Chapter 5

Gathering Information and Measuring Market Demand

Learning Objectives

After reading this chapter students should:
· Understand demand measurement terminology

· Know the methods of estimating current demand

· Know the methods of estimating future demand

Chapter Outline

I. Components of a modern marketing information system 

1. Expansion of detailed buyer wants, preferences, and behavior, but still many gaps

2. Components of the system: people, equipment, and procedures to gather, sort, analyze, evaluate, and distribute needed, timely, and accurate information to marketing decision-makers

3. Many questions must be answered before determining MIS configuration

II. Internal records system

A. Order-to-payment cycle—the heart of the internal records system

B. Sales Information Systems—technology has allowed sales reps to have immediate access to information about their prospects and customers

III. Marketing intelligence system

A. A set of procedures for managers to obtain everyday information about pertinent developments in the marketing environment

B. Internal records systems supplies “results” data, and the marketing intelligence system supplies “happenings” data 

C. Steps for improving marketing intelligence

1. Train sales force

2. Motivate intermediaries to share intelligence

3. Purchase information from outside suppliers 

4. Establish an internal marketing information center to collect and circulate intelligence

IV. Marketing research system

A. Marketing research—the systematic design, collection, analysis, and reporting of data and findings relevant to a specific marketing situation facing the company
B. Suppliers of marketing research XE "marketing research" —can be achieved through an in-house department, an outside marketing research firm, or a variety of other cost-efficient ways. increasing amounts of information available via the internet

C. Marketing research process

1. Define the problem and research objectives

2. Developing the research plan—decisions on data sources, research approaches, research instruments, sampling plan, and contact methods

3. Collect the information—phase most expensive and prone to error

4. Analyze the information—extract pertinent findings from the collected data

5. Present the findings—pertinent to the major marketing decisions facing management

D. Overcoming barriers to the use of marketing research—details on requirements for good marketing research and reasons for failure in the research effort

V. Marketing Decision Support System (MDSS) 

A. Coordinated collection of data, systems, tools and techniques with supporting software and hardware by which an organization gathers and interprets relevant information from business and environment and turns it into a basis for marketing action

B. Note: The Marketing News lists of marketing research programs, including BRANDAID, CALLPLAN, DETAILER, GEOLINE, MEDIAC, PROMOTER, ADCAD, COVERSTORY

1. Quantitative tools used in MDSS systems: multiple regression, discriminant analysis, factor analysis, cluster analysis, conjoint analysis, mulitidimensional scaling 

2. Models include Markov-process, queuing, and new-product pretest

3. Optimization routines: differential calculus, mathematical programming, statistical decision theory, game theory, heuristics

VI. Forecasting and demand measurement

A. Measures of market demand

B. Which market to measure?—available market, qualified available market, target (served) market, or penetrated market?

C. Vocabulary for demand measurement

1. Market demand

2. Market forecast

3. Market potential

4. Company demand

5. Company sales forecast

6. Company sales potential

D. Estimating current demand

1. Total market potential

2. Area market potential

a) Market-buildup method 

b) Multiple-factor index method 

3. Estimating industry sales and market shares

a) identifying competitors and 

b) estimating their sales

E.  Estimating future demand

1. Survey of buyers’ intentions, including the purchase probability scale

2. Composite of sales-force opinion 

3. Expert opinion 

4. Past-sales analysis 

5. Market test method 

VII. Summary

Overview

Marketing information is a critical element in effective marketing as a result of the trend toward global marketing, the transition from buyer needs to buyer wants, and the transition from price to nonprice competition. All firms operate some form of marketing information system, but the systems vary greatly in their sophistication. In too many cases, information is not available or comes too late or cannot be trusted. Too many companies are learning that they lack an appropriate information system, still do not have an information system, lack appropriate information, or they do not know what information they lack or need to know to compete effectively.

A well-designed market information system consists of four subsystems. The first is the internal records system, which provides current data on sales, costs, inventories, cash flows, and accounts receivable and payable. Many companies have developed advanced computer-based internal reports systems to allow for speedier and more comprehensive information.

The second market information subsystem is the marketing intelligence system, supplying marketing managers with everyday information about developments in the external marketing environment. Here a well-trained sales force, purchased data from syndicated sources, and an intelligence office can improve marketing intelligence available to company marketing managers.

