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FOREWORD
) Traditionally vocational education has been geared primarily
to preparing students for employment--to preparing employees.
Yet there is another career path available; students can learn
" how to set up and manage their own businesses. They can become
‘entrepreneurs.

'Vocational education, by its very nature, is well suited to
develcping entrepreneurs. Lt is important that entrepreneurship
education be developed and incorporated as a distinct but integral
part of all vocational education program areas. A Program for
Acquiring Competence in Entrepreneurship (PACE) represents a way
to initiate further action in this directiom.

The strength behind these instructional units is the interest
and involvement of vocational educators and successful entrepreneurs
‘in the state of Ohio and across the nation. Special recognition is
extended to the project staff: Lorraine T. Furtado, Project Director

/ and Lee Kopp, Program Associate. Appreciation is also expressed to
(»the many who reviewed and revised the drafts of the units: Ferman
-Moody; Hannah Eisner, and Sandra Gurvis. We owe a special thanks to
those consultants who contributed to the content of this publication:
Carol Lee Bodeen, Louis G. Gross, Douglass Guikema, Peter G. Haines,
Philip S. Manthey, Charles 5. McDowell, Mary E. McKnight , Steven R,
Miller, Barbara S. Riley, Barbara A. Rupp, Ruth Ann Snyder, Robert L,
Suttle, Florence M. Wellman and Roy iHl. Young.
Robert E. Taylor
- Executive Director
The National Center for
Research in Vocational Education

9 » .
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_your instructor can decide ~n how many acti

HOW TO USE PACE

A Program for Acquiring Competence in Entrepreneurship
(PACE) is a curriculum responsive to the need for instruction
in entrepreneurship. It is primarily for postseconds v lavel,
including four year colleges and adult education, but it can
also be adapted for special groups. PACE is divided into three
parts (1) Getting Ready to Become an Entrepreneur, (2) Becoming
an Entrepreneur (establishing a business), and (3) Being an

Entrepreneur (operating a business).

Each of the Lhree parts has a set of instructional units which
relate to thnat topic. Within these units, the material is organized
into three levels of learning: Exposure, Exploration, and Prepara-
tion/Adaptation. These levels of learning progress from simple to

. complex concepts.

The levels of learning will enable you to use the PACE materials
to Suit yguf iﬁdi'idual nééds. You may find it beat to work with

Df, yDu mgy choose to pursue one leve; thr@ughaus the entire seri
You might also want to work through two or more levels in one unit
before going on to the next unic.

Before beginning a unit, discuss with your instructor what level
cr levels of learning in that unit are most appropriate to your goals
and abilities. Read the unit overview and look through the pre/post-
assessments for the three levels to help you in your choice. Also
check the list of definitions you might need to look up or research
for that level. :

When you are ready to start, turn to the level you have chosen,
take the preassessment and identify those items which you feel need
apeclal attentlon in the unit. Also look at the learning objectives;
they will tell you what you should be able to do by the time you
"inish that level of learning.

As you read, you will notice qLeétiDng in the margins alongside
the substantive content portion DE each level. Use these questions
to guide your reading.

AL
g

At the end of each level of learning are activities which help

you become involved with the content presentéd in Zhé unit Yﬁu and
7 ; you

ERIC
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may want to do siveral or v m.ny need to da all
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Then, evaluate yourself. Is there any material that you need
to review before you take the postassessment? The difference in your
answers on the pre/postassessments should show you how much you have
grown in your knowledge of entrepreneurship.

When you and your instructor feel that you have successfully

completed that level, you are ready :to begin another level of learning,
either in the same unit or in another.

viii
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OVERVIEW OF THE UNIT

The intent of this unit is to introduce you to the marketing
function by acquainting you with the typical marketing problems
of the small manufacturing business, service firm, wholesaling
enterprise and retailing business, and to offer suggestions that
will assist you in making the right marketing decisions. 1In all
types of businesses, marketing management means making decisions
about products, distribution, promotion, prices, and sales.

The marketing functions included in this unit are i) market
research, 2) product planning, 3) pricing, 4) selling on credit,
5) purchasing, 6) stockkeeping and inventory control, 7) channels
of distribution, and 8) advertising and sales promotion.

Marketing management is so important that you will undoubtedly

5

want to studv the field in greater depth as your business becomes
a reality. rhis unit will give you the basic foundaticn you need
to pursue further information, and it will direct you to some
helpful sources for continued study.

ix
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DEFINITIONS TO KisOW BEFORE YOU BEGIN

As yor read through a level, you might find some unfamiliar words.
Listed below are several business terms used in each level. Knowing

these before you begin might help you to better understand that level.

EXPOSURE

marketing buyer's market

aller's market

L]

promotion
diversification middleperson
consumer credit business credit

inventory control trade credit

EXPLORATION

marketing broker business credit

consumer narkets premiums quantity discount

target market pioneer advertising cumulative quantity
discount

discretionary income middleperson
competitive advertisir,

supply and demand nonprice competition

commission
trade discount industrial markets

defensive advertising
cash discount ! producer markets

channels of distribution

Tt consumer credit

X1

o

Q Y

ERIC
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PREPARATTON/ADAPTATION

marketing channels of distribution
target market retail price

sampling middleperson

market segmentation perpetual inventory
saturation seller's market

gross margin buyer's market

markup trade credit

consumer credit short/long-term credit
revolving credit phyéical inventory

inventery control

Q . ?
El{lC _ —%i
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PACE
PATH OF STUDY

PART I-— GETTING PEADY TO BECOME AN ENTREPRENEUR

Unit I A

B

=

Unit

Unit I C

PART I1-- BECOMING AN ENTREPRENEUR

Unit IL A

Unit II D
Unit II E
Unit IT F

Unit II G

PART III-- BEING AN ENTREPRENEUR

Unic III A

Unit IIL B

AN







EXPOSURE

\ ’ PART I11, UNIT D
MARKETING MANAGEMENT

"PREASSESSMENT

Here are some questdons that test for knowledge of the

conitents of this, level. If you are very familiar with the infor-

mation needed to answer them, perhaps you should go to another

level or unit -- check with your instructor. Otherwise, jot down

your answers.. After you've read through this level, take the

postassessment at the end of the "Exposure Activities" section

and measure what you've learned.

li

2@

‘What is msgkétiﬁg and what is its importance?
. [
What are three marketing functions?

"Mafketing<E§;§)§gggigx:fuﬁctiaﬂ;beéausa it involves

S0 many activities and affects every part of a firm's
operation." Qg;jau-agreexcr disagree with this state-
ment? How imp@rtagt do you think the markeéing function
- will be in your firm!
4. Define the term "business image".v "The fiﬁm's image is
vital for its sué;ess." Dé you agree or disagree with
- this sgaﬁémént?r Why? . What type of image ﬁillAyDu attempt

to Estabiish for your company?

[
o,



Part II1I, Unit D
{ ; Marketing Management

TEACHING/LEARNING DBJECTIVES;

Upon éémpletion of this level of instruction, you should be’
abié to:
| 1. Define mérketing and discuss its significance to small
=business.,:
2. Iéantify three marketing functions and discus: their
iméértance to small bgéinessi
~. 3, Describe these marketing functions from the viewpoint
of small business:
!a) ﬂarﬁat»research
E) Pgadu;t planning
oee) ﬁriﬁingi
' d). Credit
L e) Euréhasing
£) 1Inventory control
g) Dis;%ibutign'
h). Sales*p;émctiﬁﬁf
4, Define the Eefm””ﬂazketiﬂg ﬂix;"
. 5,= Discuss what is meant bﬁ'praduc% lineldiVEfsificatigng

T
tf;i,




Part IIT, Unit D
Marketing Management

SUBSTANTIVE INFORMATION

AT IS Marketing may mean different things to different people.

RKETING?

Webster's Dictionary defines marketing as ''the act or process

of selling or purchasing in a market." Marketing is not limited

to a specific pléca whera merchandise is sold, such as a wbplesala
or a retail firm. According to the Committee on Definitions of
'therAmErican Marketing Society, marketing includes "Eﬁé parfarmance
of business activities that direct the flow of goods and services

from producer to consumer or user.' -
Marketing is as old as humankind. In its simplest form, it

_began yhen one of our ancestors traded a product or service for

another ﬁfcduct or service. Whether a nation is rich or poor, '
technologically advanced or davelaping, the basic needs of its
people must be Satisfiéd.' Hafka;ing,activities are impcr.ant to
any éééﬁcmy's growth, In generglj when a nation attempts to Satiéfy
‘the needs of the peépleg marketing activities are invclved bec§u§% v
-Ehé need fcr_gxéhaﬁge exists. jf

/

i
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Fa P+, Unitc D

Mits ing Management

Marketing is complex and pervasive. Businesses make market-
ing decisions by completing each step between raw materials and
finished products. Consider the following example.

This morning Jane was awakened by an alarm clock made in
Japén, VIhe Japaﬁésa;manufacturer used technology from Switzerland
to develop the Ziagk works and had the plastic casing molded in
the United £.ates. Jane pur;haéed the clock a year ago when a
speclal rebate offer was available.

Jane breakfasted on orange juice made from concentrate,
milk, and dry cereal. TheAcaﬁcen;raté was made éith Florida
g;anges; shipped by rail to a ceﬁﬁral packaging plant, transferred
to a whaleséler in Jane's area, chen distributed by truck to the
retailer from where Jane purchasgé it. The cereal was made from
wheat grown in Kansas and Illinois, processed in Michigan, and then
transported té the local retailing outlet where Jane purchased it.
Telévisian aéverfising had ﬁadé Jane fémiliaf with the brand of
cereal and juice she bought. Jaﬂe's milk came from a farm.tep
miles awéyg “ ,

évernighé, Jane. stored her orange juice and milk in a refrig-
eratéf made mostly of iron. The irﬁﬁ ore was mined in Venezuela,
sméltéd with coal and coke from Appalachia, and then shipped to
the stamping'plantiof the manufacturer. The*manufactﬁ%er assembled
the unit with motors from Ohio; paint from New§§ark; light bulbs
frcm»Massachﬁgéﬁts; and aluminum, rubber, c@pﬁétg plastics, and
other materials from sources afcﬁnd the world. Because the refrig-

¢
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WHAT IS THE

- "MARKETING

MIX?"

ERIC
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Part ITIT, "lnit D
" Mark. Tanocament

erator's manufacturer made attractive sales arrangements with
Jane's local appliance store, the store's sales force was interested

in selling Jane that brand of refrigerator when she came in to

buy. A variety of marketing decisions, made in many different

parts of the world, affected Jane'd morning routine.

garkgtingﬂégﬁiv;ties
\ 5 N = = - i = 5 s
N\, Two sets of forces make marketing an ever-changing activity.
)} - 5

One set is the constantly changing societal and economic forces

over which marketing has no control. The second set of forces

A,

. :
ipalﬁﬁgs pricing,. research, and promotional activities. These

can ba tﬁntfailaj by individua.! [lrme but they require continual
adjustments. |

411 firms perform markéfing activities. They make marketing
decisions ragarding l}rthe price §f praduéﬁs/sarviges, 2) promotion
of ﬂrgductsfséffices, and 1) ﬁEW to get praduats/servicés to
narl.ru.  These decision factors comprise the "marketing mix.f
The géai of marketing maragement is to develop the "right" marketing
wiy- - the cowbinatior of markefing factors.that will meet specific

\

needs ac: gvrevails proiio:, Successful businesses have learned
E 2% -

e

how to "zix” &1l the woowsiiay functions so they are compatible

and work togelrer 1 prochinz ;rofits. Developing an effective

mark#aning mix takes skill and practice.’

Marketing activity includes performing various functions.

These functions include purchasing for the business, stock keeping

and inventory control, pricing, research and planning, selectirg



1T DOES MARKET
SEARCH

“LUDL?

-

ch.nnels of distribution, sell

promotion, and product p}aﬂnit

part I1I, Unit D
Marketing Management

ing on credit, advertising, sales

g. As an entrepreneur, you need to

become familiar with these marketing functions.

v

\

MARKET RESEARCH

Market research is gatheri

buying and selling gands and s

ing and evaluating information about
ervices. Market research activities
A

%

are primarily involved with flndiﬁg the facts in three areas:

consumers, competition, and internal operations. Market research

and planning is important to b

Because of limited financ
small business owners rely on
market ) Pesearch techniques
Gustﬂmérsg Better products aﬁ

owner "thinks" the cuStﬂmér wi

i

oth large and small firms.

jal resources and expertise, some
their own intuition rather than ‘
in attempting to satisfy their

d services are offered because the

11 like them, Any market research

actlvlty used shnuld be a planned gearch for information.

However, even though most

small businesses do ngt have che

capacity to conduct sophisticated market research studies on’

K

consumer preferences and taste

bj small firms with a minimum

s, market research can be conducted

of expense and trouble. Getting to:

know your customers Wwants and needs may be the key. Because

lpeaple make up markets and thei

QanzinuOus change, marketing re

.

ir needs and waﬁts dre subject to

rech needs to be dane on various

activities to determine if they are refleatiﬁg these ''people"

chaﬁgeg. For example, the small flrm could display a 5uggestlon

box. or send questionnaires to

all credit.customers. In deciding

s
@O

A
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Marketing Management

1

. : té produce a new product, the manufactuter gagld interview the
target market customers for reactions to the proposed product.
Testing consumer acceptance by distributing free samples is
another method of market research. Various consumer research
studies conducted in your industry, and reported in trade and
' _ marketing journals can provide valuable information. Obtaining
data on what the competition is doing in the market-
v place provides a good opportunity to implement changes by using
marketing research.
'In sum, market research is essential if firms are to adapt
to change; learning how to buy and sell products and services
more effectively should be thé goal of all firms. All market
research should result in information which is useful ‘in makiﬁg the

right marketing decisions.
~* PRODUCT PLANNING

WHAT DOES a P?cducts and services have life cycles. Whén first intro-
PEQDUCI . .~ duced, they arefaccép;ed by énly a few peaﬁle, then they méy gain iﬁ
ELANNfNG . popularity ané sales may grow rapidly.  For mast‘praduzts and
JWéEUDE? '\ services, there is an éﬁentual decline in sales. Because the.

| business world is forever ;hanging, the 1life cycle of products and

. . _ . B £ . A
services serm to be decreasing. Products and services don't "live"

as long in the marketplace as they did in years past.
. ’ ) Poa ‘ , !
/

i fif'prcducts,aﬁd services have life cycles, then for any busi-

!
5, !

ness to survive and continue to be successful, entrepreneurs must

/.
O
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Part III, Unit D
Marketing Management

review and closely ex§miné the products and services the firm
sells. It may be necessary to replace those ?faduzts and services
wi.ich éré having decliﬁingrsalas with new and modified products.
For example, Gafl-and Shirley Sanﬁheimer are well aware of the

need to develop and modify products to meet new customer needs.

What Carl and Shirley Sontheimer found in France was
restaurant food proéessor made by Robot-Coupe, France's
largest make of restaurant kitchen equipment which i
controlled by the big French insurance-tinvestment company
Ia Paternelle. Sontheimer took the processor back to
Connecticut, tinkered with it for 18:.months, modifying
the blades and the shvedding and slicing disks and
inereasing its safety.

Sontheimer's machines are made in France to his specifi-
cations by Robot-Coupe. '"It's a different machine,"” he
says of his present product, "y better and more exrensive.
machine. It will do things that the machine Robo.-loupe
mkes to o 1 in Europe will ndt do. If it had been
Lmported by someone who was not a competent engineer, it
would probably not have gotten of f the ground because the
stores would have had too-much trouble with it."

In the end, Sonmtheimer's Cuisinart food processor created
q whole new segment of the kitchen appliance industry,
‘a .segment so promising and growing so explosively that a
host of imitators rushed in with machines of their own, most
of them at lower prices: Farberware (889.99), American
 Electric (860), Waring ($160), Hamilton Beach (889.95),
and even France's Moulinex ($89.95).
The new competition could hardly fail to cut into Cuisi-
narts ' market, some with good products, some with what
: Sontheimer dismisses as junk, but at the moment the demand
- is growing so rapidly and Sontheimer has been so busy
meeting the demand ne hasn't had to worry about competitors.
"oup sales keep climing," he says. "Our marketing director
aays our competitors have given the public a basis for
comparison. " _ o '
(Forbes, March 6, 1978, p. 66) Reprinted by permission of
Forbes Magazine from March 6, 1978 issue. ‘
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Product Lines

éOW IMPQFI%NT A firm's pr@du¢t liﬁE is the assortment of products or
IS A FIRM'S services the business sells. All businesses--manufacturing,
PRODUCT EINE?.= retailing, service, and yhalésélingi—must continually make decisions
regarding the products and services being sold. |
Any decision to add new and improved products/services to
the line must be carefuilyvccnsidEfed and based on the hard data.
This iﬂciudes data on availability of capital, appropriateness of

. 1
facilities, and existing and potential competition. Any changes

in a firw's product line should also be made in ar:Uicipation of
increased profits and lang=térm gr§wch of -the firm.

