Chapter 7

establisHing objectives and Budgeting for
THe Promotional Program

Chapter Overview

This chapter focuses on the process of setting objectives and budgeting for the IMC program. The major emphasis is on determining advertising objectives as it is often the lead element in the promotional mix, particularly in consumer products marketing. This chapter stresses the value and importance of setting specific advertising objectives and the role they play in guiding decisions and evaluating performance. The chapter also focuses on the importance of knowing what to expect from advertising and the differences between sales versus communication objectives. The DAGMAR model is discussed as a viable approach to setting objectives with attention being given to the characteristics of good advertising goals and objectives. Limitations of DAGMAR are also discussed along with other problems firms encounter in setting objectives. The chapter then presents students with an understanding of the advertising and promotions budgeting process. The chapter discusses the theories underlying budgeting decisions and examines the various approaches to budgeting. The chapter concludes with an examination of budget allocation decisions. 

Learning Objectives

1.     To recognize the importance and value of setting specific objectives for advertising and promotion.

2.     To understand the role of objectives in the IMC planning process and the relationship of promotional objectives to marketing objectives.

3.     To know the differences between sales and communication objectives and issues regarding the use of each
4.     To understand the process of budgeting for IMC.

5.     To understand theoretical issues involved in budget setting.

6.     To know various methods of budget setting.

7.     To recognize some problems marketers encounter in setting objectives for their IMC programs. 

Chapter and Lecture Outline

I.
INTRODUCTION

This chapter begins by presenting a very interesting discussion of the value of advertising. The lead-in serves as an interesting topic for discussion, as marketers (probably forever) have debated the value of advertising expenditures. The first Perspective (IMC International Perspective) exemplifies this point even more, as one reads about the enormous amounts of monies being spent just to sell video games. The perspective is also interesting in that it shows that companies seek different objectives for their monies. It is important to communicate to the student that while setting good objectives can be complex and difficult, it is important for this to be done properly as specific goals and objectives are the foundation upon which all promotional decisions are made. Despite the importance of setting specific advertising and promotional objectives, many companies fail to do so or set them in a manner that is inappropriate or inadequate for guiding the development of the promotional program and measuring its effectiveness. Part of the problem stems from the fact that many marketers are uncertain as to what advertising and promotion can or should do and/or prefer to use sales as an objective.

II.
THE VALUE OF OBJECTIVES

One of the reasons many companies fail to set specific objectives for their advertising and promotional programs is that they fail to recognize the value of doing so. There are several important reasons for setting advertising and promotional objectives:
A.
Communication—Specific objectives serve as communication devices and facilitate the coordination of the various groups working on the campaign on both the agency and the client side. Problems can be avoided if all parties involved have a set of written and approved objectives to guide their decisions and actions.

B.
Planning and Decision Making—Specific objectives can be useful as a guide or criterion for decision making. Advertising and promotion planners are often faced with a number of strategic and tactical options in areas such as creative, media, budgeting and sales promotion. Choices among these options should be made on the basis of how well a strategy or tactic matches the promotional objective.

C.
Measurement and Evaluation of Results—A very important reason for setting specific objectives is that they provide a benchmark or standard against which success or failure of the campaign can be measured. When specific objectives are set it becomes easier for management to measure what has been accomplished by the campaign.
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III.
DETERMINING PROMOTIONAL OBJECTIVES

The determination of objectives for integrated marketing communication occurs after a thorough situation analysis has been conducted and the marketing and promotional problems and opportunities have been identified. A thorough situation analysis is critical as this becomes the foundation upon which marketing objectives are determined and the marketing plan is developed. Promotional objectives in turn evolve from the overall marketing plan and are rooted in the firm’s marketing objectives.
A.
Marketing versus Communications Objectives—it is very important to emphasize to the student the differences between marketing versus communications objectives. Marketing objectives are generally stated in the firms marketing plan and are statements of what is to be accomplished by the overall marketing program within a given time period. Marketing objectives are usually defined in terms of specific, measurable outcomes such as sales volume, market share, profits, or return on investment. The achievement of marketing objectives will depend upon the proper coordination and execution of all the marketing mix elements, not just promotion.


Integrated marketing communications objectives are statements of what various aspects of the IMC program will accomplish. They should be based on the particular communication tasks that are required to deliver the appropriate message to the target audience. This requires the translation of general marketing goals into communication goals and specific objectives. Many promotional planners approach promotion from a communication perspective and view the objective of advertising in particular as that of communicating information or a sales message about a product or service. However, this is not always the case and leads to the debate over sales versus communication objectives.
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IV.
SALES VERSUS COMMUNICATION OBJECTIVES

A.
Sales-Oriented Objectives—many marketing managers view their advertising and promotional programs from a sales perspective and argue that sales or some related measure such as market share is the only meaningful goal for advertising and thus should be the basis for setting objectives. They take the position that the basic reason a firm spends money on advertising and promotion is to sell its products or services. Thus they argue that any monies spent on advertising should produce measurable sales results.

1.
Problems with sales objectives—Problems with this approach include:

· problems in achieving sales could be a function of other marketing mix variables such as product design or quality, packaging, distribution, or price.

· problems in achieving sales could be due to other macro factors such as the economy, competition, or consumer trends.

· the carryover effect which suggests that the effects of advertising on sales are not always immediate and occur over an extended time period.

· sales objectives offer little guidance or direction to those responsible for planning, developing and executing the promotional program.
2.
Where sales objectives are appropriate—while there are problems in attempting to use sales as objectives for an advertising and promotional campaign, there are situations where they may be appropriate, such as:

· when the promotional efforts are direct action in nature and are designed to induce a more immediate response. For example many sales promotion programs have sales objectives since their goal is often to generate trial or short-term sales increases.

