toyour target customers toachieve your
intermediate and action objectives. You would also decide how much to
spend for each of those media and vehicles. Finally, the spending on the indi-
vidual media and vehicles would be totaled to show you the overall budget
needed for that particular advertising strategy. If the budget was too high
or if it did not seem possible to achieve the objectives because the budget
was too low, you would repeat the process until you obtained an acceptable
advertising strategy.
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Exhibit 19.8 Advertising Strategy

Target Segment: Target Decision-Making Unit Member:

Time Period

Communications | Components
1 2 3 4

Objectives

Overall advertising

strategy Message

Effort

Objectives

Message

Newspapers
pap Vehicles

Effort

Objectives

3 Message
Magazines

Vehicles
Effort

Objectives

. Message
Radio

Vehicles
Effort

Objectives

- Message
Television

Vehicles
Effort

Objectives

Message
Other media 8

Vehicles
Effort

Source: “Arrow Guide—Advertising Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/market-
ing101 and customized for your personal use. For any other use, contact Don Sexton at
Marketing101@thearrowgroup.com.

CONCLUSIONS

Your target customers must know why they should purchase from you.
Advertising is potentially one of your more important ways to communicate
with customers. However, advertising can be expensive. It is important to be
clear about advertising objectives and the message for your target market so
you can be efficient in developing your advertising budget and allocating it
among advertising media and vehicles.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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IDENTIFIERS

dentifiers stimulate a customer to think of all the attributes of your brand.

Identifiers include your name, logo, tag line, color scheme, type font,
shape, and sound. Identifiers can even be a distinctive aroma, such as that of
KFC or Mrs. Fields’s cookies, or a distinctive taste, such as that of Listerine
mouthwash.

Brands are symbols and you must manage them carefully.

When you make any changes in your brand identifiers, you are changing
your brand—one of your most valuable business assets. You can change your
identifiers, but if you do, you need to be sure you are changing them in ways
that support your brand and marketing strategies.!

When you make any changes in your brand identifiers,
you are changing your brand.

You need a strategy for your brand identifiers to make sure that they
communicate what you want your target customers to know about your
brand. That is what this chapter is about.
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COMPONENTS OF YOUR IDENTIFIER STRATEGY

There are four main parts of your identifier strategy. (These are the same
parts you have in your communications strategy, shown in Exhibit 19.1):

1. Identifier objectives: The role of your identifiers in your marketing and
branding strategies

2. Message: The attributes of your product or service with which your
identifiers are associated

3. Media: The contact points with your customer—when your identifiers
are visible

4. Effort: The amount of expenditure for your identifiers

Ldentifier Objectives

Generally, your identifiers help you in the first few stages of the communica-
tions process (see Exhibit 19.2). They establish awareness and knowledge in
the mind of your target customer. Other communications methods can be
used to move your target customer to action.

However, with impulse products or services especially, identifiers can
also prompt purchasing. Packaging may be so appealing that it persuades
your customer to take action immediately. Examples of using identifiers to
generate impulse can be seen in the packaging of many prepared foods in
supermarkets.

Message

Brand image consists of the attributes associated with the brand. Your desired
brand image is specified by your brand position, at most a few of the qualities
that you want associated with your brand by customers in a given target market
(see Chapter 12). These qualities should be benefit advantages—reasons that
persuade your target customer to buy from you.

The message of your identifiers should consistently convey your brand
position. For example, if your organization is an insurance company and
you wish to be known for “caring,” then your logo should convey caring
and not consist, for example, of hard-edged block letters. If the name of
your restaurant chain includes the word “fried,” but you wish to move
from that attribute association, then you may change your name to initials,

as did KFC.
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Determining ldentifier Message—Dry-Cleaning Example

Suppose DES Cleaners (see Chapters 4 and 6) wanted to build a strong brand.
They have decided that one of their target markets is households with two
wage earners and no one free during the day. The benefits that they provide
relatively well include cleaning clothes, removing stains, quick turnaround,
and convenient hours. Suppose that their superior performance levels on
cleaning clothes, stain removal, and quick turnaround are already strongly
associated with DES Cleaners (Exhibit 20.1). For customers in this particular
target segment, convenient hours may have special appeal. If the customers in
the target market do not associate DES Cleaners with convenient hours (see
Exhibit 20.1), then that benefit might be featured in the identifiers seen by
these target customers.

Exhibit 20.1 Associations and Attributes

Attribute

Clean
Clothes
Association \
Stain
Removal

Quick

Turnaround

DES Cleaners

/

Identifier

Source: “Arrow Guide—Brand Attribute Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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Media

All the contact points where your identifiers are visible to your target custom-
ers comprise the media for identifiers (see Exhibit 19.5). Such contact points
include:

* Advertising: Any representation of your product or service should
clearly display the brand identifier.

* Packaging: Packages are like small billboards. They should be designed
and evaluated the same way you would view an advertisement.

* [In use: Some identifiers can be visible when the product or service is in
use. DuPont’s construction material, Tyvek, displays its name in large
letters easily visible by anyone driving by a construction site where
Tyvek is being used.

* Brochures/manuals: Any material that accompanies the product or serv-
ice should show the identifiers.

* Stationery: All documents should clearly display identifiers. Notice
that if the identifiers are changed, the stationery should be changed
immediately.

* Signs: Any sign showing your brand should be consistent with your
identifiers in color and type font.

* JWeb site: The look and feel of any Web site must support the brand
strategy.

* Motor vehicles: Vehicles are roaming billboards—an excellent opportu-
nity to show identifiers.

*  Uniforms: Employees represent the organization. DHL, FedEx, and
UPS, for example, use very distinctive color schemes for the uniforms
of their employees—the same color schemes that are used in their
delivery trucks.

* Décor: The ambience of offices and service areas should reflect the
organization’s brand. Sometimes the décor and general ambience is
known as atmospherics. For airlines and banks, for example, the envi-
ronment may have a major impact on the service experience.

* Spokesperson: Anyone serving as a spokesperson for your product or
service becomes an identifier.

DEevELOPING IDENTIFIERS

Developing identifiers is both science and art. The science part is making
sure that the attributes you want attached to the brand are associated with the
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identifier. The art part is graphic design—making sure that the appearance of
the identifier is clear, balanced, and appealing.

Developing identifiers is both science and art.

When Burger King revised their logo, they considered a number of pos-
sible logos that showed flames—an association with their longstanding “flame-
broiled burger” benefit. However, none of the logos with flames they tested
looked graphically sound (and possibly some people did not want to eat a ham-
burger that was in flames), so they decided not to include flames in their new
logo even though it was an attribute often linked to their brand. The logo they
chose consisted of the old logo tilted and the color blue added. They likely
made the right choice because their new logo is quite effective—preserving the
meaning of the old logo while making a more powerful graphic statement.

For any product or service that is being sold internationally, it may be
especially difficult to find effective identifiers as colors, shapes, and animals
have different meanings around the world. In addition, words that make sense
in one language may be nonsense or unpronounceable in another language.

"To systematically develop identifiers such as names or logos, you must:

* Generate alternatives.
¢ Screen and evaluate alternatives.
e Market test final candidates.

Namineg

Suppose you were trying to find a name for a new product or service. You first
need to generate some possible names. At the outset, you should simply list all
possibilities that occur to you. They may involve your name, the name of your
product or service, your location, customer needs, initials, objects—whatever you
think might work. Just write down all the names that you would like to consider.
The more the better. You can edit them during the next phase in the process.

Once a list of possible names has been generated, you must evaluate them
on several criteria such as:

¢ FEasy to pronounce
* FEasy to spell
* Sounds good
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¢ Looks good

* Unique

* Appealing

* Associations with desired brand attributes
¢ Clear

* Memorable

¢ Free of potential “new meanings”

¢ Free of legal threats

After passing criteria such as these, you should test the remaining
names with members of the relevant audience for the product or service.
The target markets are certainly one of your relevant audiences. However,
you may want to test the name with other groups such as employees and
members of the financial community. Again, if the name will be used inter-
nationally, it is important that you repeat the testing in all the countries
where the product or service will be sold—certainly in the largest country
markets.

TRUMP IDENTIFIERS: BUILDINGS AND PRODUCTS

Your brand name should always
appear in the same type font
and, if possible, the same color.
Notice in the photo below that
“Trump” appears in the same
font in the lobby of the Trump
Building at 40 Wall Street in
New York City as it does in the
label for the Donald J. Trump
Signature Collection®.

Wall Lobby.

Photo courtesy of The Trump Organization.
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The process of generating/evaluating/market testing can and should be
used for any identifiers, names and logos, tag lines, colors, and shapes—that
is, all possible identifiers.

Coordinating ldentifiers

Just as any other method of communicating with your target customer, iden-
tifiers need to be coordinated.

Exhibit 20.2 Identifier Strategy

Target Segment: Target Decision-Making Unit Member:

Time Period
1 2 3 4

Communications | Components

Objectives

Overall identifier

strategy Message

Effort

Objectives

) Message
Packaging

Sizes/Types
Effort

Objectives

. Message
Signs

Locations

Effort

Objectives

. Message
Vehicles

Types
Effort

Objectives

Message
Staff
Effort

Uniforms

Objectives

Message

Other identifiers
Opportunities

Effort

Source: “Arrow Guide—Brand Identity,” The Arrow Group, Ltd., New York, NY, 2008. Used
here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.
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Many organizations accomplish this coordination with what is known as
a style guide or brand book (this is discussed in Chapter 12; see Exhibit 12.3).
A style guide describes in detail the name, logo, and all other identifiers by
specifying font, type size, colors, even types of actors used in ads. Sometimes
the managers who administer the style guide are known as “logo cops,” but
that is rather unfair because keeping the logo uniform is important to the
value of the brand.

ASSEMBLING THE IDENTIFIER STRATEGY

The main purpose of the identifier strategy is coordination—coordination of
the identifiers experienced by your target customer at all contact points. The
identifier strategy shown in Exhibit 19.2 is really an inventory of all the ways
you are in contact with your customer and what message you are conveying
at all those points. If one or more media are not on strategy—that is, they
are not supporting your brand position—then expenditures on them may be
wasted and, worse, may be blunting the effects of your other identifiers.

CONCLUSIONS

All of your identifiers—name, logo, tag line, and so on—constantly commu-
nicate to your customers what your organization, products, and services stand
for. That communication should be consistent with your positioning. That
communication is more powerful if all your identifiers are coordinated to give
the same message.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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SALEs PrRoMoOTION

ales promotion concerns the management of a number of quite diverse

marketing tools, such as contests, special discounts, trade allowances, cou-
pons, and premiums. Sales promotion methods support the efforts of other
communications such as advertising and personal selling, and typically are
not recurring but developed for a specific communications task.

In a world where customers swim in an ocean of advertising, promotion
tools can be very effective in prompting customers to purchase. Usually,
sales promotion can get you short-term results. The challenge of using sales
promotion often is to convert those customers you convince to buy now into
long-term customers.

Youneed to be familiar with and consider using the various sales promotion
methods because they can be an important way to influence your target cus-
tomers. (For an overview of sales promotion, see Mullin and Cummins.!)

GROWTH OF SALES PRoMOTION

Opver the past several years, sales promotion has gained in importance relative to
advertising as a communications approach. This has occurred for several reasons:

* Advertising clutter: Traditional advertising has become pervasive
and crowded with products and services. Frequently, you find many
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different brands in the same product category advertised on the same
advertising vehicle, for example, automobiles on televised professional
football games. Sales promotion can help break through that clutter to
capture the customer’s attention.

* Reduced media effectiveness: Because of advertising clutter and because
of the wide variety of media and vehicles available, a specific adver-
tising vehicle, such as a magazine or television show, may not be as
effective as it once was.

* Brand proliferation: In many product categories, there is truly a pleth-
ora of brands—sometimes more than a potential customer can
comprehend. Sales promotion can help give a brand character and
distinctiveness.

* Mature markets: In a mature market, most customers may be well aware
of most brands and, in addition, may not perceive all these brands to
be very different. Sales promotion is an additional way to differentiate
a specific brand of a product or service in a mature market.

*  Customer knowledge and behavior: Once a customer or reseller has devel-
oped habits of purchasing a specific brand of product or service, those
habits may persist. Sales promotion can sometimes break those habits
and persuade the customer or reseller to try a new brand.

* Power of the trade: The trade consists of all the resellers involved in
getting a product or service into the hands of the end-user. In many
industries, the trade has substantial power. Sales promotion tech-
niques are a way to gain the attention of resellers and obtain their
cooperation.

o Shorter-term focus: Many managers are under pressure to deliver favora-
ble financial returns in a short time. Sales promotions often have strong
short-term effects on sales. (These short-term effects can later be a
problem if sales increases today are borrowed from sales tomorrow.)

* Need for accountability: Marketing managers are being asked to justify
their expenditures by evaluating the return on their marketing invest-
ment. Because customers or resellers participating in a promotion
usually need to identify themselves, you can often track the impact of
a promotion more easily than the impact of advertising.

COMPONENTS OF THE SALES PROMOTION STRATEGY

The sales promotion strategy has components similar to that of the advertising
strategy (see Exhibit 19.1).
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*  Promotion objectives: What you would like your target customer to do,
feel, or think, as a result of the promotion.

Message: What the promotion conveys to your target customer.

* Media or method: The specific type of promotion you employ.

Effort: The expenditure on promotion.

PromoTiON OBJECTIVES

Sales promotion objectives often concern actions—by the customer in the
target market or by a reseller somewhere in the distribution chain between
producer and end-user. Such action objectives may be trial, repurchase, or

ORCHESTRATING MARKETING COMMUNICATIONS:
Miss UNIVERSE ORGANIZATION

The Miss Universe Organization
produces the Miss USA®, Miss
Universe®, and Miss Teen
USA® pageants and is a partner-
ship between Donald J. Trump
and NBC Universal. In 2005,
they signed a two-year contract
naming Cover Girl the cosme-
tics sponsor for the three com-
petitions.

The organizations agreed to
cooperate in various ways, in-

cluding:

e Visitors to CoverGirl.com

were able to view exclusive
Cover Girl Amelia Vega Advertisement. photos and interviews with
Photo credit: Dusan Reljin. Photo courtesy of MISS USA® contestants and
Dusan Reljin, Amelia Vega @Trump Models, the cast votes that would be
counted as a “virtual judge”
in the preliminary judging
panel.

Miss Universe Organization, and Cover Girl.

(continued)
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(continued)
e Visitors to CoverGirl.com could enter a sweepstakes for a
chance to win a trip to a MISS USA® Pageant.
¢ The Cover Girl Spokesmodel, Molly Sims, served as one of the
celebrity judges at a MISS USA® Pageant.

Paula Shugart, President of the Miss Universe Organization,
observed that, “The relationship between Cover Girl and the Miss
Universe Organization is a natural fit as both companies are dedicated
to empowering women and both value inner and outer beauty.”

Source: Press Release, Miss Universe Organization, March 21, 2005.

increased usage (see Exhibit 19.2). When promotions are focused on action
objectives, they often consist of an added inducement to stimulate the
customer to purchase a product or service, or a reseller to stock it. For
example, a clothing manufacturer may offer two-for-one deals to consumers
and advertising support to retailers. H&R Block has offered customers the
chance of receiving double their tax refund if they have the firm do their
income taxes.

Promotions can also be used to achieve intermediate communications
objectives such as awareness, knowledge, liking, preference, and conviction in
much the same way brand identifiers do. For example, Pillsbury has conducted
their Bake-Off® Contest for many years and Marlboro offers a line of Western
clothing, both activities help reinforce their brand positions.

MESSAGE

The message of your sales promotion should be consistent with your posi-
tioning. A company selling power tools should offer premiums of interest
to do-it-yourselfers, such as a tool box, just as a cosmetic company might
offer a makeup bag. Promotions can be used to reinforce your brand posi-
tioning. For example, shoe companies may sponsor basketball tournaments to
showecase the attributes of their products. Healthcare companies may sponsor
marathons to publicize the benefits they can provide.

The message of your sales promotion should be consistent
with your positioning.
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In developing your sales promotion, you should consider not only mes-
sage content but message tone. If you are selling fine automobiles, any con-
tests or premiums you might offer should be top-of-the-line as well. In fact,
if you are selling top-of-the-line products or services, you may choose not to
use sales promotion at all because it may seem out of character.

MEeDpIA orR METHOD

An extraordinary variety of types of sales promotion methods exists (see
Exhibit 19.5). Usually, they are first classified by their target audience—the trade
or consumers. Within those broad categories, the methods include incentives,
allowances, discounts, selling aids, contests, premiums, samples, giveaways, and
loyalty programs. (For more promotion suggestions, see Chapter 27).

Consumer-Oriented Promotions

Methods of consumer-oriented promotion include price deals, coupons, con-
tests and sweepstakes, refunds and rebates, premiums, bonus packs, sampling,
specialty advertising, licensing, and loyalty/continuity programs.

Objectives of Consumer-Oriented Promotions Consumer-oriented promo-
tions often focus on managing the transaction with the consumer or customer
but sometimes are intended to have longer-term effects. Objectives include:

* Guain trial: Promotions such as coupons, deals, refunds or rebates, pre-
miums, and contests can be effective in persuading the target customer
to try your product or service.

*  Accelerate purchase process: Promotions such as contests, premiums, and
rebates can influence the consumer to buy now rather than postpone
the purchase.

¢ Increase repurchase: The customer retention rate can be increased with
coupons or with loyalty programs. Airlines have pioneered here
with their frequent flyer programs.

* Increase usage: Customers can be persuaded to buy more of a product
or service by offering volume discounts or bonuses.

* Build the brand: If promotions are chosen carefully, they can enhance
the brand. Land Rover dealers sell a wide range of clothing, luggage,
and other items that are identified as Land Rover and use the Land
Rover brown and green color scheme. The items are chosen to rein-
force the Land Rover brand image of ruggedness and adventure.
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Trade-Oriented Promotions

Methods of trade-oriented promotions include contests and sweepstakes,
dealer incentives, trade allowances, point of purchase displays, merchandising
kits, cooperative advertising, training programs, selling aids, trade shows, and

exhibits.

Objectives of Trade-Oriented Promotions Generally, the objectives of
trade-oriented promotions are to build support by your resellers. Specific
objectives include:

» Stimulate trade merchandising and sales support: By providing trade
allowances (discounts) or cooperative advertising, for example, one
can try to influence the reseller to expend sales efforts on your prod-
ucts or services.

* Expand into new markets or attract new customers: Sales promotion can
provide incentives for resellers to handle new products or services. In
Latin America, 3M packaged some of their medical tape in a first-aid
kit—an attractive product for many of their retailers to sell to new
customers and one that also generated excitement for a somewhat dull
product category.

* Create excitement: Creative promotions can kindle interest in resellers.
For example, when BMW launched their Z-3 sports car in conjunc-
tion with Golden Eye, a new James Bond movie, dealers were given
copies of the film to show in special screenings to their best custom-
ers. In addition, the car itself was presented at various dealerships and
created much “buzz” among prospective customers and local media.

Generally, the objectives of trade-oriented promotions
are to build support by your resellers.

ErrorT

The amount to spend on promotions depends on the estimated effects over
time—especially regarding acquiring new customers, and increasing usage
and loyalty of current customers.

Probably the most useful approach to apply in budgeting for sales promo-
tion is the “objective and task approach” discussed and applied in Chapter 19.
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In that approach, you begin by deciding on the number of new purchases or
new customers you wish to obtain. Then you make assumptions regarding
what percentage of those seeing your promotion will take advantage of it (see
Exhibit 19.6). You also need to estimate the value of a new customer. That
would be the revenue you might expect from them over the next few years
less the cost of serving them. Then you can compare the value of the new
customers brought in by the promotion versus its cost to determine whether
you wish to go ahead with the promotion (see Exhibit 19.7). You can also use
the objective and task approach to compare different promotions you might
be considering.

Evaluating Promotion Budget—Health Club Example

For example, suppose you are running a small health club for people whom
you provide personal trainers. A typical membership includes 20 workouts. To
enroll more members, you are thinking of running an ad in the local newspa-
per offering a free workout with a trainer. Just as you did with the soap example
in the advertising chapter (see Chapter 19), you estimate that of the people
who see the ad, maybe 1 percent will follow up on the offer. Of those who
have the free workout, you believe maybe 25 percent will buy a 20-workout
membership in your club. The newspaper tells you that their circulation
consists of 10,000 adults. Based on your assumptions, the ad would lead to
25 new members for your health club (Exhibit 21.1). You do have the capacity
to handle that number of new members. Whether you go ahead depends on
whether you feel the extra 25 new members would justify the cost of the
ad and the cost of the 100 free workouts. (There is a cost to the workouts

Exhibit 21.1  Estimating Promotion Results—Health Club Example

Percentage Number Percentage
who who who Number who
Specific Number participate participate become become
promotion who see in in 20-workout 20-workout
method promotion  promotion promotion customers customers
Free workout 10,000 1% 100 25% 25
Towel
premium 10,000 2% 200 5% 10

Source: “Arrow Guide—Sales Promotion Decisions,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.
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Exhibit 21.2 Evaluating Promotion—Health Club Example

Number who Value of

Specific become new each Value of new Profit
promotion 20-workout 20-workout 20-workout Cost of (loss) of

method members member members promotion  promotion
Free
workout 25 $600° $15,000 $3,100° $11,900
Towel
premium 10 $600° $6,000 $600° $5,400

*Net profit for 20-workout member.
®$100 for ad plus 100 lessons @ $30 for trainers.
$100 for ad plus 100 towels @ $5.

Source: “Arrow Guide—Sales Promotion Decisions,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

because you must pay the trainers.) You estimate the net profit of 20-workout
customers to be $600. That would be based on their $1,200 membership fee
less your costs, including paying your trainers. According to the calculations
in Exhibit 21.2, the free workout promotion would bring in more profit than
it costs, so you may want to go ahead with it.

In Exhibits 21.1 and 21.2, there are also calculations for a second pro-
motion: running an ad in the same newspaper and offering a free towel for
anyone who stops by your club. Although you estimate that promotion will
bring you more prospective clients, you believe a lower percentage
will enroll because they may be coming by just for a free towel. However,
that promotion is also profitable, so you might consider doing that one, too,
providing you had the capacity to accommodate the new members from
the promotion.

ASSEMBLING THE SALES PROMOTION STRATEGY

Opverall, you want to be sure that whatever promotions you use, they sup-
port the positioning of your product/market strategy and the message of your
communications. Sales promotion is especially helpful when you would like
to stimulate purchases. For example, perhaps you operate a motel and want to
increase occupancy during the off-season. You might use promotion methods
to attract more customers. You need to look at your overall communications
objectives and decide where your purchases might require a boost. You might
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then consider whether the promotion should be directed to the consumers or
customers, or to the trade for maximum effect. The worksheet in Exhibit 21.3
allows you to include several promotion methods at different times. Finally,
you would estimate the cost of each of the promotions you are planning and
enter that in the budget lines.

Exhibit 21.3 Sales Promotion Strategy

Target Segment: Target Decision-Making Unit Member:
L Time Period
Communications | Components
1 2 3 4
Objectives
Overall promotion v
strategy cssage
Effort
Objectives
Consumer- Message

oriented promotion | pMethod

Effort

Objectives

Consumer- Message
oriented promotion | Method

Effort

Objectives

Consumer- Message
oriented promotion | Method

Effort

Objectives
Trade-oriented | Message
promotion Method
Effort
Objectives

Trade-oriented | Message
promotion Method

Effort

Source: “Arrow Guide—Sales Promotion Decisions,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For other use, contact Don Sexton at Marketing101@
thearrowgroup.com.
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CONCLUSIONS

Sales promotion methods can be very effective in changing the behavior
of consumers, customers, or the trade in the short term. Once you change
behavior, however, you need to follow up to make sure that you keep the
attention of the consumers or customers so that they continue to buy from
you and the attention of the trade so that they continue to support you.
Although promotion methods can be very helpful to stimulate sales, keep in
mind that they cannot rescue a failing product or service.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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PErRsoNAL SELLING

Personal selling embraces all those transactions where there is human
interaction between the seller and buyer. Personal selling is used in
most business-to-business transactions and a great number of consumer
transactions.

The key resource in personal selling is time.

Time spent with the customer is known as “face time” and it is very pre-
cious. Successful salespeople understand the value of face time and always try
to make the most of it. In many organizations, sales force time is a bottleneck
resource. Everyone wants sales force time, but there may not be sufficient
time to meet everyone’s business objectives. Often, marketing is organized by
product and sales is organized by geography. Product managers may request
more sales force time than is available in the sales territories. You need
a sales strategy to resolve these possible conflicts and focus your organiza-
tion’s selling efforts. This chapter shows you how to make the best use of your
salespeople’s time.
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SALES STRATEGY — THE STRATEGY OF THE SALES MANAGER

The strategy for personal selling is known as the sales strategy. An effective sales
strategy provides a plan for where and how members of a sales force will spend
their time, especially their time interacting with customers. The sales strategy
described here is the strategy that the manager of a team of sales representa-
tives develops and uses.

Note that there are similar sales strategies for national or regional sales
managers, or for the sales representatives themselves. Each of those strategies
would have the same components but at a different level of aggregation. For
example, the sales strategy for the national sales manager would show the
allocation of the selling time of the entire sales force across all products and
services. The sales strategy for the individual sales representative would show
the allocation of their selling time across the products and services that they
are responsible to sell.

COMPONENTS OF THE SALES STRATEGY

The main components of a sales strategy are (Exhibit 22.1):

* Objectives: These objectives derive from those for the marketing
strategy. Usually they are expressed in unit or monetary sales.
Some organizations also provide their sales managers with profit
objectives.

* Effort allocation: These are guidelines for where the sales representa-
tives should spend their time—on which products and services and on
which customers. Sometimes these decisions are known as “time and
territory management.”

* Selling strategy: Included here are guidelines, sometimes very specific,
as to how the sales representative should approach the customer,
including what benefits should be stressed during the sales call and
what should be the result of the call.

o Support: Salespeople require ongoing support in the field, ranging
from materials to be used during sales calls to lists of prospects. Also
included in this part of the sales strategy would be the policy for com-
pensation and other rewards.
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Exhibit 22.1 Components of Sales Strategy

Objectives

Effort Allocation

Selling Strategy

Support

Source: “Arrow Guide—Formulating Sales Strategies,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

SALES OBJECTIVES

Objectives in the sales strategy are usually expressed as unit or monetary sales
and are based on objectives stated in the marketing strategies for the products
or services being sold. You should state these objectives quantitatively and
break them out by product or service and by market. These objectives are the
overall sales objectives for the sales manager, who then allocates these objec-
tives among the sales representatives whom they direct.

For example, the annual sales objectives for the sales manager associ-
ated with Exhibit 22.2 total $88,000,000. In turn, the sales manager has
allocated those objectives among the four sales representatives whom they
manage.
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Exhibit 22.2 Sales Objectives (in millions)

Product
Representative A B C Total
1 $7 $5 $2 $14
2 12 14 3 29
3 10 9 2 21
4 9 11 4 24
Total $38 $39 $11 $88

Source: “Arrow Guide—Formulating Sales Strategies,” The Arrow Group,
Ltd., New York, NY, 2008. Used here with permission.

Trump International Hotel & Tower,
Las Vegas.
Photo courtesy of The Trump Organization.

REAL-ESTATE SALES: TRUMP INTERNATIONAL
HoTter & Tower, LAsS VEGAS

The 64-story Trump International
Hotel & Tower Las Vegas was
introduced on The Apprentice,
and within a month deposits had
been placed on 80 percent of the
units. Construction was finished
in less than 3 years and the units
completely sold out with sales of
more than $1.1 billion. Average
price per square foot was nearly
25 percent higher and sales
velocity (units sold per month)
50 percent higher than compet-
ing properties.

“Everybody wants to be in
our building,” Donald J. Trump
explained to Business Week.

Sources: Linneman Associates, “The Trump Organization Value-Added Market Study,”
July, 2007; Christopher Palmeri, “Hike Your Odds on a Vegas Condo,” Business Week

(February 14, 2005), p. 94.
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If you add up all the sales objectives for a specific product or service for
all an organization’s sales representatives, then you should obtain the overall
sales objective for that product or service.

One exception is that, in some organizations, sales objectives for particular
products or services may be set high to motivate salespeople.

You may set sales objectives in terms of both profits and sales. However,
in some organizations, sales managers prefer not to provide their salespeople
with information as to the profitability of their various products and serv-
ices because they do not want to encourage salespeople to give discounts.
However, if salespeople do not know which products or services are the most
profitable, then it is especially important for you to sort out sales objectives
by product and by market, as discussed in the next section.

Sales Objectives by Product and Market

Sales objectives should be made clear for specific products or services and for
specific markets. Without that focus, sales representatives may spend their
selling effort on the products they prefer and on the customers they pre-
fer, rather than on those where the company would like selling effort. For
example, Exhibit 22.3 shows a growth matrix (similar to what was discussed

in Chapter 13).

Sales objectives should be made clear for specific products
or services and for specific markets.

Suppose you are a salesperson. Who would you rather call on: a customer
you know really well or someone you have never met? Many people prefer to
talk to people they already know. Similarly, would you rather try to sell a prod-
uct that you know very well because you have been selling it for a long time or
a product that you have just heard about? It is true that salespeople want new
products, but the comfort level for selling current products is often higher.

If sales representatives are spending their time on current customers and
on current products, then what happens to the organization? It may die—
strangled by its sales force—because new customers or new products are not
receiving sufficient sales effort.

You can solve this effort problem a variety of ways. The most direct way
is for you to assign objectives to specific products or services and to specific
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Exhibit 22.3 Allocating Sales Effort

Current Products New Products
or Services or Services
Current EFFORT >
Customers
New
Customers
\4

Source: “Arrow Guide—Formulating Sales Strategies,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

markets, and then pay for attainment of each of those objectives. For example,
some companies do not pay any sales bonus unless the objectives for every
product or service and for every market are achieved. Another way for you to
encourage attaining sales objectives for new customers and new markets is
to improve training of salespeople through joint calls or product seminars.
Such training can increase the comfort level of selling in new areas. Finally, you
can establish two sales forces. Members of one sales force—the “farmers”—
maintain relationships for current customers and current products. Members
of the other sales force—the “hunters”—focus their efforts on new sales, new
products, or new customers. Of course, to have two sales forces, there must
be sufficient sales opportunities to support both of them.

EFFORT ALLOCATION
Given sales objectives, how should the sales force allocate their efforts among

products or services and among customers? The allocation of sales force time
is summarized in the time allocation table (Exhibit 22.4), which has the same
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Exhibit 22.4 Selling Time Allocation (person-days)

Product
Representative A B C Total
1 52 37 24 113
2 46 41 28 115
3 44 38 25 107
4 40 33 26 99
Total 182 149 103 434

Source: “Arrow Guide—Formulating Sales Strategies,” The Arrow Group,
Ltd., New York, NY, 2008. Used here with permission.

dimensions as the sales objective table (see Exhibit 22.2). The difference is
that the sales objective table shows all the sales objectives, whereas the time
allocation table shows the time needed to achieve those objectives for each
product or service and each customer or market.

The time allocation table is developed by considering how much selling
time is available and how much time is required to sell a specific product to a
specific customer. For example, generally, you would expect more time to be
required to sell a new product or service (such as product C in the exhibits),
or to sell to a new customer.

Experienced salespeople usually have a fairly accurate idea as to how
much time and how many calls will be needed to make a sale. That informa-
tion is used to estimate the time allocations for each product and customer.
For example, if you estimate that 10 hours of “face time” with a certain type
of customer is needed to make a $500,000 sale, then you might estimate that
a total of 500 hours or 62.5 days might be needed to make total sales of $25
million. Although these estimates may not be accurate for each customer,
they provide an overall forecast for the time that might be needed to achieve
your sales objectives.

The total selling time available to the sales manager can be found by
doing an analysis of how the sales representatives currently spend their
time. Suppose, for example, the sales manager associated with Exhibit 22.4
finds that there is a total of 434 selling days available from the 4 sales
representatives. The sales manager will allocate that time among prod-
ucts (and also markets) to maximize the chances that the sales objectives in
Exhibit 22.2 will be met. In practice, the salespeople will likely not spend
exactly the amounts of time shown in Exhibit 22.4 on the three products.
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You will expect that unforeseen events, emergencies, and targets of oppor-
tunity will occur and change the plan somewhat. The purpose of these time
allocations is not to be a straightjacket but to provide guidelines for the
salespeople. Without such guidelines, often sales times can be misallocated
or wasted.

SELLING STRATEGY

A sales call must be managed. The sales representative should have a plan for
how the discussion will flow, what will be discussed, and what should happen
as a result of the call. That is the purpose of a selling strategy.

There are a variety of models used to develop a selling strategy. One
of the most well-known is the AIDA model—attention/interest/desire/
action.

* Artention: Engage the potential customer so that they will want to
talk. Often, this can be accomplished by identifying a problem the
customer has.

* Interest: Continue the discussion with the potential customer so that
they will come to understand that you may have a viable solution for
their problem.

* Desire: Persuade the potential customer that your solution to their
problem is the best available.

* Action: Ask for the order—going for the “close.”

Throughout this process, /istening and, if the call is face-to-face, observing
can be crucial to managing the sales call. You need to listen to the customer
to learn what they want and to identify any possible objections they might
have. Observing is important because there is much communication in body
language, ranging from boredom to high interest.

A salesperson should always prepare an initial benefit statement
(IBS)—a clear statement of the key benefits of your product or service
that you present, formally or informally, to your target customer. The IBS
often starts your discussion with the customer. But how you continue the
discussion is crucial. Effective salespeople are those who can manage the call as
it proceeds, probing and following the customer’s concerns but still controlling the
Conversation.
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SUPPORT

Support falls into three areas: materials, information, and compensation.

1. Materials include sales presentations, brochures, demonstrations—eve-
rything that might help the salesperson make their case to the poten-
tial customer.

2. Information on customers and on products or services (yours and
those of your competitors) help the salesperson make more efficient
use of their time. Prospect lists are a starting point for developing
sales. Criteria for qualifying customers are valuable, particularly for
new salespeople.

3. Compensation issues include straight salary versus commission or
some combination. Generally, commissions are more effective and
appropriate in those situations where the salesperson has signifi-
cant ability to make the sale during the sales call. For example, if a
prospective customer were interested in a tailored information system,
then the salesperson may need to “design” the product during the sales
call—this would be a situation where a commission or bonus might be
effective.

Your sales people should know exactly what they need to do and how
they will be rewarded when they do it if compensation is to be effective.

ASSEMBLING THE SALES STRATEGY

The selling strategy begins with the sales objectives. (See the downloadable
worksheet in Exhibit 22.5.) You must consider how those objectives will be
attained and, consequently, what will be the necessary objectives for each of
the sales representatives.

Next, you make an allocation of selling time. These time allocations are
based on the sales objectives, the selling time each sales representative has avail-
able, and their abilities and selling efficiency (time required to get a sale).

The contents of the selling strategy, especially the IBS, come from the
positioning of the product or service as you described it in your product/mar-
ket strategy. The selling strategy will typically include the IBS and guidelines
or suggestions for managing the sales call.
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Exhibit 22.5 Sales Strategy

Target segment: Product or service:
Time Period
Personal Selling Components
1 2 3 4
Objectives
Sales Manager Strategy
Effort
Objectives
Sales
Representative 1 Strategy
Effort
Objectives
Sales
Representative 2 Strategy
Effort
Objectives
Sales Strat
Representative 3 rategy
Effort
Objectives
Sales S
Representative 4 trategy
Effort

Source: “Arrow Guide—Sales Promotion Decisions,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.

Summing the sales objectives and selling time allocations of all of your
sales representatives gives your overall sales objectives and the overall selling
time available to you (the sales manager).

CONCLUSIONS

Many products or services may require personal interaction for a sale to
take place. Selling time is precious time, and must be managed and allocated
carefully to achieve the maximum objectives possible. Selling strategy is the
plan for what happens during selling time. Such plans must also be developed
carefully so that sales contacts are effective and are consistent with the
product/market strategy.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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Pusric RELATIONS

How do you manage your relationships with all the people who have an
interest in what you do? That is what public relations does. You need a
public relations strategy just as you need a strategy for advertising or for per-
sonal selling—your public relations efforts should be proactive, not reactive.
And your public relations efforts need to be integrated with all your other
communications activities.

Small organizations especially can benefit from public relations. Public
relations can be a very cost-effective substitute for advertising. Managing
your public relations requires you to be patient, prepared, and creative in
finding ways to publicize your business.

Managing your public relations requires you to be patient,
prepared, and creative in finding ways to publicize
your business.

ApvanTaGESs OF PusLic RELATIONS

Although you may find it difficult to measure the effects of public relations,
many managers consider it a cost-effective means of communication. Having
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positive news about your product or service featured on a news show is
extraordinarily valuable exposure. Not only did BMW launch their Z3
sports car with the James Bond movie, Golden Eye, they placed other
BMW models such as the Z8 sports car in later James Bond movies, then
kept the buzz going by commissioning short movies by famous direc-
tors such as Ang Lee, John Frankenheimer, and Guy Ritchie. All of these
efforts brought them priceless coverage from the news media. A local auto
repair shop or beauty salon can get similar exposure in their market by
sponsoring local teams, supporting local not-for-profit organizations, or
other activities.

Contrary to the opinion of many, public relations does allow you to target
particular groups and in a credible way. Public relations methods such as trade
shows and sponsorships speak to members of particular audiences. For exam-
ple, sponsoring a NASCAR car can build strong loyalty among NASCAR
fans. Sponsoring a Little League team may create loyalty among Little
League parents.

When information about your product or service appears in the media,
it usually has more credibility than if the same information appeared in a paid
advertisement. Think about it. When you see a product or service evaluated
by the press, don’t you give those statements a bit more weight than if you
saw them in an ad?

Similar to sales promotion methods, public relations can help you break
through the clutter of paid advertising. Events, sponsorships, and product
placements, for example, can gain attention that would be difficult to achieve
with traditional media.

Similar to sales promotion methods, public relations can
help you break through the clutter of paid advertising.

DisapvanTAGESs oF PusLic RELaTIONS

Public relations is more difficult to manage than most other communications
programs because you do not have the same degree of control overall. For
example, when you pay for an advertisement in a newspaper, you feel reason-
ably confident that the ad will appear when scheduled and the message will be
what you planned. However, when you send a press release to a newspaper,
you do not know whether the information will appear in the newspaper and,
if it does, when, where, and in what form.
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Public relations is also more difficult to manage because of the diversity
in the audiences with which you need to deal. Audiences for your public rela-
tions efforts certainly include current and potential customers, but they also
include investors, community members, politicians, regulators, and—a very
important constituency—your employees. Each of these audiences likely has
different needs and interests, and must be approached in different ways.

Determining the return on investment of public relations is also particu-
larly difficult because it is not easy to link changes in customer attitudes or
behavior to public relations efforts.

TARGET AUDIENCES

The target audience for your advertising, promotion, and personal selling is
typically the members of your target markets. Public relations efforts may
be focused on a variety of audiences, including target customers, suppliers,
community members/general public, opinion leaders, media representatives,
educators, civic and business organizations, government, current investors
and shareholders, potential investors and shareholders, and employees. For
each of these audiences, you need a public relations strategy—plus an overall
strategy that pulls all those efforts together.

PusLic RELATIONS STRATEGY

A public relations strategy includes the same major components as other types
of communications strategies (see Exhibit 19.1).

*  Public relations objectives: As with any type of communications, you should
have in mind what effects you hope will occur because of the communi-
cations. Such effects may include building excitement for a product or
service, managing a crisis, or increasing the price of your stock.

* Message: The message is the information about your organization, prod-
ucts, or services that you want the target audiences to know.

* Method: Public relations methods consist of all the ways you can convey
information to your target audience.

* Effort: The amount of effort—time and money—invested in public
relations.

(For more on public relations, see Wilcox and Cameron.?)
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OBJECTIVES

Public relations may be used to achieve several quite different kinds of objec-
tives that affect the attitudes or behavior of target customers and members of
other target audiences (see communications objectives in Exhibit 19.2):

* Build marketplace excitement: If you can create “buzz”—intense and posi-
tive word of mouth—about your product or service, then you are creat-
ing awareness and moving your target customer toward a purchase.

* Create news: You would like positive information about your product,
services, or your organization itself to be newsworthy. Such coverage
is essentally free advertising and provides your customer with knowl-
edge about the product or service.

* Provide value: 1f you send information to your customers on an
ongoing basis, such as newsletters with advice, you are giving them
extra value that may persuade them to try your product or service,
or continue to purchase it. For example, a company that makes bath
products for babies may provide advice on the Internet regarding
how to care for babies. A store selling scuba equipment may send
their customers a newsletter filled with diving tips and suggested
dive locations.

* Sell products or generate leads: You should target information about your
products or services to persuade the target customer to like, prefer,
and decide to purchase the product or service. If you sponsor a local
soccer team, that may make people receptive and interested in buying
your product or service.

* Develop relationships with customer or client: You can use some public
relations tools, such as e-mailed newsletters, to maintain a relation-
ship with your customers so that you will remain in their minds.
Consulting firms often update their clients with concepts presented
in their newsletters.

* Build brand: Every contact point you have with your customer is
an opportunity to build your brand. The message in all your pub-
lic relations activities should be consistent with and reinforce your
brand position.

* Encourage investors: Favorable press, annual reports, or charitable con-
tributions can increase the attractiveness of publicly owned organiza-
tions to investors.