Expanding a product line is called diversification. Service
stations are ggéd examples of firms that have experimented with
diversification. Some of their product line diversifications sﬁch

T © as ecar wésh'installatiéns, auto repair shops, and trailer rental
servicesiaré closely related to the service station business.

: Dghgfs, however, are quite different in nature from the normal
épération ?f service stétiaﬂs: selfésafvice laundfieé, grocery -
departments, restéufants; dry cleaning 5tatians, car'renzél |
facilities, and tool rental service. -

PRICING
EQRE THEEE‘éACTQES When a price is ESEabliéhed for a product or service, it ﬁSpally
WHICH fWéLQENGE should include the cost of the goods or services you sel¥} plus‘ége

THE PRICES SET? overhaaé or administrative and selling expenses, plus the profit yéu

o o want to make. 1In addition, other factors may affect prices. Among
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these are the market (who buys the product or service), action
competitors, traditions in the trade, legislation, and existing
economic conditions. *

Determining the best price involves consideration of more
than a single factor; there is no one correct formuia. Sé%e small

firms are unaware of costs of doing business and hence do not

" establish prices that .will return a large enough profit. True

costs must be determined so prices can be set on goods that will
keep the firm in business. The best price for a product may never

be achieved. The following statemert {llustrates the arguments

. that pricing includes some elements of being an art rather than

a scilence.

The best price for a product is not necessarily the

price that will sell the most wnits, nor 18 it always

the price thai will bring in the greatest number of sales
dollars. Rather, the best price is one that will minimize
profits of the enterprise. The best selling price should
be oriented to cost as well as customer. Costs tend to
establish price ceilings. In general, pricee should be
high enough to attract customers and build sales volume.
From §ma;l,Bus;negsgﬁanggémentzm Concepts and Techniques
for Improving Decisions by Petrof, Carusone, and McDavid.
Copyright (c) 1972, McGraw-Hill Company. Used with
permission of McGraw-Hill Book Company.

Pricing is a complex functigﬁ,v 1ﬁ a few areas im our economy,
pfiéas gié iefarmiﬁ&d by forces over wﬁigh the entrepreneur has no
: ) i |
control. For example, Sémafstatas set price floors on how little
a-Sélléf may charge for'certain products. This has beén done
largely to éra;ect the small business owner frg¢ béing run out of

business by large firms. On the other hand, many farm prices are

determined solely by factors. of supply and demand.

10
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Setting prices for products and services is a very important

decision for businesses. 1In most cases, you, the owner will need

to establish pricing policies and make decisions on the prices of .
the goods and services your firm sells. Therefore, it iS‘VEfy

important that you fully understand the pricing function.

CREDIT

The credit function is selling of goods and services subject
to payment at a later time, with goods being delivered and, services
being provided immediately, There ‘are two main types of credit.

{

Business credit is made available by manufacturers and wholesalers

to their CUStDmEngsiﬁdES,Eial‘buYEIS; Consumer credit is extended
by re;aiiers.and services firms to the ultimaﬁe corisumer.

Thégg are two types of gﬁsiﬂess credit--credit available to
industrial PufGﬁaEEfS (trade credit) and credit available through
banks or lending instituﬁians. Trade credit is an important source
of shaft=ﬁ3fm.finangingg Manufacturers and‘%idélepetscﬁs offer
thelr customers credit terms allowing them from as little as 10

déys to more than 120 days to pay for their pufchasas. Banks and

other lending institutions are usually the most important source of

long~-term credit for small businesses.

B /! 1
In some businesses, consumer credit--providing credit to cust-
E /: ’ N
omers--is essential to the success of the enterprise. For example,

high péfcentages of retail sales of high-priced durable goods such -

as automobiles, major appliances, and furniture are made on the

iinstaliment»p}aﬂ. Few consumers are both willing and able to pay
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cash for such items; installment credit has made it possible for
many more consumers to purchase such merchandise.
Credit in itself is an iﬁ%artant-marketing strategy which

affects all other marketing strategies. Credit must be considered

‘when making any marketing decisions whether it be product planning,

pricing, or salectimg channels of distribution. For example,

sales expansion, increasing sales volume, aﬁd expanding %ales markets
often lead tg making high risk rredit sales. The entreprenaur,
anxious to seek new custoaers, may find himself or herself burdened
with delinquent acgéunts or toc many agcéunté resei§able, and may
not know how to hangle the situation. This is both a financial
préblem and 4 marketing dilemma. Entrepreneurs need to be knowledge-

able about extended credit and making collections from customers.

Eﬁréhasing is the process of buying the right quantitysof
the!right_qualizy of materiél, Préducts and_supplias, at the
right price, at the right time, and from the right supplier. For

! )
the manufacturer, purcﬁasimg involves ge;ﬁing raw materials, parts,
and ‘factory and @ffige supplies. For a wholesaler or retailer,
purghasiﬁg reféts to buy;ﬁg maréhéﬁdise to be resold to éustomers.
'iﬁmS;PQEEhEQE%g%QdS and Suppliés necessary to eanduct'
s ,

their businesses. Regardless of ghe type of business, the

entrepreneur must purchase all the necessary supplies, equipment,

and inventory used by the business.

25
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Manufacturers must use effective purchasing practices to

\ produce the right quality of the finished product. Retailers and

wholesalers must also be concerned about the quality of the goods

they purchase. It is said that goods well'bcught are half-sold.

i

o

very important for any bus;pessg MaﬁufactufETS need to prevent
‘ costly interruptions in the manufacturing process; retailers,
igiﬁhqle§alers, and service firms néed to have thé goods on hand
when their customers want them.
iAii businesses need to purchase goods at the right price.
Buying. at the right price means ;hat a business has the ability
to compete on a cost basis. Taking purchase discaunts, such as
cash discounts, is part of getéing goods at the right price.
Getting goods at the right time means minimizing Joss of
sales dua_tg lack Df;géods for fesalérgr fqr production purposes.

electing the supplier from whom to buy is another importaat

purchasing funcﬁian; Maintaining g@ad‘supﬁliEE felaﬁians is very
important. = Unfortunately, the small buyer is often at the mercy
of suppliers. Since small busiﬁesses do not normally purchase in
large vélume and have limited finances, they are not in the same
;bargéining'péisiticn as the larger firm.

Successful purchasing requires the entrepreneur to have the

. ability-to estimate consumer needs and desires weeks and even
months in advance. The entrepreneur must make these purchases
before selling or manufacturing of goods and services begins.

13
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When ordering merchandise that will be delivered and placed on
sale two or even three months later, the business owner is, in
effect, trying to anticipate what consumers will,do in the future--

something the consumers may not be sure of themselves. Therefore,

it is important for the entrepreneur to know customers' needs and

buying habits to accurately predict thair buying actions.
_How effectively the purchasing task is performed will ulti-
mately reflect in the firm's profits. Effective purchasing

procedures contribute tc the firm's success or failure.

" INVENTORY CONTROL

Inventory control is another important marketing activity.
Inventory ;cnsists of tne products to be resold, raw materials,
parts, shopiané @fficg supplies, machinery, and équipment ﬁsad by
the business. Inventory represants money spent to insure that
neeced items are available tcvmaintain production or to meet the
demands of your customers. Maney-invested'in inventory reduces
funds available for daily operations.

Both purchasing and inventory control have the sama objective:
to have the right goods in the right ﬁuaﬁtities at the right time
and\place. 'Inventary control shguld‘prevent an lnventory cf'élbw—
md&ing merchandise or raw magétials. 1f inventories are too large
in relétion to the demand, the Eést of carrying the inventory will

be higher than necessary. Many new business ventures fail or

barely‘survive=begagsa they have too much money tied up in inven-

tories. Hcwever, for retailers, too little inventory can disappoint

14
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customers and send them elsewhave. TFor the manufacturer, it can
delay production schedules and delivery dates. Therefore, the aim
of every business is ED‘EEEF inventories balanced and to praevent
loss of sales or productiocn time by carrying an insufficient supply
of goods. The small business must strive for the proper balance

of inventories.

importance of inventory control is aveﬁ ﬁéfe significant. To make
purchasing effective, accurate information about inventories is

required.

DISTRIBUTION

A channelréf distribution is defined as the route a product
takes from ﬁhe préducé; or manufacturer to the final customer.
There are three basic channels of distribution. Thaj are Producer
to Final Consumer, Producer to Retailer to Final Consumer, and

Producer to Wholesaler to Retailer to Final Consumer.

Final
Consumer

Final
— | Consumer

Producer [~— Wholesaler —Retailer 1 Consumer |

Goods travel from producers to final consumers through any

one of several "middlepersons," such as brokers, wholesalers,
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Each middleperson adds costs to the

product. The role of midd;epersons”in the market’ng function and

the amount of cost they add to the product is very often a contro-
versial -issue. For example, some studies have shown that, for
some product lines, as much as 50% of the price of any product 1is

ditécgly related to the marketing functions involved with getting
ﬁ?e product from the producer to the consumer-

You, the entrepreneur, have two important decisions to make
fégarding the channels of distfibugiaﬁ your firm will.devel@p@
First, you will need to decide which channel or channels Era>best
for your firm. Selection of the correct channel or channels of
distfibutian is an important task confronting the producer of goods.

The nature of a product, its unit value, 1its Eechnical_chafactérﬁ

s degree of differentiation from competitive products,

[
r

istics,

whether it is perishable, whether it is a staple or nonstaple--

-

these are all factors that must be carefully studied when selecting

distribution channels. The best channel will always be the one that
shows the greatest promise of contributing the most Eé long-term
profit, Second, it will be your responsibility to decide how you
will effectively ﬁaimtain ﬁhe channels.

The costs of distribution are high, but the distributian
function is essential if cégsgméré are to have the goods they need.
Fvery entrepreneur must decide for herself or himself how the firm's

goods will be distributed to its customers.
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The promotion marketing strategy includes several different

tivities: selling (personal selling), advertising, and sales

promotion.

decide

to buy a product or service in a

which uses media such as radio, telev

sent a sales message. Sales promotion
of-purchase advertising such as window displays, m
calendars,

manufatturer might use a

push

promotion.
tvpes of buiness
or manufacturing.

vehicles on the market.

of his or her vehicle.

Every business must continually attract new customers.

the praduct or certain product

s best

customer who

Small businesses must not underesti

he firm's product by tonvincing custome

to succeed, you must promote 'your firm's products,

and your business,

continues to retu

17

special sales, trading stamps, and dealer

sales promoti

suited for that customer's needs.

. Personal selling is the process of helping someone fo

Advertising includes all nonpersonalized methods of mass seiling
ision and newspaper to pre-

activities include point-

chbook covers,

aids. Th

m

to convince dealers to

lines.

mate the importance of

Advertising and sales promotion are important in all
es whether they be retailing, distribution, service,
For example, there are many brands of recreational

Each manufacturer uses different advertising

il

and sales promotion strategies to tell consumers about the features

Each manufacturer trys to build a case for

rs that the firm's vehicle
If you want your firm

your services,

Certainly,

rn to purchase more of your
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' goods and services is important--businesses depend on returning

patronage. But soliciting new customers is equally important.
The custor rs you have today may not be around tomorrow. Businesses

relocate, people move, customers change their buying habits in

_addition to their needs. Advertising and sales promotion strat =

gies help you keep your 151d" customers and attract new ones.
Every company, product, and service develops an image.

Projecting and developing the right image, the image the company

L

wants customers to have about the firm and its product, is a
complicated task. The product and company images the firm develops

deperid on the nature of the product, where the firm is located,

competition, and the financial condition of the firm. You, the

" entrepreneur, will need to determine what you want your customers

to associate with your firm--for example, low prices, top quality,
or excellent customer service. You will then need to design a

promotion plan to achieve that desired image.

BUSINESS TRENDS

Unless the economy changes suddenly, it is reasonable to
expect that a buyer's market--a market in which buyers, through

their demand for a product, determine price-- will continue. The

supply and demand for most products is such that a buyer's market
does exist. There are some exceptions, especially in those fields
involving products and services from natural resources. For

example, energy products are becoming more and more of a seller's

market.

\w‘
o,
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Competition will mrob bly increase. In recent years, busi-

[rw]
[
e

nesses have begun to conceive of competition in a different way.
Firms producing basi;ally the same pfoduaﬁs view the same consumer
dollars, rather than their respective products or services, as the
center of competition.  Your products and services and those of
yaé: competitors probably are quite similar, and your competitors
are afttempting té convince basically the same market to purchase
‘gaods from them. Therefore, you will need to convince customers

that your firm has something special--something your competitors

I~

don't have. Your firm's something special may be lower price,
better service, and ektra bonuses such as trading stamps.

You, as an entrepreneur, can also expect that future buyers

.. will be more sophisticated, demanding, and better educated. 1In a

constantly changing business world, it is logicaljtg expect that

[

consumers needs will also change. Businesses which do not imple~
ment the marketing functions based on consumer needs and wants will
face almost certain failure.

Eaving a SUCQESéful business today is no guarantee that -vour
firm will be successful tomorrow. But the small business owner
who researches trends and develops a good marketing program can be
optimistic about the future. The marketing function must contin-

uously adapt to change since it is part of a complex network.

19 ‘ .
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EXPOSURE ACTIVITES

As you have just read, the marketing function is a very

important -part of all business ventures. Now that you have learned

sométhing about the marketing functions of research product planning,
pricing, credit, put:hasiﬁg, inventory control, distribution and

promotion, try these activities.

ASSESSMENT ONE

The following self-assessment is designed to make you think

-about you and the marketing function. Some questions will be more

pertinent than others, depending on the type of business. Thus,

a certain number of "yes" answers would not definitely indicate that

you have .all the skills needed to perform the marketing function.

Yes No I know that my community wants, needs, and can support
this business and that there are enough people with

sufficient desire to spend money for the goods or
services I plan to supply.

I've studied the strengths and weaknesses of my competition

and can identify the marketable difference in my product or
o service.

I know how to go about finding the right location for my

business and will select the site only after thorough re=-
L search.

I've given a good deal of thougit to how and where I can
best advertise and promote my merchandise or services to
the target market.
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Yes - No

- _ I know the suppliers and the assistance they can provide.
I know how to forecast sales and expenses and how to use
. o this information to help my business become successful.
I know how to price my goods or services competitively,
7 meet expenses, make the payroll, and still turn a profit.
I know how to control my iﬁvencafv or production to coin-
- cide with peak and slack periods in che business.
I know how to display, package or prasent my services or
L merchandise.
I know how to collect past due accounts without losing
o customers
. Did you answer the questions honestly? Remember that no one else

will see your responses and that it's important that you, as an entrepreneur,

possess at least some knowledge of the marketing functions.

ASSESSMENT TWO

1. What kinds of inventories, supplies, and equipment are needed to
operate the following types of businesses: a cabinet-making business,

a candle factory, and a printing business. You.may want to survey
local businesses,

2. Distinguish between advertising and sales promotion; provide examples
to clarify.your definition.

3. Using your community as a resource, attempt to interview two manu-
facturers to discuss the channels of distribution they émploy to sell Ny
their products. Chart the channels of distribution that eégh

businessperson uses, What differences exist?

21

I

ERIC - 3

JAruitox providsd by eric I8



Part III, Unit D
*{arketing Management

4. As an entrepreneur, what would you consider when establishing prices

or your products and services? Discuss each consideration in detail.

[

POSTASSESSMENT

1. Define marketing. Prepare a detailed answer by identifying the
functions involved in marketing.
2. Discuss three mazketingvfuﬂctigns in detail.
3. '"Marketing is a complex function because it involves so many
. activities and affects every part of a firm's operation.” React
.Eé this stageﬁentg No you agrec or disagree with it? Describe how
impgrtaﬁg you believe the marketing function will be in your firm.
4. Define the te%m "business image." "The firm's image is vital for
its success." Do you agree or disagree with the statement? Why?
What type of image!will you attempt to establish for your company?
Compare your answers to your IESPGQSE§§E§ the preassessment. You

may want to check your postassessment answers with your instructor.

SELF-~EVALUATION

How well did you know the information needed to do the activities?

( ) Very well
( ) Fairly well
( ) A little

. Be honest with yourself. If you feel you don't anw the
material well enough, it might be helpful to review this section

before going on.-
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PREASSESSMENT
Here are some questions that test for knowledge of the
contents of this level. If you are very familiar with the
information necded to answer Ehém,-pthEPS you should go to
another level or unit -- check with your instructor.
Otherwise, jot down your answers. After you've read through
this level, take the postassessment at the end of the "Explor-
ation Activities” section and measure what you've learned.
1. What are the steps involved iﬁ conducting market
research?
2. Diagram the channels of distribution for industrial
. goods and for consumer goods. What are the differences
between the channels, especially when considering cost
factors? |
3. What factors are important in establishing prices for a
firm's goods and services?
) A 4. Do you believe that setting prices is a complex function?
Why or why not?
) 5. What's the difference between sales promotion and advertis-
ing? What are the methods used for each?
X ‘ 23
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TEACHING/LEARNING OBJECTIVES

able

Upon completion of this level of instruction, wou should be

to:
1. Discuss the factors to consider when purchasing business

upplies and equipment.