· direct response advertising which measures success of a campaign in terms of the sales response generated by an ad.

· retail advertising where short-term or direct action is sought such as during sales or special promotions.

· in situations where advertising plays a dominant role in the marketing program and other factors are relatively stable.

B. Communication Objectives—many marketers take the perspective that the primary role of promotional mix elements such as advertising is to communicate and effects should be based on communication objectives. Advocates of communication objectives generally use some form of the hierarchical models discussed in Chapter 5 as a basis for setting advertising objectives. The underlying logic of these models is that as consumers pass through successive stages of the response hierarchy they move closer to purchase, and advertising’s purpose is to help move them through.

· Communication effects pyramid—The text uses the communication effects pyramid (Figure 7-3) as a way of understanding the communication tasks to be performed by advertising and promotion. The marketer must accomplish lower level objectives such as awareness and knowledge which builds a strong foundation or base. Subsequent tasks involve moving consumers to higher levels in the pyramid so as to get them to the top where trial and regular use/repurchase occur. It is important, however, to point out that the percentage of prospective customers moved to each level will decline in most instances.

· Problems with communication objectives—It should be noted that not all marketing and advertising managers accept the idea of using communication objectives. Accomplishing communication objectives is seen as being of value only if this results in sales. Moreover, translating a sales goal into communication objectives can be difficult. For example, you might discuss what constitutes an adequate level of awareness, knowledge, liking or conviction. While there are problems with communication-oriented objectives, it should be pointed out that at some point a company must determine what it hopes to communicate and to whom. Communication objectives are the criterion used in the DAGMAR model which has become one of the best known and most influential approaches to the advertising planning.
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V.
DAGMAR—AN APPROACH TO SETTING OBJECTIVES

DAGMAR (Defining Advertising Goals for Measured Advertising Results) is a model developed by Russell Colley in 1961 for setting advertising objectives and measuring the results of a campaign against these objectives. Under DAGMAR an advertising goal involves a communications task that is specific and measurable. A communications task involves something that can be performed by and attributed to advertising. Communication tasks in DAGMAR are based on a hierarchical model similar to those discussed in Chapter 5. While hierarchical communication effects form the basis of DAGMAR, there are other specific communications tasks that advertising might be expected to perform or help accomplish.
A.
Characteristics of Objectives—a major contribution of DAGMAR was Colley’s specification of what constitutes a good objective. Four requirements or characteristics of good objectives were noted:

1.
Concrete and measurable—the communications task or objective should be a precise statement of what appeal or message the advertiser wants to communicate to the target audience. The objective should be measurable in that the method and criteria used for determining if it has been properly communicated should be specified.

2.
Target audience—a good objective should specify a well-defined target audience. The target audience is usually identified in the situation analysis and may be based on the variables discussed in Chapter 2.

3.
Benchmark and degree of change sought—another important part of setting objectives is having benchmark measures to determine where the target audience stands at the beginning of the campaign with respect to various communication response variables such as awareness, knowledge, attitudes, image, etc. The objectives should also specify how much change or movement is being sought such as increase in awareness levels, creation of favorable attitudes or number of consumers intending to purchase the brand, etc. Figure 7-6 regarding the objective setting for the Subaru Outback is a good example to discuss here.

4.
Specified time period—a final characteristic of good objectives is the specification of the time period during which the objective is to be accomplished. The time period should be appropriate for the communication objective as simple tasks such as increasing awareness levels can be accomplished much faster than a complex goal such as repositioning a brand.

B.
Assessment of DAGMAR—There are certain problems and limitations to DAGMAR which should be discussed. These include:

· Problems with the response hierarchy—reliance on traditional hierarchical type response models is a problem in the original version of DAGMAR. However, the updated version of the model, DAGMAR MOD II, recognizes the need for a modified response hierarchy that is appropriate to the buying situation such as in high- versus low-involvement purchases.

· Problems with attitude-behavior relationship—some criticize DAGMAR since it implies that movement through the hierarchy will lead to changes in attitudes and subsequent behavior. Problems with the assumption that attitudes are related to behavior are well documented. However, refinements in the measurement of attitudes and purchase intentions can reduce the significance of this problem.

· Sales objectives—proponents of sales objectives argue that communication objectives advocated by DAGMAR are a “cop-out” and a way of ignoring the basic goal of advertising which is to generate sales. They argue that since a communication objective is of interest only if it can be shown to be related to sales, why not simply use sales as the objective?

· Practicality and costs—DAGMAR is criticized for being difficult to implement and practical only for big companies with large marketing and advertising research budgets who can afford to establish quantitative benchmarks and measure communication results. 

· Inhibits creativity—DAGMAR is also criticized on the grounds that it can inhibit creativity by imposing too much influence or structure on creatives. The creative department may become too concerned with “passing the numbers test” rather than developing great ideas that result in unique and effective advertising. Many advertising people have blamed the lack of great creative ideas and campaigns in the U.S. in recent years on an over quantification of advertising objectives.
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VI.
PROBLEMS IN SETTING OBJECTIVES

Most advertisers and their agencies fail to follow the basic principles and guidelines set forth in DAGMAR. They often fail to set specific objectives for their campaigns and/or do not have the proper evidence to determine the success of their promotional programs. Several interesting studies dealing with this problem are discussed in the text including the classic study by Stewart H. Britt and a more recent investigation by Steven Hartley and Charles Patti which looked at the problems of business-to-business advertisers in setting objectives.
A.
Improving Promotional Planners’ Use of Objectives—Advertisers and their agencies should strive to set specific and measurable objectives that serve as a guide to promotional planning and decision making. Part of this problem stems from a lack of understanding of the role and function of advertising. It is unlikely that most firms are going to set objectives following all of the criteria set forth in DAGMAR. However, promotional planners should set objectives that are specific and measurable and go beyond simple sales goals.