* Influence opinions: You may seek to influence the opinions of members
of the general public, politicians, and bureaucrats.
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* Crisis management: A crisis—for example, a problem with your
product—can destroy your organization if you do not handle it prop-
erly. Crisis management is a very special use of public relations but a
very important one. You need to be prepared should an unfortunate
incident occur that puts your organization at risk.

MEeDIA OR METHODS

Methods used by public relations are classified into the uncontrolled media
and the controlled media. The news media is the most obvious example of
uncontrolled media. Controlled media includes newsletters, trade shows, and
public service advertising (see Exhibit 19.5).

Uncontrolled media represent situations where you provide information,
but whether the information will be used and, if so, in what form, when, and
where are beyond your control. Such methods include news releases, press
conferences, media tours and materials (for example, press kits), interviews,
speakers, public service announcements, events, community relations, spon-
sorships and donations, lobbying, and crisis management.

With controlled media, the organization has more direct influence on the
content and timing of the information being disseminated. Such methods
include house (aimed at employees) advertisements and house communications
(print and video); customer or client communications (for example, news-
letters, e-mails); annual reports and similar communications, displays, and
exhibits (for example, trade shows); events, sponsorships, product placements,
online communications, public service advertising, and corporate or advocacy
advertising. If your company or organization is small, you may not be able to
use all of these public relations methods, but you can certainly use some of
them. (See Chapter 27 for more public relations suggestions.)

Dealing with the Press

Working with local media is especially helpful for small organizations. If you
provide them with newsworthy items, they will appreciate it and you will
benefit from the publicity.

"To utilize your local media, follow these suggestions:

* 'Take an inventory of the newspapers, magazines, radio programs, and
television programs in your area that might carry information about
your product or service, or organization.
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* Learn the deadlines for the print media and for the broadcast media.

* Find out how they prefer to receive information. For example, if a
newspaper prefers 4 x 6 color photos with a glossy finish, that is what
you need to provide.

* Prepare a short (one page if possible) press release that you can send
to all the media. The contents should make clear why the information
will be of interest to their audience. Be sure to include your contact
information on the release.

GETTING INVOLVED: WOLLMAN SKATING RINK

Wollman Rink Photo Courtesy of Donald E. Sexton.

The Wollman Skating Rink in Central Park, New York City, covers
30,800 square-feet and is one of the largest outdoor skating facilities in the
United States. Enjoyed by many New Yorkers and visitors to New York,
the rink also is the home of the largest United States Figure Skating (USFS)
Basic Skills skating programs.

The Wollman Rink was built in 1950 with money from philanthro-
pist Kate Wollman. After 6 years of renovations in the 1980s costing
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$12 million, the rink was still closed, and in 1986 the city announced
that they were starting all over again. Donald J. Trump offered
to renovate the rink in 6 months at no cost to the city as his gift.
Initially, his offer was spurned but finally an agreement was reached.
Donald J. Trump provided the City of New York with the construc-
tion money and agreed to complete the work by December 15.
The city would reimburse costs up to a cap of $3 million but only
if the rink worked. The renovation was finished 1 month ahead
of schedule and under budget. All profits went to charity and the
Parks Department. The rink was reopened in late 1986, and is
currently operated by the Trump Organization.

In front of a magnificent view of the Manhattan skyline, skaters
enjoy skating, lessons, private parties, corporate events, and special
theme nights throughout the season.

Sources: Wollman Skating Rink Press Releases, October 18, 2006 and October 17,
2007; Donald J. Trump and Meredith Mclver, Trump Never Give Up, Hoboken, NJ:
Wiley, 2008.

Wiait to see what happens. Don’t expect all the media to use your infor-
mation, but you may be pleasantly surprised by the publicity you will get.

Exhibits

You may find it helpful to participate in conferences or fairs, or similar events
that associations or others have established. Here is a checklist to help you
prepare for an exhibit:

¢ Try to find out the type of audience that attends the event where you
might exhibit.

¢ Plan your exhibit so it looks neat and attractive.

* Position your products or services as the central focus of your exhibit.

* Keep track of those who drop by—try to obtain their contact informa-
tion for follow-up.

* Have materials for potential customers to look at during their visit or
later. Be sure your contact information is included in the materials.

* Hand out give-away items if appropriate.

* Have your order book ready.
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Events

Events that you host include receptions, parties, contests—anything that
might draw a crowd of potential customers. You need to plan events carefully.
Here are some things to keep in mind:

* Check to make sure that no competitive event is occurring on the day
and time when you schedule your event.

* Make up your guest list or, if you plan to use mass communications for
your invitations, choose media so that the attendees will be potential
customers.

* 'Iry to have some kind of “draw”—a celebrity, a contest, a curiosity, a
celebration—that will attract the interest of potential customers.

* Make sure you have a way to capture the contact information for those
who attend so you can follow up later if necessary.

¢ If possible, have give-away items with your contact information on
them.

* Have your order book available.

Newsletters

For some businesses—especially personal services such as health clubs or
consulting firms—a newsletter can be a cost-effective way to maintain contact
with your customers or potential customers. Some authors use newsletters to
stay in touch with people who buy their books.

You can either mail or e-mail your newsletter—depending on what you
think your customers or potential customers would prefer. An e-mailed
newsletter is easier to manage but may not allow you to reach any customers
who are not regularly online. Here’s a checklist to use when planning a
newsletter:

* Assemble a list of your customers and others who might be poten-
tial customers. Try to obtain both their physical address and e-mail
address.

¢ Plan your newsletter so the name of your organization or your brand
is clearly visible.

* Include content of value for the reader. For example, a health club
might include information on healthy eating and a consulting firm
might provide business tips.

* Provide a way for your reader to contact you easily.
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PrREss ReELEASE: THE DoNALD J. TRUMP
SIGNATURE COLLECTION® EYEWEAR

Here’s an example of a press release for one of the Trump licenses,
eyewear. It provides the journalists with the essential facts as well
as quotes from all those involved. A press release might also include
contact information so the reporters can pursue the story if they wish.

EYEWEAR DESIGNS LAUNCHES DONALD TRUMP
SIGNATURE COLLECTION®

Syosset, NY (7/1/05)—Eyewear Designs Ltd. has announced the arrival
of The Donald Trump Signature Collection®. The company has long
enjoyed an impressive cadre of licenses. With its newest addition of
Trump eyewear, there promises to be a buzz from the industry about
this hot new signature brand. The new collection includes both men’s
and women’s optical styles and is aimed at the sophisticated eyewear
consumer.

“We are extremely excited to partner with The Trump Organization,”
says Andrea Gluck, Co-President of Eyewear Designs. “The timing is
perfect. With Donald Trump’s long standing success as a prominent
businessman and his recent accolades with his top ranked reality TV
show, it’s clear that his popularity has reached enormous heights. He is
the very definition of the American success story.”

Mr. Trump stated, “Eyewear Designs Ltd. has all of the qualities |
look for in a business partner . . . drive, integrity, vision and an entrepre-
neurial spirit. Eyewear Designs’ commitment to excellence is the reason
we have forged this relationship.”

Cathy Hoffman Glosser, Executive Vice President of Global Licens-
ing for The Trump Organization, expressed equal enthusiasm regarding
the launch of The Donald J. Trump Signature Collection®. “Through
our licensee partnership with Eyewear Designs Ltd., we are taking our
accessory line to the next level. This trendy luxury eyewear collection
will appeal to professional men and women who understand the impor-
tance of image. The styles are fabulous, with rich design elements and
classic colors, and will be a stunning addition to the already successful
Trump brand.”
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Crisis Management

Crises deserve special mention. A crisis is any situation that may cause your
organization harm. Often, they escalate in intensity and disrupt all your opera-
tions. They can destroy your organization.?

Living through a true crisis is described as being in a firestorm. There is
information overload, anxiety, stress, and a compulsion to take action without
knowing what action to take.

If some tragic event occurs and you do face a crisis, you should keep the
following in mind:

* 'Take charge and make sure you understand what the situation is.

* Get others’ opinions because your judgment may be affected by the
crisis atmosphere.

* Think through the consequences and develop a strategy for rectifying
the situation.

¢ Communicate to the public and communicate consistently across
audiences and over time.

Even better, prepare your plans before a crisis occurs. Know who will be
in charge and who will communicate your positions.

ErrorT

The public relations budget is difficult to evaluate because it may be difficult
to link public relations efforts to customer behavior—especially for activities
such as publicity and sponsorships.

There often may be volatility in the effects of public relations, and that
also makes it difficult to evaluate the public relations budget. If an organi-
zation undergoes a crisis dealing with product safety and the situation is
mishandled, the organization itself may be at risk. How do you evaluate the
return on those public relations efforts?

However, for some public relations activities, you can evaluate your
spending the same way you can evaluate the impact of sales promotions (see
Chapter 21). Such activities would include newsletters, exhibits, and events.
In each of those situations, you would know your expenditures on public
relations and, if you kept accurate records of the contacts you made through
those activities, you would know how many customers you obtained because
of the public relations effort (see Exhibit 23.1).
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Exhibit 23.1 Estimating Public Relations Results—Beauty Salon Example

Percentage
Who
Become
Long-Term
Number  Customers Number Profit
Specific Reached due to Who Value of Value of Cost of (Loss) of
Public by Public Public Become Long- New Public Public
Relations  Relations  Relations Long-Term Term Long-Term  Relations  Relations

Activity Activity Activity Customers  Customer Customers  Activity Activity

“Get
Acquainted”
open house 90 20% 18 $800 $14,400 $2,900 $11,500

Source: “Arrow Guide—Public Relations Decisions,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

Evaluating Public Relations Budget—DBeauty Salon Example

Assume that you were opening a new beauty salon and thought you might in-
troduce yourself to the community with an open house. You advertise the event
in the local newspaper. You purchase decorations and some snacks. You also
pay a few of your staff to do free manicures during the day of the open house.
The total cost of your open house, including advertising, comes to $2,900.

You estimate that you make an average profit (discounted net profit) of
about $800 from each new customer over the period they stay with you.

Suppose that 90 women come to your open house and, because you kept
track of their names, you know that 20 percent, or 18, became new customers.
If you assume that these women became customers only because of your
open house, then the net profit you obtained directly from the open house
is $11,500 (see Exhibit 23.1). Notice that you actually may have received a
higher profit from the event because some women may become your custom-
ers later because your open house raised their awareness of you now.

AssEMBLING THE PusLic RELATIONS STRATEGY

"The starting point for your public relations strategy is your message (Exhibit 23.2).
What message do you want to convey to all your various constituencies?
Often that will be your brand position or will be related to your brand
position. Then you must make sure that message is consistent across
all your public relations approaches. Exhibit 23.2 shows a few of those
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Exhibit 23.2  Public Relations Strategy

Target Audience: Target Decision-Making Unit Member:
- Time Period
Communications Components
1 2 3 4
Objectives
Overall public
relations strategy Message
Effort
Objectives
Message
Press relations
Method
Effort
Objectives
» Message
Product publicity
Method
Effort
Objectives
Company Message
communications | Method
Effort
Objectives
Donations/ Message
sponsorships Method
Effort
Objectives
. Message
Special events
Method
Effort

Source: “Arrow Guide—Public Relations Decisions,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/market-
ing101 and customized for your personal use. For other use, contact Don Sexton at Market-
ing101@thearrowgroup.com.

approaches but does not include all the possible programs that may fall
under public relations. For each approach, such as product publicity or
donations, the message must reinforce your positioning. Your specific
objective may vary by target audience, but in general, your objectives will
focus on persuading members of each audience to think and act favorably
toward your product, service, and organization. For each approach, there
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may be several specific methods. For example, product publicity includes
product placements and trade shows, whereas company communications
includes videos, house advertising, newsletters, and contests. Together,
the strategies of each public relations method form your overall public
relations strategy.

CONCLUSIONS

Public relations is an important way for you to communicate with customers
and potential customers, but also with members of the many other audiences
that can affect your marketing performance. As is true for all other forms of
communications, public relations must be integrated into the organization’s
overall communications strategy and provide a message consistent with your
position.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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INTERNET MARKETING

hese days you need a presence on the Internet, and you should be actively

marketing on the Internet. Whether you want to use the Internet simply
to provide information to your customers or go far beyond that to provide
customer service and take orders, you need to understand what it can do for
your business.

These days you need a presence on the Internet,
and you should be actively marketing on the Internet.

The Internet is a deceptively simple medium. You need to know its tone
and its capabilities. Direct approaches that work in other media may not
work on the Internet. Generally, you cannot simply take the content of your
brochures or sales pitches and put them on the Internet.

Direct approaches that work in other media
may not work on the Internet.

You need to tailor and think about not only what you want to say, but how
you want to say it. In addition, the Internet has rapid interaction capabilities
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that no other medium possesses—you need to consider whether you want to
use them. Marketing on the Internet can involve advertising, identifiers, sales
promotion, selling, and public relations—all the communications approaches
covered in the preceding chapters. But because the Internet is special, it
deserves its own chapter. (For further discussion of online marketing, see
Scott.! For many practical suggestions, see Weber.?)

INTERNET MARKETING STRATEGY

Your Internet marketing strategy should consist of four major components
(see Exhibit 19.1):

1. Internet objectives: The impact you hope to make on your target customer

2. Message: The opportunities you provide your target customer, for
example, to obtain information, provide comments, or order product

3. Method: The Internet capabilities you plan to use such as maintaining
a Web site or sending e-mail

4. Effort: Your expenditures on your Internet marketing activities

‘WEeB SiTE

A Web site can help you accomplish many different types of marketing and
communications objectives, including:

* Outbound activities that:
— Build awareness of your brand.
— Convey knowledge by providing information on your products or
services.
— Increase liking or preference for your products or services.
— Encourage conviction to purchase by promoting your products or
services.
¢ Inbound activities that:
— Enable transactions.
— Manage transactions.
— Gather information.

Although traditional advertising can accomplish most of the outbound
objectives, a Web site is special because you can use it to develop a relationship
with your customers, especially through the inbound activities.
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You can develop relationships with personal selling but usually at a much
greater cost and one that is probably not justified for many products or ser-
vices. Internet marketing is a relatively low-cost way of accomplishing what
the corner store used to do—understanding and satisfying customer needs,
and building a long-term relationship with the customer.

Keep in mind that, although the Internet can be effective with many of
your customers, customers in some market segments may not be online and
you will not reach them with your Internet efforts.

Remember also that others besides customers will be looking at your
site—suppliers, members of the press, potential employees, investors, and
banks, even competitors. You may want to have specific sections on your Web
site addressing the needs of each group (with the notable exception of your
competitors).

Web sites need to engage—they should not be simply
uploads of traditional marketing materials.

Building a Web Site

You first need to consider what you hope your Web site will accomplish.
Usually, it is a good idea to start simply—perhaps just providing information
to your customers. Later you can add more capabilities.

You can rough out the contents of your Web site by developing draft
pages. For example, suppose you have a small business where you give presen-
tations on selling techniques to sales representatives. The four sample pages
in Exhibit 24.1 include a home page, a page with your credentials, then two
pages that each describe one of your presentations. As you add more presen-
tations to your portfolio, you can simply add more descriptive pages to your
Web site. At some point, you might also add video clips of you presenting to
each of the pages that describe your presentations. You need to think about
how the pages should link to each other and how your visitors will navigate
the site. For example, you probably want to make it possible for a visitor to
reach any page on the site from any other, as shown in Exhibit 24.1.

Unless you are very comfortable and capable with Web site software, you
should hire someone to build the site for you. As you would with any supplier,
you should consider at least three possible site builders. Look at their work
on the Internet—they should be proud of it—and of course, contact their
references. You should also be sure that you own the Web site that they con-
struct for you as a “work for hire.”
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Exhibit 24.1 Web Site Construction—Speaker Example

1 — Home Page § _ 2 — Background
< >
Overall description Experience
List of presentations Past clients
Contact information Testimonials
Terms and fees
A A
\4 v
3 — Presentation A 4 — Presentation B
Purpose Purpose
Contents Contents
Testimonials « > Testimonials

<4—» Links between pages.

What Makes a Web Site Successful

Your Web site should have the following characteristics:

* Be easy to find: Choose a domain name that most people would think
of if they were trying to find you and one that is easy to remember.
Manage your positioning on search engines.

* Download quickly: Most Internet users are impatient, and if a site does
not download in a matter of seconds, they may move on.

* Be inviting: The home page needs to be attention getting. Look at
other Web sites—inviting and not inviting—to stimulate your ideas.

*  Provide comprebensive content: Information on the site should cover all
the areas of interest to the target customer.
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* Have the right tone: Information should be presented without the spin
or hard sell present in advertisements.

* Be engaging (be “sticky”): The contents should be kept fresh and in-
depth. If possible, the information provided should be tailored to the
visitor’s needs and interests and be interactive. If appropriate, activi-
ties that appeal to your visitors (for example, contests, games, surveys)
should be built into the site.

* Create buzz (be “viral”): If you can get your visitors to recommend
your site to others and send them your link, then your Web site takes
on a life of its own.

* Be easy to navigate: Information the customers need most should be
easy to find and access. Moving from one part of the Web site to
another should not require much time. Waiting time on the Internet s
magnified in your customers’ perceptions and can seem interminable
to them.

* Be personal: The visitor to your Web site should feel like a member of
a community. If feasible, there should be opportunity for interaction
and communication. Be sure to make your privacy policy clear.

* Support your product or service market strategies: The messages on your
Web site should be consistent with your positioning, and the objec-
tives for your customers should fit in with your overall marketing
objectives.

Web Site Effort

To evaluate your Web site, you can set up a counter to determine the number
of visitors; you can also obtain other measures of their visits to your site.
You can even include a survey focusing on your customers’ attitudes and
behaviors.

However, the real measure of the impact of your site is how it helps you
find and obtain long-term customers (Exhibit 24.2). You might include a code
word or number and provide a discount or small premium to those who men-
tion the code word or number when they contact you or order from you
to allow you to credit certain orders or customers to your Web site efforts.
Then you can develop a measure of the return you receive much like the way
returns were estimated for promotions (see Chapter 21) and public relations
(see Chapter 23).

For example, suppose a speaker obtained 40 leads from their Web site,
of whom 5 percent, or 2, eventually became clients (Exhibit 24.2). If an aver-
age client was worth $20,000 and the Web site cost $2,000, then the speaker
received a net return of $38,000 on the Web site.
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Exhibit 24.2 Estimating Web Site Results—Speaker Example

Number of  Percentage
Potential  of Contacts Number

Customer Who Who Value of
Contacts Become Become Value of New Profit
due to Long-Term  Long-Term Long-Term Long-Term Cost of (Loss) of

Web Site  Web Site Customers  Customers  Customer Customers  Web Site ~ Web Site

Inquiries
from Web
Site 40 5% 2 $20,000 $40,000 $2,000 $38,000

Source: “Arrow Guide—Internet Marketing Decisions,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

E-maL

E-mail can have objectives similar to those for advertising. E-mail marketing
has some of the properties of direct-mail advertising, such as immediacy.
However, e-mails have special characteristics, such as the ability to tailor a
message and the ability to facilitate a response from the target customer.

E-mails can be announcements or calls to action for your customers. You
can also use e-mail to provide your customers with a newsletter like the one
described in Chapter 23 on public relations.

What Makes a Successful E-Mail

Your e-mails should:

* Be targeted. Don’t be seen as a spammer.

* Be engaging. The subject line and the opening line of the message
should intrigue your recipients.

* Have the appropriate tone. No outrageous claims. No smiley faces. No
all-caps text or screaming.

* Provide value to the recipient. All customers need reasons for actions
including why they should read your e-mail message.

* Be consistent with your positioning. Provide the recipient a reason to take
action.

* Allow replies. Respond in a timely way.

*  Make clear your privacy policy to encourage replies.

Finally, write your e-mails as if everyone in the world might see their
contents—it is possible that they will.
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E-mail Effort

You should keep track of what happens as a result of your e-mail messages.
In particular, you would like to know how many leads came from which mes-
sages and how many of those leads you were able to convert to long-term
customers. The calculations would be similar to those in Exhibit 24.2.

INTERNET ADVERTISING

Banner ads are not viewed with much favor these days. People can delete
them very quickly, and they do. If you are going to place ads on the Internet,
they need to be sticky and viral.

Sticky means that people will want to read them and pursue their links.
That means you need to include value in your ads, such as customer advice
or time-limited discounts. Viral means they will want to send them to others.
That means whatever value you put in your ads must be seen by the recipient
of your ad as worthwhile to pass along to others—perhaps an interesting news
item or contest, or a special short-term offer.

Broeas

Blogs are informal communications among you, your customers, your
employees, and anyone else who might be interested. They are opportunities
to encourage word-of-mouth for your products, services, and brands, and
develop relationships with your customers on a personal level.

Blogs can:

* Develop a community related to your products or services.

* Make information available on your products or services, including
advice on using them.

* Provide an opportunity for customer feedback about your products or
services.

¢ Allow you to interact with your customers.

¢ Create buzz.

What Makes a Successful Blog

Because blogs are relatively uncontrolled, you may be apprehensive about
using them. However, it is exactly that lack of control that makes blogs
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credible, leads to their impact on your customers and potential customers,
and helps create buzz.
Your blog needs to have the following characteristics:

* Easy to find: Preferably, it should have a name that is descriptive and
stimulating. Just as with a Web site, it should be easy to remember.

* Engaging: Your graphic design should involve your visitors but should
not be a distraction.

*  Uninhibited (within reason): Resist the urge to overmanage the contents. If
all postings are edited for content, you run the risk of losing the freshness
and spontaneity that is expected of blogs. However, it is acceptable to
have rules such as being truthful and accurate, and not being insulting.

* Updated often: Post new material regularly; otherwise, visitors will stop
coming around. Use RSS (Really Simple Syndication) feeds so others
will know when you post new material.

* Content rich: Include advice, issues, information—anything that will
involve your visitors and make their visit worthwhile.

Blog Effort

Blogs represent an enormous opportunity to get close to your customers. Be
careful that you do not get too greedy and try to sell too aggressively. As
the relationships with your customers develop, sales will follow. Calculations
such as those in Exhibit 24.2 can also be performed for your blog efforts.
Remember that you can ask your blog visitors for their thoughts on your
products and services. You may find their comments invaluable as guidance to
how to design your product or service. In addition, the trust you show them
may be reflected in the trust they show you.

SociaL MEDiA

Social networking media (in addition to blogs) present a variety of ways you
can develop a relationship with your customers or potential customers. They
include MySpace, Facebook, Friendster, Gather, Classmates, LinkedIn, Xanga,
Squidoo, Twitter, Orkut, Bebo, Ning, del.icio.us, Second Life, Flickr, and
YouTube, and by the time this book is published, probably another dozen
new media may have appeared (and perhaps others disappeared).

The numbers are overwhelming. MySpace has upward of 200 million
members, whereas Facebook has more than 100 million devotees, and
60 percent of them log on to the site at least once a day. More than 65,000
videos are uploaded on YouTube daily.’* In 2008, the five brands most often
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CELEBRITY APPRENTICE: SOCIAL MEDIA

During episodes of The Celebrity
Apprentice reality show, partici-
pants were expected to show
their leadership qualities as they
were challenged with various
tasks. The final task was to run
a charity auction and concert
event. The show raised more than
$1 million for charity and provided charities with much-valued exposure.

Trump University enhanced the experience of viewing The Celebrity
Apprentice through comments by Donald J. Trump on the Trump Blog
and use of the Trump University Facebook fan page and Trump
University’s Twitter account. A Trump University faculty member—a
former Apprentice winner—provided weekly comments on the lessons
learned. All viewers were invited to take a quiz, The Trump Apprentice
Challenge, to see if they have leadership qualities and how they com-
pare to Donald J. Trump. Viewers had many opportunities to provide
their own comments, creating a dialog. These are examples of how to
use social media to develop relationships with your customers.

Apprentice Blog.

Photo courtesy of The Trump Organization.

mentioned on social media were iPhone, CNN, Apple, Disney, and Xbox.’
(iPod was number 7, giving Apple three spots in the top 10.)

How Can You Market With Social Media?

The first rule of social media is 7ot to think of using social media as
marketing—at least not marketing in the traditional sense of developing com-
munications so that they persuade the customer to buy. Harry Gold, founder
of a social media consultancy, observes, “Social media is about socializing”®
You use social media to join your customers in conversation and develop
a relationship with them. Overt selling would not be effective.

You use social media to develop relationships
with customers or potential customers.
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All the experts on using social media provide the same advice: Tty it. You
will learn as you go. Join. Communicate. Participate. Initially, you ought to
become familiar with the different types of media, not just what they are, but
how they communicate—tone and content—and who is communicating with
whom. Each of the media has its own voice. Find out what others—perhaps
your competitors—are doing with these media.

Just like any strategy, your social media strategy should make clear the peo-
ple with whom you want to develop a relationship. For example, there are sites
named Dogster and Catster, for people interested in dogs and cats as you might
guess. If you are a veterinarian or if you offer grooming services, you might want
to become familiar with those media. Some media appeal to younger adults, some
to older. Gather, for example, was developed for middle-aged adults, although
given the size of their memberships, you can expect MySpace and Facebook also
to reach a substantial number of middle-aged adults.

Think about what you have to say to people. If you are an expert in some
area, such as repairing antique furniture, you might want to consider Squidoo,
where experts provide one-page summaries of their knowledge and advice.
Flickr provides you the opportunity to show photos that might intrigue others,
whereas You'Tube allows you the chance to show yourself or others in action.
If you are a consultant who travels and provides presentations, Twitter allows
others to keep track of where you are and, if convenient, perhaps leads to
appointments with potential clients when they learn you are in town.

What Makes Social Media Successful

Similar to most other forms of marketing on the Internet, social media must
connect to people. It must:

* Be authentic—others can tell when you are insincere. If you try to be other
than you are, if (and when) people find out, it will not go well for you.

* Make it easy for people to find and contact you. Provide your addresses
to people with whom you wish to develop a relationship.

¢ Communicate with others and reply to their messages. These media
are called social media for a reason.

* Have content that people care about. Just like at a social function, the
more interesting, entertaining, insightful you are, the more popular
you will be.

¢ Keep your material fresh. If your material rarely changes, people will
feel that they do not need to return or at least not return very often.

* Use lots of links. That is another way to provide value to your visitors.

* Be engaged!
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INTERNET MARKETING STRATEGY
Assembling your Internet marketing strategy follows the same process used

in the earlier chapters for other communications approaches (Exhibit 24.3).
Your objectives for your target customers who are Internet users are stated

Exhibit 24.3 Internet Marketing Strategy

Target Segment: Target Decision-Making Unit Member:
L. Time Period
Communications Components
1 2 3 4
Objectives
Overall Internet Message

marketing strategy 8
Effort
Objectives
Message

Web site
Type
Effort
Objectives
Message
E-mail

Type
Effort
Objectives

Advertisements | Message
Type
Effort

Objectives

Blog Message
Type
Effort

Objectives

Message

Type
Effort

Other

Source: “Arrow Guide—Internet Marketing Decisions,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/marketing101
and customized for your personal use. For any other use, contact Don Sexton and Marketing101@
thearrowgroup.com.
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over time and support the objectives for your overall product or service
marketing strategy. Next, you would consider how your different Internet
activities might help you achieve those objectives. It might be easiest to start
that thinking with your Web site and what it might do for you. In particular,
will your Web site be passive or will it be interactive?

Will customers be able to place orders on your Web site? The answers
to these questions will lead to a statement of your Web site objectives. Then
you might consider other Internet activities such as e-mails, blogs, and the
various social media, and consider how they will help you attain your objec-
tives. All these initiatives are interconnected, so be sure that your message is
consistent throughout. Your efforts or expenditures should be sufficient for
you to develop your Internet presence. Big budgets are not necessary to get
big effects.

CONCLUSIONS

The targeting and interaction possible with Internet marketing have created
enormous opportunities for marketers to develop relationships with their
customers. As with any relationship, Internet relationships must be managed
and should not be abused. Although the monetary cost of an e-mail contact is
low, the time costs for the recipients are often perceived to be high. Respect
for the customer must guide your Internet contacts.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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urveys have shown that marketing managers typically consider pricing to be

the most difficult of the marketing mix to manage. When setting prices, man-
agers often have the feeling that they have priced too low and “left something
on the table.” But they also often feel that they have priced too high and lost
business because they did not price correctly. Making matters worse, many of the
common ways prices are set almost ensure that pricing mistakes will be made.

You can price well. But to price well, you need to consider pricing sys-
tematically, and you need to understand how pricing works. That is what you
will learn in this chapter.

RoLEs or PriciNg
Pricing is difficult because of the many roles prices play:

* Captures value: Price generates return for the organization either
through margin or demand, or both.

* Covers costs: If price is not sufficient to provide a contribution that
covers costs, eventually the organization is out of business.

* Affects top and bottom lines: The price level determines the top line
through price and unit demand, and affects the bottom line through
contribution per unit and through total contribution.
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* Pressures competitors: Pricing can be used to cut into competitors’ cash flow,
although you must be careful not to cut severely into your own cash flow.

* Allocates: In free-market economic systems, prices serve as signals
for which activities should receive more resources. The same is true
within organizations.

*  Communicates: For some customers, higher prices signify higher per-
formance on benefits and lower prices signify lower performance.

 Attracts regulatory attention: Pricing probably receives the most reg-
ulatory attention of any program in the marketing mix. When making
a pricing decision, if you are in any doubt regarding the legal issues,
you should always talk to an attorney.

CoMMON APPROACHES TO PRICING

The common approaches to pricing are comparatively simple and usually lead
to prices that are too high or too low and do not secure the optimal financial
return (see also Nagle & Hogan).!

Competitive Parity Pricing

With the competitive parity pricing approach, you simply match the prices of your
competitors. The first problem is that you may ignite a price war, which no one
will win except perhaps the customers. The second problem is that, if you price
at the same level as a competitor, what are you suggesting to the customer? Often,
the customer will assume the two offerings are the same and there is no need to
compare them. If you have a strong position for your product or service, you want
your customers to think and compare when they are making the purchase.

Target Return on Investment Pricing

The target return on investment (ROI) pricing approach can make sense in
situations that are not open market. The process starts by defining a specific
return desired for the investment being made. Given that target ROI, financial
calculations are made to determine the price that would need to be charged.
The main problem with this method is that the volume needs to be known
before the price is set. In an open-market situation, price influences demand,
and you cannot estimate demand without first knowing price. This same
problem occurs with cost-plus pricing. The one area where target ROI pric-
ing might be appropriate consists of contracts, such as certain government
contracts, where agreement as to the volume purchased is made before the
price is set, typically on the condition that a specific ROI be allowed.
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Cost-Plus Pricing

"The cost-plus pricing approach is quite common because it is very simple and
does not require much thinking. Unfortunately, it can easily result in prices
that are either too low or too high.

Cost-plus pricing begins with a demand estimate. Based on that demand
estimate, average cost per unit is calculated. A markup is added to the average
cost per unit, and that is the price.

The first problem is the same problem as with target ROI pricing,
namely, that demand is being estimated without knowing price, which means

THE TRUMP EFFeEcT: TRUMP PARK AVENUE

The legendary Hotel Delmon-
ico, a fine example of New
York’s pre-war architecture, was
converted into the Trump Park
Avenue in 2005. The 120 ultra-
luxury condominiums range
from one to seven bedrooms
and are described as having
“solid oak floors and majestic
crown moldings . . . opulent
layouts and traditional New
York City views.” The kitchen
and bathrooms make lavish use
of marble and the doorknobs
are hand-crafted Italian brass.
Trump Park Avenue. The penthouse has two outdoor

Photo credit: Ali Goldstein. Photo courtesy of The  terraces, a double staircase, and
Trump Organization.

a huge space for entertaining.
The residents’ daily needs are served by an attentive staff, including
24-hour hotel-style conciergeservice. The building has afitness centerand
valet/laundry service, and is wired for advanced telecommunications.
Price per square foot on the average is nearly 10 percent above com-
parables in the area.

Source: Linneman Associates, “The Trump Organization Value-Added Market Study,”
July, 2007; website, The Trump Organization.
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that the impact of price on demand is assumed to be nil. The second problem
is that average cost is often computed with allocated overhead costs (also
known as indirect costs), which means that how a company allocates its over-
head is determining its pricing. Often, the person doing that allocation is the
most removed from the customer. The third problem is that some people
seem to believe that the markup percentage is guaranteed profit per unit.
Unfortunately, that is true only if the organization sells exactly the number
of units assumed when the price was set. If fewer units are sold, the profit per
unit may be lower than the markup profit and could easily be negative. Of
course, if more units are sold, the profit would be higher than the markup
profit. The difficulty is not knowing which events will occur.

How Price Works

The ceiling on your price is perceived value—the maximum the target
customer will pay for your product or service. The floor on your price is the
incremental cost per unit. Between those two values is the range of possible
prices you can charge (Exhibit 25.1).

Exhibit 25.1 Determinants of Price

p— Perceived
( Value

> Incentive to Buy

Price

J\.

Range of <

Possible Prices

Variable
Margin per Unit

Incremental
Cost per Unit

— 0

Source: “Arrow Guide—Pricing Analysis,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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Where you price determines two quantities: your margin per unit and the
incentive for the customer to buy. Your variable margin per unit is the differ-
ence between your price and your incremental cost per unit. That is how much
incremental profit you make for each unit of your product or service sold. The
incentive for your customer to buy is the difference between the perceived
value and your price. The larger the incentive, the more likely the customer
is to buy. To show how all these elements work, consider two different pricing
strategies: penetration and skimming (Exhibit 25.2) (see also Sexton).?

In a penetration strategy, you set price low. That yields a low unit margin
but creates a high incentive for the customer to purchase and allows you to
penetrate a market quickly.

In a skimming strategy, you set price high. Your unit margin is now high,
but you have left the customer with very little incentive to buy, so your sales
growth will be slow—coming only from those customers willing to pay the
high price.

Exhibit 25.2 Pricing Strategies

e \ Perceived Value = Perceived Value
J Incentive to Buy
—— Price
N

> Incentive to Buy

Variable Margin
per Unit

e Price

Variable Margin

per Unit |
=~ Incremental Cost —/ Ineiriejmnietnta Cost
per Unit P
—— s ()
Penetration Strategy: Skimming Strategy:
High Volume High Margin

Source: Don Sexton, “Pricing, Perceived Value, and Communications,” The Advertiser, New
York, NY, March-April, 2006. Used here with permission.

254



PriciNg

Pricing is a trade-off between how much of the difference between
perceived value and cost per unit you will keep for yourself in the form of
margin and how much will you give to your customer in the form of the
incentive to buy.

Varue/Cost PriciNg

Value/Cost Pricing is an approach to pricing I developed that maximizes
contribution by managing the trade-off between unit margin and incen-
tive to the customer. It is not simpler to apply than the common approaches
to pricing described earlier, but it does not have their weaknesses. Value/Cost
Pricing makes sense conceptually and can give you financial returns superior
to those from the common approaches such as cost-plus pricing.

Value/Cost Pricing is an approach to pricing I developed
that maximizes contribution by managing the trade-off
between unit margin and incentive to the customer.

Value/Cost Pricing consists of six steps:

Estimate perceived value.

Determine incremental cost per unit.

Set objectives for overall contribution.

Forecast likely actions of competitors.

Develop tentative product/market strategy, including tentative price.
Evaluate financial consequences of price.

N B W N

Estimate Perceived Value

Perceived value is the ceiling on your price and should be the starting
point for setting your price. Perceived value should be well above your
unit costs. If it is not, then your product or service is what is known as a
commodity and you may have very little latitude as to the price you can
charge (Exhibit 25.3).

There are many ways to estimate perceived value, such as the value-in-use,
direct customer response, and indirect customer response methods discussed
in Chapter 5. If you cannot use some of the Chapter 5 methods because of
budget issues or because of a lack of time, you should still find it very useful
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Exhibit 25.3 Types of Products

e Perceived Value
\

Range of
Possible Prices

Perceived Value

Range of
L /  Incremental Possible Prices
Cost per Unit Incremental

Cost per Unit

Differentiated Commodity
Product or Service

Source: Don Sexton, “Pricing, Perceived Value, and Communications,” The Advertiser, March-
April, 2006. Used here with permission.

to estimate perceived value. One inexpensive way is to discuss perceived value
with some trusted customers. Another is to examine current prices in the
marketplace for products and services similar to your own—or even prices
for products and services either inferior or superior to your own—then make
subjective estimates of what perceived value might be. Such ad hoc methods
will not have the statistical rigor the Chapter 5 methods provide but will still
allow you to bring thinking about perceived value into the pricing process.
One final suggestion: When in doubt about perceived value, choose a higher
value. It is always easier to lower price than to raise it.

Determine Incremental Cost per Unit

Incremental cost per unit is the floor on your price. You cannot price be-
low your unit costs for any length of time and expect to stay in business.
Surprisingly, managers in many organizations do not seem to know the incre-
mental cost per unit of their product or service. If that cost is known, organiza-
tions do not seem to do an effective job of communicating it to their managers.
I frequently conduct programs on measuring and managing marketing ROI,
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Exhibit 25.4 Forecast Likely Actions of Competition

Price

$5

120 Units Quantity/Time Period

Source: “Arrow Guide—Value/Cost™ Pricing,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

with hundreds of managers in many countries, and few of them say that they
know the incremental cost per unit of their product or service.

If incremental cost per unit is not known, then you might use average
cost per unit in developing pricing, but keep in mind that average cost per
unit will be higher than incremental cost per unit, and in some industries,
such as service industries, the disparity between average and incremental
costs per unit may be extremely large.

Set Objectives for Overall Contribution

"Typical financial objectives are unit sales and margin per unit (return on sales).
Unit sales objectives are most likely achieved with low prices, and return on
sales objectives are most likely achieved with high prices. In fact, if you use
contribution as your objective, you are considering both the unit sales objec-
tive and the margin objective:

Contribution = Unit sales x Variable margin per unit

A demand curve shows the relationship between your price and the units
that would be sold at that price (Exhibit 25.4). Most managers do not know
the demand curve for their product or service, so it may be necessary to sketch
out your demand curve by trying out different possible prices and, for each,
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estimating the unit sales. In turn, that allows you to make estimates of the
contribution from that price. In this step of the pricing process, it is neces-
sary to make at least a rough determination of the contribution you hope to
receive from the product or service.

Forecast Likely Actions of Competitors

Obviously, you must price with regard to what competitors might do. That
does not mean you need to price at the same level as competitors. It does
mean that your price should be set with some consideration given to what you
expect your competitors to do.

Obviously, you must price with regard
to what competitors might do.

If competitors seem likely to price low, you must be concerned about
a price war, and if you do not plan to follow with a low price, then you
must develop a strategy that focuses on target markets or customers who
will accept higher prices or includes a product or service with added
qualities for which members of the target market would be willing to pay
higher prices.

Develop Tentative Product/Market Strategy, Including
Tentative Price

The tentative product/market strategy should include all the components of
a product/market strategy: target market, positioning, and programs (such as
advertising and distribution).

A tentative price is part of the tentative product/market strategy. Given a
tentative product/market strategy, it is now possible to forecast unit sales. If
you will recall, inability to make a reasonable unit sales forecast was a major
weakness of both target ROI pricing and cost-plus pricing.

Evaluate Financial Consequences of Price

When you have a unit sales forecast, you can evaluate the financial impact
of your tentative price. (See Chapter 35 for more on Financial Analysis and
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Chapter 37 for more on forecasting.) Your price must pass the following four
tests:

1. Is price greater than the variable cost per unit? If not, we lose money
on every sale!

2. Is estimated contribution greater than direct fixed costs? Direct fixed
costs are those costs that would disappear if this product or service
were not produced. If the contribution of the product or service is not
greater than its direct fixed costs, the business is below what is called
the shutdown level.

3. Is estimated contribution greater than direct fixed costs plus indirect
fixed costs? Indirect fixed costs are also known as overbead. Typically,
they are general to the organization and are allocated to specific
products or services. If the contribution of the product or service is
not sufficient to cover all fixed costs, then the business is below the
break-even level.

4. Is estimated contribution greater than direct fixed costs plus indi-
rect fixed costs plus target profit? Target profit is what you hope to
obtain from the sales of this product or service. If the contribution
of the product or service does not provide sufficient profit after all
costs have been deducted, then you should challenge the use of this
particular price.

DEeTERMINING PrRICE— SoAP ExaMPLE

Suppose you are selling a soap to 35- to 50-year-old women on the basis of its
cleaning and moisturizing capabilities. You need to price it.

First, you need to get some idea of the perceived value for your soap.
Where you can start is examining the prices of products you think are simi-
lar to yours. You will find the prices of high-end soaps to be most relevant
because the low-end soaps will likely be well below their perceived values.
If you think your soap is superior to the other soaps on the market, you
may want to add a premium to the prices of those soaps to estimate the per-
ceived value for your soap. If you have the budget and the time, you can also
conduct some marketing research regarding perceived value as discussed in
Chapter 5.

Once you have an idea of the ceiling for your price, you need to know
the floor. You should know your incremental cost per bar of soap. Most
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likely it will consist of materials and labor. Your contribution objective is
how much you hope to make from this venture. It should be enough to cover
all your costs and leave enough profit so this business is an attractive use of
your time.

To forecast competitors’ actions, you start by making a list of those
brands of soap you think might be closest to yours in the minds of your target
customers. You decide which of them will be the most dangerous competitors
to you. Then you forecast what you think they will do in the future—especially
when they see you entering the market. They may ignore you or perhaps they
might do a special promotion to try to make it difficult for you to come in to
the market. You have to think through how their actions might cause you
to change your pricing.