W

2. Describe the costs associated with inventories.

3. Discuss the elements that affect pricing practices in
small businesses.

4, ldéntify and discuss the steps used in conducting
market research.

5. Describe various channels of distribution and how eéch
channel may affect the cost of a product.

6. Describe the importance of extending credit to customers.

7. Idéﬁtify and discuss briefly at least ﬁhzea media used

for advertising and for sales promotion.

24



SUBSTANTIVE INFORMATION

IMPORTANCE OF MARKETING

HOW IMPORTANT Your firm must selllprsducts or services if it is to survive.
ZS-IHE Marketing activities not only help a business sell its established
MARKETING product line, but by helping the firm jake a profit they also
FQNCZZ@N?- provide the opportunity to develop new products or services.

es produce the profits essential
not Gnl? for the survival of the business bét for the health and
ultimate survival of our entire economy. Without profits, busi-
nessés would find it difficult to buy additional raw materials,
hire more eﬁplcyees, attract more capital, and thus sell more
products that, in turn, make more profits

The marketing functions are not always practiced perfectly.
Consumer groups, government, offices, and perhaps you, haﬁe at

times and for a variety of reasons, criticized advertisements,,

pérsonal selling practices, product development techniques,
packages, labels, and prices. Many parents would like the
advertisements on children's television shows to be regulated.
Many of us have probably been annoyed at one time or another by

dgafﬁtc—daaf'saléspééple and hdave even questioned thelr right to

- B isturb us. We probably would all agree that sellers ought to
) honor their products' guarantees and warranties. And after
purchasing a pfadut:i:j you may have wished that you had more
information about that product.
- , 25
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As an entrepreneur,you have a responsibility to consumers LO

best and as honestly as you

¥

implement the marketing functions a
can. Marketing helps customers decide which product or service
is best for them. It follows, then, that informacion about
products and services must be accurate and in good taste.

1f it is to be effec:tive, marketing must aid consumers in

=

developing a higher standard of living. Mass marketing must help
to lower the cost of the products and services and assist consumers
in attaining greater satisfaction from goods and services they

buy. Marketing can help to promote a dynamic, expanding economy.
To the degree that marketing accomplishes this objective, it

serves the consumer significantly.

Cost of Marketing

HOW COSTLY IS Every business must perform many marketing activities which,

THE MARKETING obviously, cost money. It has been estimated that about oneEhaif

FUNCTION? of a bu§ef's dollar is used éa pay the costs of these activities.
Since they consume so much of each dollar, business owners need
to be responsive to consumers in explaining why products cost a
certain amount, describing the numerous marketing activities nece-
ssary to make products available in the marketplace. Today's
cOnsumers arargoncerned about various marketing activities and busi-
ness owners need to account for the various marketing functions they

perform.

- 26

o . * : : E L

ERIC . &

Aruitoxt provided by Eic:



Marketing Ménag;meﬁﬁ
Pﬁrﬂhggigg Motives
 WHY DO PEOPLE " Consumers buy to satisfy their wants and needs. When they

PURCHASE GOODS buy any product or service, they do so because of what the§ per-

AND SERVICES? celve thelproductigf service will do for them.

Vo
DT There are two primary classifications of why people buy.
They buy'for 1) emotional reasons and 2) %atianal rieeds. ,
' Eaztionalmbgyigg_mgpiyes include such motives as:
. 1. Pride of personal appearance
- ’2. Social achievement
3. Ambition
Y 4. Cleanliness
4?. Pleasu;e
6. Increased leisure.
Rational ﬁgyiggmmggéygs,iﬁzlude:
1. 'Durability
; ’ 2:\fEconomy in usii;;; -
3. EEEES%?TZ;S;ufchése
4.  Handiness |
5. Efficieﬁﬂy in operation 5,

6. Dependability in. use.:

Psyﬁhologis;s have found 1in their research that cnnsumer buyving
behavior is first directed toward satisfying certain nasic needs.
The very basic needs include hunger, thirst, and sleep. When motives
‘are classified as rational or emotional, an individual attempting

to fulfill the most basic needs is influenced only by those rational

27
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motives. Persons iiving ét therla§el.af ﬁiﬁimum'e#istence want
the most fafvtheir~maﬂay in terms of quantity, quality and dépends
abiliéy. . ,: ' - B : | \

Most Americans live far abowe-the minimumisurvival level land
‘the majarity of their ﬁurchases aré EG fulfill éééds other thaﬁ
bagic needs. . The lfore, most purchasing is dmne to satisfy ematienal

i

buying motives. This fact makes the job of those selling directly

o F

t% uitiﬁate custcmets‘mcré-diffiéult.

Séf%i%éslﬁa Eatisfy_émctionsl needs. Distinctiveness and pfide-
‘in personal appearanéé,-wﬁiah ;ccé%éing to mgst Psyéholagists are
emé;ignal buying motives, may bg thaugﬁﬁvof by,thé customer as
Emeans of fulfil in g the needs of belonging or being ésteemed- In
this sense, it might be said that, all consumer buying mativea are
?1qgical; H§WEver, certain motives are generally agreed to be more
rational than chéfs and, because people think of themselves as
raticna;bindivid;als, pecﬁlg ‘tend fo express their reasons for
buying in the most deliEe:aﬁe wéy possible.

Industrial gséfs‘tené to.bé‘mcfg "raticnal” in their buying
than ultimate consumers. Industrial users usually anly‘buy to ful-
f111 thg‘prégﬁiéal neeés of their éfganizaﬁionsi However, the

| entrepreneur whé»gells.primarily,to the iﬁdgstfial market needs to
be aware that these "rational" organizations are comprised of in-

dividuals who, like all individuals, are basically emotional. So

. 28
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even industrial purchases are made on somewhat of an emotional

‘basis;

To successfully market a product or service, the entrepreneur

must be aware of the primary consumer buying motives for his or

 her product/service. The antrepfeneur should also become familiar

"with the motivational research on buying and develop the strategies'

necessary to-'raise unconscious needs and wants to the conscious

+ level.

L

The Functions of Marketing
ﬁarketiﬂg includes many functions. The American Marketing

Assoaiaticng's'definigian'is: “"Marketing consists of the performance

0

f business activities that direct the flow 9f goods and services
frcmtpfgdﬁéer'tqbccn%umer or gger;“ Maﬁy marketing activities
are neg§55§ry_ta géﬁ_gdgdsraﬁd_servicesvfrom.prédugefé Esvuséréf
The margeﬁinglfgngzians include market résearéh, product planning,
p:i:iﬁé, crediﬁg'purchasing, iﬁ%enﬁé:y control, cl;{(st:]:i]:nj,t::Lc:nﬁ_j
advertising, and salgs promotion. They will be discussed in‘dEEV

tail later on in this section.

=

Types of Markets

There are basically three markets in our economy:
1. Consumer market

2. Tndﬁstfiél market

3. Naﬁbusiness organization market

The Epﬂéume:m@a:kégrcansists of purchasers, individuals, or
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£

households who intend to consume or use a product fcfgéheir own
personal benefit and who do not buy products for thé sole purpose
of making a profit. Everyone belongs to the écnsumer'market.

The industrial market ;onsists of individuals, groups, or

E : £
organizations who purchasé specific kinds of products, to resell
- p s - . n
or to facilitate the organization's operationm. There are many

different types of igﬁusﬁrial markets, which include:
/

1. ?r@iugg:f@EEREES made up of individuals and businesses

organizations that purchase products in order to make’

" a profit by using them to produce other products or-
by using them in their operations. Buyers of raw mater-
ials, purchasers of semifinished;and finished items used
to produce other products, and retailers are part of the

‘producer market.

2. Reseller ma:két; Middlepersons such as wholesalers and_

retailers, who buy finished goods and resell them for the

purpose of making a profit belong to the reseller market.

3. Géve;n@gntél market: Federal, state, county and local
;gavernméﬂts make up governmental markets. They spend
billions of dollars annually for a variety of goods and
services to support their internal éﬁefations and to pro-
vide citizens with su;h products as highways, education,
health protection, water, wasﬁe disposal, energy, and

fire and police protection.
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Nonbuginess organization markets consist of nongovernmental

/ : ' organizations that seek to achieve goals other than normal business

- : ) goals such as a profit, market share, or return on investment.
Examples of nonbusiness organizations are churches, hospitals,

civie clubs, and ghafitabi@ érgénisaﬁiaﬂs,

Target Markets

=

WHAT ARE TARGET ) Identifying yaur market and bécoming familiar with it will

MARKETS'? < help make your business suacessful Ideas:are;warthless unless

o

people can be persuaded to buy them. Therefore, one of the most
impaftént tasks you will“ﬁ%ed to . accomplish as an entrepfeneur is

. choosing a target market; Yguf'targét market tepresgnts the

people who are most likely to putcha%e your - gaads and services.
5 é .

When choosing a tar % a t several factors need to be

*ggnsideged iﬁﬁlgﬁiﬁgi the LDS§? of selling to the group; antic (-
pateirsales VGiumE;»SiSé.and ﬁdgEéf of cempetitérs who alreusuy are
vgsélLiﬂé in the target mérkétg and thé financial resources required
r’té sell to the target market.‘ For example, a small 1 ,”iﬁg manu-
-
' fééturér who is' thinking about édding Swimwearigo the company's
pf@ducﬁ line might Eénsider these factors in selecting a target
mafket{
% Racing swimweéf is designed for function (plain and light-
weight) and is inéxpénsive to produce, Récréationai swin.ear,

.however, is designed for appearance and can be expensive to manu-
‘ ) Y

facture.
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¥ The product line for racing swimwear can be small, requiring
'cniy one or two styles. Fcrrre ational swimwear, a company must
have a.larger producﬁ line aimed at more ages, sizes, and tastes.

‘¥ The disttibugicn of aﬁhlecic swiﬁwear would be primarily to
sport ng gagdé stores. Recreational sw1mwear would be distributed
to almost all clothing stores.

irThe advertising for racing swimwear would be llmlted malnly
fo sports magazines, while,advéftisigg for recreational swimwear
WDuid_ﬁfﬁbably have to appear in several types of media.

irThe érices‘cf athletic swimwear could be higher than recre-=
ational swimvwear because there are, fewer competi rs.

The’impgrpance of identifying a target market cannot be over-

emphasized. §gr example, in 1975 Jim and Diana Russell opened
their g%ﬁ spéziait§ restaurant, Enexg§ Sources, Ltd., featuring
gatufal faédsiv They faundlé location for the restaurant in the
affluent Buckhead section of surburb“i Atlanfa; Georgia. Jim
characterized a largg number aelr Eusgaﬁers as "..older
residents, many of them diet=- EDﬁSCiDuE diners, ln.thé candamiﬁium
buildiﬂgs in the neighborhood and (from) warkers on lunch breaks

from the many businesses in the viéinigy.f When the restaurant.

first opened, the cargeg market that the Russells had identified
‘did not patronize the place as expected.
At the bggznningg perhapg because of the restaurant's
name and its "altern-' 've foods" menu, Energy Sources
attracted more foot  .ce young people-than the Russells

wanted. "For one thing," says Jim, "they don't have the
money to spend.!” Soon én@ugh however, their patronage
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dwindled and the customers the Russells were really after--
shop clerks and managers, suburban vesidents, people fairly
- well-off and used to eating out often--were becoming regulars
/ "at the new restaurant with its different, meatless cuisine.

"Perhaps 20% to 30% of our customers are vegetarians; 60%
are diét-conscious people; the rest are just.people who come
in to try it, and they seem to like it. There's no smoking
in the restaurant, no hamburger or french fry smell, no
Coca-Cola. We serve only shakes, fruit and vegetable juicrs,
and bottled water. It smells fresh in here and the meals
are tasty and nutritional."” (Changing Times, June 1977, p. 26)
Reprinted by permission from Changing Times, The Kiplinger
Magazine, June 1977 issue. Copyright 1977 by the Kiplinger
Washington Editors, Inc., 1729 H. Street NW, Washington, DC
20006 . :

The Russells adapted their restaurant menu to respond to the
needs of the target market. The menu and prices are probably the
reasons why the restaurant began showing a profit only six months

after it opened, which is not common for most new businesses,

especially in the restaurant field. This restaurant appears to
have identified an important key for business success, effective

markéting_

The Marketing Mix

Mafkéting has been defined és the function of moving goods and
services f:gm'éréducers to consumers. In order for the marketing
fgﬁctiop to ‘accomplish its task effectively, ﬁhere_gre four market-=
ing ngpgnantsbwhich must be combined correctly. These are product,

promotion. Théy are commonly called the 4P's of

i

méfﬁeting; The comnbination of these components is known as the —
"marketing mix." If you can effectively combine the four elements

of the marketing mix, the profitable sale of your product or service

should result.

33
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Each component of the marketing mix has a function. First,
to perform the E;adug; component of the marketing mix accurately,

- it is extremeiy iﬁpgrtiﬁt taﬁidéntify target markets. Thé entre=
preneur must know who the pateﬁtial customers are and what they
‘want or need. Identifying a viable segment of a pa;ticular market
is essential. Then éhe right pr@éuct_s= the product which will
Eﬁ1§i11 tﬁeir wants and needs must be prﬂduéad or purchased. You
must know the customer group you wént to sell to in ardar to create
and maintain a marketing mix that specifically fits the product or

requirements of that group.

kice is the second component in the marketing mix. The

ébje:kive Qf pricing is to offer the product or service at a.price
' wﬁijy'is equal to the value to be received by Lheicusﬁameti The
right price ié the one that 1) will gain the mést sales and 2)
is high enough to cover the costs of doing business and generate
a profits e |
{

Place is also another eleﬁegtiof the marketing function.
Place simply means having the prédugt é? service at a place that
is convenient for customers. In order to implement this component
effectively, you, tge entrepreneur, must knaﬁ your customers' buy=
ing habits. Finding the right place depends upon the type afi

product or service and how.the customers normally buy that product

or service.

- The last component of the marketing mix is.
motion involves trying to determine the proper means of communicating

the availability and benefits of the product or service to the

/ - T34
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",

thentéﬁ% customer. Determining the right methods of promotion

will involve considering many factors including the product, price,
end place components of the marketing mix.

The QﬁgngiggAﬂarket

All mérkets,viﬁéluding the industrial and nonbusiness
markets, have undergone some fundamental Qhéngesg The consumer
market is cgntiﬁuéusly changing. Many faét@rs have canéributéi
to market éhanges, including:

1. Population changes, such as shifts in age distribution

and greater mobility

2, §&ize and diétfibuti@n of income, including increases

in total purchasing power and discretionary income-
" 3. Changes in lifestyle and attitudes

4.  Return of women to the work force

5. Mgfé 1eisgre time

6. General increase of buying on credit

7. In;féase in the number of ;ﬁité collar workers
.‘a.‘“ﬁigﬁaf overall educational level.

The aléfF entrepreneur waéchas changes carefully. In order to
respond to thém,.;he entrepreneur might modify gf refine some of the
firm's policies ané‘grggédufes, A;tempﬁing to prediét and keep up
wigﬁ the r~.ket place is an impgrtanﬁ and difficult task, often
requiring market research. ' . )

1 ' )
‘ MARKET RESEARCH FUNCTION

Market research includes all the activities involved in gaéher=
ing ‘information about the firm's targét markets. It includes getting

35 ' e
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information about the market's bgﬁéﬂg habits, competition, dis-

tribution patterns, and sales practices. It‘includes developing a

market research plan for getting all the information needed to

! .select . and Sucgessfully sell products an services to identified

markets. For example, the smalL apparal manufacturer cansldering

adding swimwear to the Eampany s product liné should engage in

]

" market research activities to get the infarﬁaﬁigi needed to make .

the’ right{Eusi,ESS decisions. K

Conducting Market Research | _\\

L}

ARE THERE : In conducting market research, the traditional problem=églviﬂg
L;“STEPS? IN approach is used. The five steps of problem-solving are used.
- MARKET These ‘include: re ogﬂislng the problem, preliminary 1nvestjgatlon

.;EFSEAEEH?~' ©. " and plaﬂﬂing, gathering faiuugl information, intvepreting the infor-
! . mation, and faaching a coﬂclusian,: - : |
The fitst step, recognizing the problem, is.vitally important.
Identifying the ngplam is not always a simple process. Often the
real prableﬁ is not.cbvious. The entrepreneur must prouv. carefully
and accurately to identify the real problem before conducting anj
of the other steps  in market research. If the problem is not

accurately determined, the rest of the marketing research will be

wasted.. .-
The second step is making a preliminary investigation and plan-

'ning the research This step may involve analyzing records, talking

:with pecela 'n'ide and outside the firm, and readlng trade publlca=
. . tions. If more information is required, the researcher should try
to identify the best method for obtaining it.