B.
Setting Objectives for the IMC Program—Most of the attention in the promotional area has focused on advertising since it is often the lead element in the promotional mix and other promotional mix elements such as sales promotion, direct marketing, and publicity are used to support and complement the advertising program. Advertising-based views of marketing communications planning, such as DAGMAR, have dominated the field for many years. However, as more companies adopt IMC they are considering how the various promotional mix tools can be used to communicate with their customers.


Advocates of IMC are calling for new approaches to promotional planning and IMC. For example, Professor Don Schultz of Northwestern University advocates the use of an outside in planning process to IMC that starts with the customer and builds backwards to the brand rather than  inside-out planning (Figure 7-7). Professor Tom Duncan of the University of Colorado argues that IMC should use zero-based communications planning which involves determining what tasks need to be done and which marketing communications functions should be used and to what extent. This approach focuses on the task to be accomplished and searches for the best ideas and ways of accomplishing it. Duncan suggests that an effective IMC program leads with the marketing communication function that most effectively addresses the company’s problem or opportunity.


It should be noted that the criteria discussed in determining advertising objectives are relevant to other promotional mix elements as well. A more thorough discussion of objectives for promotional mix elements such as sales promotion, publicity/public relations and personal selling is provided in the chapters where these topics are covered.
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VII.
ESTABLISHING AND ALLOCATING THE PROMOTIONAL BUDGET

As noted in the text, the budgeting decision is not a trivial matter. Whether the firm is spending millions of dollars or thousands, this decision will have a direct impact on the success of the communications program. As can be seen by examining the decision sequence model presented in Chapter 1, budgeting decisions are not made in isolation. These decisions require an interactive process in which the communications objectives must be taken into consideration. Likewise, the budget directly impacts the promotional mix strategies that are to be developed. Thus, both the size of the budget, and the way that it will be allocated must be given much attention

A.
Establishing the Budget

1.
Theoretical issues in budget setting—most of the models used to establish advertising budgets can be categorized as taking an advertising or sales response perspective. In this section we discuss some of these.

a.
Marginal analysis—Figure 7-9 in the text illustrates the concept of marginal analysis. As the figure indicates, as advertising/promotional efforts increase, sales and gross margins will also increase to a point and then level off. In using marginal analysis, the firm would continue to spend promotional dollars so long as the marginal revenues created by these expenditures exceeded the incremental costs. When the dollar expenditures exceed the returns, the budget should be scaled back. In other words, the optimal budget would be at that point where marginal revenues are equal to marginal costs, or where mr = mc. While this economic model seems logical intuitively, in fact, there are two major weaknesses that limit its applicability: (1) The assumption that sales are a direct measure of advertising and promotions efforts, and (2) the assumption that sales are determined solely by advertising and promotions.

b.
Sales response models—two budgeting models based on sales response are discussed in the text. The first of these—the concave-downward function—is based on the microeconomic theory of the law of diminishing returns. Essentially, the model states that as the amount of advertising expenditures increases, its incremental value decreases. The basic argument is that those most likely to buy the product are likely to do so as a result of the earliest exposures. Additional exposures are not likely to increase the probability of their purchasing, nor is it likely to have an effect on those who are undecided or unlikely to buy. Thus, the effects of advertising would rapidly diminish.

The second model—the S-shaped response function—takes a very different approach. In this model, it is argued that initial outlays of promotional dollars will have very little impact on sales. As indicated in Exhibit 7-10, in Range B an impact will begin to be noticed, carrying through to Range C, where additional expenditures have again very little impact. This S-shaped curve suggests that there are incremental values to be accrued from additional dollar outlays, but only to a point. For example, it would be argued that a certain level of expenditures is necessary to make an impact. However, after a certain point (beginning of Range C) these dollars are unlikely to be of value. In other words, no matter how much I spend, if you don’t want the product, advertising isn’t going to make you buy. As with marginal analysis, the marketer would want to establish the budget at the point where s/he gets the optimal value for the outlay.

c.
Additional factors considered in budget setting—In addition to considering the theoretical aspects of budget setting, a number of other factors must be taken into consideration including: situational factors; customer factors; the competitive environment; etc. Figure 7-11 can be used to demonstrate this point quite effectively. Figure 7-12 is useful to provide a perspective of what advertisers and their agencies consider the most important factors to consider in setting the budget.
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B.
Budgeting Approaches—This section discusses the variety of approaches that marketers use in establishing their budgets. These approaches can be classified as either top-down or build-up approaches.