The third subsystem, marketing research, XE "marketing research"  involves collecting information that is relevant to specific marketing problems facing the company. The marketing research process consists of five steps: defining the problem and research objectives; developing the research plan; collecting information; analyzing the information; and presenting the findings. Good marketing research is characterized by the scientific method, creativity, multiple methodologies, model building, and cost/benefit measures of the value of information.

The fourth system is the Marketing Decision Support System (MDSS marketing system) that consists of statistical and decision tools to assist marketing managers in making better decisions. MDSS is a coordinated collection of data, systems, tools, and techniques with supporting software and hardware. Using MDSS software and decision models, the organization gathers and interprets relevant information from the business and the environment and turns it into a basis for marketing action. MDSS experts use descriptive or decision models, and verbal, graphical, or mathematical models, to perform analysis on a wide variety of marketing problems. 

To carry out their responsibilities, marketing managers need estimates of current and future demand. Quantitative measurements are essential for market opportunity, planning mar​keting programs, and controlling the marketing effort. The firm prepares several types of demand estimates, depending in the level of product aggregation, the time dimension, and the space dimension.

A market consists of the set of actual and potential consumers of a market offer. The size of the market depends on how many people have interest, income, and access to the market offer. Marketers also must know how to distinguish between the potential market, available market, qualified available market, served market, and the penetrated market. Marketers must also distinguish between market demand and company demand, and within these, between potentials and forecasts. Market demand is a function, not a single number, and as such is highly dependent on the level of other variables.

A major marketing research task is to estimate current demand. Total demand can be estimated through the chain ratio method, which involves multiplying a base number by successive percentages. Area market demand is estimated by the market-buildup method (for business markets) and the multiple-factor index method (for consumer markets). In the latter case, geodemographic coding systems are proving a boon to marketers. Estimating industry sales requires identifying the relevant competitors and estimating their individual sales in order to judge their relative performance.

To estimate future demand, the company can use several major forecasting methods: expert opinion, market tests, time-series analysis, and statistical demand analysis. The appropriate method will vary with the purpose of the forecast, the type of product, and the availability and reliability of data.

Lecture—Marketing Research and Measurement at the Millennium

This lecture is intended for use with Chapter 5, “Managing Marketing Information and Measuring Market Demand.” It focuses on the development of information for marketing management. The discussion begins by considering examples of particular approaches in developing market research. This leads into a discussion of the implications for the introduction of other research opportunities to the firm and the industry. It is useful to keep the examples current so that students will be able to identify readily with this concept based on their general knowledge of the techniques, companies, and products involved in the discussion.

Objectives

· Introduce students to some of the more important concepts in contemporary marketing research 

· Consider the role of marketing research and information systems in helping the firm achieve its overall marketing strategies 

· Discuss specific marketing research considerations and principles

· Open a line of discussion related to several of the computer exercises in the IRM and the accompanying interactive spreadsheets 

Discussion

Introduction

Marketing research and measurement long have been areas of great difficulty and opportunity for the marketer, not just because they provide more complex and precise responses, but also because the training, analytical, and communication requirements are substantial. Measurement in some areas has been much easier than in others. For example, it is much more difficult to measure directly the results of advertising expenditures than to learn about the attitudes of prospective buyers toward a product or service. Between an advertisement and the actual purchase of goods or services there are lag effects, multiple distribution channels, and other intervening variables. With the exception of direct marketing, it is very difficult to relate marketing efforts directly to sales. 

However, the other side of the equation relates to what we are able to do with an area of marketing research where there is more certainty. Marketers increasingly utilize marketing research to improve product and service value to current customers and find new customers. 

 Marketing research is used in the contemporary environment to provide more information on the customer, the market, and the channels of distribution. Among the more important information is that which relates to the factors influencing sales. This can be done in many ways, ranging from population sampling to on-on-one personal interviews and a range of options in between.  

Marketing Research with a Purpose 

Note: Consider the possible tie of this material to some of the applications exercise discussions and applications materials (especially Simmons and Nielsen). 

However, before we can do any of this we need to determine what we want to ask and why, and recognize that every marketing research tool has a different purpose. With all the new technologies available and some very sophisticated interpretation tools, the research and analysis process is much easier than it was just a few years ago. However, most managers still have difficulty in determining which tools are right for their needs, especially whether qualitative or quantitative information is most important and which type of research technique will provide the best value for the money. 

Quantitative research deals with numbers and answers questions about how many, how much, or how often. Quantitative-oriented survey research generally relies on close-ended questions—questions that can be answered briefly, often with a yes, a no, or a number. 