36
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-Gatﬁe?ing faétual information 1s the third stépg Four basic
methcds fof collecting data are interviéwiﬁg, Dbserviﬁg, expe:imeﬁts
ing, and sampliﬁg. | | j

" The fourth step is to interpret the information obtained in the
previous stép§=whag does 1t mean and how important is 1it? - Th-
data should be 2atefully analyzed and a numiar of possible solutions
determined.

In Ehé‘fiﬂai Séép; reaching a conclusion;_therbesf all-around
solution should Ee chﬁséﬁ aﬁd impiamented. "After implementatiﬂn,

the results obtained Ehﬂuld bE evaluated and used far futufe refer—

t
- ‘ence.,
Sources of g;;ggg_RESEafch Tnfrrmation
WHAT SOURCES. ARE Many small businesses an'ﬁ engag. iu market research activities

ki

'AVHILABLE E@E " because they believe thé sources of market research information ére

MARKET RESEARCH natacgessible. HoﬁE%er, several data sources are available to sméll

INFORMATION? . busiﬁéESéS- The fifm s-records are a yery important .source of inLDr—

maticﬁ; =Ihéy,gan be aﬁaLyged to determine which pfcducts in which

" prige rangas sold besﬁ. u
The goverﬁmEﬂt is anather Sourcé-éf 1ﬂfﬂfmaEiDn. Thé Bureau
T @fsthé Census ﬁublishes.iﬁﬁq maﬁiﬂq abaut bu51nesses, papulaticn;
: h } !" “hgusing, and ctﬁgr areas. NEmeroué repcfts’énd pémpﬁlets éfé pub=

lished by Ehe Small Eusiness AdminiSLration (SBA), the Departments;

of Labor and Co"arce, and tha Federal RE§EEVE Board.
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=,fIhere are many DEhEEVSaufcesgéf;résaérch.iﬁfo@ﬂtiDﬁ afa?lable
) t§ ;hevsﬁall business Dwgef;“ Efade assaciaﬁioﬁébzallggg gnd pub-
1%éh data for their members in their particular area ofgspeciai;;
. I ) ) ;
=f;§aticn. Trade journals often report research findings. Local
. jf:hambers of commerce, banks, newspapers, utility companies, and
Gthérlarganisatians can provide data. Business magaziﬁes and news-

papers contain marketing information.

PRODUCT. PLANNING FUNCTION

' WHAT DOES | If an entrepreneur is tc achieve gsals of sales and‘pféfits,
?RQﬁU@T / the product or service marketed must satisfyléonsumér or uéer needs
PLANNI&G, ;  and desires. This involves product planning. Many times a product
INCLUDE? can become obsolete and may need to be adapted to suit consumer

| needs; This can be due to research wﬁieh resulég in product improve-

manﬁ‘%hich, in turn, gﬁanges consumer demands. .Mgsé businesses

;Qday fagé being elimiﬁéﬁed‘frém the markat—egoing out of business—-

o : - if they do not keep up with consumers' changing needs and wants.

Every type of business is concerned with product planning. A

é grocery whglasaler who begins a i:gﬁjan&—carry service is engaging
, in a pfogﬁgt planning activity at the wholesale level. A men's
| ,sfgléthigé store thar adds a sélégticﬁ of women's aﬁparel and dis-
S é@ngiﬁﬁes of fering customer delivery service 1s doing product
& _} | lplaﬁéing at the retail level. Althcugh retailers and wholesalers

normally call such changes "merchandising," it is comparable to

what manufacturers do under the name of "prgductlplanning and
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~development."

- Middlepersons, such as wholesalers, agaﬁtajand brokers, also

" consider product planning and development. Eraduattplaaning‘fram

a’middlagaraahja standpoint usually means making changes in product
lines handled and in services offered.

businesses product adaptation constantly occurs.

w,
] .

In som

In the pharmaceutical induatry; pfaducaa developed within the

‘last' twenty years normally account for more than half of the

sales and profits of the more progressive companies. . In such

industries, .the firm that does not innovate almost certainly

The Marketing Concept

" The marketing concept has its roots in the early 50's. In

!

ment strategy: ma}kating was going to be introduced at the beginning

of the production aycle rather than at the end. Emphasis was to

be placed on what the consumers wanted and needed. Today's market-
ing concept is also based on the notion that what is produced must be
what customers want and need. Most successful comparies gaday.-
practice this aanaumafsariaﬁtad marketing strategy.

Tfaditiana11§, engineering and Lachnical research were con-

cerned with designing products to meet certain<iiffafmance atandardag

.Production people assumed the responsibility of developing and

producing the product. For example, in the past, engineers were
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assigned to devél@p a pbéket radio which would bring in sll
stations within a fifty mile radius. It was only after the
radio waé»manufacéured that the marketing function became in-
Uﬂlvgﬁl I"irms whgch subscribe ;6 the marketing concept no
longer use this process.

The marketing concept has;assume& an increasing role in
product planning and_davezagmént. Research is geare& to market-
ing needs such as appearance. Since most customers take perfor-
mance for grantéd; they gften seem to be more intefestéd in the
appearén@e and o;herA"nonésseﬁtial" details of the product. fhgreféfe,
consumers may avoid pfédugts with superior engineering and perfor-
mance in favor of adequate products with more attractive designs
and extra featgres.

PRICING FUNCTION

There are several factors that need to be considered when
setting p?ices. They are: cost of goods, prefit, business enviroﬁ§
ment, competition, the product, ard supply and demand. The elements,
éffegting a seller's prices and the factors a seller considers
when setting priées ghéulé'élsa be analyzed.

The first element to consider in setting prices for. goods and

services is fhe cost of the gcods you sell. The cost of advertis-

ing, maintenance of physical facilities for selling, and delivery

costs must be absorbed intc the selling price. For the manufactur-

er, this cost also includes the cost of raw materials, manufactur—

-

/
i

l
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ing the product, and administrative and selling expenses. Whole=
salers or retallzrs must include the amount paid for the goods

plus administr: "ive 2and selling costs. When establishing prices,

the servi.e firm must consider the cost of materials used and

purchased to perfor: e service, labor cost in  zrforming the
service; and overhead expenses!

.The second element in setting prices is determined by the
Efﬁfit philosophy of the firm. -All businesses must make a resason-

gblé profit. Can the business offer discount prices in hopes of

high volume? Or should it seek a high profit per unit of goods

The'écan@mic candiﬁigns existingﬁbéch locally and nationally

make up the third element. Although it may be difficult to judge

local business cénditiaﬂsg ygu’could start by finding out the

: unempléyméntvfate for your area. Banks normally report total sav-

ings deposits péricdiéaily; and business‘assaéiatigns may report

Qé total sales volume for a given geographic area fDr’ahstated

period of time. These figurés can be é@mpared with ones recorded
previously. Numercﬁs buginasé publications fepaft wéékly, morithly,
aﬁd yearly iﬁfarmgﬁian that_refleets current general businesslgfends.

ntre-—

m

The fourth element affecting pricing is competition. The

preneur may decide to sell at the same price as competitors or

‘undercut competitor's prices. Tnstead of matching competitor's

prices, the entrepreneur may émplcy other forms of competition.

For example, more customer services may be provided. This is called
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ponprice competi:cion. Wider selections, convenient location,

[

delivery, wrappiné, and other services at no extra charge are all
exagplgs of naﬁpfice c@mpatlcigﬁ,

The fifth price setting element is the nature of the product,
Raisiﬁg or lowering prices of table salt or a luxury automobile will
not have much affect on the quantity sold. The purchase of stereo
systems and soft-drinks, however, will increase or decrease as
prices #aty, and sales can usually be quickly stimulated by adverﬁising;

- Lastly, supply and demand factors will affect prices buyers are

willing to pay. The nature Dfithé demand for an article is detzr-
mined by how much the article is desired and by its intended use.
When sﬁpplies are short and demand is high, prices tend to risa.
When supply is high and demand is low, prices tend to fall.

Variances in prices, then, may be based on the nature of each

" product's demand. An oversupplied market normally cannot bring

high prices.

CREDIT FUNCTION

The business world operates on a credit basis, and consumer
components of our economy exist on credit. There is not enough
currency and coin available to finance everyday transactions.

Bank depgéitg exceed the money actually in the country several times
over. The kéy-is credit extended throughout ;he economy. Without
credit availablz from banks and mortgage firms, most manufacturers

could not operate; without credit from manufacturers and financial
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institutions, most wholesalers could not function; and without

[

credit terms avgilgple, the average family could not buy
home, an automobile, major appliances, or finance expensive
vacations. It is predicted tliat the consumer installment debt
in the U.S. will exceed $200 billion.

Credit ﬁust be considered when making marketing decisions.
This is true regardless of the area in which the decision must
be madeE;pr@dth planning, channels of distribution, prometion,
or pricing.

Credlt is a privilege extended by a seller. Sellers can

o

e producers, wholesalers, agents, or retailers By using

n\

redit, a buyer is promising to pay for the goods or services

at a latér time. Credit means trusting the buyer to pay. If

7]

the buyer does not pay or is slow in paying, the creditor must

find other sources of working capital. Extending credit in-

creases the entrepreneur's element of risk.
Basically there are two ‘types of credit 1) consumer

credit and 2) business credit, .Consumer credit is granted by

retailers and service firm credit

iy

usiness

(1]

r

[e]

™
=
1}

o

[t

(]

- customers.
3
is granted by manufacturers, service fiims, and wholesalers to

their customers, which are other businesses.

ARE THERE FAGTORS Care in granting credit is important and. involves con-
\

TO CONSIDER ' ‘sideration-of four basic factors 1) character, 2) capacity,

BEFORE GRANTING 3) capital, and 4) conditions. These are known as\ the four

CREDIT?, ‘ C's of credit.
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Character means the customer's honesty. Much can be

- determined about a customer's character by reviewing the
person's lifestyle, reputatioﬁ§ sssociates, employment
record, and credit history. For example, there are about
1,800 eredit bureaus in the U.S. ﬁhaz collect and report
¢he paying practices of consumers. These bureaus will
provide the information to the entrepreneur for a fee. TRW's
Credit Data division is one of the largest computerized
cred%} bureaus.

) The business of eredit rveporting has not changed
essentially since the days when Jim Chilton--Bob's
grandfather--wvent around to Dallas merchants and
bankers and gathered information on how well local
farmers paid their bills. Today a retailer, banker
or finance company Will hand ¢2counts recetvable
records +v a credit reporter who will put them with
the records of other lenders as they pertain to a
partisular tndividual. The next time that individual
tpies to borrcw or open a chkarge account, a credit
report is supplied to the lender or retailer at a
charge of $1.50 per report.

With more Americans borrowing more and with an assist
from laws such as the Equal Credit Opportunity Act of
. 1974--geparate credit reports for wives and husbands--
- : the business of firms like Chilton grows steadily. As
Bob Chilton sees it, the very computerization that
speeds up the supply of credit data creates credit
' : _ opportunities. ''There are banks that advertise a
lunehtime loan," says Chilton, a lean athletic man.
"hey. couldn't grant a loan in minutes without virtually
instant credit data services.' '
Forbes, November 15, 1977 p. 170) Reprinted by per-
mission of Forbes Magazine, from the November 15, 1977
issue. .

Capacity means the ability to earnm. Before granting credit,
* you'll want to answer questions 1ike these: Does the customer have

a job? How old is the customer? 1Is he or she likely to keep the

44
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current jgb, and does the job provide sufficient income to pay all
the bills
) Qagitalﬁréfers to anythlug of value that the customer owns

that can be tagén if the bLI1l is not paid. However, the ability
and Wiliingness tc pay future debts ére more imoortant than what
the=§ustom2ficwﬁsi

The faurtﬁ factor, conditions, refirs to the existing economic
conditions in the area at the time you are considering extending
credit.

Every new small business must de&%de whether or not it will

i ' sell to its customers on credit. 1f credit is to be available, a

decision must be made as to the kind of credit to be extended. You

may decide that your firm will sell to its customer

]

on an open
zfedit sccount and carry the accounts in its books until they are
paid or you may décide‘the firm will extend C;Edit only to credit-
card holders who ha@e been approved for credit by one or more of
the credit-card companies.

The decision to grant credit is more critical for small firms
than iatgé compapizs because the small business is usually less
able to absarE heavy losses which ma? result from uncolla;table
accounts. Credit sales may increase your firm's total sales and
profits only if the increased sales do not cost more in administra-
tive expenses and bad debt 1losses than the profits derived from the

credit sales. - Bad debts expense is one of the facts of life for

any firm which sells on credit and carries the accounts in its own

n..l
i)

books. More and more firms find it necessary to seek assistance

in collecting delinquent accounts.

45
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Therefore, extrema care needs to be exercised whern granting
credit, and credit accounts (especially those that become delin-
quent) must be given follow-up attention. The longer a credit
sale is carried on the firm's books, the greater the likelihood
that it will not be colleci.:d. To minimize the problem of de-

linquent accounts, good follow-up prosedures for aging account

1

rgceivable»ﬁust be established.
Every firm should have a procedure for granting credit. Since

ustomers asking for credit are asking to use the firm's capital,

]

they should be willing to comply with reasonable rules concerning

credit.

PURCHASING FUNCTION

Anrimpértang marketing function is the purchasing of goods and
ervices for resale or use in the Susiness. How well you buy the
items your firm needs der,vﬁs upon your skill in analyzing the
interrelationships among the components of the purchasing Eunc;ian_
When buying for the buéiness3 a number of factors should "= con-
sidered, such as quality, quaﬂtity and price.

Quality of the product purchased relates to its suitability for .

its intended purpose. A manufacturer must seek raw materials that

are of a high enough quality to meet manufacturing specifications.
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Wholesalers must also choose the right quality to meet customer
needs within price guidelines. 1In retailing, the image the stora
creates is often a result of the quality of merchandi - it offers

for sale. However, if the quality is too high the cost may be too

high.

Along with quality, the business must buy in the appropriate

e raw materials

If too much money is used to murcha:

LY

or merchandise, the business is probably not making the best use of
its available dallafs; Any money sav:d in buying large quantities

may be offset by increased storage costs and spgilaga of the goods.
For example:

Another error he can now smile about was his
purehas; in the beginning of 250 fairly ex-
pensive printed menus. Two hundred of them
. 8t1ll. lie unused in his tiny, carton-and-
equipment-filled office. In his first year
he learned that prices and menu fo?pingu mouZH
change long before the 40 or 50 menus in us
needed to be replaced because of wear. and téar;
and that the 200 menus gathering dust have no
value except as reminders of a novice's mis-
ealeulation, (Changiig Times, June 1977, p. 28)
Reprinted by permission from Changlng Times,
The Kiplinger Magazine, June 1977 issue. Copyright
1977 by The Kiplinger Washington Editors, Inc.,
1729 H. Street, NW, Washington, -DC 20006.

lHowever, purchasing small quantities may mean reordering more

often than is desirable and may add to the price per unit. In .
addition, the business may run out ot tﬂe produect when it is
needed.

The price of goods. purchased is another significant factor,

pafgiéulatly for small businesses which often need all of their

funds for day-to-day operations. The proper mix of price and quality
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desired for ycur specific requirements should beiaﬂalyzéd care-
fully.

Because rental, wholesalé, manufacturing and service business

functions are different, purchasing for each business will be

different. Adjusting to and providing for consumer wants is the
primary purchasing goal of retailers. b5u sful retailing involves

anticipating customers' needs so that goods will be on hand when

they are wanted. BuyIng by wholesalers is similar in many respects
to that of the retailer. Manufacturing and most service businesses

fequife materials to conduct their business. Purchasing for a

T

factory or service business is done to fulfill expected production

;,-{-;

needs and anticipated sales.

Use of Suppliers

Careful gvaluatf@n of suppliers--choosing suppliers who can
E2st meet your business' ﬁeedSa?is another important part of the
purchasing function. When SEiEEEing a supplier or vendor consider
the services the supplier offers and her or his reputation for

being depéndable and reliable and meeting delivery dates.

You will need to decide whether you will purchase from a few

select vendors or from many. Naturally, the type of business you

are in will determine if there are many vendors available. Possible
hazards may develop if the business becomes overly dependent on a
single Supplief. Various problems may arise which may make it
impassible for the supplier to make deliveries. On the other hand,

dgalin§ with meny suppliers means that you divide your crder among

48
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them and have the low status of a small customer. Usually, firms

s the best policy.

-
®

find that choosing a few select suppliers
Geographic closeness of suppliérs may mean a savings of

time and money. Trapsportation costs may increase the costs

of goods if the supplier is located some distance from your

firm. Transportation costs are high and owners should consider

them carefully when purchasing goods. Several forms of trans-

portation termsrare offered by vendors. When prices are

-
quoted "f.o.b. (free on board) factory,

" the buyef pavs all
transportation charges from the supplier’'s delivery platform.