1.
Top-down approaches—in these methods of budgeting, the budget is established at the “top” by management, and is passed down to the managers. Top down approaches generally include the following:

a.
the affordable method—In this approach, the firm determines what level of advertising and promotions expenditures they feel that they can afford, and set this amount as the ad budget.

b.
arbitrary allocation—when budgets are set through arbitrary allocation, there is no real rhyme or reason for the amount established. Sad as this may seem, the truth is that for many firms this is the method employed.

c.
percentage of sales—perhaps the most commonly employed method of setting budgets in large firms is the percentage of sales method. As noted in the text, there are a number of variations on this method, as some firms use a flat percentage of sales figure, while others may assign a percentage of the product cost to advertising with the budget based on the number of units sold (see Figure 7-14). In addition, another variation stems from which year is considered the base year for sales. One approach uses past sales histories, while the second—a percentage of projected future sales—uses projected sales figures. Many firms employ both methods, with a projection used for planning, and the final budget adjusted according to actual sales. IMC Perspective 7-2 gives examples of companies who view promotion expenditures as a long-term investment rather than as an expense.

d.
competitive parity—in this method, budgets are set by matching the percentage advertising/sales ratios of competitors. In the past Advertising Age would publish the percentage of sales figures by product type, and this method would be easily demonstrated in the classroom. Figure 7-15 can be used to show some percentage of sales figures, and the instructor can explain that in using a competitive parity method, companies competing in the same industries would have equal or nearly equal ratios.
e.
return on Investment (ROI)—while good in theory, the ROI method is rarely used. The basis of this approach is that advertising expenditures should be considered as an investment, returning sales as a result. Unfortunately, for many of the reasons cited in the text, the ability to demonstrate this relationship is very difficult.
2.
Build-up approaches—a more effective method of budgeting is that offered by build-up approaches. In build-up approaches, specific objectives are established, and budgets are determined based on the costs required to attain these goals. Three such approaches are discussed in the text.

a.
objective and task method—Figure 7-18 demonstrates the steps required in using the objective and task approach. As can be seen, the process involves establishing objectives, determining the specific tasks associated with attaining these objectives, and determining the costs associated with these tasks. Monitoring and re-evaluation of these steps is critical to the success of this method.

b.
payout planning—By projecting the revenues that a product is expected to return over a period of two to three years, the marketer can develop a payout plan. Based on this expected rate of return, the marketer can assist in the determination of the advertising expenditures necessary. An example of a payout plan is presented in Figure 7-20.

c. quantitative models—As noted in the text, quantitative models have not met with the success that might have been expected of them. Most of these models have employed the use of multiple regression analysis using sales as the dependent variable, which may account for much of the problem.

Figure 7-21 provides the results of a study by Low and Mohr regarding the advertising budget setting process. As can be seen, the nature of the decision process and a variety of factors have been shown to come into play in this decision. 

C.
Allocating the Budget—a number of factors influence marketers in their 
determinations as to how the budgets will be allocated. Recent years have seen a shifting of advertising dollars to promotions (though there are some indications that this trend may be reversing). Figures 7-22 and 7-23 are very current examples of where managers would like to see their monies spent, and where they are going. A variety of factors must be considered in determining how advertising and promotional dollars will be allocated.

1.
Client/agency policies—corporate politics, policies, etc. may all impact the allocation of advertising and promotions dollars. As noted, agencies and advertisers may both have their preferences as to how monies will be spent.

2.
Market size—the size of the market will often determine how much monies need to be allocated therein. For example, smaller markets may charge less for media time, may be more easily covered, etc. than larger ones.

3.
Market potential—certainly the potential of the market must be considered. The previously discussed concept of target marketing would dictate that market potential should be considered in the budget allocation decision.

4.
Market share goals—the market share goals established by the firm—that is, increasing or maintaining share—will impact the allocation decision. A study by John Jones concluded that (1) new brands generally receive higher than average advertising support; (2) older, more mature brands are often “milked”—that is, advertising expenditures are reduced; and (3) there is an advertising economy of scale operating.


In another study, James Schroer suggests that to have a growing market share marketers should:

· segment markets

· determine competitor’s cost positions

· resist the lure of short term profits

· consider niching strategies

5.
Economies of scale—some practitioners believe that there are economies of scale that accrue to marketers holding large market shares, which allows them to spend less money due to their past successes. As noted in the text, there is little or no evidence to support this theory, and some studies show that an opposite effect may occur.

6.
Organizational characteristics—After reviewing the literature, Low and Mohr conclude that a number of organizational factors influence the budget allocation decision. These factors include: (1) the organization’s structure, (2) power and politics in the organizational hierarchy, (3) the use of expert opinions, (4) characteristics of the decision maker, (5) approval and negotiation channels, and (5) pressure on senior managers to arrive at an optimal budget.
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Teaching Suggestions

We feel that from an integrated marketing communications planning perspective, this is one of the most important chapters in the text. It is very important for students to understand the importance of setting good objectives to guide the planning and development of an advertising campaign as well as for providing a benchmark or standard against which performance can be measured and evaluated. This chapter builds on material in previous chapters, particularly Chapters 2 and 5, as it stresses the difference between marketing and sales versus communication objectives and the role of advertising in influencing sales. The DAGMAR model relies heavily on the response hierarchy models discussed in Chapter 5. Students should recognize that the specific communication objectives that are appropriate will vary depending on the buying situation. 

The DAGMAR model is discussed in detail as a viable approach to setting advertising objectives. A very valuable aspect of Colley’s work on DAGMAR is the specification of characteristics of good objectives which are discussed in the text. While most companies are not going to meet all of the criteria set forth in DAGMAR, it is important that students recognize the characteristics of good objectives. Another important issue to address in discussing this material is the difference between sales versus communication objectives. We discuss the basic characteristics of each, when they are appropriate and problems with using sales and communication objectives. The instructor may want to find some examples of campaigns which have won awards and/or have been very effective from a communications perspective but not in terms of sales. The discussion can focus on the role of advertising and whether there are other problems or factors which may be inhibiting sales. A very good and interesting example which might be used here is to demonstrate that an advertising campaign can impact sales is presented in the discussion on the Subaru Outback.