Qualitative research deals primarily with the feelings and attitudes that drive behaviors. Open-ended questions that cannot be answered in one word encourage respondents to describe their feelings, opinions, attitudes, and values. 

In some situations a telephone survey may be the best way to talk to consumers about the product, but in other situations focus groups may provide a better result. One of the more important questions is whether the company can or should attempt to perform independent research projects or buy into a syndicated or omnibus study. 

This choice is important because the cost in terms of time, money, and effort can throw the strategy and planning effort for the firm into the wrong gear or worse yet into the wrong direction. Further, if the firm is not entirely clear on the research needs and process, it must decide whether or not to use a professional researcher versus pay for information from existing sources. 

One of the best methods for getting good quantitative research data is to use scanner information. This information has become much more flexible and usable. Effective use of tools such as Behavior Scan and InfoScan, both products of Information Resources, Inc. (IRI), has added substantial depth to efforts to understand the buying process. 

This is not project information but rather it is available on a continuous weekly basis, usually contracted on a multiyear basis to provide sufficient information over a period of time. This powerful capability enables firms to micromarket effectively and plan down to the individual store level. Data on the factors influencing product sales, such as client and competitor advertising, and other promotional activities, can be effectively assessed. In addition, the capability now exists to obtain information on a specific store or all the stores in a system, enabling not only enhanced data-checking capabilities but also rapid and effective comparisons at various local, regional, and national levels. 

Although such information by itself cannot provide predictions of the future, it can and does provide the means to evaluate various trends and make it possible to apply an expert system in the analysis process to forecast more precisely than in the past.

On the qualitative side of the equation, there are other methods such as the static panel, a sample of households in the United States. An example is Simmons Market Research Bureau (SMRB), which has a 13,000+ household panel that is representative of the national census in terms of the significant demographics. Conducted frequently over a year or more, the panel provides a means to measure relatively small changes in household purchases and product usage (see Analytical Tools for Marketing Management [Computer Exercises] for more information on Simmons research information).

Another method is the consumer diary. Diaries are especially appropriate for answering questions on brand penetration and loyalty. This approach indicates what factors influence purchasing behaviors, such as price and advertising, and where purchases are made—supermarkets, warehouse outlets, drugstores. This method appeals to a wide range of clients in packaged goods, apparel, home furnishings, financial services, travel, and entertainment.

An area of less measurement, advertising impact measurement, remains the activity where research efforts have been less successful. Until recent years the result is that most marketers of consumer products have developed mass marketing programs rather than target more narrowly. This has been by necessity. Without sufficient consumer purchase or usage information that could be tied directly to the advertising/promotion effort, they could not do otherwise. Because marketers have not been able to gauge the results of advertising and various other forms of marketing communication directly, they instead surveyed the psychological impact of the communications programs on customers and prospects.

Advertisers and agencies have been able to evaluate consumer attitudes toward the product, plus awareness and knowledge levels about their advertising and marketing communications program. Much of this research was based on testing the ability of the consumer to recall advertising messages or state how seeing or hearing advertising messages might, could, or in fact had changed their attitudes toward the product or their inclination to either buy or continue buying it.

Thus, mass marketing in the past has operated on the assumption that attitudes lead to behavior. That may be true, but it is just as likely true that behavior leads to attitudes. If you see an ad on TV, form a favorable impression of a product, try it out, and decide you hate it, then your new attitude is a result of your purchase behavior. So perhaps there is more going on in a purchase decision than the linear model suggests. 

A more central difficulty with the mass marketing model is the measurable surrogates or substitutes that we have used to stand in for unmeasurable purchase behavior. Recall does not necessarily equal sales or even favorable recall: Does anyone really miss “Ring Around the Collar,” or did “the Heartbeat of America” ever really cause someone to buy an automobile? Likewise, brand awareness does not guarantee success. The IBM brand is recognized by 90 percent of its potential customers around the world, yet the company still has some substantial marketing and sales problems. 

There have been efforts to measure the effects of marketing communications on sales even less directly, for example, by looking at incremental units sold after a promotion. But by and large, incremental units have measured sales stolen from a competitor for a short period of time or that we have cannibalized from our own future business. 