' When terms are quoted "f.0.b. shipping point," the vendor assumes
the cost cf;t spcfggéion to the local shipping point and the
buyer pays all furthegvchargesg When goods are sold "f.o.b.

 store/plant," the buyer has_nc transportation charges to pay.
Long shipping distances may also creaz; time delays in receiving
the merchandise. Purchasing locally demonstrates your Support
for the community. Since local purchases mean that dollars will
st..y in the community, buying locally represents good community
relations. 7 |

. Because cf lack of financial strength, the small buyer may
sometimes be at the mercy of the supplier. . Therefore, maintaining
good felati&ns with Suppligfs is essential. Maintaining gé@d
félatiangfinaluﬂesvpaying your bills withiﬁrzhe‘gime period ggreed
upon, g rning damaged goods as quickly as possible, and being 7

ethical in your b usiness practices.
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Terms of Sale
WEAT TERMS ‘The terms of sales offered vary among vendors. Tha types
OF SALE of discounts and terms of sale offered by suppliers should be

ARE considered in the purchasing decision. Many vendors offer trade

AVAILABLE? . -éégﬂcun;sj This is simply a discount given by a vendor to other
businesses, based on the type of business they are. A vendor may
give retailers, wholesalers, and manufacturers different trade
discounts. For éxample; a manufacturer may offer a different
percentage discount to wholesalers than retailers. Each type of

. bqsiness performs a different function; wholesalers generally buy
larger quantities than retailers. The same logic applies to a retail
building sgpply store that sells merchandise to building contractors
at :25% off the listed price, whi;e the general public pays the full

price. The contractor will usually buy in larger quantities and more

nften than the uvitimate consumer.

To encéuragg=ﬁhesg larger purchase orders, quapﬁipi_ﬂis;gun;s
are offered by vendeS; Again, the small business operator must
determine how much he or she can realistically afford to purchase.
The amount of discount given is based upon the number of items
purchased. The discount rate allowed on the puréhase of five dozen

items may be different from discount rates on twenty five dozen

items.

\ The cumulative quantity §jsc§un§:allcws the purchaser a discount

if the purchases exceed a specified quantity or dollar amount over a

predetermined time period. For example, a paint supply store might

50
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offer painting contractors varying percentage discounts depending
upon how much they buy in one year. 1If they buy 510,000 worth of
paint in é year's time they may be given a 20% diccount, wnile those

Luying betwzen $4,000 and $6,000 worth would be given a 14% discourt.

Another common discount offered is the cash discount. It is

offered as an incentive to EEE Eusinesg owner to pay for gnods
promptly. Entrepreneurs should take advantage of cash discounts
whenever possible. Some éf the common types of cash discounts are
2/10, net 30 and'E/ID; net EOM. The "2/10 net 30" meansz the

seller extends credit for the amount of the goods purchased for

a period of 30 days. The total bill is payable at the end of

30 daysg However, if the bill is paid within 10 days of the in-

voice date, the business will receive a 2% discount on the purchase

price. The '2/10, EOM" means that the buyer can take a 2% discount
if the bill is. paid by the tenth of the month following the pur-

chase. For example, for a purchase made on April 1 with terms of

ny time through May

w

N . 1
2J+8-EOM, the 2% discount could be taken at

10." N

INVENTORY MANAGEMENT FUNCTION

WHAT'S INVOLVED IN  The importance of inventory control is greater for firms that
THE INVENTORY have a-high pr@pggféon of funds invested in inventories than for
MANAGEMENT those that purchase ii;;le_ Generally, retailers and wholesalers
FUNCTION? have a higher Ptapértiéﬁ of their ecapital invested in inventories
than manufacturers and service businesses. The differences in the

capital invested in inventories by kinds of businesses is

'

d‘
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{llustrated on the chart on the next page. Of course, the size

of inventories needed depencs specifically on the kinds of

products made, the services perfc-med, and the products sold.

[

n August 1977, Changing Times published projections of

‘the amount of momey it would take to open various types of
businesses and to keep them operating for three months (next
page). In addition, based on projected sales volume figures,
the dollar investment needed in inventory was calculated.

For many years, there was little dome in the way of organized
inventory management. Few stock records were kept. "Eyeball
in?éﬁtafigs" were used to determine ﬁcw well an item was selling,
and ?urchasés were madé on the basis of these estimated inventories.
As busiﬂéSSEE grew in sales, tﬁa neid for more accurate information
was apparent. Tai‘laws‘ﬁgﬁ require husinesses to ﬁeEEEminé theif
irventories at 1east yearly. Today all businesses g%e‘mgfe con=
cerned with iﬁprgging the firm's inventory mgé%gemént procedures.

Four basiz‘gﬁideliﬁes for improving invgnﬁafy management were
developed by Harcy C. Krentzman in cooperation with the Small
Business Administration.:

1. Develop a system with procedures appropriate to the
- importance and size of inventories.

2. Maintain appropriate records on the firm's basic inventory
transactions.

stocking, packing or issuing and shipping operations.

3. Establish and maintain effective receiving, inspection,

Locate inventories so that inventory-taking can be
accomplished conveniently.

e,

O
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THE MONEY IT TAKES TO GET
A SMALL BUSINESS GOING

total eapital

investment (for

type of business investment in start-up and first
& annual gross sales  inventory = three months' operation)

Building Maintenance
Service

825,000 to §75,000 36,000 to $16,000

]

Flant Shop ;
$25,000 to $80,000 85,000 to $10,000 , 511,000 to $24,000

Bookstore ,
$75,000 to $100,000  $12,000 to $20,000 $25,000 to $53,000

- Beauty Salon.
under $100,000 915,000 to 353,097

Yarn Shop _
860,000 to $200,000 88,000 to §12,000 816,000 to 825,000
i
Repair Sg¢rvice . 7 ]
Furniture 810,000 to $20,000
Car / 15,000 to 40,000
TV/radio ) 10,000 to. 25,000
Appliance 6,000 to 20,000
Clock/wateh , 8,000 to 12,000
Shoe 15,000 to 25,000
Business machine 6,000 to 10,000
Bicycle , 6,000 te 10,000
Contractors (plwmbing,
earpentry, electri-
cal, ete.) 10,000 to 30,000

Equipment Rental Service
$50,000 to $200,000

Camping/recreation $ 7,500 to 815,000 §15,000 to $25,000
Soft goods (party, ‘ 7
sickroom) . 12,600 to 21,000 25,000 to 35,000

Fabric store 7
8150,000 to 8200,000 25,000 te 35,000 38,000 to 58,000

Hobby/erafts store

‘ under $200,000 20,000 to . 30,000 - 36,000 to 66,000

(Changing Times,August 1977, p. 40) Reprinted by permission from Changing
Times, the Kiplinger Magazine, August 1977 issue. K Copyright 1977 by the
Kiplinger Washington Editors, Inc., 1729 H Street, America's Small Business
Reporter series.
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Krentzman also developed a list
from inveatory control systems
1. Demmnd: J
2. Purchases: A nistory of regources,
order cyelses and quantities.
3. dolivery
4, :  Rate of in
ata. (Managing f 1M
A vell-organized method of invmtasy co rrol should be
tailored to meet the needs of the busiaess. Visual observation
may be sufficient for some very, very sinall busiﬁessesg the per-
petual inventory may be needed by others. The physical inventory
will provide data for analyzing how weli the business has performed
in a given period. Whatever method or combination of methcds ..
used, it should provide the entreprzneur with current information
to make effective decisions.
’ DISTRIBUTION FUNCTION
ARE THERE DIFFEFENT The entrepreneur must decide how to distribute the company's
»ggéyyﬂzg CF products and services. This is done through various chaunels of
DJ_ZSTEG’IEUTIQN distribution. A channel of distribution is the pathway a product
FOR : follows to get from producer to ultimate user.
DIFFERENT ' Consumer and industrial goods follow somewhat different
PRODUCTS? channels. The decision of which channels to use should be based
‘ on the type of consumer and industrial goods. Product characteristics,
such as the nature of a product, its unit value, its technical
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aspects, its degree of differentiation from competitive products,
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whééhar iﬁ is perishable, or a staple gf ngnstaplé{determine which;
chénhels are best; Haﬁy timeszbusiﬂesses will use mulﬁip;e channels
to buy and sell goods. |

Marketing of goods and services includes basic functions that

must be performed by someone, regardless of the distribution

 channel used. None of these basic marketing functions can be

ARE THERE DIFFER-,

ENT TYPES OF

CONSUMER GOODS?

eliminated. The elimination of a middleperson, for instance, does

not eliminate the functions being performed. Some other channel

member must absorb these functions,

Consumer Goods

Traditionally, cgnsumer‘gaods have been classified into three

_areas based on differences in consumer buying attitudes and be-

" havior. The three classes of consumer goods are convenlence goods,

shopping goods, and spucialty goods.

Convenience goods are items that are bought frequently,

immediatély; and wi;h minimum shopping effort. Convenience goods
include candy, gasoline, cigarettes, and most grocery pfaégétsi
Most of these products are nondurables--that is, they are consumed
or "used‘up" rather rapidly; hence consumers buy them frequently
and ncfmally neither pastéaﬁe Ehéir purchases nor make them much
in advance of the time éf consumption.

Shopping goods are items that thé‘cénsumer selects and buys

. only after making comparisons or such bases as suitability, quality,

price, and style. These gcgds include furniture, household



WHAT ARE COMMON
' CHANNELS OF
DfszgiEUTI@N
'FOR CONSUMER

GOODS?

collectors. The consumer already knows the product or brand he o
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appliances, and shoes.. Prior to' actually buying these items, the
consumEEZShaps arcund and compares the offerings af different stores.
Typically, shopping goods are bought rather infrequently, they are
"used up" quite slowly, and the consumer often is in a position to
defer ér{advaﬁce the date of purchase. Thus, the consumer can
afford to spend a considerable amount of time and effort in making
the buying decision.

for which significant numbers of

Specialty goods are items
buyers are habitually willing to make a special effarﬁ to purchase.
Spenislty items possess unique characteristics or have a high degree

of brand identificatian or both. Examples of Spééialty”ggads are

fancy foods, special stereo equipment, and stamps énd coins for

/

H

) o . i -
she wants; the special purchasing effort is involved in finding the

outlet where it is on sale. In reaching the buying.decision, con-

=\

sumers do not uéually compare the desired speé§élégfgaads with

A
/ sl

others, as-in the case of shopping goods. / 7o
. ) i
i

Channels of Distribution

!

Consumer goods follow several typical distribution channels:

3

[CRetailer || Retailer |[Retailer

[ T ULTIMATE CONSUMERS __ - \
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9ne of the most traditional channels for consumer goods 1s
channel B (Pfcducér;§§}Whalésalerg_g)Retailet;—;;CDnsumer). Conven-
‘ience goods usually follow this channel.

Many consumer goods are sold by the producer directly to the
. )

final user (zhanﬁeliD). For éxamplé, you can stop at a farm produce
‘stand‘and_buy,a dozen ears of corn. Magazines, cosmetics, books,
“baked goods, seeds; flowers and shrubs can also be bought directly
ffgm producers, égnsider the following:

Shaklee is the dispenser of the $245 million worth
of food supplements, cosmetics and household items
that are sold by doorbell ringers and party throwers
throughout the country. Its army of self-employed
salespeaplé ean rake in an aggregate $100 million
a year in Shaklee bonsues and incentive awards.
Most of these salespeople are housewives and
moonlighters who do it for pocket money. But

a handful are $100,000-a-year master coordinators.
AZZ espouse the uirtués of;ShakZee in Eriuaté

sales pzteh updated but b&gZEQZZy unghanggd fram
the days of sideshow medicine men and backwoods
faith héalers :

Théﬁé g pr@fit aplenty for everyone. In less
than ~20 years Shaklee itself has grown from a
home~basement operation into a cash-rich business
that could earn $18 million this year-45% on
stockholdérs' equity. Shaklee has been touted
as "another Avon" on Wall Street, and its stock
(56% owned by the Shaklee fﬁmLLy) now has a
t@taz markét.ualue af $150 leZz@n a hugé

(Fgrh§5,=ﬂétcbef 15, 1977, p. 83) Reprinted by permission of
" Forbes Magzazine from the October 15, 1977 issue
Same;imés discribﬁficn involves even more than ﬁwg middle-

persons in a transaction (channel A). 0Often, highly perishable

o
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;

goods must be disposed of quickly. For example, a tomato - farm in

California has a sizable crop. It is probably to the téﬁata

gfawer's advantage to contact a broker A broker doeé not handle
the goods but he or she sells the guuds without even seelng them.
The broker helps sellers find buyers or buyers find sellers. The

broker won't buy the tomatoes, but will sell gﬁd handle therdiSE

tribution for a commission. The tomato grower may alsc contact a

7
N it

commission merchant who actually handles the goods. The c@mmlgs;an*’"

_a,rﬁ“r

merchant contacts wholesalers and then sells™ fhie tomatoes.  Some-
times a commission merchant will buy certain gaods and hold themn
until she or he can get a good price. When th s is done, the

. commission merchant actually becomes a wholesaler. In this situation,

channel A.in the previous diagram becomes even more complicated.

/ Industrial Goods .
. / 5 \
ARE THEEE ‘:.Industfial users depend on ﬁcre'unifcrm patterns of buying
DIFFERENT | behavior thaﬁ déjultimate consumers. Different iﬁdﬁéﬁrial buyers -
TYPES OF are femafkably alike in the way they go abo ut making buying de-
INDU STRIAL cisions. for similar products. The approach which an automobile
GQQDS? maﬁufagtufgr takes to buy'ﬁachiﬁe tools, for example, closely
resembles that takéﬁ riot only by competitors but by other buyers
y of maéhine: tools. Classification of industrial goods is less com-
plex, and is based on the uses to which the products will be put.

Most iﬁdusttialigoads fall naturally into one of the four

tegories 1) equipment and physical facilities used in producing

goods or service , 2) materials used in making a product,
58
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3) manufacturing or service supplies, and 4) management materials.,

Channels of Distribution

WHAT ARE COMMON Typical marketing channels for industriail products are:

CHANNELS OF e T —_
: PRODUCER...__

" DISTRIBUTION FOR —e

INDUSTRIAL GOODS?

“Industrial || Industrial
Distributorg| Distributors
____fDealers) (Dealers) _

| M S’

INDUSTRIAL USER

Industrial distributors are middlepersons who provide
the same services as wholesalers of consumer items,to buyers of

industrial goods.
Inéﬁéétisl»praducts sold to large industrial buyers, such as
cold-extruded steel parts sold to automobile manufacturers, usually

are sold directly (channel E). If the number of buyers increases,

- : direct distribution may not be effective.

PROMOTION FUNCTION

WHAT DOES THE
PROMOTION
FUNCTION

INCLUDE?

Promotion is the markeéiﬁg»functian responsible for communi-

cating with individuals, groups, or organizations to directly or

indirectly influence them to purchase a firm's products and services.

Personal selling is one type of promotion strategy used to sell

“J
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a product or service. Advertising is another type of promotion
strategy. Advertising is a Péid form of nonpersonal communication
to a target market about a firm or its praéuzts through a mass

I ‘medium. Sales promotion is a third meghod'taat acts as a direct
incentive for the product and includes activities other than per-
sonal selling and advertising. Sales promotion is used to produce

immediate, short-run sales increases.

. ’ Sales

.Eﬁ?@ﬂﬁiﬁﬂ Techniques
ARE THEBE.DIFFEEENT Theré are a number of sales promotion techniques available.
- SALES PROMOTION  These are grouped into two main categories: consumer and trade.
TECHNIQUES? Consumer sales promotion techniques encourage customers to patronize
| arpagtiﬁulai retailer or purchase a particular product. Trade sales
! p:oﬁoti@n methods are &esigned to stimulate wholesalers and retailers

to carry a producer's products and to market them aggressively.

Consumer Sales Promotion Methods

There are a variety of consumer sales promotion methods in use. They

WHAT ABOUT _ ' -

‘ include retailer coupons, demonstrations, trading stamps, point-of-

- CONSUMER SALES - ' )

: purchase displays, novelty items, samples, premiums, and contests
PROMOTION s

and sweepstakes.

" METHODS?

1. Retailer coupons are effective if the price is a primary

motivation. They usually are "cents-off'" coupons. The
primary purpose of coupons is to' bring customers into -the
N store.
! \
. 2. Demonstrations are often used by manufacturers on a temp-
o orary basis and are excellent attention—getters in a store.
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Trade (Industrial) Sales Promotion Methods
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Trading stamps are given in proportion to the amount spent

by the consumer. Stamps are attractive to consumers if

the price of goods is not increased.

of the fir@;

Point-of-purchase displays are at the point where merchan-

dise is located. They include window displays, counter

are ads such as the name, 'address and ghone

Novelty items
ambers of the firm on pens, panéilsjrigléndars, balloons,

key chains, matches, etc. These are-'novel ways to attract

_at.ention and give the customer a small gift and reminder

“Samples are used to increase sales volume during early
'stages of the product's life cycle or to obtain desirable

.distribution.

E;gmipmsgéfe products offered free or at a reduced price
to encourage a customer to buy the promoted item.