Some instructors may wish to divide the lecture into two sessions. The first discussing the objective setting process and the second on budgeting. In the budgeting session we usually start the lecture with the theoretical perspective, explaining the two advertising/sales response models discussed in the text. A discussion and evaluation of each of the budgeting methods usually follows. (For example Figure 7-15 can be very useful in demonstrating the percentage of sales method. It could also be noted that many companies use this as a guide in setting their budgets to remain at competitive parity). The budget allocation decision is illustrated very well by showing Competitive Media examples of monies and percentages of budgets assigned to the media this service tracks. 

It is important for the instructor to demonstrate some of the strengths and weaknesses associated with both the theoretical models and the budgeting methods themselves. The major problem with the former is the fact that sales are used as the dependent variable. Students need to know that while it is sales (or some other behavior) that is ultimately sought, it is often very difficult to demonstrate directly the advertising/sales relationship—which to a large degree explains why regression-based models have also had limited success. Likewise, the budgeting methods discussed are also fraught with weaknesses the student must be aware of. An effective way of demonstrating this for the bottom-up methods is to ask students to prepare a fictional budget for a product. They will very quickly realize the problems associated with trying to determine payouts and assigning costs to the tasks required to attain specific objectives. 

Answers To Discussion Questions

1. The lead-in to the chapter discusses the fact that the companies that spend the most on advertising do not necessarily achieve the highest brand value for their products. Sometimes, those who spend very little are able to achieve this objective. Explain what factors may lead to these results. Provide examples.

The Total Research Corporation—a Princeton, N.J based company that conducts research on brand quality concluded that none of the 10 brands most heavily advertised in the U.S. were recognized as in the top 100 “quality brands”. Interestingly, the top three media spenders didn’t even make the Top 100 list. These results may cause some marketers to believe that advertising expenditures, therefore, have little to contribute to consumers’ perceptions of brand value. One must be careful in drawing such conclusions, however, because many other factors enter into the determination as to what constitutes brand value. For example, quality may be more important in the purchase of crystal than in fast foods, leading the advertising to focus on this attribute more. Beer marketers have found it to be more successful to promote fun and social experiences than quality, but high-end stereo companies could never achieve success this way. In addition, different companies may pursue different objectives in their advertising programs. Growth, penetration, and brand share are potential goals sought by some companies, while others may be focused on awareness, image and positioning. 

Finally, one must recognize that advertising itself cannot create brand quality—nor is it designed to do so. Waterford is a quality product. This image of quality may come in part from the advertising, but the product must deliver as well. Advertising may create a short-term image of quality for some products, but if that quality is not there, the effects will be short lived. 

2. Some marketers feel that the cereal companies have focused too much on sales objectives, creating a situation in which price cutting and couponing have become essential to selling the product. Do you think that these companies may be able to reverse this situation? Describe some of the options available to the cereal manufacturers. 

In an attempt to stop declining sales, the cereal companies thought that the best option would be to cut prices. Of course cutting prices also meant cutting profits, so the lost revenue had to be made up somewhere. That somewhere was the advertising and promotional budgets, which were slashed significantly. While it may seem counter-intuitive to slash advertising budgets in periods of declining sales that is exactly what the companies did in an attempt to be more competitive with store brands. Unfortunately, the price cut and advertising cuts together led to even further declines in sales. The cereal companies had to rethink their sales-oriented budgeting strategies. 

It is possible to reverse the trend; however, it is not likely to take place overnight. The emphasis on sales objectives, in and of themselves, was not the complete reason for failure. It was the combination of this strategy with a cut in advertising budgets. In a highly competitive market like cereals, many factors enter into the purchase decision. The reasons for purchasing cereal are many, including price, but other factors as well. By focusing on price, the other factors were ignored. Interestingly, the Special K and Smart Start brands, both targeted at health conscious, active consumers, and both heavily advertised, have been two of the most successful brands in the industry over the past few years. The cereal companies need to consider communications objectives and brand building efforts. The success of Special K and Smart Start are evidence that sales objectives are not always the appropriate ones. 

3. Figure 7-1 notes the numerous factors that influence sales. Provide examples of products and/or services that have been directly influenced by each of these factors. 

Referring to Figure 7-1 on page 200 of the text, the following chart will indicate influence:

Factor influencing sales

Product Impacted

Effect of impact

Technology (cell phones)
  Pay phones


Negative—lost revenue

Economy (recession)

  Housing


Negative—less starts

Product quality (DVD)

  VCR



Negative—lost sales

Price (rebates)


  Automobiles


Positive—sales increases

Distribution (warehouse stores)    Many



Positive—sales increases

Advertising & Promotion
  Cereals (Special K)

Positive—sales increases

Competition 


  Airlines


Negative—lost sales

Interestingly, depending on the objectives, one could look at these same factors in a very different way:


Factor influencing sales

Product Impacted

Effect of impact

Technology (cell phones)
  
Cell phones

     Positive—better quality

Economy (recession)

  
Housing

     Positive—more remodels

Product quality (DVD)

  
VCR


     Positive—lower price

Price (rebates)


  
Automobiles

     Negative—no sales when off

Distribution (warehouse stores)    
Many


     Negative—margin decreases

Advertising & Promotion
  
Cereals (Special K)
     no negative impact so far

Competition 


  
Airlines


     Positive—better service

4. What is DAGMAR? Explain how marketers might use DAGMAR in establishing objectives. What are some of the problems associated with the use of DAGMAR?