Now you are ready to put together a tentative product/market strat-
egy, including price. It need not be as detailed as a final marketing plan.
However, for two reasons, you do want to think about how much you
might spend on communications to support your price. First, you need
to decide how much you will spend to ensure the target customer values
your product, and second, you need to know the amount of communica-
tions expenditures that have to be covered by the contribution of your
product. Based on your tentative marketing strategy, you predict your unit
sales. You may want to consider three sales forecasts: pessimistic, optimis-
tic, and most likely. Then perform the four financial tests to determine
whether your tentative price makes sense. If it does not, then repeat the
process.

ASSEMBLING THE PRICING STRATEGY

As competitive conditions change, you may need to change your pricing
strategy. For example, over time, customers typically become shrewder and
competitors become more aggressive. The worksheet in Exhibit 25.5 allows
you to display your estimates as to how you think perceived value, incremen-
tal cost per unit, and competitor actions might change over time. You also
need to keep in mind your capacity over time, because that will limit your
sales at lower price levels. By examining some of the key drivers of price, you
can consider your objectives over time and whether you wish to change them.
In turn, that will provide a foundation for determining your general price
level over time.
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Exhibit 25.5 Pricing Strategy

Target Market:

Time Period

Pricing strategy

Objectives

Perceived value

Incremental cost
per unit

Competitors

Capacity

Source: “Arrow Guide—Value/Cost™ Pricing,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

A blank version of this document can be downloaded from www.trumpuniversity
.com/marketing101 and customized for your personal use. For other use, contact Don Sexton at
Marketing101@thearrowgroup.com.

CONCLUSIONS

You price to be rewarded for the value you are providing your customers.
Sound pricing starts with perceived value. The role of costs in pricing is
to veto prices that do not allow you to cover costs and make the profit you
deserve and want. Costs alone should never be used to set prices. Perceived
value and costs must be considered together when setting price.

For more on how price affects financial performance, see Sexton (2009).}

For review questions for this chapter, log on to: www.trumpuniversity
.com/marketing101.
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DisTRIBUTION

You have a product, but unless you are able to sell it directly to your
customers, you need to arrange distribution. Even if you have a service,
such as a small inn or hotel, you may need to sell it through agents.

Distribution consists of others who sell your product or service such
as wholesalers or retailers or agents. Resellers give you access to customers.
Without them you have to find the customers yourself, and that can be expen-
sive and time-consuming.

In this chapter you will learn how to develop a distribution strategy,
including how to choose resellers and how to manage them. (For more infor-
mation on distribution, see Coughlin, Anderson, Stern, & El-Ansary.")

DistriBuTiON CHAINS

Some products or services are sold directly to the end-user by the or-
ganization that produces them. These include many business-to-business
products. However, many products and services are sold through distribu-
tion chains consisting of one or more layers of intermediaries or resellers
(Exhibit 26.1).

These intermediaries fill two general functions: making the products
or services available to their customers (#/locating), and providing their

262



DisTrRIBUTION

Exhibit 26.1 Distribution Chains

Producer
A 4
Wholesaler
A
Retailer Retailer
\ 4 l A 4
End-User

Source: “Arrow Guide—Distribution Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

customers with assortments of products and services that make their shop-
ping easier (assorting). For example, you may go to a Farmer’s Market and
buy vegetables directly from the person who raised them. But the conven-
ience of shopping at a supermarket with a huge variety of items is hard
to match.

Retailers sell directly to end-users who are typically consumers.
Wholesalers may sell to retailers or, especially with industrial products and
services, to relatively large end-users. There may be several levels of whole-
salers in a distribution channel. Producers may also sell directly to end-users
through their sales force and also through the Internet.

DIisTRIBUTION STRATEGY

Your distribution strategy is focused on the customers in your target market
and consists of four components (Exhibit 26.2):

Objectives: Your expectations regarding margin and sales over time
Type: Size of reseller and their range of assortment
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SELECTIVE DisTRIBUTION: DONALD J. TRUMP
SIGNATURE COLLECTION® AND FEDERATED
DEPARTMENT STORES

For the launch of the Donald J. Trump Signature Collection® of men’s
clothing, including suits, shirts, and neckwear, Federated was selected
as the exclusive retailer. The size and composition of their market
coverage made them a “good fit” for the Donald J. Trump Signature
Collection® marketing strategy.

Source: Press release, The Trump Organization, 2005.

Exhibit 26.2 Distribution Strategy Components

Objectives

Coverage

Source: “Arrow Guide—Distribution Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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Levels: The number of levels of distribution required to efficiently reach
your target customer
Coverage: How much of your market is covered by your resellers

Objectives

The return on a reseller’s assets (inventory, facility) depends on both their
sales turnover and their margin:

Net Profits = Netsales x Net Profits
Assets Assets Net sales
Return on Assets = Turnover x Margin (Return on Sales)

Resellers focus on turnover, margin, or both (Exhibit 26.3). For example,
specialty stores tend to have higher margins and low turnover; discount stores
have lower margins and high turnover.

Your objectives for your product or service may include sales or margin
and should be reflected in your resellers’ objectives. If margin per unit is more
important to you, then you would likely select specialty resellers focused on a
relatively narrow clientele, such as wine connoisseurs or audio aficionados. If
unit sales are more important, then you would want to consider resellers with
broad audiences who can give your sales an immediate boost.

Type

Retailers vary in size and assortment, and range from small specialty stores to
very large specialty stores and from small variety stores to very large variety
stores. Wholesalers may also vary but tend more to specialize in particular
areas such as electrical supplies or textiles.

Your choice of type of reseller will depend on your capacity,
your bargaining power, and on the shopping habits
of your target customers.

The larger the reseller, the more exposure you will receive for your pro-
duct or service. You need to coordinate your ability to handle volume with
your distribution plans.
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Exhibit 26.3 Types of Resellers

HIGH Specialty Convenience
Store Store
Margin
LOW Don’t go here Discount
Store
LOW HIGH

Sales Turnover

Source: Adapted from J. Barry Mason and Morris L. Mayer, Modern Retailing: Theory and
Practice, Homewood, IL: BPI/Irwin, 1990. p.12.

For example, if you are producing a new soap but at the moment do not
have large capacity, you would not be able to supply the needs of a large reseller
and would likely need to start with smaller resellers. If you are trying to sell 100
copies of your handcrafted volume of poetry, you might find your local book-
store more appropriate than Barnes & Noble or Borders.

The size of reseller you can attract will also depend on your bargain-
ing power. A large manufacturer or one with a powerful brand can likely
gain entrée into any retailer they wish. However, a small start-up organi-
zation, such as a company producing a new health drink, may need to
proceed much more slowly—beginning with a few specialty retailers
perhaps, then gaining acceptance by wholesalers, and eventually dealing
directly with retailers.

Perdue chicken supposedly started by distributing in specialty food stores
in New York City untl they established their brand reputation. Snapple
beverages initially focused on the so-called cold channel-—convenience stores
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and delicatessens—before winning shelf space in supermarkets—the warm
channel.

Besides size, you need to think of the assortment of products or serv-
ices a reseller provides their customers. The assortment is one of the main
drivers for shoppers visiting them. You need to find resellers where your
product or service “fits in”—that is, the customers visiting that reseller
will be looking for what you are selling. For example, your health drink
might fit in well at a store selling health foods but perhaps not as well in
a liquor store.

Levels

The number of levels in the distribution channel will vary with the amount
of contribution involved. Typically purchases producing large overall con-
tributions, such as aircraft engines and large computer systems, will be
sold through shorter distribution channels as it will be worthwhile to sell
them directly.

Products or services that are complicated and require technical assistance
will often be sold by the producer or by large wholesalers who possess the
necessary technical expertise.

Products that are perishable must go through fewer levels of distribu-
tion simply for physical reasons. Products that are difficult to transport for
whatever reason also would tend to be shipped through shorter distribution
channels to minimize handling costs.

Products that go through longer distribution channels, then, tend to have
lower prices, be simpler to understand, and are not perishable.

If you are a small business owner, the length of the distribution chan-
nel is not usually under your control. For large companies, it might be
under their control.

Coverage

At any level of the distribution channel, you need to ask how wide do you
want your market coverage to be. At one extreme is intensive coverage—many
outlets. For example, Bennetton and Starbuck’s utilize intensive coverage.
Selective coverage means relatively fewer, more focused outlets. The extreme
case of selective coverage is exclusive coverage—only one reseller in an area.
Sometimes exclusivity is an additional benefit for products or services such as
luxury items, restaurants, and clubs.
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CHOOSING A RESELLER

You may have alternative resellers from which to choose. Your choice criteria
might include the following characteristics:

Product or service coverage. Is your product or service a “good fit” with
the assortment that the reseller carries?

Market coverage. What proportion of the customers in your target
market purchase from these resellers?

Market reputation. Does the reseller have a well-known brand? If so,
what does it stand for, and is their brand position consistent with
yours?

Marketing and sales expertise. Are they savvy in marketing and selling
products or services such as yours?

Marketing and sales efforts. Can you expect them to put effort into mar-
keting and selling your products or services?

Facilities and inventory. Are their facilities in good condition and can
(and will) they stock sufficient inventory to support sales of your
product?

Financial stability. Can you expect them to continue in business?
Management ability. Are their managers capable?

Management rapport. Can you work with them?

Business objectives. Are their business objectives for the product or serv-
ice consistent with yours?

Willingness to be a partner. Do they want to work with you?

How do you answer all these questions? You need to visit them, observe
their operation, and talk with them. You should also talk with their cus-
tomers. If possible, you should talk with some of their other suppliers,
perhaps organizations supplying products that do not compete with
your own.

ReseLLER CoONFLICT

You should expect some conflict in your relationships with resellers. It is nor-
mal and often can be resolved. Three major areas of conflict concern objectives,
areas of responsibility, and customers.
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Alliances of any sort tend to be more stable the more the parties have
similar objectives, and that holds for the producer/reseller relationship as
well. If your prime objective is margin per unit, you should probably not be
considering Wal-Mart as a partner. If sales growth is your prime objective,
then they might be an excellent partner.

Areas of responsibility covers a lot: customer service, guarantees,
advertising, inventory management, credit, etc. Responsibilities in these
areas should be spelled out in the contract you have with the reseller. For
example, who repairs or replaces defective products, including who pays for
the repairs and replacements? Who decides advertising content, and who
pays for the advertising?

Customers—whose customers are they? Yours or the resellers? You need
to be clear with the reseller at the outset as to whom they can sell and to
whom they cannot sell. For example, suppose that you have decided to sell
your soap to hotels in your area. If you are using a retailer, can they also
sell your product to those hotels? If you are not careful, you can end up com-
peting with yourself.

Finally, keep in mind that your distributor is also your customer. You
need to help them satisty their needs (as long as you can do it at a profit).
For example, Holly Farms tried to launch a fully cooked chicken, but the
retailers initially would not stock it because it had a short shelf-life. Holly
Farms listened to their retailers, improved the packaging, and their sales

doubled.

ASSEMBLING THE DISTRIBUTION STRATEGY

You start with your target customer in your target market. How can you get
your product or service to them? You need to find out where they currently
buy products or services similar to yours. You may want to distribute your
product or service in those outlets, but you might also decide to use a differ-
ent method entirely.

Once you have decided on the general type of reseller to use, you need to
refine your choice of reseller by considering your objectives. Your objectives
will also help determine the market coverage you want.

Finally, you need to consider your distribution strategy over time. Your
objectives may change and you may need to plan for your distribution to
change as well.
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Exhibit 26.4 Distribution Strategy

Target market

— Time Period
Distribution | Components ] 2 3 2
Objectives
Overall
Distribution | Types
Strategy
Coverage
Objectives
Specialty
Store
Coverage
Objectives
Convenience
Store
Coverage
Objectives
Discount
Store
Coverage
Objectives
Wholesaler
Coverage
Objectives
Other
Reseller
Coverage

Source: “Arrow Guide—Distribution Decisions,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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CONCLUSIONS

If you do not sell your product or service directly to your customers, then
you need to develop a distribution strategy. You must find resellers who have
similar objectives to yours and with whom you can work. They have access to
customers, and you have a worthwhile product or service. That should make
for an effective partnership.

Forreview questions for this chapter, log on to: www.trumpuniversity.com/
marketing101.
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GUERRILLA MARKETING

ou probably do not have the marketing budgets of Toyota or Procter &

Gamble or Nokia. In fact, when you think of all the companies in the
world, few organizations command those amounts of resources. Guerrilla
marketing is about marketing without a large budget.

When you do not have a huge budget, do the principles of marketing still
apply? Of course they do. Maybe even more so because smaller organizations
with limited resources cannot afford to squander their resources without a
strategy. And they cannot afford to make foolish mistakes. The marketing
principles still work—you just need to be more creative and perhaps more
careful about how you put them into practice.

When you do not have a huge budget, do the principles
of marketing still apply? Of course they do.

Many small businesses fail because they do not understand the power of
the basic principles of a marketing strategy: target your market and position
your product or service to be superior to the products or services of your
competitors.
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Concentrating the Guerrilla Marketing Strategy

Your guerrilla marketing strategy 7zust concentrate your efforts on a specific tar-
get market. (For more examples, see Levinson.') Without a clear target market,
smaller businesses do not concentrate their efforts on specific markets. They
may end up spreading their resources too thin. Instead of focusing on target
customers and building loyalty among them, they obtain occasional purchases
from customers who know them only slightly and have no reason to return.

Coordinating the Guerrilla Marketing Strategy

Your guerrilla marketing strategy must coordinate all of your efforts to support
the positioning of your product or service. Without clear positioning, it is dif-
ficult to communicate with your customers and build your brand position. The
temptation is to tell customers every good thing possible about your product
or service. The consequence is that your customers may remember very little
about what is good about your product or service that is important to them.

Communicating the Guerrilla Marketing Strategy

Guerrilla marketing starts with a clear statement of your target market and a
clear statement of the positioning of your product or service. Your staff must
have a clear understanding of your target market so their actions will support
your strategy. For concentration and coordination to occur, the marketing
strategy must be communicated to all those in your organization who will be
involved in implementing your marketing strategy. The guerrilla marketing
strategy can be communicated very simply—with just one page consisting of
the answers to the questions in the worksheet in Exhibit 27.1.

Guerrilla marketing starts with a clear statement of your
target market and a clear statement of the positioning
of your product or service.

Guerrilla Marketing Strategy—Bookstore

Suppose you run a small bookstore on the main street of your town. You have a
long and abiding interest in books, and you enjoy sharing your passion with your
customers. Your target market consists of people with similar views on reading
and books. You try to focus your communications on the individual reader.
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Exhibit 27.1  Guerrilla Marketing Strategy Summary

What customers do we want? People 30 and older interested in

(Our target market) significant fiction and nonfiction

To whom, specifically, do we need to The individual reader
communicate?

(Our target decision-making unit member)

What competitor do we want to beat? Outlets of large chain bookstores

(Our target competitor)

Why should customers buy from us? Personal attention and advice

(Our benefit advantage)

Why will we win? Personal interest in our customers

(Our competitive advantage)

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.

Your competitors are large bookstores that are part of national chains.
You feel that you can differentiate yourself from your competitors through
your personal knowledge of your customers and your ability to advise them
about books that you believe will be of high interest to them. That level of
personal attention will be difficult for a large store to match.

GUERRILLA TARGET MARKET

Your target market consists of those customers with whom you wish to do
business. Ideally, you need to describe them with demographics or some
other basis that allows you to find them, talk to them, and persuade them to
do business with your store.

For example, a family restaurant should focus their efforts on families. That
sounds reasonable and also simple. However, that assumption has tremendous
implications. A focus on families will affect the menu, the chef, the waitstaff,
the décor, and that’s just the start. A family focus will also guide how you price,
where you advertise, and whether you might sponsor a youth soccer team.

(GUERRILLA PosITiONING

Positioning is crucial. Positioning is how you distinguish yourself from your
competitors. It is how you might distinguish your family restaurant from
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other family restaurants. The difference might be what’s on the menu, what’s
on the walls, and how the waitstaff sing “Happy Birthday.” One family restau-
rant in my neighborhood distinguishes their establishment by serving large
colorful fruit drinks specially for children, whereas another has chocolate
cereal as an entrée on their children’s menu.

You should be able to defend your positioning. It should be difficult for
another restaurant to copy. Perhaps your fruit drinks have a secret recipe or
your waitstaff sing a special version of “Happy Birthday.”

Positioning includes specifying your target competitors. If you have a
small organization, do not go head-to-head with large competitors. Instead,
try to find out what you can do better than they can. Generally, large
organizations use “fixed cost” weapons because they can spread those costs
over more customers. For example, a restaurant chain may use a promotion
featuring a round-the-world trip as a prize. Smaller restaurants are typically
better off using “variable cost” weapons such as personalized service—for
example, tailoring dishes for finicky children.

If you can, tailor your guerrilla marketing position at the level of indivi-
duals. For many years, McDonald’s and Burger King positioned themselves for
children, whereas Wendy’s positioned themselves for adults. Those different
choices affected their menus, their promotions, and their advertising, and
made their strategies more precise and more effective.

(GUERRILLA BRANDING

Whatis the secret of building a strong brand? Consistency—over time and over
everything that you do. That is true for large and for small organizations.

Once you have decided on the positioning of your product or service,
then you define the brand position—for what should the product or service be
known? It should be something the target customer wants—a benefit or a
need—and something that you do well. Then every contact you have with the
target customer should repeat that brand position. The name, the logo,
the tagline—all should reinforce that brand position.

Suggestions

* Select a name that communicates what you offer to your customers.
Your name need not be fancy but should be distinctive. For example,
instead of Dr. J. J. Jones, a children’s dentist might be known as “The
Painless Dentist” or “The Smile Doctor.”

* Develop a tagline. For example, “where teeth are happy.”
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¢ Keep the typeface the same in all your communications.

* Choose colors that you keep the same in all your communications.

* Develop a logo. It need not be fancy, but it should be easy to recognize
(like a tooth or a smile).

(FUERRILLA SERVICE

Much of the satisfaction of your customers depends on the interactions
between them and your people.

Suggestions

* Be sure that your employees who are in touch with your customers
are polite, courteous, and friendly—and have sufficient training, espe-
cially regarding listening to customers’ problems.

* Keep your business space clean and neat—your employees also should
appear clean and neat.

* Be open for business when your customers are available to do business
with you.

* Add small touches that people appreciate and remember, such as
cookies or doughnuts in your waiting area and fresh coffee, including
decaffeinated.

(GUERRILLA COMMUNICATIONS

Guerrilla communications are precisely targeted. If they are not targeted,
money is being wasted on eyeballs or ears that are not connected to the target
customers. Guerrilla communications do not overwhelm with volume—they
achieve their goals through selectivity.

Guerrilla communications clearly state your position—your key
benefits—and how to contact you. Find out where your customers get
information—Dbulletin boards, radio stations, mailers, wherever. Then
try to utilize those communications channels.

(FUERRILLA ADVERTISING

Keep in mind that there are a great variety of ways to advertise—many that
can be much more precisely targeted than the mass media.
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Suggestions

Make your signs work for you—they should be easy to see, make
clear what you do, and show your contact information. “Reliable
Plumbing—no water worries. Telephone: (area code) your number.”
Print one-page advertisements that you can use as mailers, circulars,
signs, mini-posters, inserts, and handouts.

Place circulars on local bulletin boards.

Your business cards are small billboards—they should look good,
perhaps multiple colors or photos. They can also do much more
than providing your name and contact information. They can pro-
vide reasons why customers should buy from you, and they can
show how to find your establishment. Use both sides of the card if
necessary.

Your stationery should also be well designed, include your logo and
tagline, and communicate what you do that your customers should want.
Use unusual media. Consider banners, sidewalk displays, searchlights,
skywriting, or tethered balloons or blimps.

Send customers or clients personal messages—on holidays, their birth-
days or anniversaries, or on other occasions (such as when they need
a medical checkup or when their furnace needs to be cleaned). Send
them thank-you notes for their business.

Contact your customers or clients with newsletters. They should
have the same look as all your other communications and contain
information of value. For example, a hardware store might provide
do-it-yourself advice and a bookstore might give previews of new
releases.

Send videos. Many service businesses, for example, summer camps
and bands, send these out to give customers a feel for the experiences
they provide.

Use Yellow Page ads—consider what your competitors’ ads look like,
then decide on the size of your ad and the use of color or photos to
make it stand out. Provide as much information in the ad as possible,
including why a customer should buy from you and how to contact
you or find your business.

If you would like to use mass media such as print or broadcast adver-
tising, keep in mind that some print and broadcast advertising can be
purchased as remnants, which are advertising spaces or times that are
unsold and can be purchased at the last minute at relatively low rates.
Be sure that if you run ads, you run them on days you are open.
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(GUERRILLA SELLING

Selling is like hand-to-hand combat. You need to give your salespeople all the
help they can get.

Suggestions

Provide training for your people in basic selling skills and also in
knowledge of your products or services.

Develop circulars, brochures, or other material for your salespeople
to hand out—be sure your contact information and an order blank are
included.

Inform your salespeople on which products or services you want them
to focus, either because they are more profitable or for some other
strategic reason.

Use a commission compensation system for maximum effort.

GuUEeRrILLA PROMOTIONS

All promotions should have themes that amplify your brand positioning.

Suggestions

Use contests. Perhaps develop relationships with other local businesses
and trade products or services to use as prizes. An optician might give
away eyeglass frames, a garage an oil change, or a bookstore a new
mystery novel.

Organize contests where the winner is someone who says something
nice about you, “Why I like . . . ” You can use these testimonials in ads
(with permission) and, if you do, use the names of the people providing
the endorsements as many people believe that makes testimonials
more effective. Iry to arrange the contest so that people come to
your store to enter and provide their contact information. Have
several winners. Remember that winners tend to become steady
customers.

Hand out inexpensive items that will remind customers and potential
customers of your products or services. Examples include T-shirts,
caps, or paperweights, but perhaps you can be more creative.
A therapist gave out rubber balls to squeeze to “relieve stress.” Lexus
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dealers in Germany give their customers surprise gifts such as bottles
of wine or elegant clocks.

Develop customer groups. Shisheido has a club in Japan for mil-
lions of their customers who receive custom magazines and various
offers. Huggies has sent personalized letters and magazines on baby
care to women who are pregnant. In France, Nestlé has provided
parents 24-hour access to nutritionists specializing in child care.
You can develop the same relationships with your customers. One
local store selling children’s clothing uses mailing lists of their cus-
tomers and potential customers to support a group interested in
parenting issues.

GuUerrIiLLA PusLic ReLATIONS

Public relations is the quintessental guerrilla communications—low cost,
high impact.

Suggestions

Develop a conversational relationship with your local newspaper and
radio station reporters so that they will consider your ideas for news
items.

Write short, content-rich press releases and direct them to reporters
before their deadlines. Include photos if they are accepted.

Print reprints of articles about your business and use them as mailers
or circulars.

Be part of the community. Show the work of local artists. Contribute
to auctions of local not-for-profit organizations.

Join local associations—but do not appear to have joined only for sales
contacts.

Give talks for local associations.

(GUERRILLA INTERNET

Remember that all communications with customers should have the same
look and feel, including your Web site and e-mail messages. When you have
a small budget, it is especially important that all communications reinforce
each other.
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Suggestions

* Set up a Web site that communicates your positioning and includes
your contact information, including an easy-to-use e-mail service.

¢ Put (limited use) coupons and other offers on your Web site.

¢ E-mail a newsletter to your customers and prospective customers.

¢ Use chat rooms.

* Setup a blog.

* Get listed on free directories.

* Manage your search engine placement.

¢ Ultilize social media.

(GUERRILLA PrIiCING

Small organizations are generally more flexible than larger ones. They can
more easily tailor product or services to their customers, including price.
That does not mean small organizations should necessarily compete on
price with large organizations. In a price war between a large organization
and a small organization, it should not be difficult to guess the winner.
What is true, however, is price discounts are more expensive for a large
organization to maintain because they may have to offer the same dis-
count to all their customers. A discount offered to thousands of custom-
ers can add up to a rather large expense. The small organization may be
able to tailor prices because they are tailoring their offering to different
customers.

Suggestions

* Know your competitors’ prices: Do not price exactly the same as your
competitors do. You want your customers or prospective custom-
ers to think of both your value and your price, and not focus only
on price.

o Use coupons: Often coupons can build trial or traffic for you. For
example, restaurants often provide two-for-one meal coupons and
health clubs might give a first session for free. (Note: Coupons should
have a triangle shape so they can be cut easily from a page.) Your
contact information should be both on the coupon and the page, so
what remains after the coupon is gone still functions as your ad.

* Use gift certificates: They can also build trial and traffic.
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* arget your pricing: If feasible, target your pricing with discounts for
your customers who buy more.

* Consider simplifying your pricing: For example, use the approach of a
salad bar where the customers make their own salad, then pay for it by
weight regardless of the ingredients.

* Be careful that you don’t use low price to offset poor product or service
performance.

GGUERRILLA MARKETING RESEARCH

Guerrilla organizations are usually close to their customers. Talk to them; get
to know their concerns and needs.

Suggestions

* Collect the contact information of customers and prospective custom-
ers wherever and whenever you can. For example, ask people to leave
their business cards in a bowl and each month select cards for winners
of some product or service.

¢ ‘Trade leads with other businesses with which your customers are likely
to do business. For example, a caterer might trade wedding contacts
with a florist.

* Try to get leads from your own customers by offering them discounts
or premiums for the names of potential customers.

* Keep track of where your leads come from—so you can target your
future efforts.

* During transactions, try to find out how satisfied your customers
are with your products or services and see whether they have any
suggestions.

* Ask friends how they are treated when they visit your place of busi-
ness. On occasion, call your business to see how you are treated on the
telephone.

* Organize informal focus groups. Invite five or six of your customers
or potential customers to discuss your products or services over coffee
or snacks.

* Conduct a mail survey or use students as interviewers.

* Determine the value of your customers. Estimate the average sales
per customers per year and your profit on those sales. Be sure your
employees know the value of each of your customers.
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CONCLUSIONS

Marketing does not have to be expensive to be effective. However, it does
need to be targeted to be effective. Guerrilla marketers know the customers
they want and know the reasons those customers should be buying from
them. All their marketing efforts are guided by those principles.

Besides all the suggestions in this chapter, be sure to review Chapter 24 on
Internet Marketing. Many of the ways you can market online are ways that a
small organization can obtain a large return for a relatively small investment.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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MARKETING RESIDENTIAL

ReEar EsTATE

here are special considerations when marketing real estate. The main

principles of marketing strategy—targeting and positioning—still
apply, but they may be more difficult for real estate agents to make opera-
tional. For example, they are selling a product for which typically they had
no role in design or development and are dealing with customers with very
specific individual needs, the importance of which are magnified by the size
of the purchase. While it is still essential to focus precisely on customers and
understand their needs, much of the success of real estate agents depends
also on their sales management skills. This chapter shows you how to develop
on-target residential real estate marketing strategies, and the next chapter
describes how to implement them with effective sales activities.

£

The glass tower of Trump SoHo New York will soar 46 stories above the
trendy SoHo neighborhood of Manhattan. Owners and guests have
(continued)

LocaTioN, LocATiON, LocaTioN: TRuMP SoHO
NEw YORK
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(continued)

striking views of the Manhattan
skyline and the Hudson River.
Rooms have butler’'s pantries
and stocked bars for easy enter-
taining. Furniture, carpets, and
draperies are custom design-
ed. Facilities include a private
rooftop club, wine cellar and
library, 24-hour room service,
business center, conference
rooms, swimming pool, and spa
and fitness center.

Trump SoHo New York is the
only luxury hotel condomin-
ium in Manhattan’s fashionable
SoHo area.

Trump SoHo New York.

Photo courtesy of The Trump Organization.

Source: Press releases, Trump Organization, September, 2007.

WHAT Is SpeciaL ABouT ReAL EsTATE MARKETING
There are several ways real estate marketing is special.

Buyer versus Seller

The real estate agent is not usually an employee of the buyer or an employee
of the seller. (For more discussion of what is special about real estate market-
ing, see Rosenauer and Mayfield.!) He or she usually works for one of them
and works with the other. That means the agent must understand well the
needs of both buyer and seller and must try to find an agreement that will
be satisfactory to both. Since the real estate agent has not developed the home
being sold, he or she must find a 7zatch between what a seller has and what a buyer
wants simply to initiate a possible transaction between the buyer and seller.
During the interaction between buyer and seller, the agent must man-
age the pricing discussion so that the party for whom he or she is working
achieves their financial objectives and that the other party with whom he or
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she is working is satisfied with the financial arrangements. That places the
real estate agent squarely in the middle between the buyer and the seller.

Suspects and Prospects

An important part of the real estate agent’s job is prospecting—finding possible
buyers or sellers. That means an agent needs to be creative in searching for
clients, both through direct contacts and by obtaining referrals from others.
Agents also need to know techniques for gualifying customers—determining
if the prospects really want to sell or buy.

LEevELS OF MARKETING

In real estate, you need to use marketing thinking at two levels. The first level
concerns the marketing of your own real estate abilities to sellers and to buy-
ers. The second level concerns how you might market a particular property
to a potential buyer. In both cases, you need to utilize targeting and position-
ing to guide your efforts.

"To market a real estate agency, you need to decide which types of home
sellers and buyers on which to concentrate and you must determine how
to position yourself—how to differentiate yourself from competitors. To
market a home, you need to understand what makes a home distinctive and
how that home may or may not appeal to the buyer with whom you are
working. As one real estate journalist summarized, “the property [must be]
presented to the market in the best possible light with the best possible
selling strategy.”

PERSONAL SERVICES

A real estate agency is a personal service firm—providing tailored services for
its clients. There are many types of personal service firms, such as account-
ancies, tailors, dental clinics, and health spas. All personal service firms have
special marketing issues that are related to the intangibility of service offer-
ings. (For more on marketing services, see Sexton.’)

In particular, with services it is usually more difficult to gain customer
trial than with products. While a customer might try a bowl of a breakfast
cereal, it is difficult for a surgeon to provide a patient with just a part of a
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surgical procedure. Similarly, it is not possible for a real estate agent to pro-
vide a client with a sample property transaction by selling just part of a home.
Consequently, with personal services, communications aimed at target
customers often consist of testimonials—by well-known personalities or by
people to whom the target customers can relate. In real estate marketing,
that means the most effective marketing communications are generally
referrals—recommendations from former clients.

Testimonials are often very effective in marketing
personal services such as real estate.

Another aspect of services is that the customer is typically part of the
production process. For example, if someone does not know how to behave
atan airport, they can easily clog the lines at the airline counter or at security.
Service marketing often must include educating the customer. In real estate,
that means explaining to a seller how a home should be shown, explaining
to a buyer how to evaluate a home, and possibly explaining to both how to
negotiate a price.

ResiDENTIAL REAL EsTATE SiTUATION ANALYSIS

A sound marketing plan starts with sound preparation (Exhibit 28.1). In real
estate, that means doing a thorough Situation Analysis and getting to know
your market very well.

As discussed in Chapter 3, a Situation Analysis includes four major steps:

1. Customners. Knowing who are the potential sellers in your geographical
area and who are the potential buyers (keeping in mind that other buy-
ers will come from out of the area).

2. Competitors. Identifying other real estate agents, their strengths and
weaknesses, and what they are likely to do.

3. Organization. Knowing what you and your associates do well—your
strengths and weaknesses.

4. Environment. Having an overview of the geographical area in which
you are specializing, as well as detailed knowledge including schools
and other facilities, types of properties and their expected prices, as
well as any trends.
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Exhibit 28.1 Marketing Residential Real Estate

Marketing Programs

Communications
Situation Analysis

Prospecting
Customers Marketing Strategy

Listing
Competitors =P Target Market =

Showing
Organization Positioning

Selling
Environment

Follow-up

Referrals

Feedback

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd., New
York, NY, 2008. Used here with permission.

CUSTOMERS

In 2001, 68 percent of home buyers were married couples and in 2008 only
61 percent, while in 2001, 22 percent of home buyers were single compared
to 30 percent in 2008. Married couples still represent nearly 70 percent of
repeat home buyers, but singles and unmarried couples now represent almost
half of first-time home buyers.*

Whether your target buyers are married couples, singles, or some other
category affects how you approach them. For example, Exhibit 28.2 shows
what members of different types of households look for in a neighborhood
according to a National Association of REALTORS® survey. Keep in mind
that these percentages represent averages; within each group, people likely
differ considerably. Nonetheless, you can see some patterns in Exhibit 28.2.
For example, not surprisingly, more than one third of the married couples
are concerned about the quality of schools as compared to only around
15 percent of the singles. Higher percentages of single men are interested
in proximity to entertainment and recreational facilities. On the average,
convenience to shopping has similar appeal to all four groups.
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Exhibit 28.2 Factors Influencing Neighborhood Choice

All Married  Single  Single Unmarried
Buyers  Couple  Female  Male Couple
Quality of neighborhood 62% 64% 59% 61% 62%
Convenient to job 51 50 50 54 58
Overall affordability of homes 41 40 44 42 45
Convenient to friends/family 38 36 45 36 37
Convenient to shopping 27 27 28 26 26
Quality of the school district 27 34 14 15 19
Design of neighborhood 24 25 23 22 23
Convenient to schools 21 26 14 11 17
Convenient to entertainment activities 19 17 19 27 20
Convenient to recreational facilities 16 17 12 19 12
Availability of larger lots or acreage 15 18 7 11 16
Convenient to health facilities 9 9 9 9 5
Home in a planned community 8 9 8 7 5
Convenient to public transportation 7 7 8 9 7
Environmentally friendly community 6 6 6 7 6
Convenient to airport 6 6 4 8 4

Source: National Association of REALTORS®, Profile of Home Buyers and Sellers, Washington,
DC, 2008, Exhibit 2-11.

You do not necessarily need to make a survey, but you should be thinking
of who the likely buyer types are in your area, and what they might want, so
that you can employ the segmentation techniques described in Chapters 9
and 10.

Similarly, you should think of who the likely seller types are in your area
and how you might appeal to them. About 60 percent of sellers give the same
response for what they want most from a real estate agent. You can guess that
answer. They want help in selling their home, especially within a reasonable
time interval. Most of the remaining 40 percent say they want specific help
with pricing, including determining their asking price, finding ways to fix up
their home to sell at a higher price, and negotiating the deal with buyers.’
You need to be prepared to persuade your target sellers that you can provide
those services.
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COMPETITORS

It is not enough, however, merely to be capable of providing those services to
the sellers and finding neighborhoods and homes of interest to the buyers. You
must do these things better than others—better than your competitors can.

Once you have explored your market in terms of customers, you should
take stock of the competitors operating in the same area. Look at their ads,
listen to what others say about them, put together an impression of what each
competitor is good at. It is likely that you know many of them from associa-
tions to which you all belong. Real estate is a personal business. You should be
able to evaluate the capabilities of your competitors and even guess with fair
accuracy what they might do next.

These observations about your competitors should be assumptions
underlying your marketing plan as explained in Chapter 6.

ORGANIZATION

You should know your own organization better than those of your competi-
tors. List your strengths and your weaknesses. And make those lists honestly,
with candor.

Do you know the school systems well? Are you willing to be available
round-the-clock for your clients? Do you have current contacts with the local
banks? How often do you update your comparables?

You should prepare a Capability Chart similar to Exhibit 7.1 to spotlight
what you do well and where you might improve. This information is crucial
both to determining where you need to improve your organization’s capabilities
and to selecting your target markets and determining your positioning.

ENVIRONMENT

Analyzing your environment includes surveying all the players in the market-
place. That of course includes your potential customers and your competitors.
You should also consider all the trends that are reshaping your marketplace.
Demographic trends are an example—perhaps your area has become “hot”
and singles are moving into condos or row houses in your area, or perhaps
children have grown up in many families, creating new empty nesters who are
moving, leaving large homes vacant and available. Such trends are valuable
information as you try to facilitate transactions in your market.
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In real estate, the Environment Analysis also includes an in-depth exami-
nation of all the facilities and institutions in your geographical market. People
moving into an area want to know about the schools—where they are and
their quality—and about shopping and restaurants, parks and recreational
areas, entertainment, hospitals, transportation, and the government.® The
well-prepared agent should be able to answer any of those questions.

The successful real estate agent knows his or her
neighborhood very, very well.

CMA stands for “Competitive Market Analysis.” You can examine the
sales that have taken place in your area over time and the sales that did not
occur and acquire the expertise to evaluate the worth of any home or property.
When you are dealing with a seller or a buyer, you should be able to quote to
them comparable transactions, including details about the characteristics of
each home as well as the financial terms. The importance of such expertise
cannot be stressed too much. It is key to persuading both buyers and sellers
to have reasonable expectations and therefore increases the chances that a
transaction will take place.

You should gather the general information you need for CMAs during
the Situation Analysis. When you are working with a seller or buyer, you will
develop a CMA that is more specific to the needs of that seller or buyer.

REesSIDENTIAL REAL-ESsTATE MARKETING STRATEGY

The main components of the marketing strategy for a real estate agency are the
same components we discussed in Chapter 3, Building a Marketing Strategy
(Exhibit 28.3):

1. Target Market. On which customers or clients do you plan to focus
efforts?

2. Business Objectives. What you need to get out of the business with
respect to revenue, profits, and cash flow—and when?

3. Positioning. Why will your target customers or clients want to do busi-
ness with you rather than with your competitors?

4. Programs. How specifically will you implement your marketing
strategy?
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Exhibit 28.3 Marketing Plan for Real Estate

Quarter 1 2 3 4

Financial
Objectives

Target
Market
and
Positioning

Marketing
Programs:

Communications
Prospecting
Listing

Showing

Selling

Follow Up

Referrals

Source: “Arrow Guide—Real Estate Branding,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

A blank Version of this page can be downloaded from www.trumpuniversity.com/branding101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.

Keep in mind that the real estate marketing plan we are discussing
now is the plan to market your real estate agency or, if you are working as
part of a larger firm, the plan to market your own real estate capabilities.
Later, we will consider how to use marketing thinking to market specific
properties.

293



TRUMP UNIVERSITY MARKETING 101

TARGET MARKET

You can apply the segmentation techniques discussed in Chapters 9 and 10
to determine what should be your groups of target customers. In Exhibit 9.1,
for illustration, five possible segments are considered: singles, young couples,
young families, mature families, and empty nesters. Each segment can be
evaluated in terms of how attractive they might be to you and how able you
would be to obtain their business (Exhibit 10.1). You may focus on more than
one market segment but you should be careful not to focus on everyone. If
you have no market focus, you can easily end up with an agency that relies
more on luck to attract clients than on its own efforts.

If you say yes to every customer, you do not have
a marketing strategy

BusiNess OBJECTIVES

Your business objectives should cover at least a year and be broken out
quarterly or—better—monthly, and expressed in numbers. For example,
$180,000 in income for the year; $800,000 in sales in the first quarter. Objec-
tives should stretch you but not be so large that they become intimidating.
When objectives are set too high, they demotivate rather than motivate (see

Chapter 39).

PosrtioNiNg

As you know from Chapter 11, positioning is the heart of any marketing
strategy. Positioning consists of the key benefits that customers want and that
you can provide at a level superior to that of your competitors—hopefully
over some time period.

Exhibits 28.4 and 28.5 show the factors that sellers and buyers consider
most important when selecting a real estate agent, according to a survey
by the National Association of REALTORS®. The number one factor for
sellers and the number two factor for buyers is the reputation of the agent.
Reputation would be the brand of the agency—what current and prospective
clients believe that the agency stands for. As explained in Chapter 12,
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Exhibit 28.4 Most Important Factors when Seller Chooses Real Estate Agent

Reputation of agent 36%
Agent is honest and 23
trustworthy

Agent’s knowledge 13
of the neighborhood

Agent is friend or 12
family member

Agent’s association with 5
a particular firm

Agent has caring personality/ 5
good listener

Agent’s commission 1
Professional designations held 1

by real estate agent

Source: National Association of REALTORS®, Profile of Home Buyers and Sellers, Washington,
DC, 2008, Exhibit 7-7.

you would build your agency brand by choosing one or at most two
characteristics of your agency, such as neighborhood expertise or 24/7 respon-
siveness, and then consistently emphasizing your selected characteristics in all
your actions and in all your communications with sellers and buyers. If you
do that over time, you will have built your brand. (For more on branding real
estate, see Sexton.”)

The number-two factor for sellers and the number-one factor for buyers
is being “honest and trustworthy.” Other important factors are “knowledge
of the neighborhood” and “caring personality/good listener.” Any of those
factors could be the basis for the effective positioning of your services and for
your real estate agency brand.

Customers will pay for value they perceive.

Notice that commission was a factor for only 1 percent of the sellers.
Don’t assume that price is always on the customer’s mind. They want value—
especially honesty, caring, and knowledge—and will pay for those qualities.
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Exhibit 28.5 Most Important Factors When Buyer Chooses Real Estate Agent

Reputation of agent 21%
Agent is honest and 29
trustworthy

Agent’s knowledge 12

of the neighborhood

Agent is friend or 17
family member

Agent’s association with 4
a particular firm

Agent has caring personality/ 12
good listener

Professional designations held 1
by real estate agent

Source: National Association of REALTORS®, Profile of Home Buyers and Sellers, Washington,
DC, 2008, Exhibit 4-15.

The job of the agent is to make sure the prospective customers understand
the value that they will receive from a property.

ProGrams

According to the National Association of REALTORS®, nearly 70 percent of
sellers contact only one real estate agent when searching for an agent to help
them sell their home!® You want to be that real estate agent. The programs in
your marketing plan implement your marketing strategy and comprise much
of the work of being an agent.