Contests: and sweepstakes can also be used to promote pro-

ducts. . Contests require skill, and entries are judged

based on the abilities of the contestant. Sweepstakes,
onr the other hand, are based on chance. All participants '

have -an equal opportunity to win a prize.

Producers use these methods to encourage resellers or dealers

to carry their products and to promote them effecﬁively-i Several

methods are used, such as bﬁying allowanceg, buy-back alldwancgsj
-~
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counts and recounts, free merchandise,
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merchandise allowances,

premium money or push

H

money, salés contests, and dealer loans. .

1§
2.
3,
- \.
o \

O
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certain amount of specific goods.

Ergmipmgrused in trade promotions are similar to those in
c@nSumEt-gales promotions; they are incentives to buy a

There are two types of
premiums used in trade sales promotiorn. One is provided
for the reseller's personal use, such as cameras, small
appliances, and.luggage. The other type is an item which

the reseller can resell.

Premium money oOr push me. :y (PM) is extra money which'ié_

iven to the dealer's salesperson for selling a particular
E ! 2 !

product. This is done to encourage the sale of a particular
type of merchandise. Many producers have found the use of
PM's more effective than a corresponding cor greater re-=

duction in the price of the article.

called a promotional -

An advertising allowance, sometimes
allcwance, is a reduction in the wholesale price given to

the reseller for purchasing a particular item. The purpose

of the advertising allowance is to provide the dealer with

some financial assistance in the advertising of the product

‘being promoted. It is normally given only when a cartain

quaprity is purchased beza@se the manufactufér wants to
be assu:éd that the reseller has a sufficient quantity of
the item on hand to meet the demand resulting from ad-
veréising.
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ADVERTISING FUNCTION

Advettising is é promotion strategy which is used to promote
many things and cammuﬁicége with prospective cuétomers thfaugh
various mass media. Businesses use advertising to promote goods,
services, images, ideas, issues and people thr@ugh.a variety of
media such as radio, television, newspapers, magazines, maii, and
outdoor displays.

Depending on what is being promoted, advertising can be

classified into one 0f two categories—-institutional advertising and

product advertising. Institutional advertising promotes organization-

al images and ideas. Product advertising promotes goods and services

and is often used to directly stimulate demand for a product or

service. Some advertisments contain both institutional and product

_-adVE%tiSiﬂg,

O
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2%hgra are several differéﬂt types of product advertising. If
the entrepreneur is the first Eczintrcduge the product, the
businessIQSES pigneér advertising. Pioneer advertisiné informs
PE?Séﬁé about what a productis, what' it does, how it is used, and
éhere it can be purchased. é@mpétitiQé advertising is used when the
entrepreneutr wanté'tg‘ﬁuilu demand for the fi;m's gpecific product.
It will point out the product's special uses, features, and advan-
Eagesithat benefit customers. _Compara;ive advertising occurs when
gpécific featufés of two or more ideatifiable product/service brands

an attempt to lessen the effects of a competitor's promotional

v
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program. Defensive advertising may not inecrease sales; but may

prevent a loss in sales.

C Be§3pnsfféf Advertising
WHY DO.BUSI- ;- There are many rea’énfﬁfcz adverﬁ%sing; Before you decide on
.NESSES USE which media to use, you need to clearly identify why you want to
AD?EETfSING? ' advertise and what béﬁafits you expect; You may use continuous
| | advertising-to:

Directly éﬁimu;a;g,pfimagy and sglgativé §g@gﬁd. If your

-

Ll

firm is the first to introduce a particular product, then

s essential.

=

stimulating demand through pioneer advertising
,ecause a ﬁumber of manufacture;s pfoiuce faoé:ﬁfacessing
appliéﬂges, a manufacturer of such an appliance will need
to build selective demand for the firm's product by using
competitive: advertising. |

\
2. Offset competitors' advertising. This can be done through

mparative advértising and various

le]

defensive advertising, c

sales promotion methods and techniques.

3. Make salespersons umnore effective. Personmal selling is
still the most widely used means of promoting products and

ervices. Advertising often promises direct support tu

personal selling activities. Some advertising is created
to specifically;supﬁcft pergqnal selling agtivities-by pre=
éelliﬁg bgyers‘thfaugh informing them of the pr@duct‘usés,
features, and benefits, and encouraging them to contact

C local dealers. Industrial products, insurance, consumer

: ’ - 64
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durables such an automobiles, and major household appliances

are often sold in this manner.

Increase the uses of a product. The absolute demand. for
any product is limited since people will only consume so
much. If a firm can, through advertising, convince buyers

to use its products in more ways, then it increases the

‘sale of its products.

Remind and reinforce customers. Customers need to be re-
minded that established brands are still available. Ad-
vertising should assure current users they have made the

right choice and tells them how to get the most satisfac-

tion from the product.
|
ﬁgdpcg;salggrflg;;gatiansg The demand for many products

varies from one month to another because of such factors as
climate, holidays, seasons, and customers. Advertising can
be used to stimulate sales during low periocds. By 1evelin§

out sales, the business can operate more efficiently.

Advertising Media

RE THERE It is important to select the right medium or media which suits

TEPS TO the needs of your firm. Selection should include the following steps

OLLOW IN 1.
ELECTING A

EDIUM? 2.

Examine and select a general kind of medium (radio, tel »~
vision, newspapers, etc.).
Examine and select a specific subclass within a medium

television - women's daytime sg?ws .

Fa

Examine and select specific media vehicles (television -
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women's daytime shows - exact program).

Types of Media

WHAT TYPES OF There are many available media from which to advertise. Approx-

MEDIA ARE THERE? imately 88% of the families in the United State read a newspaper
daily. Different members of a family read different sections of

the newspaper. Advertisements, somé with illustrations, are

§

spread throughout the newspaper in various sections which relate

i

to individual intéféSﬁS‘*Sprts section. women's section, financial
segtign.'NEWSpépers are a particularly effective medium because of
) timing. Dnli a few hours are needed before publication to prepare
copy for a newspaper advertisement.

Magazines reach a multituvde of speciaiginterast readers. A
- ,

magazine is rarely read in its entirety at one sitting, so an

" advertisement has the chance of being seen more than one time. Ad-

I

vertising cééy must be planned and submitted well in advance--as
~much as two mgﬁths, and even i@ngér if the advertisement is in color.
Radio listening is no lcngé?-ccnfiﬂéd to the hémeg- Never
before have ;adics had the extensive audience they do today. Spot
} _ aqnauﬁcemengs last anywhere from ten to sixty seconds and can be
inéerted in the middle or between pfagtamsi, Thé cost of faﬁio
‘ adveftisiﬁg is relatively_law. Radio advertisement sSpots éan be
repeated fréquéﬁzly ard can be changed quickly..
Televisioﬁ is expensivegg Advertising costs diifer according
to Ehé expected qgmbet of viewer:. A DHEEminut; advg:gisemeﬁt used

during a'reéenz,Super Bowl game cost $250,000. Aﬁy firm that wants

Q . .
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national visibility has found TV to be one of the best mediums.
Generally big businesses advertise using natiaﬁél television.
Small firms have fcund that iocallstatians provide the only
feasible form of TV advertising. Many types of pregrams are
available. For éxample, late evening movies on local TV stations
averags 3-4 commernials every 7-8 minutes.

Outdoor advertising is becoming more popular since our

]

ociety has become more mobile. Billboards, highway signs, and
? L : g

le

g

trical signs are examples of outdoor adveri;sing.

Transit advertising consists of signs mognted on busses,

T

trains, cabs, and other public transpcftatid% vehicles.

’ v . Direct mail takes the form of handbills, circulars, coupons,
. . i : .
letters, and catalogs. Some advantages include selection of
customers, appeal to a specific group, and less competition with

other forms. The copy can be elaborate, simple, color or black

and white. Firms can prepare their own copy. This advertising

medium is becoming more costly due to rising mail rates.

&7
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EXPLORATION ACTIVITIES

Do you feel knowledgeable enough in the marketing functions
to put some af your ldeas into practice? The following activities
will help you experience some 'real" marketing management situaticns.
After aamﬁléting the activities, do a self-evaluation to check your

understanding of the material.

ASSESSMENT ONE
1. 1Interview two retailers and two produczrs, including

farmers ot manufacturers, regarding their firm's pur-

chasing policies. Before thg»iﬁgéfview! formulate

quesions to céver the following areas:

a. Relationships that exist between the firm's
inventory m;nagemgng policies and procedures and

he firm's purchasing policies and procedures

m‘
=

rocedures used in selecting vendors

L]

b.
c. Business credit granted by suppliers.

2. Contact at least one of your local redio stations and
aﬁe local newspaper and ask the following
a. What are the advertising rates?

b. What special services, if any, are offered to

advertisers?
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c¢. How much responsibility must the advertiser assume in

the preparation of the advertisement? For example,

will the radio stacion or newspaper provide help in
preparing the advertisement?

Identify the target markets for your proposed firm. Dis-

cuss in detail the ptO:eﬁurEs you would use to identify

the market. Your aper should be no longer than three

=

pages.
Develop an equitable credit policy for the firm you hope

to own. Outline the procedures you will follow to imple-

ment the credit policies you establish.

ASSESSMENT TWO

The C's of Credit Puzzle. On the following page, find and circle

terms'chat‘afe associated with credit. They may be circled horizontally

or vertically. Below are some clues.

What this puzzle is all about
The AC'G cf cfedit (fDut‘ W‘“H:dg)

The way we used to buy items

What we pay on bills when payment is extended over a period

of time

One of the reasons consumers use credit

Consumers use this instead of cash



" Part II1, Unit D
Marketing Managem=nt

(Check your answers on Page 72)
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POSTASSESSMENT
: 1. Name and describe the steps involved in conducting

marketing research.

2. Diagram two common channels of distribtion: one for in-

dustrial goods and one for consumer goods. Describe in
\\ detail the differences between the channels, éspecially
in terms of cost factors.

3. Describe at least throe factors which are important in

o
k]

4. "Pricing is a very complex function." Discuss this state-

mént in detail. Do you agree or disagree? Why?

5. Distinguish between sa’ - »romotion and advertising.

- methods and three advertising methods.
= - S : : .
- Compare yout-.answers to your responses o the preassessment.

You may,é want to check your postassessment answers with your

inetructer.

g
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For answers to - =essment Two, turn this page upside down.
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SELF-EVALUATION

“How well did you know the information needed to do the activities?

() Very well
( ) Fairly well
() A little

{
Be honest wirh vourself. 1if you feel you don't know the’

material well enough, it might be helpful to review this.section

before going on.







PREPARATION/ PART 111, UNIT D
" ADAPTATION MARKETING MANAGEMENT
: | PREASSESSMENT

Here are some questions that test for knowledge of the coo-
tents of this level. If you are very familiar with the iuforma-
tion needed to answer them, perhaps you should go to another level

or unil

it
I
I
n
o
m
e}
)
£
I
[
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o]
=
a 't
Hm
g
)
r
g
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r
o]
la

,,,,, Otherwisze, jot down your
answers. After you've read through this level, take the postassess-
- ment af. the end of the "Preparation/Adaptation Activities" section
and measure wha® you've learned.
1. What are the two primary methods of collecting research
datg?
2, What arérthe inventory control systems?

3. What is the marketing concept and ~w did it begin?

]

4, What are 'product life cycles?" How are they importart?

5. 1In what way do retailers, manufacturers, -ervice firms,
L¥

and wholesalers set their prices di ©.rently?

~J
LW
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TEACHING/LEF . :NING OBJECTIVES

should be able to:

1.

[

5.
. 6.
7 L]
8.
b7 -
LY

ERIC

Aruitoxt provided by Eic:

Name and discuss at least two methods for deter-
mining customer wants.

Define product life cveles.

o)
m
w
L]

ribe different inventory cortrol systems used
by recailers, wholesalers, manufacturers, and
service businesses,

Discuss p:iring methods used by retailers, whole-

0y

salers, manufacturers, and service businesse
List and discuss at least two primary methods for

‘collecting research data.

iy ]
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Describe the factors which influence the
of the channels of distributioen.
Identify the vari ¢y of modes of transportation

availahie for distribution of materials and

Describe the majnc elements of a written

advertisement.



SUBSTANTIVE INFORMATION

HE MARKETING CONCEPT

Lt
(o5

nition a company-wide

[

WHAT IS THE The marketing concept is by def
MARKETING consumer orientation with the objective of achieving long-
CONCEFPT? term profit okjectives. In short, the marketing concept
asserts that customer satisfaction shoulq be the corner-
stone of effective management.

Providing satisfaction to customers is the primary
goal of the marketing concept. This is done through a
coordinaied set of activities. First, a business must
find out what will satisfy -ustumers. With this informa-

:ion, the business can create satisfying products.
Sec:ng, the business must get these products into the
hands of customer The business must Ehen continue to
change and modify existing products to ;EEF pace witi
chsnges in customer needs and wants. The consumer
orientation of the marketing concept stresses the impor-

tance of customers. Marketing activities begin and end

with them.

J
~l
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Development of the Concept

I
"

FOW DID THE Historically, wide acceptance of the marketing cencept

MARKETING CONCEPT  did not come about until after World War II. Until the war,
NEVELOP? ’ the economy could be classified as a seller's market (one with
a shortage of goods and services). There was little pressure

on entrepreneurs to design an effective marketing program

m

- since the very shortage of products meant SLrong consumer
demand. When the war ended, however, factories stopped
manufacturing military equipment and turned t£o the production

. of desirable consumer goods again--an activity that had, for
all practical purposes, ceased in early 1942. This renewed
production was the beginring of the buyer's market (one with
an abundance of goods and services) that characterizes the
contemporary business environment. With a buyer's mafkéti
gaaés had to be sold, not just produced.

The actual definition of tﬁe marketing concept philosophy
occurred when the General Electric Company published its
Annual Repaft-in 1952. It was in this report that éE announced

E .

its new -strategy towards business management. Acccrding to
this strategy, marketing was to be introduced at the beginning
instead of thé end of the p - ‘uction cycle. Manufacturers,
designers, researchers, and engineers would thzrefore have to

keep up-to-date with consumer needs, desires, anc prize

o ' : &ﬁi
FRIC .~ - ,
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WHY IS
MARKET
RESEARCH

IMPORTANT?

O

ERIC
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limitations. This meanf that marketing would influence all

phasas of the firm's production, including product planning,

uction scheduling, inventary centrel, sales distribution,

L]
L
=]
[a
‘E

and service guarantees.

MARKET RESEARCH FUNCTION

In opening a successful new business. ycu, the

r

e
iy

entrepreneur, must conduct market research art vities. Answe
to a variety of questions are needed: What are tihe needs and
wznts of the target market? Will your products or services
£i1l a current need? If a need does not now exist , can it be
stimulated through promotion? Are the products énd services
timely? What products or services soid by competitors will

compete with your business? If your business going to be

s»r behind its time?

0]
-
1
T
oL,
[
=t
o)

Market research can give the entreprensur accurate and
current data upon which business decisions can be made. It
can help entrepreneurs make decisions regarding distribution,
selection or advertising EEEhﬁLqUES, and salez forecasting.

_A wealth of information is available to the entrepreneur
in c@n&uctiﬁg marketing research activities. Assistance can
be obtained from market research companies, government zgencies,

trade associations, and ousiness cansultantsi U.S. Department

I"T

of Commerce and Bureau of Census m ials may be helpful;

Chambers of Commerce normally research thle ar~a they serve;

Wl
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HOW CAN MARKET

RESEARCH DATA

BE GATHERED?

ERIC
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rade associarions usually have infeormation about current

r

conomic trends. Participation in trade shows, exhibits, and

I

fairs allows the entrepreneur to meet colleagues and observe

agencies

in

[Fx]

Local adverti

]

)

nev developments in the field.
might also prove to be useful sources of information.
Many small businesses are unable to conduct sophisticated

his can be partially alleviated by

=

market research studies.
using the fcllawing general guidelines. "Successful research
studies:

1. Identify the'prcbleé

2. Make a preliminary study

3. ?lan the research

Gather the information

£~

[y

Interpret the information

‘6. Settle n a conclusion.

research can be done in a

)
]
o
1M
i

Collecting data for mar

7]
[ e
i}

number of ways. Analysis of the firr's past sales records
cfcan_a good piace to begin collecting data. For a new business,
three of the main methods used in collecting data are inter-
viewing, sampling, and observing.

The interview method is one of the most widely used methods

for collecting information. There are several distinct types of
interviews which can be used. The first type is the personal

/

80



interview. Face-to-face ¢iscussion provides the opportunity to

i

explain one's opinions and views in detail. The telephon

=,

interview may be a simple, inexpensive method of collecting

information. However, the

e caller must be careful not to offend
.

the person called. The mail questiovanaire is anothev
questionnaires is usually very small. If a "reward" is offered
to complete the survey, this percentage increases slightly. The

questionnaire must be attractive znd easy to complete. A simple

i

questionnaire may give the small business owner helpful insight

into what the customers want.