DAGMAR is a model developed by Russell Colley for setting advertising objectives and measuring the results of an ad campaign. The thesis of the DAGMAR model is that communications effects are the logical basis for advertising goals and objectives against which success so failure should be measured. These communications objectives include Awareness, Comprehension, Conviction, and Action.

DAGMAR has been criticized on a number of issues:

a. Problems with response hierarchies—some argue that not all consumers adhere to the hierarchy of effects model proposed. Steps may be skipped or in a different sequence.

b. Sales objectives—there are those who believe that sales should be the only objective of advertising, and that communications objectives are irrelevant

c. Practicality and costs—using DAGMAR requires benchmarking and spending additional dollars on research. For some companies, this may be just too expensive; leading to the criticism that DAGMAR is primarily suited for large corporations.

d. Inhibition of creativity—creatives argue that the approach is too structured, forcing the campaign to attempt to reach numbers at the expense of creativity. The long term effects, they say will be to destroy creative campaigns

Some of these criticisms have their merits, though none completely refute the value of the DAGMAR model. Some 40 years later, DAGMAR—or variations thereof—continue to be used in advertising planning. 

5.
Discuss the two sales response models described in the text. Explain the differences between the two models. Provide examples of type of products that might follow each of these response curves. 

The s-shaped response curve makes the assumption that certain levels of advertising expenditures must be reached before any noticeable impact on sales will occur. According to this model, initial outlays will have little or no noticeable impact on sales, then additional outlays will have a very noticeable effect to a point at which sales will level off and additional expenditures will again have little or no impact.

The concave-downward model follows the economic model of the law of diminishing returns. That is, as the amount of advertising increases, its incremental value decreases. Thus, the effects of advertising would be felt almost immediately then begin to decrease. 

As can be seen, the models differ substantially in respect to the impact of advertising expenditures In the former model, the impact of advertising will not even begin to be felt until a certain level of expenditures has been reached. Those who believe that advertising spending has a cumulative effect would adhere to this model. In the concave downward model, the impact takes place almost immediately, with incremental expenditures having less and less value.

The models would also differ in respect to the types of products being advertised. For example, the S-shaped response curve would seem to indicate an ability of the advertising to stimulate sales, both through the provision of information and throughout persuasive capabilities. As noted, it would support the fact that ads have a cumulative effect, and the additional ad spending may lead to additional sales. The concave-downward model, on the other hand, would argue that consumers are already in a mind set to buy or not buy, and the value of the advertising is primarily to inform not to persuade. Additional levels of ad spending will not be effective in changing one’s mind, or motivating them to purchase. If these assumptions are true, it would seem that for high-involvement products, the concave downward model would be more likely to be operating, while the S-shaped response might better explain products for which the consumers’ mind has not already been made up. In other words, the concave model assumes there will be little or no search, or that this search has been concluded. the ads primary impact is on the decision to buy. (Otherwise, additional expenditures would be likely to be effective at the search stage). The S-shaped model would seem to be more effective when the decision hasn’t yet been made, and the consumer can still be impacted by the ads.

6.
Critics of the percentage of sales method of budget setting contend that this method “reverses the advertising and sales relationship” and that it “treats advertising as an expense rather than an investment” Explain what these arguments mean, and discuss their merits.

The percentage of sales method, while a commonly employed method of budget setting has its disadvantages. Perhaps the major of these disadvantages is the fact that the advertising budget is based on the amount of sales generated, not as a basis for achieving sales. Thus, the argument that it reverses the advertising and sales relationship. By establishing the advertising budget based on the level of sales, sales is dictating what the ad budget will be. Advertising is not considered a tool for generating sales, but is considered more of a cost of doing business. If sales fall, the ad budget is cut. So what happens is that in periods of declining sales, rather than considering advertising as a tool for reversing the trend, it is seen as a way to cut costs to improve profits. In periods of increasing sales, the advertising budget may be raised accordingly (remember it’s a % of sales), in many cases not because it has been shown to have an effect so much as just a rule of thumb. 

The argument that % of sales reverses the advertising( sales relationship is a valid one. If one treats advertising as an investment, then the ad budget should actually increase during down turns in the market, in an attempt to turn around the declining sales. By slashing the ad budget based on a % of sales, management is saying that they do not believe that investing in advertising is a viable strategy for improving sales. The cereal example cited in the text reflects this problem quite well. 

7.
In meeting with your new boss, he informs you that the only goal of advertising and promotion is to generate sales. Present your argument as to why communications objectives must also be considered.

The bottom line for for-profit organizations is to increase market share, sales or both. Thus, for many managers, the goal of advertising is to generate sales. Managers frequently ask the question, “If I increase my advertising budget by X%, what will the impact be on sales?” While the ultimate goal of the promotional program may be to increase sales, there are a number of reasons communications objectives must be considered as well:

· Communications objectives are intermediary objectives often required to generate sales. Creating brand awareness, interest and favorable attitudes may be required before the consumer purchases. The hierarchy models discussed in Chapter 5 demonstrates that purchases are not always spontaneous, and that consumers must be moved through a hierarchy of goals.

· Communications objectives are measurable, while the relationship between advertising and sales is often not. It is often very difficult to demonstrate the direct impact of advertising on sales. It’s not that we can’t measure sales, but rather that establishing a measurable impact is very difficult.

· Other factors beyond advertising contribute to sales. There is an old saying that nothing will kill a poor product faster than good advertising. In other words, if a company has a good advertising program but the product is not good, then sales will not increase. Likewise, if the product is not available due to distribution problems, then the impact of advertising will not be known, or if the price is too high, sales will not be affected. Finally, an excellent marketing program may be negatively impacted by market conditions. Weather, recessions, and other factors may result in a loss or no change in sales even though the advertising program is effective. 