The real estate marketing plan includes all the communications programs
discussed in Chapters 18 through 24 in this book, such as advertising, promo-
tion, and the internet. However, there are specific customer-centered activities
that are especially important in real estate marketing. These include:

* Prospecting. Finding potential sellers and buyers through a systematic
and ongoing effort.

* Listing. Identifying sellers and persuading them to list their property.

* Showing. Presenting the property to prospective buyers.

* Selling. Connecting a buyer to a home that meets his or her needs and
facilitating the sale of the property.
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* Follow-up. Ensuring satisfaction of seller and buyer by staying in con-
tact with them.
* Referrals. Securing referrals that lead to new business.

We will discuss each of these activities in much more detail in the next
chapter. What is important to keep in mind is that your overall marketing
strategy should guide you as you pursue these activities. For example, if your
real estate agency positioning is based on market knowledge, then you need
to be sure you are up to date on what is happening in your market area. If
your real estate brand is based on responsiveness, then you must be easily
accessible to your clients. The marketing strategy is the theme that holds
your programs together.

CONCLUSIONS

Marketing residential real estate requires a lot of personal effort. You will find
your efforts are more efficient and more effective the more you develop an
overall marketing strategy. That strategy should include clearly defined target
markets—both the customers you want and those you do not want—and
clearly defined benefits you intend to provide your clients. Remember that if
you try to appeal to all possible clients, you will probably appeal to no one.

For more information on residential real estate, see FEldred’ and
Sexton.'

For review questions for this chapter, log on to: www.trumpuniversity
.com/marketing101.
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Success in real estate marketing finally depends on how well you implement
your strategy. Programs consist of the actions required to implement the
marketing strategy. In this chapter you will learn how to find potential customers
and how to move them to the sale.

REsIDENTIAL REAL ESsTATE MARKETING PROGRAMS

There are several different types of programs you need to pursue, usually at
the same time:

¢ Communications
® Prospecting

e Listing

* Showing

* Selling

¢ Following Up

* Obtaining Referrals
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You need overall communications such as advertising and public rela-
tions to drive potential clients to find you and you need to spend time to find
potential clients.

Once you have identified potential sellers, you want to persuade them
to list with you, and once you have identified potential buyers, you want to
show them properties that you believe will interest them. During the selling
process, you bring buyer and seller together to agree on a mutually beneficial

RECORD-BREAKING SALES: TRUMP INTERNATIONAL
HoTeL & Tower WAIKIKI

A two-day sales event was planned for
Trump International Hotel & Tower
Waikiki but two days were not needed.
The 454 condo/hotel units sold out
within 8 hours, with a top price of more
than $9 million and an average price
of approximately $1.5 million. Total
sales were estimated to be over $700
million—a new record for sales for a
residential development in a single day.

According to lvanka Trump, “About
40 percent of the buyers were from
Hawaii and Asia, and the remainder
came from all over the world.” All the
units were sold before 8 p.m. on
the first day—hundreds were left on
the waiting list. “I predicted that Trump
International Hotel & Tower Waikiki

Trump International Hotel &

Tower, Waikiki. would be the most luxurious develop-
Photo courtesy of The Trump ment in Hawaii, and buyers responded,”
Organization. commented Donald J. Trump.

The property will have a two-story lobby, full-service spa, 6,500 square
feet of dining and retail space, and a cascading sixth-floor waterfall.

Sources: Allison Schaefers, “$700M in Trump Tower Sales Hit World Record,” Sat
Bulletin, November 11, 2006; “Trump Expands to Hawaii,” Multi-Housing News,
November, 2006, p. 16.
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deal. During follow-up, you stay in touch to see that all has gone well, and,
hopefully, to obtain referrals.

COMMUNICATIONS

Satisfied clients mean more business. According to the National Association
of REALTORS®, 26 percent of all sellers and 11 percent of all buyers use an
agent that they had used before (Exhibit 29.1). Satisfied clients not only lead
to repeat business; they also lead to referrals. Close to 40 percent of sellers,
more than half of first-time buyers, and over one-third of repeat buyers find
their real estate agent through referrals from friends, neighbors, and relatives
(Exhibit 29.1).

Exhibit 29.1 How Sellers and Buyers Found Real Estate Agents

All All First-time Repeat

Sellers  Buyers Buyers Buyers
Referral by friend, neighbor,  38% 43% 55% 35%
or relative
Used agent previously 26 11 2 18
Referral through employer 5 5 2 7
Referral by another agent 3 4 4 5
Internet Web site 3 9 10 9
Open house 5 7 6 7
For Sale/Open House sign 4 7 7 6
Personal contact by agent 4 3 3 3
(telephone, email, etc.)
Walked into or called office 3 3 3 3
Newspaper, Yellow Pages, 2 1 1 1
or home book ad
Direct mail 2 * * *
Advertising specialty 1 * * *

(calendar, magnet, etc.)

Source: National Association of REALTORS®, 2008. Profile of Home Buyers and
Sellers, Washington, D.C., 2008, Exhibits 4-12, 7-1.
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The bottom line is that one of your most effective communications tools
as a real estate agent is working hard for your customers. The percentages
in Exhibit 29.1 are averages. If your current clients feel that you have done
exceptionally well for them, you can expect even more new clients from past
clients or from their referrals.

You can also expect referrals made by employers and other agents to lead
to another 6 to 12 percent of your new clients. On the average, that leaves
roughly 30 to 40 percent of new clients due to various forms of commu-
nication you manage. You need to make the effectiveness of those types of
communication superior to the effectiveness of similar communications from
your competitors.

Web Site

As discussed in Chapter 24, effective web sites should be easy to find, quick
to download, and easy to navigate. They should provide information of value
(not just selling material), and should be consistent with your overall marketing
strategy. If you are targeting more than one market (for example, young married
couples and singles), you may want to organize your web site so that members
of each group can easily find the information they need—school information
for the couples, and information on entertainment for the singles.

Your web site should also provide different pages for buyers and sellers,
and, if possible, virtual experiences."? Notice that, overall, relatively more
buyers than sellers find agents through web sites. That represents an oppor-
tunity if you can find ways to attract sellers to your web site.

Open House

Traditional methods still can lead to new clients. Look for potential clients
who fit your target market. Try to make that all-important initial contact.
Have sufficient supplies of your business cards. You can add appeal to an
Open House by offering a seminar on a topic of value to prospective clients,
such as “How to Sell Your Home During Tough Economic Times.”

You can also organize “caravans” for other real estate agents so that they
can visit your listings if they have the time and interest. In Los Angeles, com-
petition to persuade agents to join caravans has been so intense that food at
the homes viewed has been used as an enticement. One LA agent bakes choc-
olate chip cookies from scratch and, for homes up a difficult canyon road, she
offers white chocolate chip macadamia nut cookies! Other agents hire profes-
sional caterers to set out buffets.?
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For Sale Signs

Be sure that any “For Sale” sign has your name and contact information.
If you are not already doing so, you may wish to consider a secondary sign
that provides your information. Keep in mind that a prospective client
must be able to read this information from a distance and probably from a
moving car.

Personal Contact

We will discuss these approaches more when we consider prospecting.
Whenever contacting a prospective client, be sure to have a strategy—your
objective for the contact and how you expect to achieve that objective. For
example, if you are trying to obtain a listing, you need to review the prime
reason for the seller to list with you.

Walk-ins or Office Calls

On average, walk-ins result in as many new clients as your hard-won personal
time with prospective clients. When someone walks into or calls your office,
the main point is that you are prepared. You will have only a short time to
persuade him or her to work with you (especially on the telephone) so you
must try to prolong the contact and learn the prospective client’s needs. For
example, if someone calls your office and asks how many bedrooms are in a
listed property, don’t just answer “three.” Answer “three, how many do you
need?” Try to establish a relaxed rapport with the caller or visitor as soon as
you can.

Advertising

Notice that traditional advertising such as the Yellow Pages, direct mail,
and specialty promotions, on average, do not lead to relatively many leads,
especially among buyers. That does not necessarily mean that you should
not pursue those efforts—only that you should try to make them focused so
that you will obtain a higher return from your expenditures. For example,
if you run a contest as a promotion, you should offer as a prize something
that a home seller or a home buyer will appreciate, such as a makeover
of a room. If you offer a reward with more general appeal, such as a trip
to Las Vegas, you may get more entrants but relatively fewer who will be
prospects.
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Community Support

Sometimes local government may allocate funds to increase the buyer pool.
Dearborn, Michigan, for example, budgeted $350,000 for a campaign to
promote the city to home buyers, including both newcomers and people already
living in Dearborn who wanted to relocate. They formed a committee to contact
real estate agents, relocation specialists, and others “with a stake in the city” and
developed a media campaign focused on the city’s amenities such as the University
of Michigan-Dearborn and the ambience of the tree-lined streets.*

ProsrecTING

How many prospects do you need? As many as you can find. One real estate
expert estimates that you need at least 25 prospects for one deal, and that
estimate might be a bit optimistic.’

Organize your prospecting. Develop a data base with software such as
ACT that allows you to keep track of your leads, your contacts with them,
and the results.

There are several possible sources of residential real estate prospects,
including:

FSBO’s (“For Sale By Owner”)
Expired listings

COTJ’s (“Centers of Influence”)
¢ Farming

FSBOs

FSBOs are sellers who have decided to manage their own sales efforts, often
to avoid paying a fee to a real estate agent. When you call on one of these
sellers, you have a strong argument for them to list with you, namely that the
median price of homes sold through agents is more than one-third higher
than the median price of homes sold by owner.¢ If you assume that the popu-
lation of homes sold through agents is similar to the population of homes sold
by owners, then, even when they pay a commission, on the average sellers will
likely receive more money for their homes if they use an agent than if they try
to sell their homes themselves.

Another argument concerns security. An FSBO showing his or her home
may have no control over who visits and may not want to risk opening his or
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her home to a parade of strangers. An agent acts as a screener for potential
buyers through contact with the potential buyers before showing a home.”

Higher return and higher security are two strong
arguments to use with FSBOs.

However, you should approach FSBOs very carefully. Some may be sell-
ing their homes themselves because they do not like real estate agents. To
get their attention, you might tell them that you have buyers you have been
unable to help and and ask to send those buyers to them. That will allow you
to suggest that it would be helpful for you to look at their property so that
you will know which buyers to send. (For more detailed suggestions on how
to win over FSBOs, see Hamilton.?)

If you are able to visit a FSBO, they will likely be very sensitive to any
attempt by you to try to persuade them to let you represent them. A low-key
approach is called for. Leave your briefcase in your car, and make it clear that
you are just taking a quick look. Do not try to persuade them to list with you
on your visit to “look around.” Do stay in touch with them and be there if and
when they finally decide they need to work with a real estate agent.

Expired Listings

A listing may expire for a variety of reasons. It may well be that the seller
has unreasonable expectations for the price that they believe their home will
fetch. If the seller does have unreasonable price expectations and cannot be
persuaded otherwise, then you may be better off allowing one of your com-
petitors to add this listing to their portfolio.

On the other hand, if the seller has now learned that it may be necessary
to alter their asking price, then they may be appreciative of your efforts to
renew efforts to sell their home. (When contacting “expireds,” be sure you
know your local Board of REALTORS® rules relating to expired listings.)
During your first contact, establish that they still wish to sell their home.
Then ask them why they think it has not yet sold.

A property may not sell because it may be run-down or may
otherwise lack curb appeal. If those negatives can be fixed,
then the seller may be a worthwhile client for you.
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COlIs

A center of influence is someone like a life insurance agent or accountant
or beauty salon owner or dentist who regularly talks with people and can be
expected to hear if someone is thinking of selling (or buying) a home.” For
example, florists or caterers are COls because they are often involved with
weddings—the newly married couple may well need help in finding a home.

If the COI might be willing to mention your name or provide one of
your business cards, then you might expect a stream of prospects from them.

Why would they help you? You might be in a position to help them in
return. If a single person or a couple moves into your area, they may need a
medical doctor or an auto insurance agent or a pet groomer, and you might
be in a position to return the favors that they have done for you.

Help your COIs and they will help you.

Stay in contact with your COIs. Remind them with e-mails or letters
every few months that you are still in real estate and would be happy to help
anyone they know who might be selling or buying a home.

Farming

Residential real estate farming consists largely of cold calling and can be diffi-
cult work. You need to target part of your geographical area and cover homes
in that area.

If you call at homes in person, be prepared for a fair amount of rejection.
Most people are not sitting in their living room waiting for an agent to arrive
and ask them if and when they are going to sell their home.

"Telephone contacts are more efficient except rapport may be harder to
establish during a telephone call than if you are face-to-face with someone.
On the telephone, the main rule is to be relaxed.

I used to make telephone survey interviews for a major consulting firm
and most of the time could develop rapport with whomever I was talking in
a rather short time. I am not sure I could provide you with the formula for
how I did it. I do know that I clearly introduced myself at the start of the
call and explained why I was calling. Often at that point, the party broke
contact, but that was OK—you do not want to waste the time of some-
one who does not want to talk with you, and you certainly do not want to
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waste your own time. If after my introduction the other person was still
talking to me, I would try to rephrase the questions that had been supplied
to me in my own language, so I was comfortable with how they sounded.
People can tell on the telephone if you are reading from a script. You need
to be natural. I always had notes but I did not read from them—I used them
only to remind me of the key points I wanted to make and the key questions
I needed to ask.

Whether in-person or on the telephone, you need a short explanation
as to why the person might want to have you represent them. If they demur,
then you might try again later but this is not the time for a hard sell. It is too
easy for someone who is annoyed to close the door or just hang up.

You can focus your farming efforts by checking the newspapers for wed-
ding announcements, birth announcements, and obituaries. Changes in life
often result in changes in homes. Dan Hamilton, a very successful real estate
agent, also suggests stopping at garage sales and asking if they are just clean-
ing house or planning to sell their home. Often people hold garage sales
before they move.!

You are hoping to find some prospects who are interested in working
with you right now. However, keep in mind that much of this effort is to
establish your name and contact information in the minds of potential clients
who may contact you at some later time.

Qualifying

You should attempt to qualify any leads you discover. Qualifying means check-
ing to see if they may be a legitimate client—someone who may do business
with you—as opposed to someone who is simply going to waste your scarce
time. Most sales people have questions they use to qualify customers.

You must qualify your prospects.

In my consulting business, I ask potential clients if they have a budget
for the project we are discussing or when the decision to go ahead will be
made. If there is no budget or no plans to make a decision, then they are
in the information-gathering stage and I do not expect any business from
them in the near future. Another question I often use is, “Who else are you
considering?” If they answer that question, it provides me with a lot of infor-
mation. If they have no one else in mind, they may be very early in their
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thinking or may not have thought through the project yet. If they are looking
at many competitors, then they are just casting a large net, and the probability
of gaining the business may be small. If they are looking at a few competitors
and I know who they are, then that helps me develop my own presentations—
not to denigrate the competitors, but to emphasize the capabilities where 1
have an advantage over the other firms they are considering.

You can use similar questions for qualifying real estate customers such as,
“When do you want to buy?” and “What homes have you looked at already?”
Other questions that you might use to qualify real estate clients include:

¢ “When do you want to move?”

* “What do you think your house is worth?”
* “What type of home do you wish to buy?”
* “How much are you willing to pay?”

* “Are you pre-qualified for a loan?”!12

After a while, any agent develops their own qualifying questions along
with a sense of whether a prospect is truly interested in what you might do for
them or if they are simply gathering information for the long term.

ListinGg

If you can secure a listing, then others will be working for you, trying to find
a buyer. You need to prepare a short pitch explaining why a seller should
list with an agent and you in particular. If you are speaking with someone
who has been referred to you, you will likely have less persuading to do. But
you cannot count on that, so you should have your arguments prepared in
advance.

When you first contact a possible seller to arrange an appointment
to discuss listing, you should try to obtain on the telephone enough
information so that you can put together a CMA (Competitive Market
Analysis—see Chapter 28) that you can use when you later speak to the
seller in person. Questions include the number of bedrooms, the number
of baths, the style of house, and the lot size. Also try to learn the price they
are expecting so that you have some idea of how you may need to approach
the meeting.

You should probably allow around two hours for the listing appointment.
Make sure that everyone involved in the decision will be there. If the seller

307



TRUMP UNIVERSITY MARKETING 101

is a couple, then most likely you should talk with both partners at the same
time. Otherwise you will not be able to close the agreement.”

During the appointment, you should discuss how you can market the prop-
erty and the actions you will take on the seller’s behalf. You also need to work with
the seller to determine the appropriate price for the listing. Here is where a CMA
will be invaluable in bringing the discussion to the right price for the seller.

Salable listings are the life blood of a real estate agent. They attract buyers
and they attract sellers.

SHowiNG

Showing a home requires planning. You should advise the sellers of what
needs to be done to show their home to best advantage. Clearly, rooms
should be clean and neat. Open the drapes. Get rid of clutter, both inside and
outside. Paint if needed. Clean the carpets. Have available receipts for recent
major repairs or for any appliances you are leaving. (For more suggestions,
see Maguire'* and Mayfield.")

Plan the route you will take to bring the buyer to the home. What they
see en route will affect how they view the property.

The sellers should not be present during the showing. Even with the best
intentions, they will find it difficult to keep quiet and may interfere with the
prospective buyers’ evaluation. It is difficult to debate the pros and cons of a
home with the sellers present. When you are showing a home, you should
also allow the prospective buyers to have time alone. They need that time to
organize their own thinking. (For other suggestions on showing a home, see
Rosenauer & Mayfield.'®)

Well-researched CMA information is vital during the showing. Potential
buyers need to have a framework within which they can evaluate the home
they are seeing. A comprehensive CMA provides that.

Showing requires the same endurance and follow-through that is true of
most real estate activities. Dan Gooder Richard believes that on the average
you may need to show 18 homes to obtain a sale."”

If a home has been on the market for a while, the agent needs to deter-
mine why it is not moving—the advertising, the price, the appearance?
“One of the biggest mistakes a seller can make is to leave a slow-selling
property on the market forever, hoping that it will eventually sell rather
than properly altering the sale strategy.”!® The real estate agent needs to
coach his or her seller to change their marketing approach as needed.
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SELLING

There is no single way to sell. You need to tailor your sales approach to
your own personality, to the needs of your prospective customers, and to the
circumstances."”

Most models of the selling process divide it into several stages (Exhibit 29.2):

Auwareness. Informing the prospective customer of who you are and
how you can help them

Knowledge. Giving the customer more detailed information, and also
listening to them to hear what they need

Liking. Matching what the customer needs with what you can provide—
checking with them to see if what you are offering meets their needs
Preference. Persuading the customer that your offering meets their
needs best

Conviction. Moving them to make a decision to purchase from you—
“going for the close”

Action. Following up and making sure that the purchase takes place

Exhibit 29.2 The Selling Process

Interaction

BUYER TALKING/AGENT LISTENING

Introducing
Self and
Services

Handling
Objections

Showing

Closing
Property I'4

L

Learning
Buyer Needs

AGENT TALKING/BUYER LISTENING

Awareness Knowledge Liking Preference Conviction Purchase

Time >

Source: “Arrow Guide—Communications,” The Arrow Group, Ltd., New York, NY, 2008. Used
here with permission.
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During consultative selling, the sales person should be in continuous
contact with the prospective customer. Above all, listen and watch your
potential buyers. They will signal their interest or disinterest in a property.
They will ask you questions and make comments that will give you priceless
information on their attitudes toward the home that you are showing them.
(For more discussion of selling technique, see Hanan?® and Bosworth.?")

Exhibit 29.2 shows that selling is a dialogue between the agent and the
buyer. There should be much more give-and-take than can be easily shown in
the diagram. The point is that the agent needs to be interacting with the buyer
and the agent must alter his or her message depending on what the buyer is
saying and what the buyer is signaling.

Selling is a managed dialogue between sales person
and prospective customer.

Signals—comments or body language—help you manage the selling
process. When potential buyers ask for specific details, such as room dimen-
sions, and start saying things like, “Carol will have this bedroom and Bobby
will have that bedroom and the television will go there,” that usually means
that they have started to place themselves in the home. That also means that
they are ready for the final stages of the selling process.

Selling is helping people to a conclusion that is beneficial to them—and,
of course, to you. Most people will have some objections to a purchase. You
first need to make sure that these are valid objections. Sometimes people will
voice an objection because they are afraid of making a decision, because they
do not know how to make the decision, because they are not convinced that
this property is the best they can find and want more time, or because they
simply cannot afford the property and do not want to say that explicitly (See
also Rosenauer & Mayfield.??)

The job of the sales person is first to find out the reason for the objection.
For example, if the prospective buyer is fearful or unclear regarding the deci-
sion, you can help him or her through the decision process. If they need more
time to find a more attractive or less expensive property, you can also help.

If the objection is specific to the property under consideration, then you
need to make sure you understand the concern and then try to remove it.
You are trying to move them into the conviction stage.

You can prepare to handle objections by anticipating them—developing
a list of the possible objections the potential buyer might have for that
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property and then preparing answers for each one. For example, you
might expect the buyer to be concerned about the class sizes in the local
school. You do research and learn that more teachers will be added in the
coming year.

When you are face-to-face with the prospective buyer, you need to ask
questions to learn what the objections might be and then systematically
address them to the buyer’s satisfaction. Buyer: “I am concerned about the
crowding in the school in this area.” Agent: “I understand why that would be
a concern. However, you need not worry about that. The school district is
about to announce the hiring of more teachers for the coming school year.”

Anticipate and understand possible objections.

After you have dealt with objections, you need to try to close the sale.
There are many types of closes. Here are a few:

* Trial close. Used to see if the client is ready to close. Example: “When
would you like to move in?” If they react negatively, they are not ready
to close.

* Assumptive close. The client must act to stop the process. Example:
“Shall we meet to work out the closing arrangements on Friday?”

* Alternative close. Two answers—both lead to the sale. Example: “Shall
we meet to work out the closing arrangements Friday at 10:00 a.m. or
at 1:00 p.m.?”

o If/then close. Client agrees to an implicit promise to buy. Example: “If
I can persuade the seller to leave the outdoor grill, will you buy the
home?”

* Take away close. Remove the option if client does not agree. Example:
“If you do not want to purchase this property at this price, perhaps we
should look for a house with less land.”

* Ad absurdum close. Show how small a price difference really is. Example:
“You plan to live in this home for, what, twenty years? Then how much
a year is that $6,000 over the price you want to pay? Isn’t it worth that
small additional amount to get the home you like so much?”

*  Advisor close. Let the buyer talk to a friend, relative, or other trusted
advisor before making their decision. “If you want, why don’t you
check with your accountant? If they are OK with the deal, we can
move ahead immediately.”
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(For more types of closes, see Hamilton?* and Rosenauer & Mayfield.?*)
Remember that however you approach the close, you must ask for the order.

ForLowing Up aAND OBTAINING REFERRALS

After the sale, your job is not done. You should follow up with both the seller
and buyer to be sure that all is satisfactory and, if not, fix it.

You will likely want to give your clients a closing gift. Try to give an item
that will last and will remind them of you. Dan Hamilton suggests giving them
a binder to hold all their important home documents.?* You can put their name
on the middle of the binder cover and your name and contact information
toward the bottom of the cover or on the inside front cover.

Stay in touch with your former clients—easy to do with a digital newslet-
ter. Try to develop a newsletter that provides value such as tips for taking care
of a home or homeowner-friendly information about the geographical area.
Remember, you are hoping to receive their repeat business and also to receive
referrals from them. You should remind your satisfied sellers and buyers to
provide referrals, both right away if possible and certainly in the future. You
want to build an ongoing business.

CONCLUSIONS

Selling residential real estate begins with prospecting. However, once your
business is in gear, you can expect much of your business to consist of
repeat business from past clients and referrals from past clients and others
who know you. Your task is to persuade sellers to list with you and buyers to
buy with your help. Then you need to follow up each sale to keep the process
moving. Once you accomplish that, you will have a virtual circle of sales and
profits.

For more information on residential real estate, see Eldred.” For sugges-
tions on managing real estate brands, see Sexton.”

For review questions for this chapter, log on to: www.trumpuniversity
.com/marketing101.

312



30

MARKETING COMMERCIAL

ReEar EsTATE

hebusiness of commercial real estateisrelated to the business of residential

real estate, but the two represent different businesses. Marketing com-
mercial real estate covers more types of services than residential real estate.
For example, besides marketing and selling properties, commercial real
estate practitioners may be involved in property management, property leasing,
site selection, feasibility studies for developments, and investment analysis.'
Rewards for commercial real estate and residential real estate may differ. For
example, the value of the average commercial sales transaction is more than
twice the value of the average home sales transaction.?* In this chapter, you
will learn how to apply the principles of marketing to increase your chances
of success with commercial real estate. The next chapter focuses on how
to implement your commercial real estate marketing strategy.

CoMMERcIAL REAL ESTATE VERSUS RESIDENTIAL REAL ESTATE
Marketing commercial real estate is both similar to marketing residential real

estate and different. The similarities tend to be related to personal skills; the
differences to technical skills.
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Stmilarities

People successful at marketing residential real estate often succeed at mar-
keting commercial real estate. That is because certain skills lead to success
regardless of which business you are in. These skills include:

Being observant
Following through
Selling ability

Endurance

Being Observant  To succeed in any type of real estate business, you need
to keep your eyes and ears open. You can find deals everywhere—on signs,
in the newspapers, during conversatons with friends and acquaintances—you
need to be sure that you notice these opportunities when they appear.

Following Through You probably know many people who talk a good
game but do not deliver. Why? Because they do not do the hard work to follow
through on their ideas. In real estate, that means calling on prospects, quali-
fying them, learning their needs, selling, and, after the sale, making sure that
the buyer and seller are satisfied. All of those activities involve effort—and
not always effort that leads to immediate rewards.

Selling Ability  Effective sales people in any field know how to listen and
learn from a customer, how to manage a customer’s expectations, and then
present the customer with a solution to their problem that will lead them to
make the purchase. Usually, such a person likes people and is able to empa-
thize with people. At the same time, effective sales people do want to persuade
others—they want to get the “close.” While selling residential and commer-
cial real estate may require different technical expertise, selling ability is a
skill that is often transportable from one business to another.

Endurance FEffective sales people need to be able to handle rejection. That
does not mean that they like to be rejected, but it does mean that they expect
to experience rejection as part of their job. When they experience it, however,
they do not dwell on it but keep going. Endurance is important in most
endeavors—actors, for example, also need to be able to handle rejection if they
are to succeed eventually. Endurance is crucial for both the commercial and
residential real estate businesses.
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GENERATING EXCITEMENT: TRUMP
REAL-ESTATE BROKERAGE

Real estate marketing in
Manhattan was comparatively
dull before Donald]J. Trump burst
onto the scene. Trump’s mix of
bravado and flash combined
with the best locations and high-
est quality created a new ’super
luxury” market segment that was
wildly successful. Pre-Trump,
the luxury real estate segment
in Manhattan was rather staid
and devoid of any widely recog-
nized brands. By establishing his
own name brand at the very top
of the market, Trump created a
View from 40 Wall Street. perceptible quality that distin-
Photo credit: Ali Goldstein. Photo courtesy of The guished itself above the name-
less competition. Independent
market studies later revealed that Trump significantly out performed
comparable properties in both sales price and sales velocity. This
became known as the “Trump Factor” which added measurable value
and marketability to Trump signature developments.

Applying his potent formula to all his projects, Donald J. Trump estab-
lished an unrivaled global super brand, known and trusted the world over
as the highest quality standard in real estate. As a result, some Trump
developments have completely sold out within hours of being announced,
well before a brochure was printed or a shovel put into the ground.

Donald J. Trump is famous for being a master developer, deal maker,
and world renowned celebrity. By incorporating his indomitable skills and
unabashed style with exceptional product, the “Trump Formula” is the
most cost-effective marketing concept ever developed—one that liter-
ally sells itself.

Trump Organization.

Source: Michael Martin, Trump Real Estate Brokerage.
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Effective sales people need to be able to handle rejection.

Besides personal skills, marketing commercial real estate and market-
ing residential real estate are similar in that the marketing process is generally
the same.

Just as residential real estate agents target markets and position their
services, commercial real estate agents must target markets and position
their services.

Programs for both commercial and residential real estate marketing
include activities such as prospecting, showing, and selling. How each of
these activities is conducted differs between commercial and residential real
estate marketing, but their purpose remains the same within the overall mar-
keting strategy.

Differences

Marketing commercial real estate differs from marketing residential real
estate in several ways including:

"Types of properties
"Types of services
Financial analyses
Use analyses

Types of Properties  Commercial real estate agents may focus on a variety
of properties such as:

¢ Developable land

* Office buildings

* Multifamily buildings
* Retail buildings

* Shopping centers

¢ Industrial buildings
* Hospitality buildings
* Senior housing

¢ Farms and ranches
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(For more detailed descriptions, see Keim.*)

Each type of property requires different types of expertise. Many com-
mercial real estate practitioners consider themselves specialists in a particular
type of property. The National Association of REAI'TORS® found the leading
specialty to be land sales—nearly one-fifth of the commercial practitioners they
surveyed claimed land sales as their specialty (see Exhibit 30.1).

Commercial real estate practitioners differ markedly in
the types of properties in which they specialize and
in the services they provide.

Types of Services Besides sales, often commercial real estate agents are
involved with other services—20 percent of the commercial practitioners
surveyed by the National Association of REALTORS® called leasing their
specialty, 9 percent named property management, and 7 percent mentioned
property development. These functions are considerably different than those
typically performed by most residential real estate agents. In this chapter and
in Chapter 31, we will be discussing primarily property sales since property
management, property development, and leasing are beyond what can reasonably

Exhibit 30.1 Primary Business Specialty of Commercial Real Estate Practitioners

Specialty Specialty
Land sales 19% Commercial property 6%
Office leasing 11 management
Multi-family building 11 Retail leasing 5
sales Consulting 5
Retail building sales 10 Industrial leasing 4
Office building sales 8 Commercial appraisal 3
Industrial building sales 8 Multi-family property 3
Development 7 management

Hospitality/resort sales 2

Source: National Association of REALTORS®. (2007). Commercial Member Profile, Washington,
DC, Exhibit 1-8.
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be covered in this book. However, you might wish to consult Chapters 18,
19, and 20 of the companion book, Trump University Branding 101,° which
explains how to attract tenants for your properties as well as how to develop
a real estate brand; see also McMahan.® For a specific case of using marketing
to sell condominiums to seniors, see Adler,” and for an example of property
branding, see Tucci.®

Financial Analyses  Commercial real estate agents require business financial
expertise so that they can provide their clients with cash flow projections and
other measures of financial return for the properties under consideration.

The home buying decision does depend on economic concerns but it
depends also on emotional or aesthetic concerns—the curb appeal of the
home, the ambience of the rooms, the effect of the landscaping—the overall
feel of the dwelling. That means the residential real estate agent manages sev-
eral types of customer expectations. While certainly commercial real estate
decisions may include aesthetic concerns such as the elegance of an office
building or the beauty of a hotel lobby, the Financial Analysis—what mon-
etary return can the buyer expect—will generally have a much larger impact
on the purchase decision for most commercial properties. That means the
commercial real estate agent must know the difference between “Scheduled
Gross Income” and “Effective Gross Income,” what the “Cap Rate” is, and
how to do a Discounted Cash Flow Analysis if he or she is to persuade the
prospective buyer to purchase the property.

Commercial real estate purchases depend a lot on expected
financial return.

Use Analysis  In many purchase situations, the commercial real estate agent
will need to know not only the current use of the property but what else it
might be used for. The “best alternative use” of the property may provide
the buyer more value than the current use. For example, a golf course may
be worth more as a site for a housing development than as a golf course. To
determine the best alternative use, the agent first needs to have a knowledge
of local zoning laws, what they allow, and what changes might be possible.
You can expect zoning codes to vary widely by municipality so you should not
make any assumptions about zoning without checking. The agent must also
have imagination to see other possibilities for the property—to convert an
industrial building into loft apartments, for example.
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CoMMERCIAL REAL ESTATE StTruaTiON ANALYSIS

You begin to develop your commercial real estate marketing strategy the
same way you usually begin a marketing strategy (Exhibit 30.2), with a Situa-
tion Analysis that covers:

1. Customers. Potential sellers and buyers
Competitors. Other organizations vying for the business

3. Organization. The capabilities of your organization—what you are
good at and not so good at

4. Environment. The key players and key trends in your marketplace; what
you think will happen next

All these areas have been covered several times in the book—see for
example Chapters 4 through 8 and the section on the Situation Analysis in
Chapter 28, Marketing Residential Real Estate—so we will discuss only a few
aspects of the Situation Analysis that are specific to commercial real estate
marketing.

Exhibit 30.2 Marketing Commercial Real Estate

Marketing Programs

Communications
Situation Analysis

Prospecting
Customers Marketing Strategy

Listing
Competitors —»  Target Market —P

Showing
Organization Positioning

Selling
Environment

Follow-up

Referrals

Feedback

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.
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CUSTOMERS

The customers you want to consider depend on the types of property in
which you wish to specialize and the types of services you wish to provide. For
example, if you plan to specialize in leasing office space in Class A (highest
quality) multi-use buildings, the customers on which you focus will obviously
differ from those on which you concentrate if instead you choose to specialize
on selling small retail complexes such as neighborhood or community centers.
In residential real estate marketing, you may begin by looking at most of
the homes in a local residential market; in commercial real estate marketing,
usually you will look at a portion—that related to your specialty—of the
entire commercial market.

If you are or are planning to be a commercial real estate agent, be wary
about the temptation to sell single-family homes. They may distract you and
cause you to lose market focus. According to John Peckham, chairman of a
commercial investment real estate brokerage firm, “Eventually [commercial
practitioners] learn that, with their specialized knowledge and administrative
support, they are much better off in terms of income and satisfaction when
they stick to their specialty.”™

COMPETITORS

You will likely know your competitors who specialize in the same types
of properties and services as you do. You may not know other commer-
cial practitioners who are moving from neighboring specialties into your
specialties or residential real estate agents who are beginning to sell com-
mercial real estate. You need to be alert regarding who is being mentioned
as different deals take place so you are always up to date knowing who your
competitors are.

Foreach of your recognized competitors, you should know their capabilities—
their area of expertise, for example. You should also predict what deals or
types of deals they might be working on.

ORGANIZATION
Generally, a commercial real estate agent requires more skills than a residen-

tial real estate agent and so there is a longer list of potential strengths and
weaknesses to consider when you evaluate your organization. In particular,
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you or a colleague may need to be expert in financial analysis of the income
and appreciation potential of properties—and each type of property may call
for different expertise. Hotels and retailers, for example, have quite different
business models that you would need to understand to evaluate the income
potential of a property. Similarly, you may need staff members with exper-
tise in leasing or property management—skills not usually needed in a purely
residential real estate office.

ENVIRONMENT

While the customer and competitor analyses may be more focused in the
commercial real estate Situation Analysis than in the residential real estate
Situation Analysis, the Environment Analysis may be broader. You need to
consider not just the economic health of neighborhoods; you also need
to evaluate the economic health of the geographic area in which you operate.
That in turn will affect the markets of all kinds of commercial property such
as office buildings, malls, and hotels. You should try to see if your geographi-
cal area has a master plan that you can review.!

You need to know the economic health of your area—now
and in the future.

The type of properties in which you specialize will determine in part
the size of the geographic market with which you need to be familiar. For
example, if you specialize in retail space, you should know that according
to the International Council of Shopping Centers, neighborhood centers
draw customers from up to 3 miles, community centers from up to 5 miles,
regional malls from up to 15 miles, and super-regional malls from up to
25 miles.!!

You also need to know the trends in your specialty. For example, the
popularity of open-air centers (with open walkways between retailers) ver-
sus malls (enclosed walkways) and the appeal of lifestyle centers (retailers
grouped village-style with planned ambience). In addition, you will need to
be an expert on competition in your specialty in your geographic area. What,
for example, do you expect to be the impact of the opening of a new outlet
center in your area on existing retailers? That means you also need to under-
stand the behavior of customers in your specialty. If people will drive 5 to

321



TRUMP UNIVERSITY MARKETING 101

15 minutes for groceries, 15 to 30 minutes to a regional mall, and 60 minutes
for specialty stores or outlets, what are the implications for the properties
with which you are involved?!?

You can obtain some of the needed information on the environment con-
ditions from government sources such as municipality planning studies and
zoning reports. You also should be in contact with others involved with com-
munity development such as the local Chamber of Commerce and executives

Exhibit 30.3 Marketing Plan for Real Estate

Quarter 1 2 3 4

Financial
Objectives

Target
Market
and
Positioning

Marketing
Programs:

Communications
Prospecting
Listing

Showing

Selling

Follow Up

Referrals

Source: “Arrow Guide—Real Estate Branding,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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of local financial institutions. Reporters may also provide a useful perspective
on the prospects of a geographical area.

CoMMERCIAL REAL EsTATE MARKETING STRATEGY

As we have discussed throughout the book and especially in Chapter 3 (Build-
ing a Marketing Strategy), there are four main components of any marketing
strategy (Exhibit 30.3):

Target market. The customers on which you will concentrate
Business objectives. The financial results you hope to achieve
Positioning. The main reasons customers will do business with you

i O UVIN NS RN

Programs. What you need to do to implement your strategy

TARGET MARKET

In what types of property will you specialize? Office buildings? Retailing?
Hospitality? Apartments? Industrial? Hospitals? Multi-use? And where—in
what geographical areas?

You may choose to specialize within a specialty. For example, retailing
includes neighborhood centers, community centers, small box, big box, resi-
dential conversions, regional malls, super-regional malls, life style centers,
and outlet centers. Industrial includes light manufacturing and heavy manu-
facturing. Hospitality includes motels, hotels of various classes, and resorts.
You should use the techniques presented in Chapter 10 (Selecting Your Key
"Target Market) to select your specialty based on how attractive that market is
to you and the abilities you have or can acquire.

Business OBJECTIVES

If you are a small business entrepreneur, you have expectations about what
you would like to earn. These objectives may be simply to earn more than you
can in another profession or they may be based on the type of life style you wish
to enjoy. Whatever their basis, you need to write them down—year by year.
Then you can translate those earnings objectives into the amount of commercial
transactions you would need to achieve them—year by year. That will help you
evaluate whether this business is promising for you.
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PosrrioNning

Service and expertise comprise the heart of positioning for most real estate
agents. You need to decide what type of service you will provide and why
you can provide it at a higher level of performance than your competitors.
Dimensions of service include how you understand customers’ needs, how
you find properties that meet their needs, how you respond to their prob-
lems, and how accessible you are. Expertise depends on what you need to
know to help them sell, buy, lease, manage, or develop properties. As in any
business, your positioning should set you apart from the other agents and
brokers. Your financial analyses may be the most accurate or your marketing
to tenants may be the most effective. Once your positioning is determined, it
should be proclaimed in all your communications #zd in all your actions.

ProGrams

What makes a commercial real estate marketing strategy special are the
programs —how you go about making your strategy succeed. Commercial real
estate programs include your communications as well as prospecting, listing,
showing, selling, following up, and obtaining referrals—the same categories
we used when we discussed the residential real estate marketing strategy, but
with different approaches. The next chapter describes them in detail.

CONCLUSIONS

Commercial real estate consists of many different types of property, each
requiring its own expertise. The commercial real estate practitioner must be
clear as to what types of property he or she will handle. In addition, he or she
must decide what types of services to provide. These choices form the basis of
their business strategy.

Their marketing strategy needs to define their customer targets and their
positioning. In turn, that marketing strategy orchestrates all the activities
required to implement the strategy. Just as “location, location, location” is
key in real estate, “focus, focus, focus” is key in marketing.

For more on commercial real estate, see Lindahl.”* For managing real
estate brands, see Sexton.!*

For review questions for this chapter, log on to: www.trumpuniversity
.com/marketing101.
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Strategies without programs are strategies that are not implemented. All
real-estate marketing and selling requires “legwork”—getting out to con-
tact the customers. The commercial real-estate marketing strategy provides
guidance for all those activities so that the commercial practitioner is mak-
ing efficient and effective use of his or her time. The programs lead to the
sales. In this chapter you will learn what needs to be done to find and obtain
customers for commercial real estate.

CoMMERCIAL REAL-ESTATE MARKETING PROGRAMS

Very generally, the programs used to market commercial real estate resemble
those used to market residential real estate (Exhibit 31.1).

However, they may differ considerably in how they are carried out. This
chapter focuses mainly on what is special about the marketing programs for
commercial real estate. The programs include:

¢ Communications
® Prospecting
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¢ Listing

¢ Showing

* Selling

* Following up

* Obtaining referrals

Exhibit 31.1 Marketing Plan for Real Estate

Quarter 1 2 3 4

Financial
Objectives

Target
Market
and
Positioning

Marketing
Programs:

Communications
Prospecting
Listing

Showing

Selling

Follow Up

Referrals

Source: “Arrow Guide—Real Estate Branding,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

A blank version of this page can be downloaded from www.trumpuniversity.com/branding101
and customized for your personal use. For any other use, contact Don Sexton at Marketing101@
thearrowgroup.com.
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COMMUNICATIONS

There are fewer customers in the markets for commercial properties than in
the residential property market. That means you should use more focused
forms of communication than the print or broadcast advertising a residential
real-estate agent might use.! Effective for the commercial real-estate agent
are all the personal forms of communications such as e-mails and letters.
In addition, client events such as seminars or even movies or picnics can be
effective in generating leads. You may also schedule open houses for other
agents and brokers so they can see what you have listed.