Database Marketing and the Future

Database marketing eliminates much of the need for surrogates. With cheap computing power and the ability to capture, store, and manipulate massive amounts of data, new methods of marketing communications and planning are possible. For example, with what is called single-source data, marketers can identify specific customers and users of products and services, measure their actual purchase behavior, and relate it to specific brand and product categories: 

Up to now, database-centered advertising and marketing communications research for the most part has been conducted with consumers who shop in supermarkets, drugstore chains, and mass-merchandising outlets. This is because these retailer categories have been the pioneers in various forms of electronic data capture and storage. The technology is rapidly diffusing, and it is likely that during the early years of the next century almost all types of retail vendors will be able to gather, conduct, and evaluate this type of customer information. As a result of working with retailers and market research groups, increasing numbers of manufacturers, brand managers, and so on will be able to capture and use purchase data on their brand customers and prospects.

To a large extent, the contemporary database marketing approach makes obsolete the statistical research and analysis techniques in which marketers have traditionally been trained. In the past, researchers took a sample, projected it to the whole world, and hoped they had it right. An interesting aspect of the current techniques is that when the researcher deals with real-world data, he or she begins to understand that quite often traditional statistical techniques do not make any sense. 

Normal curves are generally irrelevant in database-derived marketing because all the interesting things are happening at the tails of the distribution, not in the middle. And, with the ability to capture longitudinal data (collected on the same person over a period of time) on individual customers, you can actually look at your customer’s behavior over time and thereby reach much more meaningful conclusions concerning attitudes and buying behavior. 

The old linear model of consumer behavior was built on a one-way process, but the new direction is research built on two-way communication between marketer and customer. The marketer receives feedback from the customer, both explicitly (through survey responses, warranty cards, and so forth) and implicitly (through purchase behavior tracked in the database). The dialogue between marketer and customer is always evolving. While mass marketing treats every customer as a new prospect, integrated marketing creates individual dialogues and even changes its message as marketer and customer get to know each other. This provides the basis for the one-to-one marketing process that is at the center of contemporary consumer marketing activities. 

Marketing Spotlight—Knowledge Networks 

Marketing research firm Knowledge Networks was founded by two Stanford University professors in 1998. The company is one of the leaders in the emerging field of Internet research. It boasts an online panel of more than 100,000 consumers connected via WebTV interactive television boxes. In order to approximate a cross-section of the U.S. population, Knowledge Networks uses “random digit dialing” phone surveys—which give each household in the United States an equal probability of selection—to fill its panel. The WebTV survey system has the advantage of allowing panelists to respond at their convenience, as opposed to phone surveys. Interactive televisions operate with a remote control in exactly the same fashion as normal TVs, so Internet literacy is not required for participation in Knowledge Networks research. The WebTV sets also enable Knowledge Networks to test advertising for companies in a realistic setting, by simulating commercial television viewing. The network of panelists enables the company to pursue its mission: “To help companies transform their markets by providing valid, timely, and cost-efficient information about consumers.” 

Knowledge Networks sends Web surveys to its panel to determine their attitudes toward commercial products and their opinions on public issues. The company also monitors its panelists’ in-home media intake and their purchase behaviors, which allows the company to track spending as it relates to marketing messages. For example, a company making computers could use the results of Knowledge Networks surveys to determine the ideal target audience for a new product. Knowledge Networks could tell the computer company what television shows and Web sites the target audience viewed most often, and the computer company could then buy advertising accordingly. Finally, Knowledge Networks would track if the target audience saw the advertising, and then correlate this with the purchase rate of the product among the target audience. In addition to product and advertising testing, Knowledge Networks conducts Web surveying. The company conducted numerous polls during the 2000 election season for CBS News and the Washington Post, and even did a lighthearted poll after the TV show Survivor finale.  

Additionally, Knowledge Networks keeps consumer profiles with more than 1,000 data points updated weekly for all its panelists, which companies can access to learn about potential customers. The company seeks to become a one-stop marketing research company, performing television- and Internet-usage tracking studies, brand management diagnostics and tracking, product and advertising evaluations, and traditional survey applications. Knowledge Networks claims this comprehensive research coverage yields a “360-degree view of the consumer” by:

· Capturing and recording marketing inputs, such as advertising and environmental factors that affect consumers

· Observing and analyzing how consumers process these stimuli, and how, in turn, this shapes their thoughts, attitudes, and feelings

· Tracking what action consumers take in response to their experience of these stimuli

Sources: www.knowledgenetworks.com; Peter Sinton. “Polling Using the Internet Seeks to Improve Accuracy.” San Francisco Chronicle, October 28, 2000, p. B1. Rebecca Buckman. “Pollster Aims at One-Stop Marketing Shop.” Wall Street Journal, September 7, 2000, p. B6.
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