Interviews and questionnaires can be used in sam~ling.

|

Sampling determines how an entire population feels by questioning
/ a small percent of the group. The survey must be large enough
/ " to present a truly representative sample. By surveying a
representative cross-section of the population, an accurate
projection can be made. Choosing whom té include in the survey
ic the critical task. Race, religion, occupation, sex, or in-
come level might be considsred for the samélai * Because of the
é@mplexity of developing samples, the small firw ma: need to
hire the services of a market research specialist.

Another research method is observation. For example, vyou

i
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can count pedestrians or automobile

ex of each driver and the

L]

gather informatian as to the age and

81
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type cf vehicle driven. By observin and talking to customars,

+he busiress .wner may accomnlish approximately the same ob-

dizcussions with customers. However, this mechod is not usually

as thorough as the interview methc:.

fa

WHAT'S THE Marketers broadly define "product' as anything from which
MARFETER'S rhe consumer derives satisfaction. Therefore, basic product
DEFINITION design should be consumer oriented vather than engineering or
OF PRODUCT? production oriented.

; | Throuchout American business today, there is continuous

developmeut of new products, improvement of existing products,
and an accelerating rate of product change. Although product
change is evident in all industries, the rate of change varies

widely. For example, the home sewing machine was invented in

1830, but the American market is still far from saturated. In

contrast, television approached market saturation just ten Years
after its commercial introduction. Although few incustries have

experienced change as rapidly as television, most go through

similar processes of product change.

[
Iy

i)

Is large scale-product change necessary, or does it merely

reptesent an attempt tn diffe ate new products from old ones
and one manufacturer’ sucts from the products of competitors?
82
@ | -
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crease Lhe rate of natural obscl.

™

aturated markets.  However, fhefe are ooy

il

appear in formerlv

factors bevond the control of the

mary tactor
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in making existing products and product Llines iandequate.  Market
segmentation-=-dividing large markets into submarkets-~has made it
custoners.  Changes

el et ol

result in

introduced into

WHAT IS5 A

PRODUCT ILIFE the market, most products go through a wormal curve of growrh

CYCLE? and decline in sales volums. The product cvele life

consists of five states: introductico growth, matuvrity, =Satur=

ation, and decline. In the introduceion period, the innovator iz

rewarded with substantial sales increascs. In the growth period,

the product normally begins to share the market with competitors

who entered the market be

duction period. Total market sales will pormally peak our in the

maturity and saturation stages. The final stage shows sales In oo

continual decline. 1In this final stage, the decision to discon-

tinue marketing the product may be made.

e
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f goods and services in manufacturing,
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price based on cost-plus do vary. Most pricing techniques

i Iricing is perhaps the most complex marketing function.

There is no one best formula to use to establish prices. A
price strategy is only effective if the customer is willing

Perhaps in the near future,
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technological advancements will be such that pricing will be

Led.
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facturers and wholesalers. Generallv wholesale, as well a2

essary to handle each line -, ods profitably. Suggested
prices are sometimes marked on the product by b

counted by the rerailer. ILven though some prices are recoms
mended, retailers stil! need to determine pricues for many or
mest of the items they seill.

will pay for expenses and provide for a profit. Tav averane

sold will be
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marked up in price an average of 357 of their retail or

Some goods will be marked higher and some lower than

35%. Some products necessitate very little markup. Market

I
o
-
i
o
i
b
rt
=

competition is such that if the retailer were
item even slightly above competition, goods would not sell.

Other items that are not as competitive may have a higher
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ing expenses such as selling and

expenses must be known and recorded to arrive at a cost per pro-
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HOW IMFPORTANT

I7 THE CREDIT

FUNCTION?
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ses, and generate a profit. A bookkeepin

¢ svetem which

T
I

accurately reflects all operating expunses and the cost of

esgential to pricing.
CREDIT FUNCTION
Economically speaking, our frece enterprise svstem depends

Credit is big business. Credit buying has become a wav of
life. Years ago it was 'cash-on-th -barrel'. Today's slogen

is "buy now, pay later'. In the United States, the consumer

installment debt exceeds $200 bil.ion.

]

]

There are two tvpes of cradit 1) consumer (retail) and

2) trade. Consumer credit is uscd by individuals or familics

ranted to busivess

who agroe to pay later. Trade credit is

oo
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Consumer cradit appeals to buvers for several reasons
1. Convenience - Purchasc= bought over a month's

time can be paid for 211 at one time. Custom-

ers do not n-ed to carry cash and run the rTisk

of losing monev. Having a charge account also
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their savings and continue (o earn interest

walle they use the retailer's mon.. to buy the

[

goods and services they want,
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Revolving or planned credit
term credit acccomt and an insta

the unpaid balance of

90

the

£

account.

Loy
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enter into a forma
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may be charged on the account &

Conoraally

tallmunts.

o buy on the installment plan, mast re=

1 contract.

stomer makes a regular monthly payment which depends
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are required to pay a& fee to the nationwide organizaticn for

collecting the account and maintaining the bookkeeping. Some
retailers- honor only their own credit card; others will honor

monthly. The credit organization, in tarn, creentage
of tne bill to cover the costs of handling & llecting t

money. Seme credit card organization: _harg thelr custom .,

a fee for their sgervices, Tl dit ecard b-lder Y
manthly.

finance charge is added. [If not, the cust can .. . athly

volving charge account and pav

interest sach men 1 on the outstanding balanve.  Merchants
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August 11,

Extra dating al
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ninety days after the date of the invoice--thirty davs under-

stood plus sixty extra day

o

thin seventy days
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used in coast for production is for purchrsing of materials

and parts.
all businesses. The cbjective of effective purchasing is to
have the right goods, in the right gquantities, at the right

time, and in the right place. Accurate information about in-

also required. Pur

<
b
o
rr
a1
b
I
s
o
i)
L

business should mesh with the goals the business

Purchasing policies ofren vary according to the tvpe

of business. For a manufacturing concern, goods must be

‘ L



the expected needs for a given peri~d ¢
nften used in production should be ncte

The importance of purchasing for se

to a large degree, upon how much profit m

large part of their revenues from the s:

example, a plumbing and heating contractor may

rr

parts for very expensive equipment. Fo
such as bookkeeping or consulting, the

as closcly tied to profits.
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% Use of Suppliers

£l

HOW CAN AN Purchasing involves chcosing suppliers (vendors) who can

- ENTREPRENEUR best meet the needs of the business. The small business that

BEST UTILIZE | is free to choose its suppliers should give preference to

A SUPPLIER?’ those who:

1. Can provide goods of the required quality, type, or
model

2. Héve goods available at fair prices and terms and in
the quantities needed

‘3. Are reliable--those who provide goods continuously

[y

4, Provide good service, not only in making delivcries,
but also in handling transactions ahd’makiﬁg
: " adjustments
5. Provide maﬁag;rial and marketing assistance when
needed

6. Provide special assistance in developing promotional

aids, advertisements,zétc!
The key questions which vou, the small firm owner, must
aséiyourself when, selecting a vendor are: Am I buying through
° the established éhannels of distribution for this type of
business? Is there another source which would give me the

best prices

o]

same dependability and service? Am I getting th
avajlable for comparable quality and quantity? In what quan-
tities_shéuld I be buying merchandise and how will th; vendor
meet,my needs?
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Developing good Supp%ier(relatians takes time. Care must
be taken so relations are not hurt or destroyed. The follow-
ing guidelines should be followed: .

15. Pay biils promptly.

2, Treat infgfmatioﬁ obtained from the supplier or the

representative as cgnfidential. This information
may include price quotation, amounts of formal bids,
and data concerriing newly developed materials.

3., Avoid "rush" orders.

4, Pfesent'camplaints and damage claims promptly, with

full suppérting aevidence,.

6. Negotiate but do not argue over prices.

Z. Exghamgéksuggesticns for product improvement and for

cost reduction activities with the supplier.

INVENTORY CONTROL FUNCTION

WHAT'S INVOLVED Inventory is the raw materials, goods to be resold, parts,
IN THE shop and office supplies, and machinery and equipment needed

INVENTORY by the business to perform its functions. Wholesalers nor-

CONTROL mally have more money tied up in .inventory than manufacturers
FUNCTION? ot retailers.
. .~ What is the ideal amount of inventory? For retailers, it

is the inventory which does not lose profitable sales and can

still justify the investment in each part of its total. For

=
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manufacturing firms, it is that inventory which maintains pro-
duction schedules with a minimum investment.
The Small Business Administration (SBA) has developed

a

0

hecklist of questions concerning merchandise and inventory
control for retailers, manufacturers and service firms. As
you read through the questionnaires in Assessment One, note

B

the procedures that are important for each type of business,

"especially for the field you wish to enter.

Inventory Control Systems

Two types of inventory control Systems, perpetual and

physical, are used by most businesses. Electronic inventory

i

control systems are also important., Combinations of these
inventory control systems are common.

Perpetual Inventory Control

Wicﬁ the perpetual inventory system, the business owner
has a running tal}y on the current stock of an item. For each
item, a record is kept as it is brought into the business,
stocked, and sold. Records are maintained on perpetual inven-
tory cards, pages, or tags. Sales tickets or punched cards
are affen used in retail operations. The information will
name the iéem, the stock number, thé reorder p@iﬁt, and the
supﬁlier. When additional inventory is received, the number

added to the balance. When items are issued for use or

[
o]

gold, the withdrawal is subtracted. from the balance. The
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amount of inventory on hand for a particular item can he
easily determined by looking at the balance on the record.
When perpetual inventory records were kept manually, it’
was a time-consuming and somewhat inaccurate process. The
development of cash-fegistets, mini-computers, and computer
service tie-ins with local banks has made maintaining

perpetual inventory systems much easier for small businesses.

Physical Inventory Contr Q‘l

The physical iﬁVéﬁt@f; is considered a ''necessary evil"
by most businesses. Taking physical inventory consists of
counting and listing the goods in stock with their cost and
resale price. It is usually taken once or twice a year and
covers the previous accounting period. Even if a perpetual

inventory system is maintained, these ﬁhysical

counts are
required to check the éccuraﬂy of unit balances on the
iﬁ?ividgal record cards. Mistakes or losses due to spoilage
and theft, and whether or not a profit has been made can then

be determined.

Electronic Inventory Management Systems

Basically, the electronic inventory control system
consists of: - ’ o
1. Using a standardized system of Cl ssification

2. Preparation, in-store, of input information for

computer use

98
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3. Central computer processing and report preparation

4, Analysis, in-store, of computer-prepared reports
Recent improvements in computerized systems such as

have made

[3ed

T

o

electronic cash registers and mini-comput

computer based data about a firm's operations available to

o

many small retailers. Grocery store scanners, for example,

are as helpful in inventory control as they are in check-out,
At these "scanner" check-out lines, each item passes over an
c eye linked to a cash register and a scale. The "eye

reads the UPC (Universal Product Code) symbol.

ele

w
wr-r
\I‘-"-

Unbeknown to the shopper, the check-out computer also
logs each outgoing item against znpsntovy in the store

or a centralizsed warehouse, warning the manager when he
must reorder and thus greatly redicing the frequency of
the "Sorry, we'we sold out" dirge. Obviocusly, the
consumer benefits from computerized marketing. So dves
the store. Since supermarkets operate on a profit margin
&f‘§b§ut 2% or less, the savings can be crucial.

Though the purchase price for a sophisticated eight-
lane check-out system can be more than §110,000, some
200 systems are already opzrating in supermarkets
around the nation. Some chains are, well, walting in
line for them. In time, chips in check-out counters
will be as much a supermarket staple as the crunchy
kind that comes in bags and tins. (Time February 20,
1978, p. 49) Reprinted by permission from TIME, The
Weekly Newsmagazine; Copyright Time, Inec., 1978.

Scanning has the potential for transforming the man-
agement of the grocery business. At the most basic
managerial level, the scamier promises a dramatic

reduction in "shrink'-- the term for losses j}mm error
and outright theft. For instance, merchandise rec
dzreét to the store by a plie ad of thrupjh the
chain's warehouse can be monitored as never before simpl
by egmparing the detailed 1. 0f salag in the in-hou
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omputer with the involees from the supplicrs.
18 how Ralphs Grocer Co., which has auf@mqicd
of its stores on the West Coast,
men for a enack supplicr were chargl i
éhﬁﬂdiue fh?j were delivering, PLPPLHJ @ff‘eff 2
815,000 over several months. Ralphs President Pat
C@ZZLng assesses potential savings from shrink ¢ ﬂwfru7
33,000 a year forga store doing $160,000 1
squal to twenty weeks' net profit Jor
ekd enough to be enjoying a margin af
March 27, 1978, p. 78)

£
g
2
w2
i)
N]
e
W
Tex;
mm
Eh

week 1in QQZ:
a éhain ;f

" The costs involved in using elect
S

are justified in terms of efficiency, information gained, and

avings made. Busin

\rﬂc

ss5es that have adopted electronic inven-
tory control have pointed to many advantages, such as timely

R
reports, valuable style and ndor analysis, lower inventories

ting, better turnover of

g
o

be ausa of better sales trond ioreca

o
=]
o

goods, and fewer clerical emp:-yees required for the reporting

functien. Curcent data regardln daily sales volume, inventory
levels, sales ratin figures and even profit and loss statement

raviews sre avallable wichiﬂ'haurs, With the technolggical

advancement projected -ip tue next ten years, more and more

%,

:j\

w11 brusirooses will liave accurate and currvat informatior

Narteoing of gewas and services includes eight basic

3 I A4 s

tunctions: buying, selling, transporting, storing, grading,

- igk~taking, financing, and marketing information Historical-

ly, middlepersons have performed the transporting, storing.
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risk*ta;ing, and financiag functions. However, all of these
functions musé be performed by Sameaﬁa; none can be eliminated.
The elimination of the middlepersons, therefore, d@és not
eliminate their function.

Channels Df‘ﬂistribution provide the linkage through which
praduéers' préducés flow to the market. Cost of goods is directly

related to the channel of distribution used. Therefore, how a

5
#

firm's products will be distributed is one of the most important.
decisions an entrepreneur must make.

In deﬁermining which channel to use, the entrepreneur must
consider the (1) nature of the product, (2) size and location
of the market, (3) availability of suirable middlepersons, and
(4) préiucer's ability and determination to oversee all of the
marketing responsibilities. |

Cﬁanges in mérket cecnditions and buyer attitudes necessitate
pefiodi& checks Qf distribution channels to be‘sure they are
getting goods to prospective buyers in the most effeciive way.

If

[0

ompetitors change their distribution plans, the entrepreneur
- o may have to adjust her or his plan. The entrepreneur must

. , 7 ) .
regularly reevaluate policies on marketing channels for these
. i ,
: |
reasons. : \

.
!
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nsumer Goods

Produc

m

of consumer poods have five main channel cholces,
one involving direct-to-censumer distribution and four which
make use of indirect distribution through one or more lavyers

of various types of wholesale and retail middlepersons.

~ B Producers of Consumer Goods
_ =C) IMEL |

o

[Agents]

Merchant

Wholesalers

! l

e

l

Merchant
Whalghalﬁlq

L

[Retailers] [Retailers]

[Retailers]

Retailers]

e

!

_Ultimate Consumers (Consumer Market)

ARE THERE DIFFERENT
CHANNELS OF DiS=
TRIBUTION FOR

INDUSTRIAL

Channels of Distribution - Industrial Good-

ﬁiéﬂdl

choices, one involving direct-tc—-industrial user di

or more layers of various types of. whnlesale middleper

-+ of industrial goods have four main channel

stributicn

m

and threze that make use of indirect distribution through one

rsons.

GOODS? |

Producers of Industflal ngﬁ ?“:” - -

Merchaﬁt
| Wholesalers

b

\

Industrial Users (Ind

istrial Mafkec)
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Modes of Tramsportation

Selecting distribution channels requires some knowledge
of the various modes of transportation available. Selecting
the best type of transportation to get the job done for the
least cost is becoming more and more important due to increases
in transportation costs.

There are several types of motor carriers to choose from.

(]

A producer or manufacturer needs to select the type of carrier

]

that best suits his or her needs. Sometimes two carriers ar
needed. If this occurs, the first motor carrier has the right
to select the second carrier! however, the customer's wishes
are usually honored.

Common carriers (trucks) can be hired by any shipper and

are under the regulation of the Interstate Commerce Commission.

They haul about one third of all motor freight. Common

Tl . * ~ . .
carriers have to charge certain rates and must operate over
¥

certain established routes.

Contract carriers can enter ‘into special agreements with

individual shippers and are not as restricted. They agree to
move specified shipments for a specific period of time. They
establish their own rates.

Private carriers are company-owned trucks that haul

company goods only.

ht is being used more and more today due to in-
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freight charges,. It is frequently used for quick delivery and
smaller items. Unfortunately, size and weight restrictions
often limit air freight shipments.

Railroads have provided the vital links among the various
channels of distribution for many years. Railroads are ex-
tremely reliable. Piggyback cars, flatcars on which trailers
canlbe loaded, have increased railroad efficiency. Container-
ized shipments are often placed on piggyback car=.