You can expect calls and visits from signs you place on properties. One
well-known commercial real-estate agent claims that 18 percent of his incom-
ing calls are due to signs.? These calls and visits must be transformed into
prospects. Whoever answers your telephone should know that they need
to obtain the contact information from the caller, as well as information about
the property they wish to sell or buy. You might consider training courses for
your administrative assistants (or yourself) to be sure these calls are converted
into leads. The same is true for walk-ins. These people have contacted you
because they saw something that made them believe you could help them.
Don’t disappoint them!

Transform call-ins and walk-ins into prospects.

ProsrecTING

Your first step in prospecting is to target a market (or, possibly, a few
markets). Especially in commercial real estate, it is very difficult to be
everything to everyone. Trying to cover numerous types of properties will
cause you to try to be an expert in many areas and you may end up not
being an expert in any one of them. For example, if you are dealing mainly
with Class A or B high-rise office buildings, you probably would find it dif-
ficult to be an expert on garden apartment buildings. This is not to say you
should not try to broaden your horizons, just be careful you do not try to
go too far too fast. You might broaden your practice to include all kinds of
office buildings or to include multi-use buildings since then your experi-
ence with Class A or B high-rise office buildings will be helpful. However,
adding small retail strip shopping centers to your listing portfolio would
be riskier.
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Topr-TieErR TENANTS: Guccl

The Gucci flagship store in
Manhattan occupies a prime
piece of New York real-estate—
the corner of Trump Tower and
three floors of storefront space.
Gucci is located in perhaps the
most upscale retail neighbor-
hood in New York City, with
existing stores such as Bergdorf
Goodman and Tiffany and
planned locations for Giorgio
Armani and Hugo Boss all close
by. The store’s interior design
calls to mind Art Deco. Gucci
products include jewelry,
apparel, and accessories and
merchandise, much of it exclu-
sive to Gucci Fifth Avenue.

Primary target customers include wealthy residents and wealthy
visitors. However, some real-estate observers interpret Gucci’s move
to Trump Tower as a way to broaden their clientele. According to Ben
Fox, head of Winick Realty Group, “To be on Fifth Avenue is center
stage in the world marketplace. . . . If you're looking to broaden your
audience, you go to Fifth Avenue as opposed to Madison.”

Brokers estimate that it cost between $50 and $70 million to build
and that the rent is in excess of $20 million per year for about 46,000
square-feet. They think that potential annual revenue may be more
than $100 million.

Gucci at Trump Tower.
Photo credit: Ali Goldstein. Photo courtesy of The
Trump Organization.

Source: “Gucci Pays Homage to Couture,” The Real Deal, March 3, 2008.

Recall the discussion in Chapter 13 concerning growth and risks. Those
ideas apply here as well.
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In general, prospecting for commercial clients involves the similar types
of sources discussed in Chapter 29 on implementing your residential real-
estate marketing plan. (For suggestions on finding prospects, see Fisher,?
Bowman,* and Lindahl.%)

Sources of prospects include:

* Expired listings

* Centers of influence

¢ Newspapers

* Real-estate publications
* Advertisements

* Yellow pages

* Tax rolls/owner lists

¢ Farming

Expired listings are often relisted again in a very short time frame. You need
to contact the property owner. Do not automatically assume you want that
listing. There may be an important reason why the listing expired. For exam-
ple, perhaps the property is overpriced, or perhaps there are problems with the
site or with the building. However, if you believe that this is a listing you want,
then you need to persuade the owner why you will do a more effective job than
your competitors (but do not mention your competitors by name).

Centers of influence include just about anyone you know or to whom you
are related. You may not think that all of these people will help you market
commercial real estate, and you would be right. However, there may be a
time and a place where one of them might be in a position to provide you
with a lot of help, simply by mentioning your name and giving your con-
tact information to a prospective client. For that to happen, you need to be
sure that they know what you do—sell commercial real-estate—and that they
know how people can find you.

Look over the real-estate pages in your local newspaper and the pages for
your area in the local real-estate publication. You will see mentions of many sales
with information about the buyer and the seller. These names can become
your contacts. Even recent buyers may be persuaded to sell soon if you can
find them an even more attractive deal.

Advertisements placed by other commercial real-estate agents or brokers
can provide you with substantial lead information, especially if you are oper-
ating in an open listing market when many brokers can sell a property and if
you can determine the property referred to in the ad. Ads placed by owners
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also represent leads. However, when contacting an FSBO (“For Sale by
Owner”), you need to consider how you will persuade them to sell with your
help. As discussed in Chapter 29, one effective argument with an FSBO is the
higher yield they can achieve with your help.

Check the Yellow Pages listings for “shopping centers,” “hotels and
motels,” “office buildings,” and “apartments”; you will often find contact
information that will lead you to the property owners.

Transform owner names into prospects.

Tax rolls are public records so you can peruse them for types of property,
assessments, and owners. If you choose to specialize in undeveloped land,
vacant property owners may be a source of leads. These are individuals
who purchased property usually with development plans but whose plans
later changed. You can find them by looking at local tax records for lots zoned
for commercial use that are not built. The owners may be delighted to have
you contact them and put their properties on the market.

Your area may also have an association that publishes a list of property
owners in your area. You can focus on streets with offices or retailers and con-
tact the various building owners.

Farming consists of focusing on a particular industry area, such as hos-
pitality, and then concentrating your efforts on members of associations for
that industry and otherwise raising your profile with them. You can do this
with letters, e-mails, and attending conferences. Eventually you will begin to
obtain leads as you will be the person in their minds at the time they want
to buy or sell.

As discussed in Chapter 29, while prospecting, do not forget to qualify
potential clients. (For several suggestions on qualifying prospects, see
Peckham.®) Develop questions that allow you to determine whether they
are serious sellers or serious buyers. Such questions might include, “When
do you plan to move your business?” or “What are your price expecta-
tions?” You will develop your own qualifying questions. Keep in mind that
all “suspects” are not “prospects.” (For descriptions of qualified sellers, see
Fisher.”)

Unlike residential real estate, where often the home owner contacts just
one agent, in commercial real estate, the typical seller may interview three or
four agents before deciding on which one to choose for the listing.® You need
an effective presentation to persuade the prospective seller to list with you.
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Before you meet the seller, you should send them a package of mate-
rial that provides them with information on yourself and your company. As
we mentioned in Chapter 28 on marketing residential real estate, especially
effective are testimonials from your satisfied clients. During the interview
with the seller, you need first to determine his or her objectives. Then you
will explain how the marketing and sales capabilities of yourself and your
office will assist them in achieving their objectives.

You may need to manage their expectations on price. That is why you
should certainly have developed a Competitive Market Analysis (CMA) for
their property before the meeting. The CMA will allow you to show them
comparables so they will have a broader foundation on which to determine
their price expectations and objectives.

SHoOwWING

Showing in commercial real estate involves showing the physical property,
but it involves more. In particular, it is necessary to show the financial charac-
teristics of the property and what the owner might expect.

For sales, the agent needs to show key financial measures that demonstrate
why this property is the best use of the buyer’s money. For income-producing
properties such as retail centers and office buildings, you need to consider
reporting various financial measures.’

Scheduled Gross Income is the income if the building were fully occu-
pied. The Gross Income Multiplier (GIM) is a simplistic way to compare
properties:

Sales Price
GIM =
Scheduled Gross Income

A major problem with the GIM is that it does not account for likely vacan-
cies and does not include expenses, so properties with the same GIM may
vary considerably in profitability and, consequently, in return on investment.

Effective Gross Income is the income with a “normal” amount of vacan-
cies. Deducting expenses gives Net Operating Income (NOI), an important
measure for determining return on investment in a property:

NOI = Effective Gross Income — Operating Expenses

The Capitalization (or Cap) Ratio uses the NOI to provide a rough meas-
ure of the return on the property investment.
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Cap Ratio = —NOI.
Sale Price

The Cap Ratio is the annual earnings return on the property as a per-
centage of the investment, assuming that the purchase was made in cash.

However, most purchases involve financing. To incorporate the cost of
financing, you can use the Cash on Cash Return Rate which is the net return
on your cash outlay. To calculate the Cash on Cash Return Rate, you compute
the cash throw-off by deducting mortgage payments from the NOIL Then
you divide by the cash invested (down payment and closing costs) to obtain an
estimate of the return on your investment.

NOI - Annual Mortgage Payments

Cash on Cash Return = CashInvested

Cash on Cash Return is also known as the cash throw-off rate and is a use-
ful measure because it is based on effective gross income, expenses, and the
necessary finance costs.

However, over time, income and expenses may be expected to change.
For example, if there are vacancies in an office building, retail center, or mul-
tifamily building, you may want to understand the reasons and whether the
vacancy rate should increase or decrease in the coming years. Location will
not change, but economic conditions may change, and traffic flows and other
factors that affect the property may change. (For a discussion of factors that
affect commercial real-estate value, see Fisher.!?)

If you examine the cash throw-off of a property over time, you can then
develop estimates of the future cash flows expected from the property. By
using the cash flows and the investments required and applying discounted
cash flow techniques, you can calculate summary return on investment meas-
ures such as net present value and the internal rate of return—commonly
used measures of return in all areas of business. Cash flow, net present value,
and internal rate of return calculations are beyond what we can cover in this
book. However, any popular accounting text should cover the topic. (For
general discussions, see, for example, Horngren & Harrison'' and Anthony &

Breitner.!? For discussion of cash flow analysis of real-estate properties, see
Keim.!%)

Be comfortable with the financial measures you use.
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The real bottom line is that you need to show the potential buyer what
his or her bottom line will be if they make the deal.

The financial measures of the property you are showing need to be com-
pared with those of others so that the prospective buyer has a foundation to
make a decision. Such comparisons are included in the Competitive Market
Analysis (CMA).

Comparable properties include those that have sold recently, that are
currently on the market, and that were on the market but did not sell. Many
commercial listings are not made public but are kept confidential by the agent
so that they have more control over the situation. Therefore, you should use
several approaches to find information on comparables and develop your own
information base.

You can start with the Multiple Listing Service and also online services
(for example, LoopNet, CoStar, Property Line). You can follow up with calls
on local experts such as local commercial property appraisers, local zoning
board members, and local commercial bankers. Do not neglect talking directly
with property owners to learn their views of property values in your geographical
area. (For a useful overview of developing CMA information, see Keim.!*)

Your financial analyses will be affected by zoning restrictions because they
affect the use of the property. As noted earlier, expect zoning codes to vary by
municipality and possibly to vary over time. If your client is considering devel-
oping a property or modifying an existing property, zoning codes will deline-
ate permitted uses and conditional uses (which may be granted by a zoning
board under certain circumstances), as well as govern characteristics of the
building such as setbacks, site coverage, “hard coat” coverage (for example,
paved parking lots), height, and number of parking spaces required. In short,
fitting a building on a lot is a complicated juggling act. Your job is to help your
client expedite their plans and advise them as to what might be possible.

SerLLiNG
Selling technique was discussed in Chapter 29. If you skipped that chapter,

please go back and take a look for a more detailed discussion of selling. (For
useful tips on selling commercial real estate, see Bowman.')

Selling is the process of facilitating a mutually beneficial
transaction between buyer and seller.
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The selling process is a dialogue between the salesperson and the buyer
that the salesperson manages so that the buyer sees the property in the best
light and can make an informed decision with which he or she will be satis-
fied. To manage that process efficiently and effectively, you, the salesperson,
must understand the needs of your buyer and must understand how the prop-
erty does and does not meet those needs. Remember that later you will hope
for referrals from this buyer, so in the long run nothing is to be gained by
ignoring negatives or “forgetting” inconvenient facts. After the purchase, the
buyer will discover whatever you neglected to tell, and buyers have very long
memories.

As mentioned in Chapter 29, effective salespeople are extremely good
observers and listeners. Buyers provide a lot of signals—regarding objections,
interest, intent to purchase. The salesperson needs to keep track of those
signals. For example, whether someone walks through a building quickly or
lingers and views a room from different angles would give you an idea of their
interest in using the space for their store. If someone asks you precise ques-
tions about your financial measures, they are sufficiently interested to expend
effort on evaluating the property.

Atthe right moment—and effective salespeople sense this—you need to try
to close the deal. In Chapter 29, several types of closes were described. There
is no single right way to close. It depends on your relationship with the buyer,
the situation, and your own personality. You might use an assumptive close
for a buyer who has very nearly persuaded himself or herself to purchase the
property and an advisor close with someone who is very interested but does
not feel completely confident in evaluating the financials.

ForLowing Up

Before the contract is finalized, there is usually due diligence. During this
period, typically 15 to 45 days, the buyer has the right to check the various
aspects of the offer, for example, verify the financials, inspect the building
and grounds, and check the zoning situation. Discovery of unknown nega-
tives can torpedo the deal. (For specific suggestions for due diligence, see
Fisher.!%)

When the deal is done, your work, of course, is still not finished. You
need to stay in touch with the seller and buyer to make sure the transfer of
property happened satisfactorily.
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OBTAINING REFERRALS

You will want to stay in contact with the parties to the deal for a while. They
may provide you with referrals. They may provide you with testimonials for
your listing presentation kit. They may themselves have other transactions
they will bring to you.

Ask for referrals.

Ask for referrals. However, do not expect referrals to happen automati-
cally. People like attention and like to be asked. Simply stay in touch with
them through e-mail messages or cards. I stay in touch with my current and
former clients throughout the year by sending them personal messages with
articles on marketing and branding, and other materials that I believe will
interest them. If your contacts with former sellers or buyers include informa-
tion of value chosen for their needs, then that makes the contacts more effec-
tive and seem less impersonal. For example, if your specialty is retailing, you
might send information on trends in retailing. If your specialty is hospitality,
you might send information on trends in hotels or resorts.

CONCLUSIONS

You need to both plan your work and work your plan. “Planning your work”
consists of targeting markets and determining positioning. “Working your
plan” consists of the programs you put into action. Keep in mind that the
programs result in sales, but the programs will be much less effective if there
is no overall marketing strategy to guide them.

For more on commercial real estate, see Lindahl."” For suggestions for
managing real-estate brands, see Sexton.'®

For review questions for this chapter, log on to: www.trumpuniversity
.com/marketing101.
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MARKETING DURING

TouecH TiMES

Dos and Don’ts

D oes marketing work when the economy is down? Most emphati-
cally yes.

In tough economic times when customers are not buying, many manag-
ers react by cutting costs. Often, cutting costs just digs their organization
more deeply into a financial pit from which it is difficult to escape. In tough
economic times, you certainly cannot act as if money is unlimited. What you
do need to do is make sure that your marketing decisions are on target and
you are spending your money where it will have the greatest positive effect on
your financial performance.!? This chapter shows you how to do that.

ImpacT oF ToucH EconoMmic TiMES
When the economy is down, overall demand is down.? However, even

though the economy is down, keep in mind that all parts of the econ-
omy may not be in trouble. There may be products and services that are
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needed regardless of the condition of the economy. There may even be
products and services that are more needed when the economy is down.
Advertising Age suggested that soup, Spam®, thrift stores, laxatives, cable
television, and cheap beer were examples of products and services that were
recession-proof.*

Tough economic times do not affect all products and
services or all customers to the same degree.

During tough economic times, credit is scare and product purchases that
usually require credit such as automobiles and major appliances will likely be
postponed. More generally, one survey of consumers found that approximately
twice as many consumers were planning to cut by 20 percent their expenditures
on clothing, personal care, home furnishings, and travel than were planning
to cut by 20 percent expenditures on food, education, housing, and health.’
Whatever your line of business, tough economic times will have an effect on
your financial results. However, if you run a furniture store or travel agency,
you can expect tough economic times to have a more negative effect on your
business than if you run a food store or work for a university. If you provide
several products or services, you may be able to find some that have a more
stable financial performance during an economic recession than do others.

Perhaps your business is not one of those that is recession-proof. If not,
then perhaps some of your customers, if not recession-proof themselves, are
not being hit as hard by economic trends as are other customers. To weather

ReaL EstaTE IN A DowN EcoNOMY:
TRUMP PROPERTIES

“During recessionary periods, Buyers are few and far between. Brand
recognition, superior locations and five star amenities are the keys to
why Trump properties continue to trade and increase in value during
difficult economic times.”

Michael Cohen, Executive Vice President and Special Counsel to Donald J. Trump, and
investor in several Trump properties.
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the recession, you would want to identify who those customers are and be
sure you have efforts focused on them.

How Tto Manage Durineg ToueH Economic TimMEs

"Tough economic times represent crises. Frequently, people respond to crises
without pausing to think and consider what they should do. They react to the
crisis rather than plan how to manage the crisis. Such reactions may often
lead to actions that make the situation worse.

Costs

When the economy is in a downturn, often the first response of managers is
to cut costs. Cutting costs may be necessary, but it all depends on what costs
are cut. For example, an across-the-board budget cut is almost always a mis-
take because important costs are being cut more than they should, whereas
less important costs are being cut less than they should.

An important cost is any cost that cuts the value you are providing your
customers more than it saves you money. Important costs need not be large
and often may be small. For example, during tough times, some airlines cut
out small things such as pillows and snacks that make flights bearable. The
pennies saved by removing such services almost always will be far less than
the dollars lost when customers stop booking reservations on the airline.

Generally, managers of services need be wary of the temptation to cut
costs that support benefits their customers consider important. The same is
true of managers of products. They need be wary of cutting costs that change
how their customers will experience their product. If they produce a piano
that is known for its tone, then the operations and tests that produce that tone
performance must be continued. If they produce buildings known for their
elegant fixtures, then those fixtures should be maintained.

Cutting costs that affect a product or service is what I describe as “hollowing
out” a brand.” A brand represents inertia in your customer’s mind. As long as you
continue to keep your brand promise, your brand should do well. However, once
you break your brand promise with poor service or poor product performance,
the customer will know and will change their perception of your brand.

Managers are tempted to hollow out their brands because it usually
takes some time for their customers to notice the decline in value. During
that time, the managers can receive attractive financial results. The problem
comes later—when the customers have figured out what is going on and they
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change their perception of the brand and remove their allegiance from the
brand. Often their allegiance cannot be won back, and in the long run, the
financial results of the organization will decline, perhaps not to recover.

Prices

During downturns, there is substantial pressure to cut your prices. Your cus-
tomers are asking for price decreases, and some of your competitors are low-
ering their prices. You may need to lower prices too. But if you do lower
prices, do so carefully.

When contemplating lowering prices in a downturn, keep in mind this
phrase: “Be selective.”

Select those customers for which you might want to cut price. It may be
worthwhile to lower prices for important customers who are having short-
term financial difficulties to help them weather the economic storm. It may be
worthwhile to lower prices for important customers about to go to a competitor.
If you do help these customers, make it clear to them that you are helping
them—often people do not recognize special treatment they are receiving.
If you can, try to put any understanding you may have with your customer
in writing—for example, that in return for granting lower prices today, you
expect a certain amount of business in the future.

Select those products or services for which you might want to cut price.
You may want to consider cutting prices on products and services where addi-
tional volume will allow you to decrease your costs. You may want to consider
cutting prices on products and services where you can unbundle some of the
benefits that your most important customers may not care about. For example,
if you own a hotel, you may charge separately for various services such as valet
parking service. If appropriate, you might explain how any changes you may
make in the product or service allow you to help your customers save money.

One risk in lowering prices is that you might ignite a price war. If you see
a price war coming, try to not be drawn into it. As explained in Chapter 6,
there are several ways to avoid a price war, including:

¢ Add value.

Unbundle your price.

* Segment the market.
Deploy a “fighting” brand.

Price wars typically consist of unselective price decreases that, if
unchecked, can destroy your business.
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Training

During an economic downturn, it is tempting to cut out training for your people.
That may be a short-sighted policy. In the long run, it will be your people
who keep your business running and, hopefully, growing. If you postpone or
cancel their training, that will have a negative impact—maybe not right away,
but sooner than you might think. For example, if your salespeople need training
on how to sell, not to provide them such training means that they will be
much less effective in finding and keeping customers for your business.

Continue to invest in the people who you expect to carry
your organization through the tough times.

People

During an economic crisis, you may need to let some people go. That is
unfortunate, but you may have no choice. However, an economic down-
turn may also represent an opportunity for you to recruit skilled people who
themselves were let go. That means you may now need to be more aggressive in
hiring people than you would like but, again, in the long run, your organization
will benefit.

Marketing and Advertising

Often, marketing and advertising efforts are cut back during an economic
downturn. That is actually the time when it may be most important to
maintain your level of marketing activity. Especially if your competitors
are reducing their marketing efforts, your own marketing efforts will be-
come much more effective. If you decrease your marketing budget, you
are playing into your competitors’ hands. Studies of past recessions have
shown that cuts in the marketing budget today have negative effects on
sales and profits tomorrow.**!® Unfortunately, many organizations are
short-sighted (perhaps out of necessity) and cut their marketing budgets
during downturns."

Reactionary cuts in the marketing budget may have long-term
negative impact on your organization’s ability to perform.
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Clearly you should evaluate all your marketing spending and lower
expenditures where you think you must, but keep in mind that there may be
areas where you might consider increasing your efforts.!?

Recetvables

During an economic decline, you will likely be short of cash and will turn to
your customers to receive payment sooner. That may result in tougher credit
policies and tougher accounts receivables policies. Most likely you will be
able to twist the arms of your customers to get payments sooner—at least the
ones who are able to pay. However, you may put out of business the ones who
are not able to pay with your take-no-prisoners credit and receivables poli-
cies, and you will not have them in the future as a source of cash. In addition,
customers have long memories and will remember how you treated them if
and when they are working for another organization with which you would
like to do business. You need to work with your customers as much as possible
to schedule their payments."

You cannot run your business as a charity, but consider
ways you can partner with your customers.

You cannot run your business as a charity, but you should make efforts
to work with your customers as partners when you consider how to manage
your receivables.

Payables

Your payables are the other side of the receivables issue. You may be tempted
to “slow pay” your suppliers to free up cash. However, if you do that often
and without discussing your actions with your suppliers, you will find it may
be difficult for you to find suppliers in the future. Not only will the suppli-
ers you treated unfairly remember, they will talk to other suppliers, and your
reputation will be tarnished and may not be repairable.

If you have payment problems, you need to be honest with your suppliers
and try to work out arrangements that will be satisfactory to both sides. Simply
ignoring the dilemma and hoping your suppliers will not notice your slow-
paying tactics will not work.
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New Projects

Projects such as the development of new products or new services may seem
a luxury during tough economic times. In fact, they are a necessity. If you are
going to not only get through the tough economic times, but to position your
organization for future growth, you need to continue to develop new ideas
and continue to innovate.

Continue to innovate both processes and products and services.

Small businesses, in particular, have a tendency to stay with what they
know—they often have inertia. In tough economic times, you need to see
beyond the current situation and find the long-run opportunities.

SURVIVE AND THRIVE
Chapter 13 reviewed how a manager can evaluate strategies for growth by
employing the Growth Matrix (Exhibit 32.1). The same matrix can be used to

evaluate strategies for survival and beyond during tough times.

Exhibit 32.1 Growth Matrix

Products or Services
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Source: “Arrow Guide—Growth Strategies,” The Arrow Group, Ltd., New York, NY, 2008. Used
here with permission.
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Recall that the matrix has two dimensions—markets or customers and
products or services. The upper left cell represents where the organization
is at the moment—strategies for current markets or customers and current
products or services. The upper right cell consists of strategies for moving
the organization to new products or to new services. The lower left cell
concerns strategies for moving the organization to new markets or to new
customers. The lower right cell refers to strategies where the organization
is moving simultaneously to new products or services and new markets or
customers.

For example, a beauty salon may focus efforts on the services pro-
vided their current customers, ensuring that they are satisfied and return,
and perhaps persuading them to return even more often and utilize more
of the salon’s services. That would be a strategy in the upper left cell. If
the beauty salon added tanning services for their current customers, that
would be a strategy in the upper right cell. Taking their current services
to residents of retirement homes would be a strategy in the lower left cell.
Finally, opening a new salon with new services for men would be a strat-
egy in the lower right cell.

As discussed in Chapter 13, as you move to the southeast on the matrix,
risk increases because it is necessary to acquire knowledge about the new
markets or customers and the new products or services. At first, efforts into
new categories may not succeed. In general, you would likely not pursue
a strategy that calls for changing both markets and products—lower right
cell—during difficult economic times as it would probably be too risky.
However, each of the other three cells suggests marketing strategies that
may succeed during a tough economic period. And it may even be possible
to find a new market/new product strategy that might succeed regardless of
the economic climate.

CONCLUSIONS

Economic downturns make resources scarce for both marketers and custom-
ers. Scare resources create pressures to make changes that may improve the
situation for a short time but will have negative consequences in the long
run. Although your first responsibility in a downturn is likely to help your
organization survive, you also need to make sure that you do not make deci-
sions and take actions for the short run that will leave you unable to compete
effectively in the long run.
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The key to succeeding during a difficult economic time is to focus your
marketing efforts more precisely. The next two chapters explain how to use
strategies suggested by the growth matrix to develop precisely focused mar-
keting strategies that will help you survive and thrive during an economic
downturn.

For review questions for this chapter, log on to: www.trumpuniversity
.com/marketing101.
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Managing Current Customers

During an economic downturn, your first priority should be managing
your current customers. You want to be sure to retain those customers
that are most attractive to you. If possible, you would like to receive more
revenue and profits from them. If you lose customers now, it may be difficult
to recruit new customers to replace those that have departed. In this chapter
you will learn how to systematically develop revenue and profit-producing
strategies that are focused on your current customers.

CURRENT CUSTOMER STRATEGIES

Strategies focused on current customers and current products are in the up-
per left cell of Exhibit 32.1. To maintain current customers, you need to
think of them as individuals, and you need especially to understand how and
why they behave. If you feel you do not know your customers as well as you
would like, then you need to do some marketing research. (See Chapter 36
for suggestions on designing such a study.)
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RETAINING CUSTOMERS WITH PERSONALIZED
SERVICE

The Attache Department was
first introduced in 1997 at the
Trump International Hotel &
Tower New York, and has been
expanded throughout the prop-
erties comprising the Trump
Hotel Collection. Its purpose is to
ensure high-level service for every
guest and resident well beyond
the usual concierge service.
Members of the department are

Suite at Trump International Hotel &
Tower, New York.
Photo courtesy of The Trump Organization. prepared to handle virtually any

guest request such as:

* Arranging for a personal trainer.

* Shopping for gifts and souvenirs.

¢ Providing secretarial services.

¢ Accommodating pets.

¢ Stocking kitchens with favorite groceries.

e Recruiting a chef to provide a private dining experience.
e Securing private access to salon services.

According to Jim Petrus, chief operating officer of Trump International
Hotel Management LLC, they wish “. . . to personalize the guest expe-
rience . . . [and] create the sense that every guest and owner is a VIP,
and each stay a return ‘home,” where desires are intuited and requests
anticipated.” Guest preferences are carefully recorded in a detailed
guest history which is referenced and updated on each visit.

Source: “Trump Attache,” The Trump Organization press release, October 10, 2007.

The questions you need to answer include:

* Why do your customers buy from you?
* What persuades them to be loyal to you?
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* What determines the price they will pay? How might you persuade
them to buy more often or to buy more, or both?
* What else might they buy from you?

You can think of each customer as a source of profits to you. The follow-
ing expression shows the main components of expected contribution from a
customer:

Expected customer contribution =
[Total unit usage x Your share x (Price — Cost per unit)] x Loyalty

You can affect any of these components and increase your profit from
your customer.

How can you increase profit from current customers?

How can you increase profit from current customers? The following sec-
tions detail several possibilities.

TotaL Unit UsAGe

"Total usage consists of all the purchases the customer makes over a given
period. For example, all the clothes they dry-clean during a year or all the
pizzas they buy. If you can expect to receive most of their business, then you can
increase your revenue and profits by increasing the total usage of the customer.
If a dentist can persuade some patients to come for a check-up three times a
year instead of twice a year, then revenue for those patients would increase by
50 percent! If a car dealer can persuade a customer to change cars more often,
then profit per customer increases—as long as they purchase from that dealer.

SHARE

Share is the proportion of your customers’ total unit usage that you get. You
influence share with better products and services. For example, McDonald’s
same-store sales increased nearly 8 percent globally (and 4.5 percent in the
United States) despite the dismal economic news. According to McDonald’s
CEO Jim Skinner, the “continued strong performance reflects the benefits of
our multidimensional approach. . . . Convenient locations, extended hours,
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INCREASING SALES TO CURRENT CUSTOMERS:
CUFFLINKS

The Trump Organization part-
ners with Swank to manufacture
and distribute men’s acces-
sories such as cufflinks and the
Phillips-Van Heusen Corpora-
tion for a variety of men’s cloth-
ing products such as neckwear
and dress shirts. They all rest on
the foundation of the Trump
brand, “power boardroom dress-
ing for the aspiring executive.”
Allan Sirkin, Vice Chairman,
Phillips-Van ~ Heusen, com-
PORALL 1, TRIMP mented, “We are very aware

of the powerful brand equity of
Donald J. Trump Signature Collection® Trump name. It is a great
Cufflinks.

Photo courtesy of The Trump Organization.

marketing platform, one which
has instant consumer recogni-
tion. The Donald J. Trump Signature Collection® . . . [has] enormous appeal
to the rapidly expanding market of young professionals who know and
understand the importance of dressing for corporate success.”

Source: Press release, The Trump Organization, 2005.

and quality food at an outstanding value are all reasons why people are choos-
ing McDonald’s.”

If you own a Chinese restaurant that provides customers with take-out
meals, you want to get #// their Chinese take-out business or as much as you
can. How? With accurate order taking, prompt delivery, and tasty food.

Price

As discussed in Chapter 25, price depends on the benefits you provide your
customer and whether they know those benefits and consider them important.
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Although it is difficult to increase price during an economic downturn, it is
possible if the product or service has benefits that the customer needs and
cannot obtain elsewhere.

Whatever your business, you can charge more by providing special
services such as quick turnaround, 24/7 service, producing small quantities,
and customizing an order. If you receive push-back for the charges from an
important customer, you can provide them with a special discount.

You can also lower prices for reasons associated with economies. As men-
tioned in Chapter 6, Dow Corning developed their Xiameter® brand for large
quantities of chemicals ordered online, passing on savings to their customers.?
Always be careful that you do not lower prices and begin a price war if your
costs are not sufficiently low to expect you will emerge a winner.?

Customers will ask you for price cuts during economic downturns. You
need to be selective in your response to such requests.

You can effectively lower prices by unbundling your product and services.
If there are customers who do not want a service, you can charge separately
for that service and lower the price of the basic service. That is essentially
the approach used by restaurants when they have both a fixed price menu
and menu items that are priced a la carte. Note that this is a different policy
than simply adding extra charges without decreasing the basic price. That is
the policy followed by several airlines—charging in addition for food and for
checking bags—and it can cause dissatisfaction with customers.

Whenever you do cut price, try to get something else in return from the
customer. A large company once asked me to cut my price on training
programs. I said I would do so if they gave me a contract for twice as many pro-
grams over the coming year. They did so, I lowered my price, and we achieved
a win-win solution.

You may be willing to work with some customers on price because of
your long-term relationship. If you do give them a price discount, make clear
that it is part of your partnership with them so they will appreciate your
actions.

CosTs
You can and should cut costs, but they should be costs that do not appreci-
ably affect the value to the customer. For example, you should reassess your

media expenditures. Possibly you might make more use of digital media and
social networking in particular, considering the quality of contacts not

352



Toueun TiME MARKETING

just the reach and frequency.** If you can, commit to longer-term media
contracts in return for discounts.” (See also Neff® and Lafayette.’) You may
also try to increase your efforts on public relations and events that often yield
lower cost communications impact.'

Consider cutting costs that are unrelated to customer value.

You can work with some of your customers to lower costs. For example,
if you sell large amounts, you can work with them to determine what might
be the most efficient order quantities."

Where possible, convert fixed costs to variable costs by outsourcing and
subcontracting.!? For example, if you run a services business such as a design
firm or a marketing research consultancy, try to use freelance help rather than
taking on more salaries.

Price LEess CosT pErR UNIT

The difference between price and variable cost per unit is known as the vari-
able margin per unit or the contribution per unit. During tough times, you want
to be sure you know your contribution per unit for each customer and are
managing it.

The overall approach to managing contribution per unit is called value
engineering. Generally, you want to consider adding benefits to your prod-
uct or service if they raise your price more than they raise your costs o7 you
want to consider removing benefits from your product or service if they lower
your costs more than they lower your price. (Besides the impact on price and
margin per unit, you should also consider any possible impact on unit sales.)
Value engineering can be done precisely with various quantitative tools such
as conjoint analysis (described in Chapter 5), a statistical technique that helps
estimate how much specific benefits are worth to a customer. However, you
do not need to know advanced statistical methods to apply value engineering
thinking. If you have an idea of what benefits your customers want and what
it might cost to give them those benefits, you can do value engineering.

Exhibit 33.1 can help you sort out changes you are considering in your
product or service. The vertical axis represents what you think might be the
impact of those changes on the price the customer would be willing to pay.
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Exhibit 33.1 Evaluating Changes in Products or Services

Positive Consider
Making
Change
Change in
Customer
Value
and Price
. Don't
Negative Make
Change
I
Negative 0 Positive

Change in Cost

Source: “Arrow Guide—Marketing in a Difficult Economy,” The Arrow Group, Ltd., New York,
NY, 2008. Used here with permission.

The horizontal axis represents what you think will be the impact of those
changes on your costs per unit sold. Changes that increase price more than
costs are in the upper left portion of the box; changes that decrease price more
than costs are in the lower right portion of the box. If a change will increase
your price more than your unit costs, you should probably do it. However, if
a change will decrease your price more than your costs, you should probably
not do it.

For example, suppose you run a contracting business that makes decks
for suburban homeowners. You have a choice regarding the surface you
might put on the deck—a standard surface and a surface that lasts longer. The
longer-lasting surface costs more. If the customer is willing to pay more for
the longer-lasting surface so that your increased costs are covered, then that
change would be in the upper left part of the box and you would likely do it.
However, if the customer is unwilling to pay more to cover your increased
costs, then that change would be in the lower right part of the box and you
should likely not do it.
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A wireless telecommunications company applied value engineering
to their services. They found that if the waiting time for a customer call to
be answered was less than a certain number of seconds, the customer would be
delighted, and if the waiting time was longer than a certain number of sec-
onds, the customer would be quite annoyed. They decided to manage their
call responses so that waiting time was just below the annoyance threshold
rather than just below the delight threshold. That decision did not much
change the value the customer felt they received, but it did save the company
$7 million annually, much of which they used to improve their customer
problem-solving process. Similarly, a bank was planning to add enhancements
to their ATMs when they learned that the main drivers of customer sat-
isfaction with ATMs were not the enhancements under consideration (such
as screening barriers for privacy) but whether there were enough ATMs and
enough money in the ATMs. By not proceeding with the enhancement
program and, instead, adding ATMs and cash to the ATMs, they increased
value to their customers."

"To do value engineering, you need to know what your customers are will-
ing (and unwilling) to pay for and you need to know the true costs of adding
(or removing) benefits from what you offer your customers. You might want
to review Chapter 25 on Pricing and Chapter 35 on Financial Analysis if you
would like more information on those topics.

CRross SELLING

You can obtain more contribution and profit from your customers by selling
them more products and services. An airline can offer hotel and car rental
services. Wal-Mart exploits their relationship with their customers to cover
a wide diversity of products.'* Successful cross selling, as do all marketing
actions, requires knowledge of customers. What other products might they
be willing to purchase from you? The customer of a restaurant may be willing
to buy take-out meals from the restaurant but probably not motor oil for their
car. The member of a health club may be willing to take courses in Pilates but
perhaps not courses in the martial arts. The customer of a dive shop may be
willing to book diving tours through the shop but may not be willing to book
hiking tours. You should check any extension of your product or service lines
by talking with your customers.

Often a natural extension to your portfolio of products and services are
maintenance and repair services. For example, during the economic dark
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times in 1930, General Motors ran ads with the tagline “Care will save your
car,” and contacted car owners to remind them to service their cars."”

LovarTty

One of the most important drivers of the expected contribution you obtain
from your customers is their loyalty to your products and services. Loyalty
refers to the probability that every time they want to buy the kind of product
or service you offer, they will purchase it from you.

Loyalty is the key to improving contribution
from current customers.

Suppose you run a pizza restaurant. If a family purchases 20 pizzas a year,
if they are relatively loyal to you, then your revenues (and profits) from them
will be larger and more stable than if they are not loyal to you—that is, if they
do not consider you to be their main source of pizzas.

It would be unreasonable to expect to get 100 percent of their pur-
chases all the time. However, it makes a huge difference in the profitability
you receive from a customer whether their loyalty is 90 or 60 percent. The
profit for a customer with a 90 percent loyalty rate is zoz 50 percent more
than the profit of a customer with a 60 percent loyalty rate—it is typi-
cally over 80 percent more! The reason is that loyalty rates are multiplied
when you calculate the profits from a customer. Therefore, you get higher
increases on per customer profits for any changes you can make in their
loyalty rates.

A quick way to understand this is to consider the following simple example.
Suppose you are starting up a tax advisory service and have 100 customers.
You expect them to come to you once a year for income tax advice. If your
loyalty rate is 90 percent, the second year, 90 of your original customers will
return, the third year, 81 (90 percent x 90) will return, the fourth year, 73
(90 percent x 81), and so forth. If your loyalty rate is only 60 percent, then the
second year, 60 return, the third year, 36 return, and the fourth year, only 22
return! Now hopefully you have found new customers during this period and
maybe some of the customers that did not return the second year do eventu-
ally return. However, if your loyalty rate is relatively low, you need to run
faster just to stay in the same place.
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There is a saying in marketing, “Acquiring new customers costs six times
what it costs to keep a current customer.” Whether it costs six times more or
four times more or ten times more, most marketing managers agree that it
costs more to acquire a new customer. For sure you need new customers, but
you should be certain you do not neglect your current customers, and that you
take actions that maintain and increase their loyalty rates.

One of the large New York City banks apparently fails to understand
the importance of maintaining their customer base, which may be one of the
reasons they have been in financial difficulties. In one incident, without any
warning to the customer, they canceled a credit card that had not been used
recently. When the customer was informed of the reason for the lack of use
and asked to reinstate the card, the bank said they could not do so but would
consider a new application. If a customer found their service unresponsive,
why would anyone want to reapply to them?! Such actions multiplied by thou-
sands add up to many lost customers and many lost contribution streams.

You can influence share with promotions. For example, airlines use fre-
quent flyer programs to increase their share. The same idea can be used for
most small businesses. A camera store can provide coupons for free prints to
their customers each time they use one of their services, and a laundromat
can give tokens for additional loads of wash for frequent customers.

In the long run, you increase loyalty rates with customer-caring service,
and with products and services that perform well—and with innovations that
keep your organization at the top of the customer’ list of suppliers. Rupert
Hart calls this a Value Managed Relationship or VMR. VMR’s focus on ways
where you can work with your customers to lower their costs or to help
them solve their problem. Anixter, a distributor of electrical wire and cable,
advises their customers to take delivery of just the right lengths of wire when
they need it. Their slogan is, “Use our inventory: It’s better than your cash.”
Jaguar worked with their suppliers to increase the reliability of components.
The independent grocery wholesaler, Supervalu, provides technical expertise
and training to grocery retailers.'® GE Aircraft Engines provides maintenance
services all around the world to provide peace of mind to their customers.
Charles Schwab provides ongoing, personalized advice to their clients—a
Value Managed Relationship.

Managing your brand effectively helps you manage loyalty. If your brand
is not strong in your customers’ minds, the way is open for private labels.
Studies show that the sales of private labels do tend to increase during eco-
nomic downtimes."” A well-managed brand maintains or increases customer
loyalty. For example, Domino Printing Sciences provides machines that print
dates and batch codes on containers for pharmaceutical and food products
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such as milk cartons. Reliability is key because if one of their machines breaks
down, it can hold up the production line. Reliability is crucial to their brand
and to their sales success.'® (See also Hart.!?)

SwrrcHINnGg CosTs

You can increase loyalty by managing switching costs. A switching cost is the
effort and expenditure a customer must make to leave you and go to one of
your competitors. Contracts represent switching costs. However, switching
costs can also be based on attributes such as spare part availability, embed-
ded software, technical expertise, maintenance service, and proprietary con-
sumables. Someone who switches from one hair cutter to another faces the
switching cost of explaining to the new person how they want their hair cut.
That is a minor switching cost. A major switching cost would be changing
the security system in a factory. New equipment would need to be installed
and new personnel trained. Anything that would make the customer averse to
finding a new vendor is a switching cost.

Sometimes you can build switching costs into your relationship with
your customer. For example, if you are selling printers, you might stipu-
late that there will be no warranty service if parts or consumables other
than yours are used in the printer. American Hospital Supply locates in
the hospitals of their customers terminals that are linked directly to their
warehouses.?’

TARGETING

Targeting customers is always important, but precise targeting is crucial dur-
ing difficult economic periods. In particular, you need to identify those cus-
tomers who provide relatively high contributions for the efforts required and
can be expected to grow even during the downturn.? These customers may
simply buy in large volume or they may be relatively price insensitive,
or both. Their ability to pay is also important during a recession period.
Fingerhut, the consumer mail order house, analyzed their customer infor-
mation to determine who might be more likely to be good credit risks and
targeted efforts especially to them.?? A beverage company was able to find dif-
ferences in customer profitability across zip codes and change their customer
targeting accordingly.”?
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In Exhibit 33.2, customers have been organized by their revenue and the
costs of serving them. You may not know the exact positions of all your cus-
tomers, but most business owners or managers have an idea of the revenues
expected from each of their customers and the approximate costs of keeping
them satisfied, including any time needed to keep them happy.