· Not all advertising is designed to increase sales. Creating brand or corporate image, generating awareness, appeasing stockholders, etc. are just some of the reasons why companies advertise. Cause related marketing and advocacy advertising are additional reasons why companies may advertise other than directly influencing sales. 

As can be seen, there are a number of reasons why communications objectives may be important. In today’s marketplace, with the heavy emphasis on branding, the argument that advertising may have other objectives than just selling may be easier to convey. 

8.     Discuss some of the reasons that managers continue to set budgets using “top down” budgeting methods.

One of the slowest changing areas in all of advertising and promotions is that of budget setting. Part of the reason for this lack of change can be attributed to a lack of innovative ideas in the budgeting area. A review of current textbooks will demonstrate that most of them talk about the same budgeting methods that were being discussed in the 1970’s. This is not a criticism of the texts; rather it just reflects that fact that not much is new in the area. Thus, marketers follow the older methods. Another reason for the slowness to change can be attributed to control. Obviously, spending money is an important decision, and one that immediately and directly impacts the organization. Many top managers are unwilling to relinquish this control—particularly in the absence of a proven alternative. Still another reason might be that of tradition. “This is always how it has been done”. For most companies, the top down methods are the way that budgets have always been established. With all of the other decisions that need to be made, exploring ways to make changes in the budget setting process simply do not receive priority, and the status quo is the rule. Perhaps the most common reason for continuing the top down method is that most managers don’t know how to make this determination. While the % of sales method has been used for quite some time, and managers feel that since it is a common practice, it must be acceptable, some of the other methods have no basis for substantiation. For example, arbitrary allocation and the all you can afford methods have little or no merit. Yet for many companies, this is the method of choice, and will continue to be. In these instances, it is hard to rationalize or defend the budget setting process.

9.     What are some of the organizational characteristics that influence the budgeting decision? Give examples of each.

Pages 230-231 of the text discusses some of the organizational characteristics that may influence the budget setting process. These include:

· The organizational structure—factors such as decentralized, centralized, complexity and formalization of the organization’s structure may impact the budget setting process. In a very large organization with a variety of brands and/or products, it may be nearly impossible for a top executive to oversee the budgeting process for all areas. In such a case, s/he may set the budget, and then individual departments may compete for a “slice of the pie”. In smaller, less complex organizations those at the top may more closely be involved in this process, and therefore will stay more involved throughout the setting and allocation process.
· Power and politics in the organization—while we may not like to admit it, or even think about it, politics still exists in organizations. The more political the organization, the more powerful managers will gain a disproportionate share of the budget. For example, in the past GM was considered to be an extremely political organization. If the VP of Marketing for Buick was more powerful than the VP for Pontiac, he would be able to argue for and receive a larger budget. While this factor has changed in GM, there are still many organizations that still involve politics and always will.
· The use of consultants and experts- some organizations, may rely on outsiders like consultants to provide a more objective and informed input into the budget setting process. These firms believe that these consultants are free from political pressures, and may have more expertise into the area than do they, and thus are relied on more.
· Characteristics of the decision maker—some of the issues noted above may also be characteristics of the decision maker. The level of expertise, political nature and power attributed to the decision maker will directly impact the budget setting process. Some managers may demonstrate favoritism, others may have specific priorities, and some may have more or less experience in the budget setting process. Each of these factors may come into play in the budget setting process.
· Pressure to achieve the optimal budget—as the organization becomes more accountable, pressures mount to achieve effectiveness and efficiency in the budget setting process. While this may not have been the case in the past few years with Internet companies, it is becoming more of an issue. More and more investors are requiring accountability, and watching more closely how monies are being spent, and more managers are now under pressure to achieve more “optimal” budgets.
10.     In Figure 7-21, Low and Mohr list a number of factors that affect the budget allocation decision. Describe and provide examples of each. 

Figure 7-21 reveals the results of the Low and Mohr study which indicates that the nature of the decision process and specific factors will impact the budget setting decision. These include:

a. The extent to which risk is encouraged/tolerated – organizations have different perspectives regarding risk taking. For example, Sprint’s management has been traditionally risk averse in the marketing area, while MCI has been much less so. One would expect that this might carry over to the budgeting decision as well.

b. Sophistication regarding the use of marketing information—some managers are more up to date on research, the state of the art of the business, etc., while others are much less so. Likewise, the use of computer-based models would vary according to one’s level of expertise.

c. Managerial judgment—some managers believe in “gut feelings” while others want to substantiate virtually everything. The latter are much less likely to make a decision without supporting data.

d. Use of quantitative tools—obviously, some managers are more comfortable with quantitative tools like regression, computer simulation models, etc. While not proven to be significantly more useful, the more quantitative manager would be more likely to rely on these tools.

e. Brand differentiation and equity—the more equity and/or the need to differentiate the brand may impact the budget decision. For example, the goals for advertising and promotion will differ depending on whether the strategies are designed for maintaining equity or trying to establish an identity through differentiation. In the latter case, one might expect that the budget required may not be as large (though certainly this will vary according to other factors such as competition, stage of the product life cycle, etc.)

f. Creative—powerful creative does not come cheaply, yet a strong creative message that is having an impact should be supported, requiring a potential increase in the budget.

g. Retail power—some retailers can almost force suppliers to advertise. For example, Home Depot regularly expects companies to run promotions, co-op advertise, etc. Large grocery chains have the same capabilities.

h. Short versus long- term focus—if the goal is to make an immediate impression, or to take advantage of a window of opportunity an impact will be made on the budget decision.

i. Top down influence—this has been discussed in the text and may even serve as the basis for decisions, not just an impact

j. Sales force influences—a strong sales force, or strong sales orientation will often have an impact on the budget decision. For example, business- to- business firms that focus more on selling, will allocate less monies to advertising. Others, with more of an overall marketing orientation may allocate more money to advertising and promotion. 

k. Historical inertia—“this is how its always been done”, guides too many firms’ thinking

l. Ad hoc changes—some companies are planners, deviating little from the established plan. Others operate with little or no planning, and are more likely to make ad hoc decisions when they perceive an opportunity in the market.