Containerization involves use ¢ =pe. ial or portable con-
tainers in which a producer can pack goods. This reduces
packaging costs and losses due to theft and damage. The goéds
can travel great distances, change directions, and never have
to be taken from containers. A container can be removed from
the flatcar and put on board a ship, taken halfway around the
Wéfld, lifted from the ship, deposited on another railroad
flatcar, and further transported. The goods remain packed as

the original producer placed them.

P

PROMOTION FUNCTION

HOW IMPORTANT IS The primary purpose of adveftising and sales promotion is

/

s

ADVERT "SING/ to presell goods and services to customers. Advertising is

e

PROMOTION TO' paid noupersonal message by an identified sponsor. Advertisin

SMALL BUS- " _converts purchasing power into actual sales. Billions

iy
(e}
=

INESSES? - dollars are spent on advertising each year. Sales promotion

is any special effort a business takes to improve its sales
- 104 .
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and to hold onto its customers. It focuses on customer in-
terest. With so many products available today, sales promo-
tion helps customers select a certain product.

" The finest product or service is useless until it is in
the customer's hands. Most people must i motivated to want
something Eéfcre they will buy it, und promotion is the mass
motivater. ;dvertising and sales promotion are the strate-
gies that keep sales alive and a business profitable. They
are becoming mcfe and more important. Whether a business
should use them is no longer the questi@ﬁ. Now entrepreneurs
should be ‘asking "How much and what kind do I need?" Yet
there e many small business owners who haven't discovered

advertising and sales promotion.

) Adverﬁi§ing

WHAT ARE THE . The two major objectives of advertising are to draw in

OBJECTIVES OF new customers agd to keep the old ones. 1In cfﬁer to achieve

,ADVEEEISING? these objectives, good advértisements must do what good sales-

people daefghey must follow the AIDA formula. This means that:
1. The advertisement must get the,ittéﬁtian of the

desired audience.

held.
3. In holding interest, the advertisement must create a

Desire for whatever is being advertised.

o
o]
B
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4. Once attention, interest, and desire have been

(i1

attained, the advertisement must induce the customer
to Act--actually buying what is advertised.
However, advertising is not a cure=-all. There are a num-
ber of things advertising cannot do. |

1. It cannot make a business prosper if that business

offers only a poor product or” an inferior kind of

oW

service.

2. It cannot lead to sales if the prospects it brings
in are ignored or poorly treated.

3. It cannot create traffic overnight, or increase
sales with a single ad.

4. It will not build confidence in the business if it

is untruthful or misleading.

1

Written Advertisements

Small businesses commonly use written advertisements.

Small businesses usebﬂhe local daily and weekly newspapers,

magazines, and direct mailing more often than TV and outdoor
advertising. Preparing a written advertisement involves pre-

paring four major elements: headline, illustration, copy, and

logotype.

L]

t,

w
i

The headline must attract attention, arouse intere
motivate the reader to read the copy. It must be directed

right at’ the reader. The more effective headlines usually ask

f14:1f,
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a question, state a major selling point, or make a suggestion
or statement about the major benefit of the product.

The old adage "a picture is worth a thousand words" is

true of an illustration that appeals to human interest. An

"attention getting illustration will sell goods faster. People

are more impressed by what they see than by what they read.
Sa:etimés the illuscration is used to direct the reader's eye
to a particular point.

Writing copy is a true art. Copy chould be written in
language that is readily understood. The reader must feel the
advertisement is speaking directly to him or her. The copy
should contain ail pertinent facts regarding the product, such
as the benefits, sizes, styles, price, and any other informa-
tion that will help the customer make a decision to buy.

j_e,is the identifying mark of the business. It

can be an emblem, a trademark, initials, or symbol. It should
o
make the customer recognize which business is doing the

advertising.

Using‘Advgztisinngggncies

The decision to use an advertising agency should be given

or not you feel they can do a more effective and efficient job

than you could. If you de¢ide to use an advertising agency,
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twe accounts where products are in direct competition, 2) ob-
tains permission from the advertiser before committing the firm
to any expenditures, and 3) communicates the exact dollar

amount of all cash discounts granted by media to the advertiser.

1f advertising dollars are to produce the maximum possible im-

- pact on sales and profits, then all the parts of the progrem

[

must be skillfully implemented, regardless of who prépafes
the ads.

Most advertising agencies are paid on commission. These
agencies receive the bulk of their compensation from advertis-
ing media rather than from advertisers. Advertising agencies
pay for space §nd time used on behalf of advertisers aivthe
"oard rate" less a certain discount, usually 15%, and bill
them at the card rate. Advertising agencies are siumilar to
management consulting and market research firms, except in the

way they receive compensation.

The Promotional Mix

Determining the pfapér "mix'" ‘of advertising, sales promo-
tion, and personal selling is one of the fundamental tasks for
successful marketing, If the entrepreneur décides to rely on
personal selling, advertising should be used primarily as a
means of making a salesperson's éelling efforts ﬁgfe effective.

For example, advertising may be used to make dealers more

108
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Are you abliz to apply these marketing principles Lo wour

ness aspiraticns? Are you now familiar with thoe various
marketing s ing activities should help
check ivities

you

1.

‘to the field vou wish to enter.

Select the questionnaire appropriate for the kind of

usiness you hope to

o
e
(o]
1
=
=
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r
[mis
w
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Pl

1.

I
T

p least two entrepre-~

0

mplete the question-

b
i

urs in your area and ask them to co

rs. MWere there ditferences?

b
My

naire. Compare their a‘sw

i

If so, why? Prepare a two page paper summarizing the
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Marketin:s Managzement
For Manufacturers
" - Eead il .
NS BN IR
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Horae o
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purchaas il
Are 1 for purchas : o
. examined by you or a responsi o

L =rtain f?l"lf‘ Lafa
leld U(i?ZT‘Z oUs I‘qu{ 1y

Do you or a responsible employee
veriodie reports as to:

pe
_ - 1. slow-moving itema?
/- 7 2. obsolete items?
i 3. overstocks?

Is merchandise own hc";
&P@ptfﬁif (customer's zﬁﬂunziLLrg
, and the 11 Rp)j phygzcally
and under accounti ontrol?
(Management Audit for Manufacturers, 1977, pp. 18-19)
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2 Contact two business owners located in vour cemmunity who
operate the type of business you hope to own Ask them how

business you plan to cperate Identifv the media vou will
use, write the advertisements, and develop an advertising
budget.

methods for collecting re ~ch data.
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the various inventory control systems which can be

Fodt
-
[
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=
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3. Explain the marketing concept. What does it include?

4. Describe what is meant by 'product life cycles. 0f what

importance is this information to the small business owner

5. Do retailers, manufacturers, service firms and wholesalers
set their prices differently? Explain in detail.
Compare your answers to your respomses to the preassess-
ment. You may want to check your postassessment answers with

your instructor.
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O'Dell, W. F., Ruppel, A. C., & Trent, R. H. Marketing Decision
Making: Analysis Framework and Cases. Cincinnati:
South-Western Publishing Company, 1976.
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Petrof, J. V., Carusone, . a
ness Management: Concepts
Decisions. New York:

Pickle, H. B. & Abrahamson,
Santa Barb i]

Shilt, B. A., Everard, K. E. &
and Hanagéme1ti 6th ad.,Ci

Publishing Co., 1%973.

] -
incinnaci: South-Western

Small Business Administration. Washington. D. C.: Governmént
Printing Office.

Analyzing Your Cost of Marketing, 1975.

Are Your Products and Channels
Management Aid, no. 203, 1975.

. Inventory Management, 1975.

. Knowing Your Image, 1975.

Managing for Profits. Nonseries Publica ation, 1968.
Sanagling | ]

__. Marketing Plaﬂﬂ4*5>culdLl%, 1975.
. Merchandising Control. Topic 21.

. A Pricing Checklist for Managers. Small Marketers Ald,
no. 105, 1975.

. Sta Vﬁng and Managing a S@gllinsinessiaf Your Own.
Starting and Managing Series, no. 1, 3rd ed., 1973

. Stock Controls for Small Stores. Small Marketers Aid.
no. 123. 1970.

. What Is the Best Selling Price? Management Aid, no. 193
1975.

U. S. Defense Department. How to Buy Surplus Personal Proporty.
Washington, D. C.: Crun roament 1 inting Offi

Wingate, J. W. & Nolan, C. A. Fundamentals of Se

elll
Cincinnati: South-Western Publishing Co., 1969.
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Dramatizaz
to the Eofal b

"Help at Hand" (20 min.)

]
i
=1y

Through narration and dramatization of the experience
three small manufacturers, this film explains the Small Business
stance program.

Administration's procurement assistance p

"A Step in the Right Direction' (12

Through discussions between two ail compet

ashbacks of their problems and accomplishments in d
sucen essful control procedures, the film dramatizes the importance
of merchandise control in retai res and illustrates some

m h—*
P
[md
c

éff ctive control systems and t

-
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"Variations on a Theme" (13

re layouts and point-of-

Emphasizes the need for advertising, planni
ng by small il and service husinesses. I

various promotion methods which reach, at specifi
willing customers and explains the methods of choo
and directing advertising. The two main characters
upon budgeting, timing, choice of medis, and plans
specific promotions.
"The Seventh Chair" , 8., cclor, 16 mm)

The film opens in a conference room witch small
owners represénting various types of enterprises
Each business persen discusses his or her credi
problems.
"Buying and Selling in International Markets

A film produced by Pan
through successful cases,
helps business persons get

es' opinions of ads, b

t
ider in advertising/sale

d.,

1/4 min., s color,

16 mm)

Emphasizes the important steps
Conflict occurs due to an anniversary sale in a ready-to-wear
shop. The proprietor p@lnts out many of involved
in promoting and implementing a successfu nt. Sub-
sequent meetings with all store personnel e conflict
and illustrate the step-by-step preparation sale,
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PACE
A Program for
Acquiring Competence

Instructor’'s Guide

Part i
Being An Entreprenei -

Unit D

HESEARCH AND DEVELOPMENT SERIES NO. 194 C.‘ -4

i

in Entrepreneurship Marketing Management

THE NATIONAL CENTER
FOR RESEARCH IN VDEAT’IDNAL EDUCATION

) STATE UMIVER
1-;-.;:1 KEMNY ROAD" Eagu-l:us IO 43210

USING THE INSTRUCTOR'S GUIDE

The Instructor’s Guide contains the following:

e Teaching/Learning Objectives (identical to the Teaching/
Learning Objectives found in the PACE unit)

® Teaching/Learning Dellvery Suggestions

e Pre/postassessment Suggested Responses

This information is geared towards the three levels of learning, and is designed
for use as a supplemental teaching aid. Additional instructions for using PACE,
sources of information, and an annotated glossary can be found in the PACE
Resource Guide.




PRE/POSTASSESSMENT

SUGGESTED HESPDNFE%‘\

EXPOSURE

1.

Wi

W

Easically,_' marketing is the performance of business activities that direct the flow of goods
and servii:es frgrn praducers tr;i consumer or user. Msrkﬂtiﬁg activities int‘.iude (a) rﬁarku

keepmg and mventgry contn:l (g) selectlng channe!s of dlstrlbutmn and (h) *\dvertlsmg

-and sales promaotion.

Responses shguld describe three of the activities listed in response to No. 1.
Responses should be discussions of the pervasiveness of marketing activities,

A business’s image is how the firm is pictured by customers and competitors. It is the
flrm s |dentity How wtal a f:rm 5 mﬁge is to |ts succPss depends on the nature Df the
should mdlc;ate awareness af the lmpurtance pf the firm's image rggardless Df the type of
business (ev%n asmall manufacturer has an effect on the community), and should be

EXPLORATION

1

Steps for conducting market research include (a)_i lentifying the problem, (b) planning
research, (¢) gathéﬂng facts, (ci) interpreting facts, (e) choosing a solution.

Channels of distrlbutmn are (a) consumer goods: producer - agents - wholesaler - retailer -+
ultimata consumer, (b) industrial goods: producer - agents — industrial distributors (dealers) -
industrial user. Industrial channels depend upon more uniform buying patterns for similar

- products than do consumer channels. Classification of industrial goods is also l2ss complex.

The following factors should be considered when pricing a product or service: {a) cost
. of goods, (b) profit, (c) business environment, (d) competition, (e) the product ur service,
.and (f) the credit function.

13y



4. Responses should indicate that pricing involves weighing many factors. The ideal price
is high enough to produce maximum prefits but low enough to attract the highest
number of buyers,

Advertising is a promotion strategy designed to inform potential buyers of a product
or service through nonpersonal communication media. Sales promotion aciivities are
incentives to buy products. They do not include personal selling and advertising. Sales
promotion techniques include cents off coupons, demonstrations, trading stamps, "‘\
point-of-purchase displays, samples, premiums, and contests and sweepstakes. Advertising
methods include newspaper display ads, radio and television ads, direct mail, transit
advertisirig, and outdoor advertising.

5]

PREPARATION/ADAPTATION

1.  Data g=thering methods include the interview method, the observation method, and the

sample survey method.

2. For retallers inventory control is aimed at maintaining inventory levels that are
economically justifiable and providing merchandise when customers want it. For
manufacturers, it is aimed at maintaining production schedules with a minimum

investment.

perfcrmmg a cmrdlnateﬂ set of actnrltles dESIgnEd to achieve this gca! Pruduc:ts are
changed and madified to keep in touch with customer wants and needs. The concept,
formulated in the 1950s, influences all phases of production.

4. Most products have life cycles—they are introduced, experience growth periods, peak at
market saturation, and decline. Entrepreneurs who understand this process know when
to mtmduce new, modify current, and eliminate old products.

5. Retailers set priees based on the wholesaler’s or manufacturer’s suggestions. In manu-
facturing, the cost of production is the basis for pricing. Service firms usually base prices
on an hourly fee.
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TEAGHING/LEARNING GEJECTIVES

TEACHINC

ilpon complaiion 54 thi2 lavel of instruction you should be zhia to:

A variety of differe
used, To help you ¢

these suggestions a)

LEVELS OF LEARNING

Exposure

1 Deﬁne marketmg and discuss its sngnlflcance to small busmess

2. ldentify three marketing functions and discuss their importance
to small business.

3. Describe these marketing functions from the viewpoint of small
business:

Market research

. Product planning

Pricing

. Credit

. Purchasing

Inventory control

Distribution

. Sales pmmatmn

4. Define the term * ‘marketing mix."

5 D:scuss what is meant by prgduct line dwersnf'\:atmn

I TE S AD ot

1. Collect a set of ¢
ferent stores for

2. Arrange for a m
with the group a

. Invite a local per
discuss marketin

Lo

Exploration

1. Diseuss the factors to consider when purchasing business supplies
and equipment.

. Describe the costs associated with inventories.

. Diseuss the elements that affect pricing practices in small businesses.

. ldentify and disuss the steps used in conducting market research.

. Describe various channels of distribution and how each channel may
alfect the cast ofa prnduc‘t

. Describe the nmpurtan:e of extending :redlt to customers.

. Identify and discuss briefly at l2ast three advertising and sales pro-
motion media.

~J LR dee & M

1. Irivite a staff me
various types of
vantages of each,

. Have the group v

3. Have a small bus;

customer’s needs

4, Have thegroyp a

ation,

N

Preparation/Adaptation

. Name and discuss at least two methods for determining customer
wants.

. Define product life eycles.

. Describe different inventory control systems used by retailers,
wholesalers, manufacturers, and service businesses,

. Discuss pricing methods used by retailers, wholesalers, manufactur-
ers, and service businesses,

. List and discuss at least two primary methods for collecting research
data,

6. Describe the factors that influence the selection Df chanpels of distri-
-bution,

- Identify the variety of modes of transportation available for distri-
bution of materials and products,

8. Describe the major elements of a written advertisement.

o

el

1. Organize a panel.
service firm owne
marketing strateg

2, Invite a member ¢
merce to explain
economy of the ¢
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. The PACErseries ccng;sté gfithgse'partskand units. -

"PART I: -GETTING READY TO BECOME AN ENTREPRENEUR

Unit
Unit

Unit

'PART II:
Unit

- Unit
Unit

Unit

Unit

iﬁnit

Unit

PART III:
Unit
Unit
Unit
Unit
Unit
Unit
Unit

Unit

:Ae Haﬁgrgggf Small Business

B: Are You an Entrepreneur?

C: How to Succeed and How to Fail

BECOMING AN ENTREPRENEUR
A:  Developing the Business Plan
B: Where to Locate the Business
C: Legal Issues and Small Bgsiﬂess
D: Government Regulations and Small Businéss
E: Choosing the Type of Dwnershipr
F: Haw_tnginsnce the Busiﬁess
G: Resources for Managerial Assistance
. ‘\\
BEING AN ENTREPRENEUR
A: Managing the Eusinésg\
B: Financial Management
G:r Keeping the Business Records
D: Marketing Management
E: Successful Selling
F: Managing Human Resources
G: Community Relations

H: - Business Protection

RESOURCE GUIDE