The customers in the upper left quadrant of Exhibit 33.2 are “keepers.”
They provide relatively more revenue to you than the costs they require.
You can expect these customers to be attacked by your competitors. Be sure you
are able to defend them.

In contrast with the keepers, the customers in the lower right quad-
rant provide relatively less revenue than costs. You may want to consider
walking away from some or all of these customers and using the freed-up
time to develop new customers, or new products or services. Better, you
may try to give these high-maintenance/low-profit customers to your
competitors.

Exhibit 33.2 Evaluating Customers by Contribution

. Decrease
h !
Hig Keep Costs
Revenue
from Customer

Increase Consider

Low .
Revenue Dropping

Low High

Costs of Serving Customer

Source: “Arrow Guide—Marketing in a Difficult Economy,” The Arrow Group, Ltd., New York,
NY, 2008. Used here with permission.
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Be prepared to walk away from some customers.

Customers in the upper right quadrant have profit potential, but you need
to find ways to lower your costs of serving them. For example, if you sell build-
ing supplies and most large contractors are purchasing in-person, perhaps you
can lower your selling costs by persuading these customers to purchase online.
If you are running an employee training business and have been developing
different sets of materials for each client, perhaps you might be able to per-
suade these customers to use generic materials instead.

Customers in the lower left quadrant do not cost you a lot but do not
provide you with much revenue, so they are marginal customers. You should
consider ways to increase revenue from them—for example, by increasing
your share of their purchases or by selling them more products or services. A
dry cleaner might provide volume discounts or might promote their tailor-
ing services. A grocer might add product lines, including prepared meals. If
you are unable to increase the revenue from these customers to an acceptable
level, you may want to consider dropping them or, at least, not making any
special effort to keep them.

CONCLUSIONS

During difficult economic conditions, be sure you protect your power
base—your base of current customers. Evaluate all your customers in terms
of short-term and long-term profitability, then decide where you will place
your efforts. Be careful that across-the-board policies such as cuts in costs and
services do not sweep away your attractive customers together with the less
attractive customers. You need to partner with your best customers so you
both get through the difficult times.

For review questions for this chapter, log on to: www.trumpuniversity
.com/marketing101.
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Getting New Customers

D uring an economic downturn, it is possible to grow your business by get-
tingnew customersor introducing new productsand services. However, as
explained in Chapter 13, such strategies are more risky than strategies
focused on current customers even in good times. In not-so-good economic
times, you must approach growth strategies with even more deliberation,
which may be difficult given the stress of a downturn and the pressure to find
new sources of revenue. This chapter shows how to systematically develop
growth strategies even during tough times.

STRATEGIES FOR NEW CUSTOMERS

Strategies focused on new customers and current products and services are in
the lower left cell of Exhibit 32.1.

Difficult economic times are not the best of times to add new customers.
In difficult economic times, some customers may not want to switch suppliers
because they do not want to take the risk. On the other hand, some customers
will be looking to switch suppliers because they hope to find a better deal—a
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MovING TO NEwW MARKETS: TRUMP TOWERS,
Sisti, ISTANBUL

The Trump Towers, Sisli, Istanbul
project includes two towers—
one luxury residential tower and
one “A+ type” office tower—
with a premier luxury shopping
complex joining the towers at
their base.

Floor plans, interior designs
and finishes, and materials used
in the residences are being
designed according to Trump's
standards, which are recog-
nized as being among the high-
est in the real-estate industry.
All Trump properties use state-
of-the art design and employ
materials that are always top-of-

the-line in luxury and elegance.
The shopping complex will mirror the residential and office towers

in excellence and sophistication. Turkish shoppers will be treated to
an extraordinary retail experience, unlike any other in Istanbul. The
shopping complex will be home to well-known lifestyle and retail
brands as well as necessities and will add to Istanbul’s fame as one of
the world’s great shopping cities.

This landmark project is the The Trump Organization’s first venture into
Turkey and Europe. Ivanka Trump, Executive Vice Presidentof Development
& Acquisitions for The Trump Organization, stated, “We think that this is a
great time for investments in the region and we know that Trump Towers,
Sisli, will be a great success and a spectacular project.”
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Trump Towers, Sisli, Istanbul.
Photo courtesy of The Trump Organization.

Source: Press release, The Trump Organization, February, 2009.

lower price, superior performance, or both. Your task is to find the custom-

ers who are interested in switching and who will provide you an attractive
contribution.
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Exhibit 34.1 Idea Generation Funnel

Find Ap_pnly Apply .App|>_/ Use
Ability Customer Financial

Ideas Idea
Screen Screen Screen

Source: “Arrow Guide—New Product Strategies,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.

You can use Exhibit 33.2 to help structure your thinking regarding which
customers to target. Ideally, you would like to find customers in the upper left
quadrant—high revenue and low costs. Of course, everyone else would like to
find and win those customers as well, so expect competition.

To win the high-revenue/low-cost customers, you will need to know
their needs well so that you can develop products or services that will meet
their needs at a level superior to what your competitors can do. For example,
if you are an accountant and wish to increase your practice among companies
that manage large commercial buildings, then you will need to know the key
accounting issues facing their managers and the current regulations.

Do not automatically accept any order—be selective.

If you are trying to increase your customer base, it is important that you
have a strategy that describes where you focus your efforts. Not only should
youmake clear which customers you want, you should also designate those cus-
tomers you do not want; otherwise, you will find that the return of your efforts
to acquire new customers will be diluted. There will be voices in your com-
pany arguing to accept business from any customer. Be very careful of those
“never turn down an order” arguments because you may be using your own
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scarce resources to support customers that may provide you with minimal
profit or even no profit! In addition, then you may be left without resources
to accommodate an attractive customer when they approach you.

STrATEGIES FOR NEW PRODUCTS OR SERVICES

The upper right cell in Exhibit 32.1 represents strategies for new products or
services offered to your current customers.

A tough economy may not seem like the time for innovation, but in fact,
often tough times are the incubator for new ideas and new products and services.
Brad Johnson, an editor of Advertising Age, examined several recessions in the
United States and found numerous innovations in products and services, and
even in how companies marketed.!

INCREASING SALEs wiTH NEw ProbDuCTS:
TrRuMP ICE®

Originally developed for the
TKLMP Trump casinos, Trump lce®
. was featured in one of the

X l(‘E tasks during the first season
E - of The Apprentice. The re-

Al |||[Hl sponse to the show suggested
:‘”IWH“ Wit there was a large demand for

5 21 '\\ ‘. the product.
#’;{::-""E \ELM_E lﬂﬁﬁ' .llﬂl'l R f TZe Trump Organization
ound natural springs con-
Photo courtesy of The Trump Organiztion. sistent with the Trump stan-
dards of high quality. Donald
Trump notes that, “We use only the purest natural spring water.”

Their distributors target upscale convenience and grocery stores
where one might expect to find the Trump brand.

Source: Web site, Trump Ice®, January, 2009.
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Finpineg IDEAS

"To find one idea that will work usually requires starting with many, perhaps
hundreds. Then you need to screen and modify the ideas until you are able to
identify an idea that you believe will be successful, what is known as the idea
generation funnel (see Exhibit 34.1). (For discussion of idea generation and
sources of ideas, see Kuratko? and Lamb, Hair, Jr., & McDaniel.?)

Ideas for new products or services can come from many places, for example:

* Employees

* Customer suggestions
¢ Customer complaints
¢ Competitors

* Dealers and distributors
* Suppliers

* Publications

Employees, especially those close to customers, may come up with ideas
that allow you to develop product or service improvements. Customers, of
course, you should carefully listen to—especially your most experienced and
most difficult customers. You may use surveys or focus groups to learn their
opinions, but simply talking to them may provide you with promising ideas.
Customer complaints should be thought of as gold. If you know why a cus-
tomer is having a problem, hopefully you can develop a way to solve his or her
problem. For example, if you run a health club and your clients are complain-
ing that they are not losing weight quickly enough, perhaps you can offer a
service that provides them with nutrition advice.

Watch your competitors—they may have some good ideas that you can
improve on. If a competing real-estate agent is helping companies find tempo-
rary rentals for new employees, perhaps you can do that, too, and better. Dealers,
distributors, and suppliers have good vantage points from where they can see
new developments in your business. Talk to them about new ideas. They also can
probably give you feedback concerning the feasibility of such ideas.

Publications can bring to your attention product or service ideas in other
parts of the world or in other industries that you might be able to adapt for
your customers. Keep your eyes and ears open—you never know where you
will find a new idea.

When collecting ideas, keep in mind that you do not need to discard
ideas while you are trying to collect them. In the initial stage of finding an
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idea for a new product or service, you want to zaximize the number of ideas
you obtain. During the screening process, you evaluate these ideas, but dur-
ing the collection stage, you want to acquire as many ideas as possible.

Finding one successful new product or service idea may
require collecting a hundred or more initial ideas.

Screening usually consists of more than one stage. The overall screen-
ing process is similar to the approach described in Chapter 10 for selecting
market segments. As you may recall, the two major dimensions for choosing
among alternatives are the relative ability of our organization to succeed with
the opportunity (“Can we win?”) and the attractiveness of the opportunity (“Is
it worth it?”). Each stage in the screening process provides information for
each of those two dimensions.

In the idea generation funnel (see Exhibit 34.1), the initial screen con-
cerns the capabilities of your organization: “Could this product or service idea
possibly make sense for us?” At this point, you discard ideas that are too far
away from what your company does or can do. Often you make this judgment
simply with common sense. If your business is selling children’s clothing,
it is unlikely you would have the abilities to distribute vending machines.
However, if your business is selling children’s clothing, you might be willing
to consider selling toys.

You can also use the Competitive Advantage Analysis (see Chapter 11)
to evaluate your capabilities to pursue a new venture. For any product or
service idea that you may want to consider seriously, the Competitive Advan-
tage Analysis provides you with a spotlight for identifying your strengths and
weaknesses should you go forward.

The second screen in the idea generation funnel is usually focused on
customers: “Is this product or service idea of potential interest to and value
for our customers?” You certainly need to adopt the view of the customer
now. You should probably talk to some customers to learn their reactions and
use other forms of marketing research (see Chapter 36).

If the idea seems like something you can do and might have customer
appeal, then you need to begin to consider in detail the financial implications
of trying the new product or service idea. This is the financial analysis screen
and involves forecasting sales (see Chapter 37) and evaluating the financial
consequences (see Chapter 35).

For you to use an idea, it should pass all the screens. To increase the suc-
cess of your new idea, keep in mind that a new product or service idea requires
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effort and, most of all, time. If you are fortunate to find two or three ideas
that you like out of hundreds you have collected, you may want to choose just
one of them to pursue to maximize the chances that it will succeed.

When implementing new ideas, you may also need to ensure a cash flow
while you are moving to a new product or service—a “bridging” strategy.
In the 1980s, Harley-Davidson was in grave financial difficulties. They were
developing new motorcycles and implementing new production processes,
but all of those changes took time. To buy them time, Willie G. Davidson
designed new motorcycles that could be built from existing parts without
huge capital investments. The sales of those bikes kept the company in opera-
tion until the long-run changes could be made.*

As an example of this idea generation process, suppose you run a business
that provides maintenance services for factories. You start by asking your cus-
tomers what types of problems they are currently experiencing. Perhaps they
have a problem removing waste from the area of their production lines. You next
would brainstorm how you might be able to help solve that problem. Perhaps
you have ideas for a new material that would be easier to dispose. You are able
to identify a source for that material. Your financial analysis indicates you might
profitably offer these materials to your customers. Finally, you would propose
the new material to your customers as an addition to your product line.

STRATEGIES FOR NEW BUSINESSES

A new business consists of new markets and new products or services—the
strategies in the lower right cell of Exhibit 32.1.

The primary concern here is risk. Risk arises whenever you are moving
to a new market because you must know what your new customers are like
and what they like. Risk also arises whenever you introduce a new product or
service because you must know how to deliver that new product or service.

When you consider a new business, consider how much
risk you can take on.

Suppose a restaurant has focused primarily on providing lunches to local
office workers. The owner has decided to promote dinners to families. He
or she will need to know what modifications to make to the menu to appeal
to families and must have the kitchen staff who can implement that menu.
In addition, they must know how to manage the waitstaft for these new cus-
tomers and must know how to promote the restaurant to families.
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Beyond the risks involved with new markets and new products or serv-
ices, there are also risks related to extending your brand. If you try to stretch
your brand too far, customers can be confused and your brand can break. For
example, if your restaurant is known for quick business lunches without the
distractions of children, then moving to the family market may dilute your
brand. You can extend your brand, as long as you do not try to move it too
far from its current associations (see Chapter 12 for more on branding). (For
more on extending brands, see Sexton.”)

If you feel you can handle the risk of a new business, then you can apply
the suggestions in both the prior sections on strategies for new customers,
and for new products and services. In particular, you need to:

* Focus on the most attractive customers.

* (enerate many new business ideas.

* Screen the ideas especially with respect to the target market.
¢ Implement the new business ideas carefully.

There are no guarantees, but you can increase your chances of success
with a new business by following the systematic approaches suggested here.

CONCLUSIONS

Tough economic times call for even more attention to marketing. You must
be precise in your targeting and clear in the positioning of your products and
services. If you are not focused, a competitor more focused than you will try
to steal your customers.

You need to explore ways to generate more revenue and more contribu-
tion. Across-the-board cost cutting will usually not accomplish that. You need
to be selective where you cut your costs and where you place your efforts. You
must pay special attention to retaining your best customers and increasing
their contributions. However, do not neglect growth opportunities because
there will be a time when the economy improves.

Finally, try to develop measures of accountability so you can manage
more accurately.’ In good times, your decisions can be a little off and often
you will still survive—not so in tough times.

For review questions for this chapter, log on to www.trumpuniversity.com/
marketing101.
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FinaNncIiAL ANALYSIS
FOR SMART MARKETING

DEcisioNs

T o make the right marketing decisions, you need to know their financial
consequences.

Understanding the financial impact of your marketing decisions is
not difficult if your cost and revenue information is organized properly.
Unfortunately, the revenue and cost information you need as a marketer is
not always available in the financial records kept by most organizations.

There is one piece of financial information in particular that you need
to evaluate most marketing decisions. That is the variable margin rate—the
incremental profit rate. If you know it, you can evaluate pricing decisions,
product or service decisions, advertising decisions, selling decisions, and cus-
tomer decisions. If you do not know your variable margin rate, you may be
guessing at the profit you think you might make. In this chapter you learn
what financial information you need to find your variable margin rate and
how to use it to make marketing decisions that are sound financially. Of
course, you can never predict for sure the financial impact of any action, but
you can analyze the likely financial consequences and improve your marketing
decisions.
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TyPESs OF ACCOUNTING SYSTEMS

Most accounting documents, such as the income statement in Exhibit 35.1,
are designed to tell you your financial results after you have made your mar-
keting decisions and seen their consequences. For example, Exhibit 35.1
shows you what happened to a small business last year as regards revenue,
costs, and profits (before taxes).

The income statement in Exhibit 35.1 is in custodial format. The upper part
of the typical custodial income statement describes the costs of goods sold (or
the costs of services provided). These are all the costs involved with producing
your product or service, such as materials, compensation for your production
employees, and manufacturing overhead including rent and utilities for your
production facility. The lower part of the custodial income statement describes
expenses. These include advertising, compensation for managers, and general
and administrative expenses such as payments for legal and tax advice.

The typical custodial income statement shows only what happened in the
past because it is constructed for people—outsiders—who are interested pri-
marily in your past performance—tax authorities and lenders, for example.

Custodial income statements are not constructed for the marketing man-
ager. They do not make it easy for you to evaluate the financial effects of
marketing decisions. For example, suppose the sales in Exhibit 35.1 increased
by 10 percent, can you tell from the numbers presented what would be the
impact on your operating profit? The answer is no because the numbers are
not provided in a form that allows you to answer any type of what-if question
about your sales.

Exhibit 35.1 Custodial Income Statement

Net Sales $200,000
Less: Material $80,000
Direct labor 35,000
Manufacturing overhead 20,000

Cost of Goods Sold 135,000

Gross Margin 65,000
Less: Advertising $5,000
Management 30,000
General and administrative 10,000

Expenses 45,000

Operating Profit $20,000
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Custodial income statements are not constructed for the
marketing manager.

The information you need to make marketing decisions requires you to
reorganize the information in the custodial income statement and make a
new income statement, the contribution income statement. With your income
statement in contribution format, you can answer what-if questions such
as what would be the impact of a 10 percent increase in sales on profits?
In turn, you can then make marketing decisions # priori rather than ex post.
That is, you can perform a financial evaluation of your marketing decisions
before you make them.

ReorcanNiziNnG THE INcOME STATEMENT INTO
CONTRIBUTION FORMAT

You can classify costs broadly into fixed costs and variable costs. Fixed costs
do not change over a given range of output for your product or service
(Exhibit 35.2). Typical fixed costs include salaries, rent, and depreciation. For
a restaurant, for example, fixed costs would include wages, advertising on a
local radio station, depreciation on the equipment and fixtures, and property
taxes. Total variable costs change as output or volume changes. Although to-
tal variable costs are often assumed to increase linearly, in fact, any cost that
changes with volume in any way is a variable cost. Typical variable costs include
materials, electric power, and commissions. For the restaurant illustration, a
major variable cost would be the meat, vegetables, beverages, and other supplies
needed to make a meal. Labor costs may be a variable cost but also may be a
fixed cost, depending on how easy it is to change the number of employees.

In Exhibit 35.1, the costs are organized into “Costs of Goods Sold” and
“Expenses.” Both those categories include fixed and variable costs. If you
reorganize the costs in Exhibit 35.1 as “Variable Costs” or “Fixed Costs,”
you have an income statement in contribution format, Exhibit 35.3.

CoNTRrIBUTION FORMAT — FRAME STORE ExaMPLE
Assume that you own a small framing store. You have a store manager and a

few part-time employees who do the actual framing. As shown in Exhibit 35.1,
last year your sales were $200,000.
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Exhibit 35.2 Types of Costs

Fixed Costs: Remain approximately fixed
over a given range of output.

Costs

Output
Variable Costs: Increase as output increases.
Costs
Output
Exhibit 35.3 Contribution Income Statement
Net Sales $200,000
Less: Material $80,000
Direct labor 35,000
Manager bonus (2.5%) 5,000
Variable Costs 120,000
Contribution or Variable Margin 80,000
Less: Advertising $5,000
Management 25,000
Manufacturing overhead 20,000
General and Administrative 10,000
Fixed Costs 60,000
Operating Profit $20,000
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You share a small sales area in a mall. The actual framing is done in
another location, where the rent is cheaper. Overall, last year your costs of
producing the frames included $80,000 for materials such as wood and metal
frames, glass, mats, and backing. Your part-time employees received $35,000.
Your manufacturing overhead included the rent and utilities on the space
where the framing is done, as well as depreciation for equipment you use for
framing. Total costs of goods sold were $135,000.

Your largest single expense was compensation to your store manager—
$25,000 in salary plus a bonus, which is 2.5 percent of the total revenue gener-
ated by the store—last year the bonus was $5,000. General and administrative
includes the rent on the selling space and other expenses such as legal and tax
advice. You spent $5,000 on advertising last year, mainly on advertisements in
the local newspaper.

Looking at the information in Exhibit 35.1, you need to consider which
costs are variable and which are fixed. Material and direct labor will be
assumed to be variable costs. The part-time employees who do the framing
are paid based on the value of the frames they produce. The manager’s bonus
is also a variable cost. All the other costs and expenses are assumed to be
fixed costs. In general, some of the manufacturing overhead might be a vari-
able cost—for example, utilities. However, in this example, such costs would
likely not be variable because the framing space is kept lighted and heated
(or cooled) most of the time regardless of whether framing is being done.
Note that, in general, some costs or expenses such as telephone may have
both a variable and a fixed component. The fixed component would be your
telephone usage with no sales; the variable component would consist of the
calls you make related to your sales. In the frame store example, all costs are
assumed to be either variable or fixed. Given these assumptions, the contribu-
tion format income statement is shown in Exhibit 35.3.

CONTRIBUTION OR VARIABLE MARGIN

From a marketer’s viewpoint, the most important number in Exhibit 35.3 is
the contribution or variable margin. That is the amount of money you have
before you pay for your fixed costs.

After you pay your fixed costs, what is left over is your operating profit.

The contribution is important because most of the decisions you make
in marketing directly affect the amount of contribution you achieve. Usually
it is easiest to employ the contribution or variable margin as a rate—as a
percentage of your sales dollar. To calculate the variable margin rate, you
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Exhibit 35.4 Variable Cost Rate and Variable Margin Rate

. Variable costs
Variable cost rate =——————
Sales

) ) Variable margin
Variable margin rate = —————
Sales

Note: Variable cost rate + Variable margin rate = 100%

simply divide the contribution or variable margin by the sales (Exhibit 35.4).
If you know your variable margin rate, you can evaluate the likely financial
impact of many marketing decisions.

CALCULATING THE VARIABLE MARGIN RATE—
FraME STorRE EXAMPLE

In the frame store example, the contribution or variable margin was $80,000
on sales of $200,000. Then you can calculate:

_ _ $80,000
Variable margin rate = ———— =40% or 0.40

$200,000

The variable margin rate is the percentage of each additional sales dol-
lar that represents incremental profit to you. For example, if you sell $1,000
worth of frames to a customer, then 40 percent of that, or $400, is contri-
bution or incremental profit that will show on your bottom line. Now you
can answer the question asked earlier. If sales for the frame shop increase by
10 percent, what will be the impact on profit?

A 10 percent increase in sales of $200,000 would be $20,000. Because you
know the variable margin rate is 40 percent, then 40 percent of that $20,000
would be your increase in operating profit. If sales go up $20,000, then your
profits would go up $8,000—from $20,000 to $28,000.

Notice that a sales increase of 10 percent leads to a profit increase of
40 percent! If your income statement was in custodial form, you would not
know that. Only by having your income statement in contribution form
are you able to figure out correctly the profit increase related to your sales
increase.
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Exhibit 35.5 Useful Formulas

Fixed costs
Breakeven sales level =

Variable margin rate

Fixed costs + Target profit

Target profit sales level = - -
Variable margin rate

Fixed costs

Target ROS sales level = - -
Variable margin rate — Target ROS

Direct fixed costs

Shutdown sales level = - -
Variable margin rate

ImMPORTANT SALES LEVELS

Once you know your variable margin rate, you can easily calculate some

benchmark sales levels (Exhibit 35.5):

* Break-even sales level: The sales level such that sales exactly cover your
fixed costs but nothing is left over for profit (Exhibit 35.6)

* larget profit sales level: The sales level that covers your fixed costs and
provides the profit you want

* Target return on sales (ROS) level: The sales level that covers your fixed
costs and provides profit such that profit divided by sales gives you the
return on sales percentage you wish to obtain

* Shutdown sales level: The sales level such that sales exactly cover your

direct fixed costs but nothing is left over for overhead or for profit
(Exhibit 35.7)

DirecT AND INDIRECT Fixep CosTs
AND SHUTDOWN LEVEL

It can be very useful to classify your fixed costs into what are known as direct
fixed costs and indirect fixed costs. Direct fixed costs are all the costs that are
required for a business—if the business disappears, then so do the direct fixed
costs. Indirect fixed costs are all the other fixed costs.

For example, suppose you do other things besides framing services. If
you close down your framing operation, then you will no longer advertise
($5,000), pay a salary to your frame store manager ($25,000), or pay your
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Exhibit 35.6 Break-even Level

Revenue,
Costs Revenue
Profit
$200,000 b —————— — — — — — — $20,000
| Variable
| Costs
|
| : $120,000
Loss | |
$60,000 i |
I | Fixed
I | Costs
L
L
L
y .
Break-even  $200,000  Revenue
= $150,000

manufacturing overhead ($20,000). You will continue to keep your mall store
and pay the other general and administrative expenses such as attorney and
accountant fees and store rent. That means if you close your framing opera-
tion, your fixed costs will decrease by $50,000—those are the direct fixed
costs of your framing services.

Why you want to know your direct fixed costs is that they determine your
shutdown level. Even if you are not making a profit, you may want to keep
an operation going if you have no better use of the resources you are using
(including your time). As long as you are more than covering your direct
fixed costs, you are at least helping pay for your overhead, and that may be
worthwhile.

The level of sales when you are just covering your direct fixed costs is
known as the shutdown level. If your sales are above the shutdown level,
you may or may not be making a profit, but at least you are contributing to
covering your overhead (see Exhibit 35.7). Below the shutdown level, your
business is a cash drain.
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Exhibit 35.7 Shutdown Level

Revenue,
Costs Revenue

$200000 - — ————— — — — — — — — Profit

Indirect
Fixed Costs

Direct
Fixed Costs

' | Variable
| $120,000 : Costs
|

v

Breakeven  $200,000 Revenue
= $150,000

Shutdown Level
=$125,000

The level of sales when you are just covering your direct
fixed costs is known as the shutdown level.

IMPORTANT SALES LEVELS — FRAME STORE ExaAMPLE

The calculations for key sales levels for the frame store are shown in
Exhibit 35.8. The break-even sales level is $150,000. Below that sales level,
the frame store does not make a profit (see Exhibit 35.8). If you want a target
profit of $40,000, then your sales level must be $250,000. In other words, to
double your current profit, you need to increase your current sales level by
25 percent, or $50,000. If you set your objectives in terms of return on sales
(profit as a percentage of sales) and you want to achieve a return on sales
of 20 percent, then you must have sales of $300,000. Your shutdown sales
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Exhibit 35.8 Important Sales Levels—Frame Shop Example

Variable Magin Rate —_$80,000 =0.40
$200,000
Breakeven Sales Level:w =$150,000

Check: ($150,000)x(0.40)=$60,000=Fixed Costs

4
$40,000 Target Profit Sales Level = W: $250,000

Check: ($250,000)x(0.40)=$100,000— FC of $60,000 and
profit of $40,000

$60,000

20% Target R.O.S. Sales Level = —————
(0.40-0.20)

=$300,000

Check:($300,000)x(0.40) = $120,000 — FC of $60,000 and
profit of $60,000
equal to 20% sales

$50,000

Shutdown Sales Level= =$125,000

Check: ($125,000)x(0.40)= $50,000 = Direct fixed costs

level is $125,000. If your sales fall below $125,000, then you are not even
covering the costs directly associated with the framing operation. You are
losing money and should consider closing down the operation unless you can
figure out how to turn it around.

EvarLvaTiNG THE FinanciaL ImpacT
OF MARKETING DECISIONS

The variable margin rate allows you to convert changes in sales into changes
in profit so you can evaluate many types of marketing decisions. The calcula-
tion is straightforward:

Change in profit = Change in sales x Variable margin rate

So, for example, if you think a promotion will increase sales of your prod-
uct or service by $100,000 and your variable margin rate is 32 percent, then
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you would expect your contribution to increase by $32,000. If the fixed cost
of the proposed promotion is $10,000, then you may want to go ahead as your
net profit will increase $22,000.

You can use this approach to evaluate many marketing decisions such as
advertising, sales promotion, and personal selling.

EvaLvaTing THE FinanciaL IMPACT OF
MarkeTING DECIsIONSs — FrRaME STORE ExamrLE

Suppose that you are considering the following options:

* Increase newspaper advertising by $7,000.

* Remodel the interior of your mall shop at a cost of $9,000.

* Add an assistant store manager at a cost of $10,000. (Noze: The store
manager and assistant manager would each get the 2.5 percent bonus
on sales made while they were at the store. Only one would be at the
store at any time.)

To evaluate each of these alternatives, you would need to estimate
what you think might be the resulting change in your sales. For exam-
ple, perhaps you feel that the increased newspaper advertising might
generate another $40,000 in sales, whereas remodeling your shop will lead
to a sales increase of only $20,000. Hiring an assistant store manager would
allow you to keep the store open longer, and suppose you believe that will
increase your sales by $50,000.

Applying the variable margin rate (Exhibit 35.9), you find that remod-
eling the shop will have a net negative effect on your profit in the short run.
However, both the newspaper advertising and assistant store manager options
would increase your contribution and operating profit.

Minimum SaLes CHANGE NEEDED

Knowing your variable margin rate also allows you to determine the
minimum level of sales change you would need to justify a marketing
decision. To make that kind of calculation, you simply divide the cost
change associated with your proposed marketing decision by the variable
margin rate.

Change in cost

Minimum sales change needed:
Variable margin rate
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Exhibit 35.9 Marketing Decisions—Frame Store Example

Increase in Newspaper Advertising
Estimated change in sales = $40,000
Estimated change in contribution = ($40,000) x (0.40)
= $16,000
Estimated net change in contribution = $16,000 — $7,000
=$9,000

Remodel Interior of Shop
Estimated change in sales = $20,000
Estimated change in contribution = ($20,000) x (0.40)
=$8,000
Estimated net change in contribution = $8,000 — $9,000
=-$1,000

Add an Assistant Store Manager
Estimated change in sales = $50,000
Estimated change in contribution = ($50,000) x (0.40)
=$20,000
Estimated net change in contribution = $20,000 — $10,000
=$10,000

In the frame shop example, suppose you were thinking of spending $4,000
on local radio advertising. By how much would your sales need to increase to
justify that expenditure?

b

0.40

0
Minimum sales change needed: = $10,000

If you think that the radio advertising will increase your sales by $10,000
or more, then you may want to purchase the advertising, because your net
contribution will increase as a result. For example, if sales were to increase
$12,000 as a result of your radio advertising, then your contribution would
increase by $12,000 x 0.40, or $4,800, less the $4,000 cost of the advertising,
for a net change of $800.

This simple approach can be used for any change of a fixed marketing
expenditure that you think will lead to a change in sales.

Calculating the minimum sales change can be especially useful for evalu-
ating decisions involving activities where making an exact estimate of sales
change is difficult. For example, you may be considering sending a newsletter
to potential clients, hosting an open house, or setting up an exhibit at a show.
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You can evaluate whether you want to spend money on those activities by
determining the minimum amount of sales they would need to generate to
justify their expense. However, to do this, you do need to know your variable
margin rate.

CONCLUSIONS

You can evaluate the financial impact of marketing actions if you have the
appropriate information. Unfortunately, often traditional accounting docu-
ments do not provide the information that marketing managers require.
However, you can reorganize traditional accounting information into a con-
tribution format that permits you to determine the variable margin rate. You
can then apply the variable margin rate to evaluate the financial consequences
of many marketing decisions.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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CONDUCTING

MARKETING RESEARCH

arketing research is the eyes and ears of marketing. Many marketing
failures can be traced to not understanding customers, not understand-
ing competitors, or not understanding trends in the competitive environment.
Marketing research can be highly sophisticated and expensive. However, you
can also learn a lot from much more modest techniques. Simply talking to
your customers can provide a very high payoff in terms of knowledge about
their needs, about what competitors might be doing, and about what trends
in the environment might cause the customers to change their behavior.
When you are conducting marketing research or even just looking at the
results of a study, you need to understand the strengths and weaknesses of
how the information is collected and how it is analyzed and presented. Those
strengths and weaknesses may affect your interpretation of the results and how
useful they may be to you. This chapter is a short course in understanding dif-
ferent kinds of marketing research and the possible reservations to any study.

Focus oF MARKETING RESEARCH

The purpose of marketing research is to help you make better marketing
decisions. (For an overview, see Malhotra and Birks.') Marketing research can
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be focused on all the players and drivers that affect the marketing performance
of the organization (see Exhibit 8.1.) These include end-users, resellers, com-
petitors, suppliers, and trends.

Much of marketing research focuses on customers—their needs, their
attitudes, and their behavior. End-user studies include:

* Segmentation: Characteristics that can be used to identify and distin-
guish segments

* Buying behavior: How they learn about products and services and make
their choices

* Needs: Benefits sought by customers; priorities

* Perceived value: Maximum a customer is willing to pay, and why

* Product: Evaluations of all competing products or services

* Brand: Attributes associated with a brand

* Advertising copy: Comparison of ads

* Media babits: Where customers get information

*  Sales calls: Content and effects of calls

* Pricing: Likely reactions to prices

* Buying behavior: How and where customers make purchases

Other studies may focus on:

® Resellers: For many organizations, resellers may represent the main
group of customers, so many of the studies listed under end-users may
also be conducted for them as well. In addition, there may be other
necessary studies specific to resellers such as how they use sales pro-
motion or what their stocking policies are.

* Suppliers: Research may focus on comparative costs of various suppli-
ers and the performance of their products and services.

* Competitors: Research on competitors needs to determine who they
are (often learned from end-users or resellers), their objectives, the
strength of their capabilities, and what actions they are likely to take.

¢ Trends: Demographic, social, technological, political/regulatory, and
economic trends can all affect the organization. Monitoring and fore-
casting such trends is also part of marketing research.

"TypEs oF DaTa
Data consists of either primary or secondary data. Primary data is what mar-

keting managers or their colleagues collect. Secondary data is what someone
else, such as an information service, collects.
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Secondary data is often purchased from a research firm and therefore is
usually cheaper collecting the data yourself. The main disadvantage of sec-
ondary data is that it may not be exactly what you want. Also you may not
know how it was collected, so you may not know how reliable it is. Primary
data is tailored to your needs because you define the study and the data to be
collected. Usually you will be more aware of any weaknesses of these primary
data since you were involved in designing the research.

Secondary Data

It is very easy to search for sources of secondary data by using the Internet.
Sources include: governments, industry associations, companies and other
organizations, banks, publications news media, marketing research compa-
nies, and financial research companies.

"The best advice for finding secondary data sources is simply to conduct a
search on the Internet for the subject in which you are interested. When you
locate what you think might be secondary information that is useful for you,
you should try to find a description as to how that information was collected.
Then you should evaluate its accuracy using the suggestions followed for col-
lecting your own data.

KEePING CUSTOMERS SATISFIED:
MARKETING RESEARCH

Managementofresortsin Atlantic
City surveyed their patrons reg-
ularly. They asked the custom-
ers to rank several attributes of
service—first by importance and
then again based on their deliv-
ery (in a manner very similar to
the Perceived Value Analysis
described in Chapter 4). The
Casino Guests. difference, or gap, between the
Photo courtesy of The Trump Organization. importance rating and the satis-
faction rating provides them with a blueprint for how to improve their
operations.
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Many customer needs relate to operations, and do not require a
tremendous amount of capital. An example would be security—
something as simple as increasing the visibility of security patrols in
the parking garage by putting a flashing light on top of the security
vehicles can positively impact the perception of security, and help
close a gap. Another would be the buffet—displaying food in smaller
decorative bowls and containers (instead of institutional sheet pans)
not only makes the display of the food more attractive, it also increases
the perception of freshness.

The higher the ranking, the more important the attribute; the
larger gaps tell what they need to work on. Large gaps for more
important attributes are particularly troubling as they indicate that
there may be a significant problem with an issue that is very impor-
tant to their guests. They pay particular attention to addressing these
issues. By focusing on closing the gaps, particularly at the high end
of the scale, they increase customer satisfaction. The surveys are an
iterative process; as improvements are made, the customers expect
more. The resort managers constantly measure themselves against
this raised bar.

Primary Data

You may collect data with 7andom or nonrandom sampling. When you use ran-
dom sampling, typically the data you obtain can be analyzed with various
statistical tests and can be extrapolated to all customers, resellers, suppliers,
or competitors.

If you do not use random sampling, then usually you cannot generalize
from the data you collected.

Data obtained without random sampling are used primarily to uncover
ideas and hypotheses that you can later check with data from randomly
selected samples. A common and very useful marketing research tool that
often does not utilize random sampling is the focus group. A focus group con-
sists of a group of customers or potential customers who are asked questions
about a product or service. Their responses can provide insights into how a
product or service is used and what its key attributes are. It is often valuable
to conduct focus groups before conducting a survey of a large number of
respondents to obtain ideas that you can pursue in your larger survey.
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RanpoMm aND NONRANDOM SAMPLING

There are many activities in marketing research that do not involve sampling,
but to understand marketing research, it is necessary to understand sampling and
the differences in data collected with random versus nonrandom sampling.

In statistics, a population is a group of people—such as a target market—
or objects—such as a collection of competing products—about which you
want to know something. For example, perhaps you want to know the average
annual income of the members of a target market or the average rating for
some performance dimension of your competitors’ products.

You could take a census of all the members of the group. Unfortunately,
often that is very expensive and may not even be possible. Fortunately, in
many cases you can obtain almost as much information as a census provides
by observing only some of the members of the group—what is called a samzple.
A sample is a group of people or objects selected from the population. The
sample size is the number of people or objects in the sample.

Generally, there are two possible types of errors in sample information:
systematic error (or bias) and random error.

Bias

Bias means your sample does not represent the population about which you
want to know something. Possible bias is the main reason it is difficult to gen-
eralize from a sample that was not selected randomly.

If your sample is not drawn from the population in which you are inter-
ested, the bias is known as non-selection bias. For example, if you choose a sam-
ple only from Internet users, you will not have information on people who
do not use the Internet. When a sample is selected judgmentally, then the
researcher decides which population member will be in the sample, and you
may have selection bias. Generally, people like to talk with people whom they
feel are like themselves, which means a judgmental sample is likely biased
against inclusion of people unlike the researcher.

When people do not cooperate in a survey, there may be bias called
non-response bias. People may not agree to be questioned in a mall, perhaps
because they are too busy. Response bias happens when questions may be too
difficult (“How many shirts did you buy in the past five years?”), too sensitive
(“What is your annual income?”), or too embarrassing (“How many hours a
day do you watch game show reruns?”) The best way to handle bias is simply
to think through your research plan very carefully and hope that you have
identified all the possible sources of bias.
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The best way to handle bias is simply to think through your
research plan very carefully and hope that you have
identified all the possible sources of bias.

Random Errors

Whenever you use a sample, there are random errors. Random error occurs
because the composition of each sample will likely be somewhat different,
leading to somewhat different results. The variation in the results from dif-
ferent samples is measured by random error. The smaller the random error,
the more accurate the information from your sample.

You make random error smaller by increasing the size of your sample.
However, you should keep in mind that random error does not decrease
with the sample size; it decreases with the square root of the sample size. That
means that to decrease a random error from, say, 0.50 cans of soft drink to
0.25 cans of soft drink—a decrease of 50 percent, you need to quadruple the
size of the sample, from, say, 100 to 400 respondents.

SampLE S1ZE

Determining the optimal sample size for a study can be very complicated.
However, you can use some rules-of-thumb to help you decide on your sam-
ple size.

The minimum sample size for any population such as a target market
segment should be 30. The reason that 30 is somewhat of a “magic number”
is that with sample sizes of 30, most statisticians would allow the use of the
well-known normal distribution as an approximation when doing analysis even
if your target population is not “normal.” With data from sample sizes below
30, unless your target population is itself normally distributed, you may need
to use approaches other than the normal distribution to make estimates from
your data.

If you can afford it, you would like a sample size larger than 30. Generally,
you want a larger sample size:

* When the target population is heterogeneous. The more varied your cus-
tomers, the larger sample size you need. If all your customers are the
same or similar, then a smaller sample is sufficient. For example, if you
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are cooking soup and you stir it well, how many spoonfuls do you need
to see how it tastes? Likely just one.

o When the members of a population are very important. It is more impor-
tant for you to survey more large customers than small customers
because a large customer’s actions will have more of an impact on
your sales.

MEeTHOD 0F CONTACT

You may conduct a survey in a variety of ways; for example: mail, Internet,
telephone, in-person, and observation. Mail is the slowest method with respect
to receiving a response and also likely has the highest nonresponse rate. Internet
can provide rapid feedback and is especially useful for questions regarding
choices. Telemarketing has lowered the response rates in telephone surveys, but
telephone can still be used for targeted research. In-person surveys provide the
interviewer the opportunity to build a rapport with the respondent, which may
allow the asking of sensitive or complex questions. Observation, if unobtrusive,
removes nonresponse and response bias.

DzsieN oF (QUESTIONNAIRE

Questionnaire design is part science and part art. An effective questionnaire
flows like an interesting conversation. Just as you would start a conversation
with an “ice-breaker” question, you start a questionnaire with a question you
think the respondent might like to answer. You should never start a question-
naire with demographic questions—how interested would you be in talking
with someone who began the conversation with questions about your age
and income? Just like a conversation, the questionnaire should move into the
topics on which you really want to focus. You finish up with demographics or
other information that you might need for your market analyses.

An effective questionnaire flows like an
interesting conversation.

Open-ended questions require the respondent to write down their answers.
They can provide a lot of information but may cut into the response rate
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for the survey. Closed-ended questions offer the respondent specific responses
from which to select and are much easier for the respondent to complete,
but do not allow the respondent much freedom in their replies. You can use
open-ended questions in a trial questionnaire, and then use responses to
those questions to prepare closed-ended questions for the final version of the
questionnaire.

Anaryzing Your Data

After you have collected your data, you will want to “run the numbers”—do
some analysis. While there are many sophisticated ways to analyze data, often
you can obtain much insight into your market with simple tables.

The first type of table you want to look at consists of just the averages
for the questions you have asked in your survey. For example, if you have
asked clients of your real estate agency to use a 10-point scale to evaluate
how important are the dimensions of the service you provide them, such
as financial expertise, school expertise, and accessibility (convenient hours
and location), then you would want to see the averages for each of those
service benefits.