Additional Discussion Question (not in text)

11.
Discuss the value of setting objectives for the integrated marketing communications program? What important functions do they serve?

Specific goals and objectives are the foundation upon which integrated marketing communications decisions involving advertising and other promotional tools should be made. There are several reasons why specific advertising and promotional objectives are needed. They serve as communication devices and facilitate the coordination of activities of the various groups working on the campaign. They also serve as a guide to promotional planning and decision making and provide a benchmark or standard against which success or failure of the campaign can be measured and evaluated.

12.
What are some of the problems associated with using sales objectives?

Obviously, the bottom line for companies is to increase sales or other marketing objectives (brand share, etc.). Thus, the want to set sales objectives for advertising, and become frustrated when the connection between advertising and sales is difficult or impossible to show. However, a number of problems are associated with the use of sales objectives. One is the fact that other factors impact sales besides just advertising and promotion. what is the product is no good? what if the advertising has been effective, but the product isn’t available due to distribution problems? Does this mean the advertising did not work? Of course not. 

A second problem is the carry over effect. Not all impact of ads is shown immediately. For example, one may see an ad now, and purchase the brand months later, Again the ability to demonstrate the direct impact of advertising is now very difficult. In addition, advertising often has a cumulative effect, meaning that as more exposures occur, the impact on sales may be greater. Trying to link the expenditure to sales without taking this into consideration makes the problem more difficult. 

Sales objectives do not provide direction to those responsible for planning and developing the program The creative and media people are better guided by communications objectives, which provide them with direction as to the message requirements, media required, etc. 

13.
Explain the difference between investing in advertising and spending. Cite examples of companies that have successfully invested.

For many, advertising is treated as an expense that is associated with the marketing of a product rather than an investment. In this case, the manager takes a short term perspective, looking for an immediate impact, attempting to relate advertising to sales, and may often cut spending when sales go down. Those who treat advertising as an investment recognize that it may take a long time for the advertising to have an impact. They invest in the brand as one would invest in the bank—that is, they expect the investment to grow over time. When times go bad, monies are not immediately withdrawn; additional monies may even be added. In treating advertising as an investment, advertising as seen as a contributor to the sales, not the reverse, in which sales are seen as contributing to advertising.

Companies who think long term treat advertising as an investment. Ford’s ad campaign promoting the quality of Ford autos was only part of the IMC campaign which also consisted of building a better product, providing better service, etc. Saturn also treated advertising as part of the overall program to build an n image for the product, both supporting and supported by advertising and promotions. BASF’s image campaign and Intel’s both reflect this long term investment.  The text cites a number of other companies that have treated advertising as an investment rather than as an expense as shown in IMC Perspective 7-2 on page 223.

14.
Some advertisers believe that economies of scale are accrued in the advertising process. Discuss their reasons for taking this position. Does research evidence support it?

The argument of economies of scale is that companies with a large share of the market have an advantage over smaller companies, and thus can spend less money on advertising and realize a better return. Factors such as better ad rates, declining costs of production, and more favorable time and space locations are cited to support this position. A variety of studies cited in the text suggest that there are no true economies of scale to e accrued—at least in respect to advertising cost per dollar of sales. These studies note that the evidence just does not support this contention. Jones’ article concludes otherwise, however. According to Jones, when “share of voice” is considered there is clearly an economy of scale that is accrued, as the advertising dollar works harder for leading brands.

As can be seen, studies regarding the economies of scale in advertising often provide mixed evidence. The studies seem to conclude that when share of voice is the dependent variable, this relationship may hold true. When ad/sales effects are the dependent variable, no economies of scale seem to be present. 

15.
You are in a meeting to discuss plans for a new advertising and promotional program for your company. The vice president of marketing opens the meeting by stating there is only one objective for the new campaign—to increase sales. How would you respond to this statement?

Obviously the vice president of marketing is viewing the role of advertising and promotion as that of generating sales. Some managers take the position that the reason a firm spends money on advertising and promotion is to sell its product or service. They believe that monies spent on advertising should produce measurable results such as increases in sales volume or market share. The problem with this perspective is that the manager is ignoring all of the other factors that may influence sales such as competition, the state of the economy, product quality, service, price and channels of distribution. The manager must recognize that it is often very difficult to show a direct relationship between advertising and sales. Moreover, the impact of sales are not always immediate as there may be some lagged or carryover effect operating. The manager must be made to realize that advertising and promotion can be working quite well and there still may be some problem with sales. Thus, consideration should be given to evaluating the effectiveness of the promotional program in terms of other measures such as the accomplishment of communication objectives.

IMC Exercise

Students should find examples of advertisements for several products or services and discuss the specific types of objectives the marketer may have for these ads. They should explain why sales objectives may be appropriate for some ads while communications objectives are most relevant for others.  
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