"The second type of table you might want to consider is what is called a cross-
tabulation or cross-tab. That would be a table in which you look at two pieces of
information at the same time. For example, you might want to see if there are
differences between women and men in regard to how important they consider
the various benefits your real estate agency provides. If their opinions differ,
you would say that perceptions of your services are associated with gender, which
might be useful for you to know when you are considering market segments.

For example, Exhibit 9.1 is a two-way cross-tabulation of the answers to the
survey question “How important are each of the following benefits to you?”
versus different family status situations such as singles, young couples, and
young families. Exhibit 9.2 is a three-way cross-tabulation since it includes
both family status and gender.

SurveYING YOUR CUSTOMERS —
ArT AssociatioN ExaMpPLE

Suppose you are the chairperson of the marketing committee of a small

not-for-profit arts association and you would like to know more about your
members. Your budget for your entire study is just a few hundred dollars.
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You decide to do a mail survey because it is relatively cheap and you already have a
mailing list of your members. You take a random sample of 200 members to whom
you will send your questionnaire with a stamped, addressed return envelope.

You develop the questionnaire by first speaking with a few members so
you can make as many of the questions as possible closed-ended to increase
the response rate.

The first question concerns the types of visual arts in which the respond-
ent is interested (Exhibit 36.1). This is the “grabber”—question of relatively

Exhibit 36.1 Sample Questionnaire—Arts Organization

Dear Member,

We would like to know your views as to what we can do for you. We would be very grateful if you might
spend just a few moments to let us know what interests you and how you view us. We have designed the
questionnaire to be easy, quick (about 4 minutes), and hopefully fun to fill out. Thank you!

1. Please describe your level of interest in the following arts (please circle):

Not very Very

interested interested
Painting 1 2 3 4 5 6 7
Graphic arts 1 2 3 4 5 6 7
Photography 1 2 3 4 5 6 7
Sculpture 1 2 3 4 5 6 7
Other 1 2 3 4 5 6 7
2. a) Are you personally involved in one or more of the arts? yes___ no_____

b) If yes, for each art in which you’re involved, how would you describe your level of involvement?

Create art but

have not exhibited  Have exhibited Have been Make living
or performed or performed paid as artist as artist

Painting 1 2 3 4 5 6 7
Graphic arts 1 2 3 4 5 6 7
Photography 1 2 3 4 5 6 7
Sculpture 1 2 3 4 5 6 7
Other (please describe)

- 1 2 3 4 5 6 7

3. About how many years have you been a member? _____ years

4. How did you first hear about us? (Please check all that apply.)
Storefront sign Storefront window ___ Mailing Flyer___ Letter ___ Newspaper ___
Radio ___ Television ___ E-mail ___ Web site ___ Friend/acquaintance ___ Don’trecall ___
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Exhibit 36.1 Sample Questionnaire—Arts Organization (continued)

5. When you joined, how important were each of the following (please circle)?

Not very Very

important important
Exhibiting art 1 2 3 4 5 6 7
Developing art career 1 2 3 4 5 6 7
Attending openings 1 2 3 4 5 6 7
Networking with artists 1 2 3 4 5 6 7
Taking classes/workshops 1 2 3 4 5 6 7
Children’s programs 1 2 3 4 5 6 7
Supporting visual arts 1 2 3 4 5 6 7
Supporting our town 1 2 3 4 5 6 7
Receiving discounts 1 2 3 4 5 6 7
Other (please describe)
- 1 2 3 4 5 6 7

6. a) Over the past twelve months, about how often did you do each of the following and, for those events
or activities in which you participated, overall how would you rate your experience (please circle)?

Number Did not

of times enjoy Enjoyed
Attended show opening — 1 2 3 4 5 6 7
Took class/workshop _ 1 2 3 4 5 6 7
Used children’s program _ 1 2 3 4 5 6 7
Attended member meeting  __ 1 2 3 4 5 6 7
Exhibited art _ 1 2 3 4 5 6 7
Other (please describe)

o 1 2 3 4 5 6 7
b) Which event did you most enjoy?
Why?
7. How do you usually hear about our events? (please check all that apply.)
Storefront sign Storefront window ___ Mailing Flyer___ Letter ___ Newspaper ___
Radio ___ Television ___ E-mail __ Web site ___ Friend/acquaintance __ Don’trecall __
(continued)
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Exhibit 36.1 Sample Questionnaire—Arts Organization (continued)

8. How would you describe us (please circle)?

Informal 1 2 3 4 5 6 7 Formal
Boring 1 2 3 4 5 6 7 Stimulating
Friendly 1 2 3 4 5 6 7 Unfriendly
Intimidating 1 2 3 4 5 6 7 Supportive
Cliquish 1 2 3 4 5 6 7 Open
Traditional 1 2 3 4 5 6 7 Experimental
Creative 1 2 3 4 5 6 7 Bland
Playful 1 2 3 4 5 6 7 Serious
Dull 1 2 3 4 5 6 7 Inspiring
9. How interested are you in each of the following (please circle)?
Not very Very
interested interested
More member shows 1 2 3 4 5 6 7
More juried shows 1 2 3 4 5 6 7
More classes/workshops 1 2 3 4 5 6 7
More classes for children 1 2 3 4 5 6 7
Artists” resource center 1 2 3 4 5 6 7
Professional critiques 1 2 3 4 5 6 7
Artist mentor 1 2 3 4 5 6 7
Artist business advice 1 2 3 4 5 6 7
Other (please describe)
1 2 3 4 5 6 7
1 2 3 4 5 6 7
10. Please describe yourself:
Gender: Male___ Female___  Age:Under16___ 16-18___ 19-22_ 23-35__ 36-50___ Over50___

Family status: Single___ Living as couple___ Number of children living with you___ (Ages, )

Member: Northwest Artists Guild___ Central Art Association___ Other arts associations,

Thank you very much for your help!

high personal interest to the respondent. Then the questionnaire moves into
the important areas of reasons for joining, satisfaction with current activities,
and interest in future activities. The questionnaire ends with the classification
questions such as age, family status, and other associations of which they are
members.
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CONCLUSIONS

Without marketing research, you are guessing when you develop your mar-
keting strategy. You can certainly be successful without marketing research
because you can be lucky with a product or a service. However, in the long
run, you do need consistent and accurate information about your markets
if you are going to have continued success. Effective marketing research
does not require a large budget or complicated statistical techniques, but
it does require thought as to what information is needed and it does require
contact with customers.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.

395



37

FORECASTING

You have developed your marketing strategy—congratulations. Now you
need to forecast what you think will happen when you implement your
strategy. You need to make a forecast so you can decide whether this strategy
is sound and acceptable, or whether you need to change it in some way. There
are many ways to make forecasts. This chapter gives you an overview of how
you might forecast the results of your marketing strategy.

ForecasTs AND STRATEGY

You compare your forecast with your objectives (Exhibit 37.1). If your fore-
casts equal or exceed your objectives, then the plan is acceptable. If they do
not meet the objectives, then either the objectives need to be decreased or the
marketing strategy and tactics need to be revised.

Even if the forecasts do fulfill the objectives, you may be wise—time
permitting—to develop one or more other marketing strategies to determine
whether one of them might lead to even more favorable results.

You not only need a forecast for your own decision making, you may also
need a forecast for any one you may approach for financial support. Typically
they will ask, as they should, what you expect your product or service to
achieve in sales revenue and in profits.
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Exhibit 37.1 Developing a Product/Market Strategy

Situation Analysis
Customers
Competitors
Organization

Environment

!

Segmentation

Identification

Selection

!

Assembly of Strategy

Objectives
Positioning

Programs

!

Forecast

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.

PoTeNTIAL, RESULTS, AND OBJECTIVES

Market potential is the maximum sales or profits that you think you might
obtain from your target market (Exhibit 37.2). Your sales potential will usually
be lower than the market potential because some customers may already be
under contract or otherwise loyal to competitors.
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Exhibit 37.2 Forecasts and Objectives

Quantity | Your organization All competitors
Potential | Sales potential forecast Market potential forecast
Result Results forecast Not applicable
Obijective |Desired results Not applicable

Source: “Arrow Guide—Formulating the Sales Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.

Results are what you expect to achieve with a given strategy. All forecasts of
results must assume a specific marketing strategy—target market, positioning,
and marketing programs.

Objectives are what you hope to achieve with a given strategy. If your mar-
keting strategy cannot be expected to achieve the necessary results, then you
may not want to go ahead with it.

DeTERMINING CURRENT MARKET
AND SALES POTENTIAL

You can evaluate the potential of a market with either a direct approach or an
indirect approach.

With the direct approach, you focus on the sales of existing products or
services. If your product or service is new, then you would examine sales for
similar products or services, or sales of the products or services that would be
displaced by your new product or service. For example, if you are introducing
a new caffeinated drink, you might look at the sales of coffees and teas that
are currently on the market.

With the indirect approach, you look at characteristics that would be asso-
ciated with the sale of your product or service. A company that makes cartons
to ship apples might estimate the number of cartons needed by a farm by
counting the number of apple trees on the farm. The owner of a sporting
goods store might estimate the potential in a geographical area by first find-
ing out the number of people who live there, by age and by gender.

You develop the estimate for your potential sales by estimating how much
sales in the market represent sales to customers who can be expected to remain
loyal to competitors. Then you reduce the market potential by those amounts.

For example, if you estimate that there is $5 million of dry-cleaning busi-
ness in an area, but that 40 percent of that is from customers loyal to existing
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dry cleaners, your sales potential for that area would be the remaining 60
percent, or $3 million.

ForecasTING FUTURE MARKET AND SALES POTENTIAL
When making a forecast, if possible, you would like to start with sales potential
data over a few years (Exhibit 37.3). Forecasts can be made a variety of ways.

Here are some of the most common ways to make predictions. (For explana-
tions of these techniques, see McClave, Benson, & Sincich.)

* Moving average: using the average sales for the past few periods (for exam-
ple, the past 3 years) as an estimate of the sales for the next period

Exhibit 37.3 Sales over Time

Sales ?

$400,000 — * .
*
*
$300,000 — *
*
$200,000 —
$100,000 —
| | | | | |
1 2 3 4 5 6 Year
Year 1 2 3 4 5 6
Sales $248,000 | $312,000 | $306,000 | $357,000 | $402,000 ?
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Exhibit 37.4 Alternative Sales Forecasts

Year 1 2 3 4 5 6

Actual sales  $248,000  $312,000  $306,000  $357,000  $402,000 ?

Moving Not Not Not $288,667 $325,000 $355,000
average available available available

(3 years)

forecast

Exponential Not $248,000  $260,800  $269,840  $287,272  $390,900
smoothing available

(80%

damping)

forecast

Linear $254,400  $289,700  $325,000  $360,300  $395,600  $430,900

regression
forecast

Average $392,300
forecast

* Exponential smoothing: utilizing a weighting scheme for past sales
* Regression analysis using time: examining the sales trend over time to
predict sales for the next period

All of these statistical tools are available with Microsoft Excel. Exhibit 37.4
compares their estimates for year 6 in the example.

You may have reason to prefer one method over another. In this case, the
forecast from the linear regression is highest because there is an upward trend
that is the main determinant of the regression forecast. The moving average
and exponential smoothing methods tend to dampen out trends. If you do
not have reason to prefer one method, then you may use as your forecast the
average of the forecasts from the methods you have used.

You may also override these statistically based estimates with your own
subjective estimates if you feel strongly that your subjective forecast is based
on sound assumptions.

Forecasting THE REsuLTs oF YOUR STRATEGY
Marketing mix modeling refers to using techniques such as multiple regression

analysis to estimate the impact of changes in the marketing mix involving
decisions such as pricing and communications. Although promising, marketing
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mix modeling is not easy to do and is most likely beyond the budget of most
smaller organizations.

You can make subjective estimates of the sales you think your strategy
will produce. The most straightforward way to approach making such esti-
mates is to estimate what you think your reasonable share of the market
will be, then apply that share estimate to your estimate of sales poten-
tial. (To do that, you really need to assume that your likely share is not
correlated with your sales potential estimate, but that is often a plausible
assumption.)

"To make a subjective estimate of your share, follow these six steps:

1. Describe your marketing strategy, including positioning and branding,
design, pricing, communications, and distribution.

2. Evaluate your competitors’ likely marketing strategies.

3. Identify the highest share you think you will get, the lowest share, and
the middle share.

4. Based on your evaluation of your marketing strategy versus those of
your competitors, assign probabilities to each of the share alternatives
in step 3.

5. Average your share alternatives by weighting them with the probabili-
ties from step 4. This average is called your expected share.

6. Multiply the expected share times your sales potential estimate to get
an estimate of your sales from this particular marketing strategy.

Forecasting THE ReEsuLTs oF YOUR STRATEGY —
Dry-CLEANING EXAMPLE

Suppose you estimate that the sales potential for your dry-cleaning services
is $3 million. You have checked your competitors in the area and believe that
the lowest share you will achieve is 10 percent, or 0.1, the highest share is
40 percent, or 0.4, and the middle share is 20 percent, or 0.2.

Based on your assessment of your abilities and strategy versus those
of your competitor, you believe that there is a large probability, 0.6, that
you will obtain only the 10 percent share, a moderate probability, 0.3,
that you will obtain the 20 percent share, and a small probability, 0.1, that you
will obtain a 40 percent share. Note that your probability estimates must total
1.00, or 100 percent.
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Exhibit 37.5 Estimating Your Market Share

Possible Estimated
Market Share Probability
0.1 0.6
0.2 0.3

0.4 0.1
Sum =1.0

Expected share =(0.1) x (0.6) + (0.2) x (0.3) + (0.4) x (0.1) =0.16

According to the calculations in Exhibit 37.5, your expected share is
16 percent, or 0.16. Given that your estimated sales potential is $3 million,
your sales estimate for this strategy is:

Sales estimate = Sales potential x Expected share = $3,000,000 x 0.16
= $480,000

Finally, to convert this sales estimate into contribution, you would mul-
tiply it by your variable margin rate (discussed in Chapter 35). For example,
if your variable margin rate was 0.90, your contribution would be $432,000.
From that you would need to subtract your fixed costs. If your fixed costs
were $240,000, your net profit (before taxes) would be $192,000.

You now need to compare that forecast with your objectives and decide
whether you want to proceed with this marketing strategy.

You may want to consider strengthening your marketing strategy. If so,
you would change your strategy, then estimate again your likely share, sales,
and profits—being sure to include any changes in costs because of your new
strategy.

You repeat this process until you find an acceptable marketing strategy or
decide that this particular market will not provide you an acceptable return
for your efforts.

SHORT-"TERM AND LonGg-TErM ForECASTS

You can use the entire process mentioned earlier for forecasting your sales
and profits beyond the short term (next year). To do that, you will need to
estimate both your sales potential and your market share for each of the
coming years.
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It is common sense and also sound statistical analysis that forecasts
become less accurate the further out you try to predict. Many finance people
say that they look ahead at most 5 years. You need to decide how far ahead
you feel you should try to predict.

CONCLUSIONS

Going forward with a marketing strategy without trying to make a forecast is
risky business. You may win, but you may also squander your resources when
a somewhat stronger strategy may have succeeded. If forecasting the future
were easy, I would not be writing this book—instead I would be forecasting
the spins of roulette wheels in Atlantic City and sleeping late on my yacht.
However, you can be systematic in your forecasting—estimate the sales avail-
able to you and estimate what portion of those sales you think you can win
with your marketing strategy. Then convert your sales estimates into profit
estimates.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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THE MARKETING PLAN

Your marketing plan summarizes the strategy and all the programs that
are designed to achieve your objectives. It describes the outcomes of all
the analyses you have done and all the decisions you have made as you have
gone through the process of developing your marketing strategy. If you
have done all the analyses described in this book—or just the ones
you believed were most important—and if you have considered all your alter-
natives, you will find that your marketing plan basically writes itself. Your
marketing plan provides direction for all your marketing actions. You may
need to change your plan somewhat as your plan encounters the market, but
your plan should provide you with guidance.

PranNinGg AHEAD

How far ahead should you plan? Determining your planning horizon is a lot
like driving your car. You need to look ahead on the road at least far enough
so that you will have time to brake or turn if you see a problem ahead of you.
The same is true of marketing. You need to plan ahead far enough so that
you will have time to change your strategy if you need to do so.

You should develop your marketing plan for a period longer than the time
it will take you to implement any major changes in your strategy. For example,
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MEETING MEMBER’S NEEDS: TRUMP NATIONAL
GoLr CLuB, BEDMINSTER

Trump National Golf Club, Bedminster Clubhouse.
Photo courtesy of Trump National Golf Club.

Situated in the beautiful rolling hills of New Jersey’s horse country in
northwestern Somerset County, the Trump National Golf Club opened
in 2004. A 1930s Georgian mansion became the clubhouse, with a din-
ing room seating more than 300. The guest cottages include tennis courts,
a pool, a trapshooting range, and a bistro. The Club is a family-centric,
full-service country club with two championship-caliber golf courses.
The Club is versatile enough to also suit the needs of CEO's.

Donald J. Trump, a single-digit handicap player, has observed that
“CEQ'’s particularly like us because they can entertain business associ-
ates in a private and serene country setting just 40 minutes outside of
Manhattan and 20 minutes from Newark International Airport—and
we're one of the few clubs with a heliport.”

The golfing, of course, is superb. When it opened, the course was rated
among the top five new private clubs by Colf Digest and it now ranks
among the top 100 courses in the world according to Golf Magazine.

The Club has received all the attention to exceptional quality that
characterizes Trump properties and courses designed by Tom Fazio
and his nephew, and features elegant landscaping, and world-class
service. According to General Manager David Schutzenhofer, it is “an
ultimate business entertainment venue.”

Source: Susan Brierly, “Par Excellence,”NJ CEO (Q2, 2008), pp. 40-43.
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if it will take you two years to find and train more staff, then your plan should
look ahead at least two years. If it will take you four years to change your brand
name and brand position, then your plan should look ahead at least four years.
Your marketing plan should reflect what you feel will be changes in your com-
petitive environment during the time bounded by your planning horizon. Because
you expect new competitors to enter your market, you may need to change your
target competitor and your benefit advantage and competitive advantage. For
example, if you operate a restaurant and a new chain restaurant opens in your area,
you may need to rethink your strategy—in particular, your target market and your
positioning, which, in turn, would be reflected in your marketing programs.

MARKETING PLAN

Your marketing plan (see the worksheet in Exhibit 38.1) consists of the four
main components of your marketing strategy (target market, objectives,

Exhibit 38.1 Marketing Plan

Year

Share

Objectives Profitability

Cash flow

Target DMU
member

Target competitor

Positionin
g Benefit advantage

Competitive
advantage
Design
Advertising
Identifiers

Promotion

P m
rograms Selling

Public relations

Pricing
Distribution
Share
Forecasts Profitability
Cash flow

Key Planning
Assumptions

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.
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positioning, and programs), your forecasts for your main objectives, and a
list of your key planning assumptions. You need to determine what objec-
tives are important to you and what marketing programs you will be using,
and tailor Exhibit 38.1 to your situation.

Pranning ProcEss

In many chapters, this book provides planning analyses that make your
marketing planning easier. They cover important issues such as finding
market segments, determining positioning, and developing communications
messages. Typically, there are one or more planning analyses available for
each step in the planning process. Exhibit 38.2 shows you where each Plan-
ning Analysis fits in the process of formulating a marketing strategy.

Exhibit 38.2 Marketing Areas and Planning Analyses

Marketing Area Planning Analyses

Customers Actual value, perceived value, positioning, communications

Competitors

Organization

Environment
Identification
Selection
Positioning

Design
Advertising
Identifiers
Promotion
Selling

Public relations

Pricing
Strategy
Forecasts

Capability, competitive advantage, strategic theme

Marketing orientation, capability, competitive advantage,
strategic theme

Situation
Segment identification
Segment selection, growth strategy

Competitive advantage, positioning, strategic theme, brand
attribute

Design, positioning, product space

Integrated communications, communications
Integrated communications, communications
Integrated communications, communications
Integrated communications, communications
Integrated communications, communications

Pricing

Market strategy, growth strategy, competitive advantage
Situation

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,

New York, NY, 2008. Used here with permission.
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If you are stuck in any phase of your planning process, you will find it
helpful to use one of the planning analyses for that phase. They often unblock
planning logjams and help generate ideas.

UsiNnG THE PLANNING ANALYSES

You can use these analyses yourself. You can also use them as frameworks for
leading discussions with your colleagues. Generally, these analyses work most
effectively with groups of from five to seven individuals, although they can
be used successfully with groups of any size. Often, the groups include a few
people from functions other than marketing, such as finance and operations.
That allows the group to have a broader view and builds ownership of your
marketing plan across the organization.

If possible, you will find it helpful if two or three of the group members
are not responsible for the marketing strategy under consideration but are
knowledgeable about the situation. They play the role of “reality-checkers.”
They often ask questions that ensure the analysis is grounded in reality and
not wishful thinking.

If you use the planning analyses with your colleagues, you will find
that they:

* Facilitate discussion, making it easier for people to comment on your
marketing strategy, both positively and negatively

* Help communication among your managers, especially across
functions

¢ Utilize current information by providing the opportunity for people
to share what they know

¢ Spotlight issues that may affect your marketing strategy

¢ Identify information gaps that you need to fill

* Provide the opportunity to evaluate new approaches

* Lead to your marketing strategy

* Build ownership of your marketing strategy

Building ownership is especially important. Without the support of your
people, the most brilliant marketing strategy will likely fail. Allowing people
to take part in the development of your strategy brings them into the process.
You may not use all their ideas or even any of their ideas, but they will feel
that they have participated in crafting the strategy, and that usually results in
a sense of ownership.
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FinpinGg A PowerruL PosrTion

Suppose you assemble your marketing strategy and your forecasts fall short of
your objectives. What can you do?

There are several ways to improve your positioning and strengthen your product/
market strategy (Exhibit 38.3). You should consider them in the following order:

o Improve your marketing programs: Make sure that your customers
perceive the value you are giving them—especially in terms of your
performance of the benefits they most care about. For example, you
may have an excellent product or service, but your communications
are not persuading your customers.

o Improve your capabilities: Find the benefits of highest priority to your
target customer. Make sure your capabilities are sufficient to provide
those benefits at a superior level.

*  Persuade your target customer to value those benefits you already do well and
where you have your strongest competitive advantages: This approach is
not as easy as it might sound. Customers usually do not change their
priorities unless given very compelling reasons.

*  Add benefits that you think will be of high priority to your customers: Before
you try this approach, be sure you have sound information on what
your customers want. Then you must communicate to them that you
have these new benefits.

o Select a different member of the decision-making unit: You are hoping to
find a target member of the decision-making unit who wants the ben-
efits you already provide at a superior level and that are supported by
your competitive advantages.

» Select a different target competitor: The competitor you select is one
you know you are superior to with respect to the benefits your
customers want.

* Select a different target market: If your superior benefits are not of inter-
est to your current target market, perhaps you can find another target
market that will appreciate them.

* Resegment the entire market: If you cannot find a target market
you can win within your current segmentation scheme, then perhaps you
should try another way to segment the market.

* Redo your situation analysis: If you are unable to find a target market,
target member of decision-making unit, or target competitor that pro-
vides you with the opportunity to win, then maybe this market is not
for you. Before you depart, however, you may want to reexamine your
situation analysis one more time.
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Exhibit 38.3 Improving Your Marketing Plan

Improve marketing programs?

v

Improve capabilities?

v

Change customer priorities?

v

Add benefits?

v

Change decision-making unit member?

v

Change target competitor?

v

Change target market?

v

Resegment market?

v

Redo situation analysis?

Source: “Arrow Guide—Formulating the Product/Market Strategy,” The Arrow Group, Ltd.,
New York, NY, 2008. Used here with permission.
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Every one of these actions has the potential to strengthen your product/
market strategy and improve the forecasts of return such as sales, profit, and
cash flow. All these actions involve targeting, positioning, or marketing pro-
grams. All focus on managing perceived value to your customers. (For further
discussion of strategies, see Sexton.'?)

FinpinGg A PowerrUL PosiTioN — RESTAURANT

Assume you own a small restaurant in the downtown area of a small city. You
have a broad menu. You are now faced with new competitors who are special-
izing in different cuisines. What might you do?

* Improve marketing programs. Examine your advertisements to deter-
mine whether they are on strategy—communicating your benefit
advantages to your target customers. Perhaps you might want to
consider some promotions to attract new customers.

* Improve capabilities. You might first evaluate your chef, waitstaff, décor,
and food supplies. You may need to improve them in some way.

o Communicate importance of benefits. You might find that your menu has
many healthy items on it. You may need to communicate that to your
customers and raise their health consciousness. You may advertise and
spotlight the healthy items on your menu.

* Add benefits. You may find that your customers would like to have easier
parking. You might arrange with a neighboring business to use their
parking facilities, then communicate that to your customers.

* Turget new decision-making unit member. Perhaps you have not been
focused in your advertising. You may want to develop communica-
tions that might appeal to either the husband or wife of a family. For
example, if you believe that the wives are especially concerned with
healthful entrees, you might target them.

* Target new competitor: You may want to reevaluate your target competi-
tors. Rather than taking on other local restaurants, you might consider
focusing on fast-food or other chain restaurants and emphasize your
local presence and support of the community.

o Target new segment: If you have been targeting all families, you might
want to concentrate your efforts on families with young children.
You might provide special meals or drinks for the children, as well as
premiums or contests.
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* Resegment market: If you cannot find a target segment you think you
can win, you might try to resegment the market—perhaps by income
or by age.

® Rethink situation: Finally, if you cannot find a target segment even
after you have reexamined your market segmentation, you might want
to rethink your situation and decide whether there is room for your
restaurant in this market.

CONCLUSIONS

Your marketing plan is your blueprint for your future actions. It should pull
together all your thoughts for your marketing strategy. The target markets
and positioning are the heart of the plan. They should coordinate all your
marketing programs. Your forecast should validate your plan.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.
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MoTtTivaTING YOUR PEOPLE

You can have the most brilliant marketing strategy ever devised, but it
needs to be implemented by your people. If they do not properly imple-
ment the strategy, it will not achieve the desired results.

How can you help your people attain and maintain high levels of
performance?

Some people feel that “you get what you pay for.” Some people feel that
people are born with the attitude to perform well. Some people feel it is the
work environment.

The answer is that there are many drivers affecting how people perform.
You need to know these drivers and how to use them to motivate your people
to perform at high levels so that your marketing strategy will succeed.!

ManNaGiNG INDIVIDUALS

You can consider six major drivers of individual performance (Exhibit 39.1):

1. Clarity: whether the task is clear to the individual
2. Confidence: how sure the individual is that he or she can accomplish

the task
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Exhibit 39.1 Factors Affecting Individual Performance

Confidence Rewards

Clarity |:> Performance <:| Value

Aptitude Ability

Source: “Arrow Guide—Managing for Performance,” The Arrow Group, Ltd., New York, NY,
2008. Used here with permission.

3. Rewards: what the individual will receive if they do accomplish
the task

4. Value: to what extent the individual wants the rewards

Ability: the needed skills the individual has already acquired

6. Aptitude: the potential of the individual to acquire the needed skills

wn

Individuals are different. They have different needs, different aptitudes,
and different abilities. To motivate people, you must know how these drivers
can influence their behavior.

How often have you seen a person not doing well in one work envi-
ronment do well when you place them in a different environment? It is the
manager’s responsibility to create the environment so that an individual can
perform to his or her maximum.

CLARITY

If you want someone to do something, you need to tell them what to do. That sounds
like the commonest of common sense. However, some managers apparently
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think they are telepathic managers. They ignore or forget to tell their people
what they should do and then are surprised when their employees do not
do what they wanted them to do.

Clarity is knowing what you are supposed to do. One of the major pur-
poses of a marketing strategy (Chapter 3) is to communicate exactly to your

INFORMING EMPLOYEES: TRUMP HOTEL
COLLECTION

The orientation program for
new employees consists of two
days with follow-up sessions
30days and 90 days afterwards.
These meetings are designed
to ensure that all employees
understand what the Trump
Hotel Collection brand stands
for and their role in build-
ing the brand. Associates do
not start work until they have
attended the New Employee
Orientation.

During the orientation ses-
sions, employees learn the
Trump International Hotel & Trump Hotel Collection policies

Tower New York. and procedures, as well as:
Photo credit: Ali Goldstein. Photo courtesy of The

Trump Organization.
e Overview of Trump Hotel Collection
* What Makes a Great Brand
e Culture including Values and Mission
e Guest Service Philosophy
* Organization’s Expectations and Role of Employee
* Measurements Used to Determine Performance

Source: Trump Hotel Collection internal document, April 23, 2007.
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people who are your target customers and what is your target position so they
will know what they need to do.

CONFIDENCE

Confidence is the relationship between effort and performance.

If you set objectives too high, the objectives can be de-motivating.
Objectives should stretch people, not make them feel defeated.

If each week you ask your salespeople for more sales than they can rea-
sonably expect to obtain, at some point they will walk away. You need to set
objectives to bring the best out of your good people. You don’t want them to
walk away. They should become motivated, not discouraged.

RewArDS

Rewards are what your people can expect to receive if they achieve the
objectives you assign them. Rewards should be publicized so that your
people know what to expect. Once I asked a group of bank managers in
the United Kingdom if their bank offered a bonus. After a long silence,
one manager answered, “We think so and we think you must threaten
to quit to get it.” If that was a common perception, then the bonus was
actually leading to behavior—threatening to quit—that was destructive to

that bank.

Rewards have more impact if they concern objectives
over which people have control.

It is not motivating to reward people on profit if the profit is determined
in large part by the amount of overhead assigned and the overhead is assigned
arbitrarily.

Rewards are more effective if they are timely. Quarterly bonuses are more
effective than annual bonuses in raising performance, and monthly bonuses
are more effective than quarterly bonuses—even when the same amount of
money is paid out in total.

Rewards need not be monetary. Recognition works. Perquisites work.
Feedback works. In particular, feedback—positive or negative—can be very
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effective in helping people change their behavior as long as it is related to
behaviors people can control and it is #imely.

VALUE

Some of your people are motivated by money, some by fame, some by
power, some by other concerns. You need to discover what your people want.

The same reward may have a positive value to one person
and a negative value to others.

For example, some salespeople want to become sales managers, but
some salespeople prefer to remain as sales representatives. If the reward for
a salesperson who achieves objectives is to be promoted, and if that sales-
person does not want the promotion, then that individual may leave the
organization.

APTITUDE AND ABILITY

When recruiting people, you want to find people with current ability. Apti-
tude may be even more important as it cannot be taught. Taco Bell believes
they can teach people how to make tacos, but they cannot teach them how
to serve customers courteously, so they look for people who can serve people
courteously when they hire.

How do you find the people you want?

You need to go through their backgrounds carefully. Find events in their
backgrounds that show their passion, their competitiveness, their empathy,
their ability to plan—whatever character traits you feel are needed for your
business.

As a member of a professional school admissions committee, I looked for
any evidence of excellence in an applicant’s life. Whether they were terrific at
playing the cello, solving mathematics problems, playing baseball, or working
with charities, I wanted to see that they had passion and they had the ability
to follow through with their goals. You may be looking for other character-
istics, but whatever you are looking for, you should look for evidence of that
trait in the lives of your potential employees.
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MoTtivatinG InpDivipuars: PurTing IT ToGETHER

"Io attain and maintain high levels of performance, you need people with high
aptitude and ability—who can answer each of the following questions positively:

Do I know what I am supposed to do?
If I make the effort, can I perform well?
If I perform well, will I receive a reward?

If I receive a reward, is it something I value?

A negative answer to just one of those four questions means the work envi-
ronment is not motivating your people. To motivate your people, you must
create a work environment where the answer to each of the four questions is yes.

ManacinG TeaMs

A team is not just a group of individuals. It has its own dynamics. Motivating
a team is not the same as motivating individuals.?

Be clear that a group of people does not necessarily make a team. Many
groups of people are just that, a work group. Work groups are useful. People
working in a group may be more efficient than if they are working alone. They
can share information more easily. They can enjoy each other’s company.

"Teams, however, are special.

Have you ever been on a successful team? In business? In sports? There
is a spirit with a successful team—a feeling that the task can be completed or
the game be won.

What Is a Team?

* A team is usually a small group of people, often fewer than 10.

* They have complementary skills.

* They share common goals and objectives, and are committed to achiev-
ing them.

* They use a common, disciplined approach to achieve those goals and
objectives.

* They communicate freely within the team.

* They hold themselves mutually accountable for their success or failure
in achieving their goals and objectives.
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Why Create a Team?

A high-performing team increases the chance of a successful implementation of
your marketing strategy. A team can bring to bear more skills on difficulties and
can use problem solving to overcome obstacles. Individual team members learn
from each other and from the team process. Teams build ownership of strate-
gies and programs that improves the chances of a successful implementation.

What Are the Barriers to Creating a Team?

Some people just prefer to work alone. In particular, they want to be evaluated
for what they have done as an individual and do not want to be evaluated for what
others do (or do not do). They think of a team as yet another bureaucracy with
which they have to deal. They feel that they will be lost in the team process.

How Do You Build a Team?

Several factors affect the performance of a team (Exhibit 39.2).

You begin to build a team by giving them a clear goal. For example, you
might challenge a sales team to win a specific account. Goals should be
both demanding and realistic. All team members should consider the goals
important.

Exhibit 39.2 Factors Affecting Team Performance

Goals Discipline

Performance s
Objectives |:> Performance <:| Accountability

Communication Skills

Source: “Arrow Guide—Managing Teams,” The Arrow Group, Ltd., New York, NY, 2008.
Used here with permission.
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Performance objectives provide specific direction for the team. Your sales team
needs to identify all the tasks that must be completed to win the specific
account. The performance objectives describe specific outcomes that the
team must achieve to attain the overall goal. Being invited to make a sales
presentation by the customer or preparing a draft proposal would be examples
of performance objectives.

A team needs to be balanced in skills so that they can view a problem from all its
different angles. Some of the roles that should be present on a team include:

* Idea generator: Produces ideas.

* FEvaluator: Examines team performance.

* Internal manager: Organizes the team and keeps it running.

* External manager: Coordinates the team’s contacts with the rest of the
world.

* Implementer: People who actually make things happen.

* Completer: Finishes the task and decides when it is finished.

* Driver: Provides the energy and passion—rewards and punishes team
members.}

Some people may play more than one role. For example, the implementer
may also be a completer. A sales representative who is meeting regularly with
the potential client may also be the one who closes the deal.

The key to an effective team is balance among the roles. For example,
if everyone on the team is an idea generator, they will have very enjoyable
meetings, but nothing will get done. Team members will enjoy sharing ideas,
but no one will do the actual work. On the other hand, if everyone on the
team is an internal manager or a driver, the meetings may be very unpleasant
as each one jockeys to control the team.

"Team members should agree on a disciplined approach to solve their problem. For
example, the sales team may agree on an overall strategy to sell the potential
client, and on the schedule for how the contacts will be made and how the
proposals to the client will be shaped.

The team is responsible for achieving the goal. If the goal is not achieved,
the team has failed; if the goal is achieved, the team has succeeded. This
also means that all team members participate in the work of the team.
Each member of the sales team should contribute something to the selling
process.

Finally, team members must be able to communicate easily with each other.
They must all be physically nearby or have seamless ways to communicate
with each other.
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A Team’s Progress

Over time the effectiveness of a team should increase (Exhibit 39.3).

Teams begin as work groups. Initially, goals are assigned to the team.
Often what may happen next is bickering and testing of each other as the
team members try to organize themselves into an effective team and try to
develop a level of confidence with each other. Some groups fail at this point
to become a team.

Those groups who do become a team have a level of trust in each other
and in the team overall. They also develop a spirit that they will succeed.

You need to watch the team for signs such as enthusiasm, commitment,
self-identity (for example, a team name), and of course, results to judge if it
is becoming more effective. For example, if the group of salespeople tasked
with selling to a potentially large client is becoming a team, they will show
their enthusiasm and might refer to themselves with a nickname. If they are
not becoming a team, then members will skip meetings and their individual
responsibilities will take precedence over those of the team.

Exhibit 39.3 Motivating a Team

Effectiveness

Time

Forming Storming/Norming Performing

Work . .

Group Becoming Team Working Team
Happy to be Working out Committed to team
chosen for . ) .

Relationships Energized

group

Source: Adapted from Peter R. Scholtes et al., The Team Handbook, GOAL/QPS and Oriel,
2003.
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Motivating a Team

If you want to motivate your team, try the following:

* Make it clear that the team will be rewarded, not individuals. Perhaps
you might give #// the members of your sales team a trip to a Hawaii.

* Focus on a few short-term performance objectives—“small wins.”
Celebrate when the sales team receives an invitation to present a pro-
posal to the potential client.

* Be sure you are giving your team enough support. Provide the sales
team with information to support their contacts with the client.

* Make it easy for the team members to spend time with each other.
Give the team a special office for their work and their meetings.

* Make it easy for the team members to communicate with each other.
Provide whatever technology that might enhance communication
among the sales representatives on the sales team.

* Help the team function as a team. Use team-building exercises and
teach them idea generation techniques.

* Most important, make sure that the goals are clear and that the team
members remain committed to their achievement.

CONCLUSIONS

Marketing strategies are implemented by your people. To do that, individuals
must have a clear idea of what they are supposed to do and the rewards they will
receive for succeeding. If you are using teams, similar ideas apply—the team
must have clear goals, and the rewards they will receive for succeeding must
go to the team. In all cases, you need to communicate your target markets,
positioning, and what is expected of your marketing programs.

For review questions for this chapter, log on to www.trumpuniversity
.com/marketing101.

The concepts and approaches in this book form the basis of the market-
ing and sales courses at Trump University. If you wish information about
those courses and how to enroll, please visit www.trumpuniversity.com.
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Ability, motivation and, 417, 420
Accountability, sales promotion and, 206
Accounting. See Financial analysis
Actions
marketing, 12
objectives, advertising, 186-189
Actual value
marketing programs, 157
product/service design, 164-165
Advertisements by others, selling
commercial real estate, 329-330
Advertising, 183-196
action objectives, 186-189
approach of message, 190
assembling strategy, 195-196
behavior funnel, 189
brand trial, 187
budget, 193-195
clutter, and sales promotion, 205-206
communications objectives, 186, 188
communications, role of, 183-185
components of strategy, 185-186
copy, market research, 385
criteria of message, 191
during economic downturns,
343-344
intermediate communications
objectives, 186, 188-189
Internet marketing, 244-245
and marketing programs, 155
market research, 385
media, 191-192
message, 189-191

objectives, 185
profit components and communication
action objectives, 187
residential real estate, selling, 302
sales funnel, 189
soap example, 194-195
style of message, 190
target market, 185
Unique Selling Proposition, 189-190
AIDA model (attention/interest/desire/
action), 222
Allocating distribution, 261
American Express Business Card, 53
American Hospital Supply, 358
American Productivity and Quality
Center, 121
Ansoff, Igor, 124
The Apprentice (tv show), 3, 8, 218, 363
Aptitude, motivation and, 417, 420
ARAMARK, 143
Art association example
market research, 391-394
questionnaire design, 391-394
Assembling strategy, 26
advertising, 195-196
distribution, 269-270
identifiers, 204
personal selling, 223-224
pricing, 260-261
public relations, 235-236
sales promotion, 212-213
Association audit, 120
Assorting distribution, 262
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386-387
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restaurants, 147-148
Woolworth, 13

Baltimore Washington International
Airport, 46
Beauty salon example, public relations,
234-235
Behavior funnel, advertising, 189
Beijing, Tkea, 192
Benefits. See Customers, understanding
Bergdorf Goodman, 328
Best practices, customer satisfaction, 146
Bias, market research, 388-389
Blogs
effort, 245
Internet marketing, 244-245
Trump, Donald J., 246
BMW, 119, 210, 226
Bombay Sapphire, 192
Bonuses, motivation and, 419-420
Boston Consulting Group, 91-93
Brand
building, public relations, 228
creating (see Brand, creating)
defined, 116
importance of, 4, 6
market research, 385
proliferation and sales promotion, 206
trial (see Brand trial)
Brand book, 121-122
Brand, creating, 113-123
association audit, 120
associations, 116, 118
attributes of brand, 116-118
brand book, 121-122
brand position, 118-119
building brand, 119-121
communicating brand to organization,
121-122
company values and brand, 114
components of brand, 116-118
and consistency, 114
definition of brand, 116
and discipline, 119
identifiers of brand, 116-117
real estate, building brand, 121
strong brands, how built, 114-115

Brand trial, 137
advertising, 187
Break-even level, financial analysis, 378
British Air, 48, 144
“British Car Service,” 21
Budgets. See also Budgets (advertising)
determination, 155
public relations, 234-235
reactionary cuts during economic
downturns, 343
sales promotion budgeting, 210-212
Budgets (advertising), 193-195
competitive parity, 193
objective and task method, 193-194
percentage of sales, 193
soap example, 194-195
Building marketing strategy, 15-27
assembling strategy, 26
communication, 16
competitors, identifying, 26
components of market strategy, 19-21
concentration, 16
coordination of resources and
actions, 16-17
customers, defining, 26
effective, summary, 15, 16
finding strategy, 26-27
forecasting outcomes of strategy, 26
hierarchy of strategies, 21-23
key planning, 26
macroenvironment, exploring changes
in, 26
marketing mix, 20, 24
organization, evaluating, 26
positioning, 20, 24
product/market strategy, 16, 23-26
program strategies, 24—26
restaurant example, 18-19
segmentation, 26
selecting market segments, 26
Situation Analysis, 26
strategic business units (SBUs), 22
targeting and positioning, 17
target market, 19
Burger King, 114, 201, 275
Business objectives
commercial real estate, marketing, 323
customer communications, integrating,
173, 175-177
and marketing programs, 150, 154-155
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residential real estate, marketing, 292, 294
Business opportunities, systems for
selecting, 91
Business Week, 218
Buyer versus seller, marketing residential
real estate, 286-287
Buying behavior, market research, 385

Call-ins, selling commercial real estate, 326
Campbell’s, 87
Capabilities of organization. See
Organization’s capabilities,
understanding
Capability Chart, 291
Capitalization (Cap) Ratio, 332-333
Carlzon, Jan, 146-147
“Cash Cows,” 94
Cash on Cash Return, 333
Caterpillar, 62
Catster, 247
The Celebrity Apprentice (tv show), 246
Centers of influence (COIs), 305, 329
Chanel, 115, 117
Chanel, Coco, 117
Charles Schwab, 357
Clarity, motivation and, 416-419
CMA. See Competitive Market
Analysis (CMA)
Coach, Inc., 118
Coca-Cola, 115, 128
Cohen, Michael, 40
COlIs. See Centers of influence (COIs)
Commercial real estate, marketing, 313-324
business objectives, 323
competitors, 319, 320
customers, 319, 320
endurance, 314, 316
environment, 319, 321-323
Environment Analysis, 321
financial analyses, 318
following through, 314
marketing plan, 322
marketing strategy, 323
objectives, 323
observation, 314
organization, 319-321
positioning, 323, 324
primary business specialties of
practitioners, 317
programs, 323, 324
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selling ability, 314
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Situation Analysis, 319
target market, 323
use analysis, 318
Commercial real estate, selling, 325-335
advertisements by others, 329-330
call-ins, 326
Capitalization (Cap) Ratio, 332-333
Cash on Cash Return, 333
Centers of influence (COls), 329
communications, 327
Competitive Market Analysis (CMA),
331,334
expired listings, 329
farming, 330
following up, 334
Gross Income Multiplier (GIM), 332
marketing plan, 326
Multiple Listing Service, 334
Net Operating Income (NOI), 332-333
programs, 325-326
prospecting, 327-331
referrals, 335
for sale by owner (FSBOs), 330
selling process, 333-334
showing, 331-332
walk-ins, 326
Communications
advertising, objectives, 186, 188
advertising, role in, 183-185
commercial real estate, selling, 327
with customers, 146 (see also Customer
communications, integrating)
with customer servers, 145
residential real estate, selling, 300-303
Communications Analysis
soap example, 178-179
Communications gap, 49, 177
Community support
residential real estate, selling, 303
Comparative parity pricing, 251
Competition. See also Competitors,
understanding
cost theme, perceived value, 44-45
and perceived value, 44-46
strategic themes, perceived value, 44-46
value theme, perceived value, 44
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economic downturns, during, 366
positioning product or service, 103-104
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69-77
current competitors, 72-73
end-users, 74
entry barriers, 72-73
exit barriers, 72-73
key planning assumptions, 69, 76
macro trends, 75-76
organization performance, factors
affecting, 71
potential entrants, 73
resellers, 74
Situation Analysis, 70
substitute products or services, 73
suppliers, 73-74

Competitive Market Analysis (CMA), 292
commercial real estate, selling, 331, 334
residential real estate, selling, 307, 308

Competitors. See also Competitors,

understanding
commercial real estate, marketing,
319,320
identifying, building market strategy, 26
market research, 385
and pricing, 258
residential real estate, marketing,
288, 291

Competitors, understanding, 51-60
Actual Value Analysis, 54-60
analyzing competitors, 52-54
business objectives of, 53-54
capabilities of, 54
information on competitor, 59-60
perceived value analysis, 55
predicting actions, 57-59
price wars, 58
strengths and weaknesses, 55
who are competitors, 53

Conference board, 121

Confidence, motivation and, 416, 419

Conflict, reseller, 268-269

Conglomerates, 128-129

Conjoint analysis, 43, 353

Consistency, 114

Consultative selling, residential real

estate, 310

Consumer-oriented sales promotions, 209
Continental Airlines, 48
Contribution format. See Income
statement, contribution format
Coordination, marketing programs,
151-152
Cost-plus pricing, 252
Costs during economic downturns
current customers, managing, 352-355
cutting costs, 341-342
Cost theme, perceived value, 4445
Cover Girl, 207-208
Credibility, public relations, 226
Crisis management, public relations,
232,234
Cross selling, 355-356
Cufflinks (Signature Collection), 351
Culture and customer satisfaction,
143-144
Current customers, managing during
economic downturns, 348-360
costs, 352-355
cross selling, 355-356
evaluating customers by
contribution, 359
loyalty, 356-358
personalized service, 349
price, 351-352
products or services, evaluating changes
in, 354
share, 350-351
switching costs, 358
targeting, 358-360
total unit usage, 350
unit, price less cost per, 353-355
Current market, forecasting, 398-399
Custodial income statement, financial
analysis, 372-373
Customer-centered strategy, 147
Customer communications, integrating,
171-182
business objectives, 173, 175-177
Communications Analysis, 178-179
communications gap, 177-178
communications message, determining,
177-178
establishing strategy, 172
integrated communications strategy,
assembling, 179-180, 182
intermediate objectives, 175
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marketing strategy, relationship, 173-177
perceptual map, 179

positioning, 177

soap example, 178-181

tactics, 173

target customers, 179

target market, 173-175
Customer-driven organizations, 142,

144-145

Customers

commercial real estate, marketing,
319, 320

communications (see Customer
communications, integrating)

current customers, managing during
economic downturns, 348-360

defining, building market strategy, 26

and design of product/service, 161-163

evaluating by contribution, 359

and growth focus, determining (see
Growth focus)

and growth path (see Growth plan,
developing)

knowledge and behavior, sales
promotion and, 206

perceptions of, 13

residential real estate, marketing, 288-290

satisfaction (see Customer satisfaction)

understanding (see Customers,
understanding)

Customer satisfaction, 140-148

best practices, 146

communications with customers, 146

communication with customer
servers, 145

and culture, 143-144

customer-centered strategy, 147

customer-driven organizations, 142,
144-145

employee morale, 144-145

empowerment of employees, 144-145

and financial performance, 142-143

increasing, 143

indicators, leading, 148

and marketing strategy, 147

objectives, hierarchy, 140, 142

organization, 144-145

passion for perfection, 144

process for customer satisfaction,

145-146
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training of customer servers, 145
20/20 rule, 143

Customers, understanding, 28-38
benefits, 30-32, 47
current customers, 37-38
decision-making unit, 33-34
defining customer, 33
economic benefits, 32
emotional benefits, 32
features versus benefits, 33
forgetting to talk to customers, reasons,

28-30

functional benefits, 32
heavy users, 38
high-tech users, 38
lost customers, 38
new customers, 38
perceived value, components of, 34-37
potential customers, 38
psychological benefits, 32

Decider, decision-making unit, 34
Decision-making unit, 33-34

segments and, 84-86
Decision-making unit member

(DMU), 101

positioning product or service, 108
Decisions

financial analysis for (see Financial

analysis)

marketing, 12
Design. See Product/service design
Design gaps, 164
Direct customer response, 42
Direct fixed costs, 377-378
Discipline, creating brand, 119
Distribution, 261-272

allocating, 261

assembling strategy, 269-270

assorting, 262

choice of reseller, 268

conflict, reseller, 268-269

coverage, 267

distribution chains, 261-262

levels, 267

marketing programs, 156

objectives, 262, 265

strategy, 262-267, 269-270

type, 262, 265-267
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Domino Printing Sciences, 357-358
Dow Corning, 58, 352
Doyle Dane Bernbach, 47
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115,264
Dreyer’s Grand Light Slow-Churned Ice
Cream, 32
Drinks America, 52
Dry-cleaning example
actual value analysis (see Dry-
cleaning example, actual value
analysis)
forecasting, 401
identifiers, 199
perceived value analysis (see Dry-
cleaning example, perceived value
analysis)
Dry cleaning example, actual value
analysis, 56-57
benefit advantage, 67-68
capabilities, evaluating, 66-68
predicting actions, 58-59
Dry cleaning example, perceived value
analysis, 35-37
increasing perceived value, 49
strategic themes, 46
DuPont, 43, 74

Economic downturns. See a/so Economic

times

advertising, 343-344

budget, reactionary cuts, 343

cost cutting, 341-342

growth during, 130-131

growth focus during, 139

growth matrix, 345

layoffs, 343

management during, 341-344

marketing during (see Economic
downturns, marketing during)

new businesses, strategies for, 367-368

new projects, 345

partnering with customers, 344

prices, 342

price wars, 342

receivables, 344
suppliers, payment, 344
surviving, 345-346
targeting during, 80-81
thriving during, 345-346
and training, 343
and Trump property, 340
Economic downturns, marketing
during
current customers, managing, 348-360
dos and don’ts, 339-347
impact of tough economic times,
339-341
new customers during, 361-368
Economic times
and capabilities, 63-64
and marketing, 10-11
Edsel, 163
Effort
blogs, 245
e-mail, 244
Internet marketing, 239, 242, 244, 245
personal selling, 216-217, 220-222
public relations, 227, 234-235
and sales promotion, 210-212
Web site, 242
E-mail
effort, 244
Internet marketing, 243-244
successful, 243-244
Emerson, Ralph Waldo, 184
Employee morale, 144-145
Empowerment of employees, 144-145
Empty nesters, 94
Endurance, marketing commercial real
estate, 314, 316
End-users, competitive environment, 74
Entry barriers, 72-73
Environment
commercial real estate, marketing, 319,
321-323
residential real estate, marketing, 288,
291-292
Environment Analysis
commercial real estate, marketing, 321
Estimating sales promotion
results, 211
Evaluating customers by contribution, 359
Events, public relations, 231-232
Exhibits, public relations, 231
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Exit barriers, 72-73
Expected value, marketing programs
and, 157
Expensive models or versions, purchase
of, 135
Expired listings
commercial real estate, selling, 329
residential real estate, 304
Exponential smoothing, forecasting, 400
Eyeware Designs Ltd., 233
Eyeware (Signature Collection),
133-134, 233

Facebook, 247
Face of the growth plan, 139
Family businesses, marketing mistakes,
9-10
Farming
commercial real estate, selling, 330
residential real estate, selling, 305-306
Fazio, Tom, 408
Feature, defined, 65
Federated Department Stores, 70,
115, 264
FIABCI. See International Real Estate
Federation (FTABCI)
Financial analysis, 371-383
accounting systems, types of, 372-373
break-even level, 378
commercial real estate, marketing, 318
custodial income statement, 372-373
direct fixed costs, 377-378
fixed costs, 373, 377-378
formulas, 377
frame store example, 373-377, 379-382
income statement, contribution format,
373-375
indirect fixed costs, 377-378
marketing decisions, evaluating financial
impact of, 380-382
minimum level of sales change needed,
381-382
sales levels, 377, 379-380
shutdown level, 377-378
variable margin or contribution,
374-377
and variable market rate, 371
Financial performance, customer
satisfaction and, 142-143
Fingerhut, 358

Fixed costs, financial analysis, 373,
377-378
Focus groups, market research, 387
Following up
commercial real estate, marketing, 314
commercial real estate, selling, 334
residential real estate, marketing, 297
residential real estate, selling, 312
Ford, 163
Forecasting, 396-403
alternative sales forecasts, 399
current market, determination, 398-399
dry-cleaning example, 401
exponential smoothing, 400
future market, 399-400
long-term forecasts, 402-403
market share, estimating, 402
moving average, 399
Multiple Regression Analysis, 400-401
objectives, 397-398
outcomes of strategy, 26
potential, 397-398
Regression Analysis, 400
results, 397-398
sales over time, 399
sales potential, 398-400
short-term forecasts, 402-403
and strategy, 26, 396-397, 400-402
For sale by owner (FSBOs)
commercial real estate, selling, 330
residential real estate, selling, 303-304
For sale signs, residential real estate, 302
Fortune 500 companies, 20
4Ps, 11
Frame store example
financial analysis, 373-377, 379-382
income statement, contribution format,
373-375
marketing decisions, evaluating financial
impact of, 381
sales levels, 379-380
variable margin rate, 376-377
Frankfort, Lew, 118
Friden, 129
FSBO:s. See For sale by owner
(FSBOs)
Future market, forecasting, 399-400

Gatekeeper, decision-making unit, 33
GDP, 75
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General Motors, 356

Georges, Jean, 17

Gerstner, Lou, 143

Gillette, 43

GIM. See Gross Income Multiplier (GIM)

Global Licensing, 52
Glosser, Cathy Hoffman, 52, 99, 233
Gluck, Andrea, 233
Golden Eye (movie), 210, 226
Gold, Harry, 246
Golf Digest, 408
Golf Magazine, 408
Gross Income Multiplier (GIM), 332
Growth
developing growth plan (see Growth
plan, developing)
focus, determining (see Growth focus)
Growth focus, 132-139
and accepting less value, 136
brand trial, 137
current customers, 134-137
current products, 134-136
current products and related or new
customers, 137-138
and economic downturns, 139
expensive models or versions, purchase
of, 135
face of the growth plan, 139
health club example, 136-138
and loyalty, 135
model shift, 135
new uses for products/services, 135
prices, payment of higher, 136
product trial, 136-137
related or new customers, 137-138

related or new customers and related or

new products, 138
related or new products and current
customers, 136-137

reminders to use products/ services, 135

up-selling, 135
value engineering, 136

Growth matrix, 124, 126, 130
economic downturns, 345
personal selling, 219-220

Growth plan, developing, 124-131
alternative growth paths, 126-127,

129-131

conglomerates, 128-129

current customers, 125

current products or services, 125

customer expertise, 128

and economic downturns, 130-131

focusing strategies, 131

growth matrix, 124, 126, 130

health club example, 126-127, 129-130

new customers, 125

new product or service expertise,
127-128

new products or services, 126

related customers, 125

related products or services, 126

risk in growth, 127-129

Gucci, 328
Guerrilla marketing, 272-282

advertising, 276-277
bookstore example, 273-274
and branding, 275-276

and communications, 273, 276
concentrating strategy, 273
coordinating strategy, 273
Internet, 279-280, 282
marketing research, 281
positioning, 274-275
pricing, 280-281
promotions, 278-279

public relations, 279
restaurant example, 274-275
and selling, 278

and service, 276

strategy, 273-274

target market, 274

Hall’s, 128
Harley-Davidson, 367

Hart, Rupert, 357

Harvard Business School, 45
Haste, John, 99

Health club example

growth focus, 136-138
growth plan, developing, 126-127,
129-130

sales promotion, 211-212

Hertz, 128
Heterogeneous target population, 389-390
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Hispanic diet, research, 75, 90 Improving market strategy
Holiday Inn, 117 brand, creating, 113-123
Home Decor, 99 customer satisfaction, 140-148
Honesty, 295 growth focus, 132-139
Hotel Delmonico, 252 growth plan, developing, 124-131
H&R Block, 208 marketing programs, 149-158
Income statement, contribution format,
Idea generation funnel, 362 373-375
Ideal values, 164 frame store example, 373-375
Ideas, finding, 364-367 reorganizing into, 373
Identification of markets, 78-87 variable margin or contribution,
decision-making unit, segments and, 374-375
84-86 Indirect customer response, perceived
economic downturn, targeting during, value, 42-43
80-81 Indirect fixed costs, financial analysis,
failure to target markets, 78-80 377-378
issues, 86 Individuals
market segmentation, 81-82 managing, 416-417
problem, defined, 81 motivating, 421
real estate segments, 83-84 performance, factors affecting, 417
Segment Identification Analysis, 82-84 Influencing opinions, public relations, 228
segments, role of, 80-81 Information on competitor, 59-60
strategy, market segments and, 86-87 Initiator, decision-making unit, 34
target markets, 80-81 Intel, 117
VIP segment, 79 International Council of Shopping
Identifiers, 197-204 Centers, 321
assembling strategy, 204 International Real Estate Federation
components of strategy, 198-200 (FTABCI), 150-151
developing, 200-201 Internet marketing, 238-249
dry-cleaning example, 199 advertising, 244-245
and marketing programs, 155 blogs, 244-245
media, 200 effort, 239, 242, 244, 245
message, 198-199 e-mail, 243-244
naming, 201-204 generally, 246-249
objectives, 198 media, 245-247
Tkea, 192 message, 239
IMAX Corporation, 99 objectives, 239
Implementing strategy social media, 245-247
advertising, 183-196 speaker example, 241, 243
customer communications, integrating, strategy, 239
171-182 Web site, 239-243, 249
distribution, 261-272 Investors, encouraging, 228
guerrilla marketing, 272-282 Isaac Mizrahi, 115
identifiers, 197-204
Internet marketing, 238-249 Jack Daniel’s, 192
personal selling, 215-224 Jaguar, 357
pricing, 250-261 Japanese companies, business objectives,
product/service design, 161-170 53-54
public relations, 225-237 J.C. Penney, 118
sales promotion, 205-214 “Junkyard Dogs,” 94
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Kawasaki, 48
Kellogg, 75, 90
Kenny, J. Patrick, 52
Key planning
building market strategy, 26
competitive environment, 76
Key target markets, selection of.
See Target markets, selection of
KFC, 127-128
Kodak, 117-118
Komatsu, 62

Land Rover, 48, 209

Layofts, 343

Levi’s, 118

LifeSavers, 165

Listing, residential real estate, 307-308
Loyalty, 135, 356-358

Macroenvironment, exploring change
in, 26
Macro trends, 75-76
Macy’s, 70
Manhattan waterfront (photo), 5
Mar-a-Lago, 63-64, 85
Marketing. See also Guerrilla marketing
decisions, evaluating financial impact of,
380-382
described (see Marketing, described)
plan (see Marketing plan)
programs (see Marketing programs)
ratios, 157-158
real estate (see Marketing real estate)
research (see Market research)
with social media, 246-247
Marketing, described, 7-14
changes in since 1950s and 1960s, 12-13
customers’ perceptions, 13
decisions, 12
definition of marketing, 14
and economic times, 10-11
failures, 9
4Ps, 11
market segments, defined, 13
responsibilities, 12
select actions, 12
small business marketing mistakes, 9-10
strategy, 11-12
tactics, 11-12
Marketing mix, and market strategy, 20, 24

Marketing plan, 407-415
commercial real estate, marketing, 322
commercial real estate, selling, 326
improving, 413
marketing areas and planning
analysis, 410
overview, 409-410
planning ahead, 407, 409
planning analysis, 410-411
position, 412, 414415
process, 410-411
residential real estate, marketing, 293
restaurant example, 414-415
Situation Analysis, 412
Marketing programs, 149-158
actual value, 157
advertising, 155
budgets, determination, 155
business objectives, 150, 154-155
components of marketing strategy, 153
coordinating, 151-152
design, 155
distribution, 156
expected value, 157
hierarchy of strategies, 152
identifiers, 155
marketing ratios, 157-158
marketing strategy, 153
and marketing strategy, 149-150
perceived value, 157
personal selling, 156
positioning of product or service,
150, 154
pricing, 156
programs, described, 155-157
public relations, 156
sales promotion, 156
target customers, 149
target market, 152-154
Marketing ratios, 157-158
Marketing real estate
commercial real estate, marketing,
313-324
commercial real estate, selling, 325-335
residential real estate, marketing,
285-297
residential real estate, selling, 298-312
Marketing strategy. See also Powerful
market strategy, building
and capabilities, 62
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commercial real estate, marketing, 323
customer communications, relationship,
173-177
and customer satisfaction, 147
and marketing programs, 149-150, 153
Market research, 384-395
advertising copy, 385
analyzing data, 391
art association example, 391-394
Atlantic City resorts, 386-387
bias, 388-389
brand, 385
buying behavior, 385
competitors, 385
focus groups, 387
focus of, 384-385
heterogeneous target population,
389-390
media, 385
method of contact, 390
needs, 385
non-response bias, 388
perceived value, 385
Perceived Value Analysis, 386
population, 388
pricing, 385
primary data, 387
product, 385
questionnaire design, 390-394
random and nonrandom sampling,
387-389
random errors, 389
resellers, 385
response bias, 388
sales calls, 385
sample size, 388-390
secondary data, 385-386
segmentation, 385
selection bias, 388
suppliers, 385
trends, 385
types of data, 385-387
Markets
failure to target, 78-80
identification (see Identification of
markets)
Market segments
characteristics of, 82
decision-making unit, segments and,

84-86

defined, 13

and identification of markets, 81-82

real estate segments, 83-84

and strategy, 86-87

target markets, selection of, 94-96
Market share, estimating, 402
Marlboro, 208
Marriott, 43
MasterCard, 23
Mature markets, sales promotion and, 206
McDonald’s, 114, 275, 350-351
McKinsey, 75, 91
Media

advertising, 191-192

and identifiers, 200

Internet marketing, 245-247

market research, 385

public relations, 229-234

and sales promotion, 206, 209-210
Merriwether, Marjorie, 63
Message

advertising, 189-191

identifiers, 198-199

Internet marketing, 239

public relations, 227

and sales promotion, 208-209
Methods

public relations, 227, 229-234

sales promotion, 209-210
Miss Universe Organization, 207-208
Model shift, 135
Moments of Truth (Carlzon), 146-147
Motel 6, 24
Motivating people, 416-425

ability, 417, 420

aptitude, 417, 420

bonuses, 419-420

clarity, 416-419

confidence, 416, 419

individual performance, factors

affecting, 417

individuals, managing, 416-417

individuals, motivating, 421

rewards, 417, 419-420

team, managing and motivating,

421-425

value, 417, 420
Moving average, forecasting, 399
Multiple Listing Service, 334
Multiple Regression Analysis, 400-401
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Muschamp, Herbert, 151
Museum of Modern Art, 151
MySpace, 247

Naming, 201-204

National Association of REALTORS, 289,

294,296, 304, 317
NBC Universal, 207
Neckwear (Signature Collection), 70,
115,264
Needs, market research, 385
Neighborhood choice, factors
influencing, 290
Neiman Marcus, 24
Net Operating Income (NOI),
332-333
New businesses, strategies for during
economic downturns, 367-368
New customers
during economic downturns (see
New customers during economic
downturns)
growth plan, developing, 125
understanding, 38
New customers during economic
downturns, 361-368
new businesses, strategies for,
367-368
new products or services, strategies, 363
strategies, 361-363
New products or services, strategies for
economic downturns, 363
ideas, finding, 364-367
New projects during economic
downturns, 345
News, creation of, 228
Newsletters, 232
New York Trump International Hotel &
Tower. See Trump International
Hotel & Tower
Nintendo, 75
NOIL See Net Operating Income (NOI)
Non-response bias, 388
Northrop Tigershark fighter, 9, 163
Northwest Mutual Life Insurance,
176-177
Numbers, understanding
financial analysis, 371-383
forecasting, 396-403
market research, conducting, 384-395
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Objections, selling residential real
estate, 311
Objective and task method
budget (advertising), 193-194
and sales promotion, 210
Objectives
advertising, 185
advertising, action objectives, 186-189
advertising, communications, 186, 188
commercial real estate, marketing, 323
distribution, 262, 265
forecasting, 397-398
identifiers, 198
Internet marketing, 239
Japanese companies, 53-54
personal selling, 216-220
pricing, 257-258
public relations, 227-229
residential real estate, marketing,
292,294
sales promotion, 207-208
Observation, marketing commercial real
estate, 314
Office calls, selling residential real
estate, 302
Olympic Games
Summer Olympics, 176-177
Open house, residential real estate, 301
Organizations
capabilities (see Organization’s
capabilities, understanding)
commercial real estate, marketing,
319-321
and customer satisfaction, 144-145
evaluating, building market strategy, 26
performance, factors affecting, 71
residential real estate, marketing,
288, 291
Organization’s capabilities, understanding,
61-68
benefit advantage, 67-68
competitive advantage, 67-68
dry cleaning example, actual value
analysis, 66-68
and economic times, 63-64
evaluating capabilities, 65-66
feature, defined, 65
and marketing strategy, 62
resource, defined, 65
skills, defined, 65
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Strength/Weakness analysis, 64—66
types of capabilities, 65

Pacult, F. Paul, 52
Panke, Helmut, 119
Partnering with customers during
economic downturns, 344
Passion for perfection, 144
Peckham, John, 320
Penetration strategy, pricing, 254
Perceived value. See also Perceived
Value Analysis; Perceived value,
components of; Perceived value,
measuring and managing
and marketing programs, 157
market research, 385
Perceived Value Analysis
market research, 386
Perceived value, components of, 34-37
analysis of perceived value, 34-35
dry cleaning example, 35-37
Perceived value, measuring and managing,
39-50
competition, role of in perceived value,
4446
conjoint analysis, 43
cost theme, 4445
direct customer response, 42
increasing perceived value, 47-49
indirect customer response, 42-43
managing, 39
measuring, 40-44
positioning product or service, 109
strategic themes, 44-46
subjective estimation, 43-44
trade-off analysis, 43
value engineering, 49
value-in-use, 41-42
value theme, 44
Perceptual map, 179
Performance
organization performance, factors
affecting, 71
Personal contact, selling residential real
estate, 302
Personalized service, 349
Personal selling, 215-224
AIDA model (attention/interest/desire/
action), 222
assembling strategy, 223-224

components of, 216-217
effort allocation, 216-217, 220-222
growth matrix, 219-220
and marketing programs, 156
objectives, 216-220
product and market, sales objectives by,
219-220
sales manager, 216
strategy, 216-217, 222
support, 216-217, 223
and time, 215
Personal services, marketing residential
real estate, 287-288
Petrus, Jim, 349
Phillips-Van Heusen Corporation,
70,351
Pillsbury, 208
Pizza Hut, 75
Polaroid, 9, 163
Population, market research, 388
Porter, Michael, 45, 70
Positioning of product or service, 98-109
benefit advantages, 102, 106-107
capabilities, evaluating, 105-106
commercial real estate, marketing,
323,324
competitive advantage, 102-103,
106-107
Competitive Advantage Analysis,
103-104
components of positioning, 100-104
customer communications,
integrating, 177
decision-making unit member (DMU),
101, 108
definition of positioning, 99-100
description of positioning, 101
determining positioning, 108
evaluating capabilities, 105-106
marketing plan, 412, 414-415
and marketing programs, 150, 154
and market strategy, 20, 24
no competitive advantage, 107
perceived value, 109
real estate example, 104, 106-2-9
residential real estate, marketing, 292,
294-296
segments, other, 108
target competitors, 101-102, 108
Potential, forecasting, 397-398
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Powerful marketing strategy, building.
See also Building market strategy for
detailed treatment

building marketing strategy, 15-27
competitive environment,
understanding, 69-77
competitors, understanding, 39-50
customers, understanding, 28-38
identification of markets, 78-87
marketing, described, 7-14
organization’s capabilities,
understanding, 61-68
perceived value, measuring and
managing, 39-50
positioning product or service, 98-109
target markets, selection of, 88-97
Trump, Donald, on marketing, 3-6

Power of the trade, sales promotion and, 206

Press, dealing with, 229-230
Price wars, 58
during economic downturns, 342
Pricing, 250-261
approaches to, 251-253
assembling strategy, 260-261
comparitive parity pricing, 251
and competitors, 258
cost-plus pricing, 252
current customers, managing during
economic downturns, 351-352
determinants of price, 253
during economic downturns, 342,
351-352
financial consequences of price,
258-259
higher prices, payment of, 136
how price works, 253-255
and marketing programs, 156
market research, 385
objectives, 257-258
penetration strategy, 254
roles of, 250-251
skimming strategy, 254
soap example, 259-260
strategies, 254
target return on investment (ROI), 251
tentative price, 258
value/cost pricing, 255-259
Primary business specialties of
practitioners, 317
Primary data, market research, 387

“Problem Children,” 93-94
Problem, defined, 81
Procter & Gamble, 29
Product and market, sales objectives by,
219-220
Product, market research, 385
Product/market strategy
developing, 24-26
role of, 23-24
Product/service design, 161-170
actual value analysis, 164-165
analysis, 163-164
and customers, 161-163
design decisions, 170
design gaps, 164
determining design, 163-164
ideal values, 164
LifeSavers, 165
marketing programs, 155
product space, 165-170
service space, 165-170
soap example, 164-170
Products or services
economic downturns, changes
during, 354
and growth focus, determining (see
Growth focus)
and growth path (see Growth plan,
developing)
Product Space Analysis, soap example,
165-170
Product trial, 136-137
Profit
components and communication action
objectives, advertising, 187
current customers, increasing from, 350
Programs
commercial real estate, marketing,
323,324
commercial real estate, selling, 325-326
residential real estate, marketing, 292,
296-297
residendal real estate, selling, 298-300
Program strategies, 24-26
Progress, team, 424
Promotion
objectives, and sales promotion,
207-208
Trump, Donald on, 4
Properties, types of
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commercial real estate, marketing,
316-317

Prospecting

commercial real estate, selling, 327-331

residential real estate, marketing, 287

residential real estate, selling, 303-307
Prudential Insurance Company, 117
Public relations, 225-237

advantages of, 225-226

assembling strategy, 235-236

beauty salon example, 234-235

brand building, 228

budget, 234-235

credibility, 226

crisis management, 232, 234

disadvantages, 226-227

effort, 227, 234-235

events, 231-232

exhibits, 231

influencing opinions, 228

investors, encouraging, 228

and marketing programs, 156

media, 229-234

message, 227

methods, 227, 229-234

news, creation of, 228

newsletters, 232

objectives, 227-229

press, dealing with, 229-230

strategy, 227, 235-236

target audiences, 227

Qualifying prospects
residential real estate, selling, 306-307
Questionnaire design
art association example, 391-394
closed-end questions, 391
market research, 390-394
open-ended questions, 390-391

Ralph Lauren, 115
Random and nonrandom sampling,
387-389
Random errors, market research, 389
RCA VideoDisc, 9, 163
Real estate
brand, building, 121
commercial real estate (see Commercial
real estate, marketing; Commercial
real estate, selling)
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example (see Real estate example)
marketing (see Commercial real estate,
marketing; Residential real estate,
marketing)
residential real estate (see Residential
real estate, marketing; Residential
real estate, selling)
Real estate example
capabilities, evaluating, 106
competitive and benefit advantages,
identifying, 107
identification of markets, 83-84
positioning product or service, 104,
106-108
target markets, selection of, 91-96
Receivables, during economic
downturns, 344
Reeves, Rosser, 189
Referrals
commercial real estate, selling, 335
residential real estate, marketing, 297
residential real estate, selling, 312
Regression Analysis, forecasting, 400
Reliability, 358
Reminders to use products/services, 135
Resellers
competitive environment,
understanding, 74
distribution (see Distribution)
market research, 385
and sales promotion, 210
Residential real estate, marketing, 285-297
business objectives, 292, 294
buyer versus seller, 286287
Capability Chart, 291
commercial real estate versus, 313-318
Competitive Market Analysis
(CMA), 292
competitors, 288, 291
customers, 288-290
environment, 288, 291-292
factors when buyers choose real estate
agent, 295-296
follow-up, 297
and honesty, 295
marketing plan, 293
neighborhood choice, factors
influencing, 290
objectives, 292, 294
organization, 288, 291
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Residential real estate, marketing
(continued)
personal services, 287-288
positioning, 292, 294-296
programs, 292, 296-297
prospecting, 287
referrals, 297
Situation Analysis, 288-292
special nature of, 286-287
strategy, 292-296
target market, 292, 294
testimonials, 288
Residential real estate, selling, 298-312
advertising, 302
centers of influence (COIs), 305
communications, 300-303
community support, 303
Competitive Market Analysis (CMA),
307, 308
consultative selling, 310
expired listings, 304
farming, 305-306
following up, 312
listing, 307-308
objections, dealing with, 311
office calls, 302
open house, 301
personal contact, 302
programs, 298-300
prospecting, 303-307
qualifying prospects, 306-307
referrals, 312
for sale by owner (FSBOs), 303-304
for sale signs, 302
selling process, 309-312
showing, 308
signals, 310
walk-ins, 302
Web site, 301
Resource, defined, 65
Response bias, market research, 388
Responsibilities, marketing, 12
Restaurant example
building market strategy, 18-19
marketing plan, 414-415
Return on investment (ROI), 251
Rewards, motivation and, 417, 419-420
Risk, developing growth plan, 127-129
Ritz-Carlton Hotels, 24
Rogers, Buck, 144

ROL. See Return on investment (ROT)
Ross, George, 8, 17
Trump Strategies for Real Estate, 63

Sales calls, market research, 385
Sales funnel, advertising, 189
Sales levels
financial analysis, 377, 379-380
frame store example, 379-380
Sales manager, personal selling, 216
Sales potential, forecasting, 398-400
Sales promotion, 205-214
accountability, need for, 206
and advertising clutter, 205-206
assembling strategy, 212-213
brand proliferation, 206
consumer-oriented promotions, 209
customer knowledge and behavior, 206
effort, 210-212
estimating promotion results, 211
health club example, 211-212
and marketing programs, 156
mature markets, 206
media, 206, 209-210
message, 208-209
method, 209-210
objective and task method, 210
power of the trade, 206
promotion objectives, 207-208
and resellers, 210
sales promotion budgeting, 210-212
shorter term focus, 206
strategy, 206-207, 212-213
trade-oriented promotions, 210
Sample size, market research, 388-390
Sanity Music, 144
SBUs. See Strategic business units (SBUs)
Schlitz, 106-107
Schutzenhofer, David, 408
Sears, 118
Secondary data, market research, 385-386
Second Melody, 172-173
Segmentation
building market strategy, 26
market research, 385
Segment Identification Analysis, 82-84
real estate segments, 83-84
Segment Selection Analysis
target markets, selection of, 91
Selecting market segments, 26
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Selection bias, market research, 388
Selection of key target market. See Target
markets, selection of
Selling ability, commercial real estate, 314
Selling process
commercial real estate, selling, 333-334
residential real estate, 309-312
Selling residential real estate. See
Residential real estate, selling
Service design. See Product/service design
Service space, 165-170
Services, types of
commercial real estate, marketing,
317-318
Share, current customers, 350-351
Shorter term focus and sales promotion, 206
Showing
commercial real estate, selling, 331-332
residential real estate, 308
Shugart, Paula, 208
Shutdown level, financial analysis,
377-378
Signals, selling residential real estate, 310
Signature Collection, 70, 115
advertising, 184
cufflinks, 351
distribution, 264
eyeware, 133-134, 233
identifiers, 202
Simons, Paul, 13
Sims, Molly, 208
Sirkin, Allan, 351
Situation Analysis
building market strategy, 26
commercial real estate, marketing, 319
competitive environment,
understanding, 70
marketing plan, 412
residential real estate, marketing,
288-292
Skills, defined, 65
Skimming strategy, 254
Small businesses, marketing mistakes,
9-10
Smirnoff, 58
Soap example
advertising, 194-195
budget (advertising), 194-195
customer communications, integrating,

178-181
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pricing, 259-260
product or service space, 166-170,
180-181
Social media
Internet marketing, 245-247
marketing with, 246-247
success of, 247
Southwest Airlines, 45, 46
Speaker example
Internet marketing, 241, 243
Web site, 241, 243
Spirit Fournal (Pacult), 52
Stainmaster, 74
Strategic business units (SBUs), 22
Strategic themes, perceived value, 44-46
Strategy. See also Powerful market strategy,
building
current customers, managing during
economic downturns, 348, 350
customer satisfaction, 146-148
distribution, 262-267, 269-270
forecasting, 396-397, 400402
identifiers, 204
implementing (see Implementing
strategy)
Internet marketing, 239
and market segments, 86-87
new customers during economic
downturns, 361-363
personal selling, 216-217
pricing, 254
public relations, 227, 235-236
residential real estate, marketing,
292-296
sales promotion, 206207, 212-213
Strength/Weakness analysis, 64-66
Substitute products or services, 73
Success
e-mail, 243-244
market strategy (see Success, market
strategy)
social media, 247
Web site, 241-242
Success, market strategy
marketing plan, 407-415
motivating people, 416-425
Suits (Signature Collection), 184, 264
Suppliers
competitive environment,

understanding, 73-74
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Suppliers (continued)

economic downturns, payment during,

344

market research, 385
Support, personal selling, 216-217, 223
Surviving economic downturns, 345-346
Swank, 351
Switching costs, 358

Target customers, marketing programs
and, 149
Targeting
current customers, managing during
economic downturns, 358-360
during economic downturn, 80-81
Target markets. See also Target markets,
selection of
advertising, 185
commercial real estate, marketing, 323
determining, 81
and marketing programs, 152-154
residential real estate, 292, 294
role of, 80-81
Target markets, selection of, 88-97
attractiveness, 90
business opportunities, systems for
selecting, 91
“Cash Cows,” 94
criteria, 89-90
“Dogs,” 94
empty nesters, 94
“Junkyard Dogs,” 94
market segments, types of, 92-94
“Problem Children,” 93-94
real estate example, 91-96
relative ability, 90
Segment Selection Analysis, 91
segment selection chart, 94-96
‘Target return on investment (ROI), 251
"Team, managing and motivating, 421-425
Teflon, 74
Testimonials, marketing residential real
estate, 288
"Texas Instruments, 117
3M, 210
Thriving during economic downturns,
345-346
Tiffany, 328
Time, personal selling, 215
Total unit usage, current customers, 350

Toyota, 90
Trade-off analysis
perceived value, measuring and
managing, 43
Trade-oriented sales promotions, 210
"Training
of customer servers, 145
during economic downturns, 343
Travel & Leisure magazine, 8
Trends, market research, 385
Trump Building (New York City), 202
Trump, Donald J.
The Apprentice (tv show), 3, 8, 218, 363
blog, 246
brand, 115
The Celebrity Apprentice (tv show), 246
and golf, 408
on location, 40
and Mar-a-Lago, 63-64, 85
on marketing, 3—-6
and Miss Universe Organization,
207-208
on residential real estate, selling, 300
“Trump Formula,” 315
Trump Home, 85, 99
Wollman Skating Rink (New York
City), 230-231
“Trump Formula,” 315
Trump Golf Properties, 173
Trump Home, 85, 99
Trump Ice, 363
Trump International Hotel Management
LLC, 349
Trump International Hotel & Tower
attache service, 349
building market strategy, 17-18
cleanliness, priority of, 18
customer satisfaction, 141
growth path, 125
Las Vegas, 218
marketing, 8-9
New York City, 8-9, 17-18, 141, 418
orientation program, 418
personal selling, 218
residential real estate, selling, 299-300
Sisli, Istanbul, 364-365
Waikiki, 299
Trump, Ivanka, 365
Trump National Golf Club, Bedminster,
172-173, 408
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Trump Ocean Club International
Hotel & Tower Panama, 40
The Trump Organization, 8, 17, 52
casino suite, 162
Donald J. Trump Signature Collection,
70, 115, 133-134, 184, 233, 264
Istanbul hotel, 365
and Mar-a-Lago, 65
Trump Home, 85, 99
West Side Apartments (New York
City), 89
Wollman Skating Rink (New York
City), 230-231
Trump Park Avenue, 40, 252
Trump Premium Vodka, 52
Trump SoHo New York, 285-286
Trump Strategies for Real Estate (Ross), 63
Trump Taj Mahal, 30-31
Trump Tower, 328
Trump World Tower, 40
overall performance award, 150-151
skyline (photo), 5

20/20 rule, customer satisfaction, 143

Unique Selling Proposition, 189-190

United States Figure Skating (USFS), 230

Up-selling, 135

USAA, 145

U.S. Air Force, 9

U.S. Airways, 46

Use analysis, marketing commercial real
estate, 318

User, decision-making unit, 34

USEFS. See United States Figure Skaing
(USFS)

U.S. Navy, 9

Value/cost pricing, 255-259
competitors, determining likely actions
of, 258
financial consequences of price,
258-259
incremental cost per unit,
determination, 256-257
market strategy, determining, 258
objectives for overall contribution,
257-258
perceived value, estimating, 255-256
Value engineering, 49, 136
Value-in-use, 41-42

Value Managed Relationship (VMR), 357
Value, motivation and, 417, 420
Value theme, perceived value, 44
Variable margin or contribution
financial analysis, 374-377
income statement, 374-375
Variable margin rate, frame store example,
376-377
Variable market rate, 371
Vega, Amelia, 207
Verizon Wireless, 87, 90
Vetoer, decision-making unit, 34
Victoria’s Secret, 115
VIP segment, 79
Virgin Adantic, 192
Visa, 53, 114-115
VMR. See Value Managed Relationship
(VMR)
Volkswagen Beetle, 47-48
Vuitton, Louis, 117

Walk-ins
commercial real estate,
selling, 326
residential real estate, selling, 302
Wal-Mart, 24, 355
Web site, 239-243
building, 240
effort, 242
estimating results, 243
marketing, 239-243, 249
residental real estate, selling, 301
speaker example, 241, 243
successful, 241-242
Wendy’s, 275
Westin Hotels and Resorts, 33
West Side Apartments (New York
City), 89
Wine Enthusiast Magazine, 52
Winick Realty Group, 328
Wolfie’s Grill (Sydney, Australia), 147-148
Wolfschmidt vodka, 58
Wollman, Kate, 230
Wollman Skating Rink (New York City),
230-231
Woolworth (Australia), 13

Xerox, 29, 146

Yankee Group, 87
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