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    Foreword


    
      We live in an era in which markets and marketing increasingly define locations of profit and non-profit
      organisations, social initiatives, governments and individuals. As the neoliberal zeitgeist prevails, marketing
      is not just means to something else outside our notions of being but constitutes the very notion of self. It
      creates subject positions that are not only profit-oriented but are expected to be active, entrepreneurial and
      prudential. The current zeitgeist does not completely remove other imaginations of subject positions, and we
      continue to be located in several other worlds that include the domestic and civic worlds. However, cohabitation
      in different worlds is influenced in several significant ways by the market world. The dominance of the market
      world over the other modes of worth and justification has led to newer narratives of morality, code of conduct,
      normative framework, cohesion, status hierarchies, and sources of conflict. Because of these shifts, the status
      of marketing as a discipline within academic institutions has changed. More than ever in the past, marketing has
      deeply penetrated different spheres of education. Indeed, our educational institutions have become neoliberal
      arenas that increasingly valorise notions of worth dictated by the market world. In such changing times, it is
      important to understand how theories of marketing have evolved and how these theories have altered the society
      around us. Such an engagement not only helps us to see what is happening in the discipline but also provides an
      opportunity to understand more broadly the current zeitgeist across the globe.
    


    
      This book provides its readers with an overview of how the disciplinary dialogue in India has changed since 1974.
      It is significant that some of the best articles from Decision are being published in
      this book. Decision is one of the oldest management journals in India and is a mirror
      of the disciplinary journey in the country over the last four decades. It helps us understand marketing at a
      discursive level and to locate some of the key nodal points within it. A discursive approach
      helps in deciphering the positions that are privileged and how power circulates within the claims of knowledge
      that are made in the field. For example, a discourse of decision within marketing situates the marketing manager
      as a key protagonist and valid knowledge claims can only be made when they help this actor to further her goals
      through effective decision-making. In its very genesis, marketing theorisation in this academic outlet had a
      specific goal, i.e., to help managers be efficient decision makers. Therefore, the very origins of marketing
      knowledge in Decision have framed the discipline in a certain specific way to further
      a goal. It has led to specific ontological, epistemological and axiological imperatives as are reflected in the
      book.
    


    
      In ontic terms, certain categories of stakeholders such as managers and private businesses are most readily
      recognised and attended to repeatedly since the foundation of the journal. Epistemologically, theorisation and
      claims to knowledge are woven around the specificities of how marketers can make efficient decisions by
      understanding different facets of markets and consumer behaviour. And axiologically, worth or value is assigned
      to theorisation and knowledge claims that further the agenda of private enterprises. While these imperatives
      reflect dominant strands within the discipline, they also overlook several other voices that have prevailed in
      the field since its genesis as an academic discipline at the beginning of the 20th century. It can be argued that
      the discipline in India, in a rather stylised manner, has emulated the managerialist agenda of marketing as it
      has prevailed in the West. This managerialist agenda has also followed the Western trajectory of positivist
      science that situates the questions of methodology in a very specific quantitative domain. Most articles
      published in the area of marketing in Decision and in this volume interpret
      “scientific” in this manner.
    


    
      Decision as a journal and this compilation can help both scholars and practitioners
      of marketing to understand some of the important concerns within managerialist discourse of marketing and the key
      points of inflection. It is fascinating to see how several writings in the 1960s and 1970s point to a certain
      sense “of lack” in marketing practices in India. It is common to compare marketing departments in large Western
      corporations with those in India and to point to how Indian businesses did not have systems of adequate marketing
      management. The opening piece in this volume highlights such a position of inadequacy. The work published in this
      book showcases how from the initial concerns of not being sufficiently “market oriented”, research articles
      became tool oriented and highlighted the contemporary emphasis on finding the right statistical tool or
      mathematical model to find a managerial solution. Furthermore, later articles also showcase
      concerns about technology and the shifts brought about by e-commerce and services marketing. With developments in
      the field that highlight the problem of inclusivity, there is greater emphasis on how businesses can profitably
      reach out to the base-of-the-pyramid or subsistence consumers. The chapters included on distribution in rural
      India reflect such concerns.
    


    
      I was particularly intrigued by the section on commentaries and the fact that the authors were asked to reflect
      on their contributions. Any writing is a product of its times, and it is never easy for writers to
      retrospectively construct why they produced a certain outcome. And yet, I feel it is of immense importance
      because it helps to understand why something was written and what the journey was that produced a particular
      research output. It also gives the author a chance to introspect and interrogate a position taken in the past.
      Such spaces of introspection are rare in the discipline, and I am glad this volume provides such an opportunity.
      More specifically, I was struck by the candidness with which some authors reflected over their chapters and their
      abilities to be self-critical and to voice uncertainty about their outputs. In this age of hubris and false
      certainties, this is such a refreshing quality to have on display in a book.
    


    
      As much as each article is an opportunity for its authors to introspect, the book should make us introspect over
      the state of the field in the country. It should remind us that marketing as a discipline should not be reduced
      to a narrow managerial agenda that shores up the privileges of a small elite. If markets and marketing are
      defining features of the times we live in, then it becomes necessary to interrogate its consequences. Marketing
      scholars should not cede this responsibility to others. Moreover, there is a need to ask questions that are of
      relevance to India’s vast population that remains relatively marginal and silenced in the discipline. While much
      of the work has been inspired by disciplines such as economics, cognitive psychology and statistics, future work
      can draw upon history, anthropology, sociology, literary theory and political science, to name a few more domains
      of relevance. In addition, the methodological monoculture of quantitative analysis based on the philosophical
      underpinnings of positivism has done an enormous harm to the discipline, and by including interpretive approaches
      there is a need to broaden the ambit of how scientific rigour is to be understood.
    


    
      In the final analysis, the book provides a good overview of different areas of inquiry that have appeared on the
      pages of Decision. The commentaries add to the chapters in several interesting ways
      and help readers to understand what impelled authors and how they look back on their
      journeys. These are all valuable insights. As much as the current volume helps us to understand what has
      transpired on the pages of Decision in the last four decades, there is a need to take
      the disciplinary conversation forward in several heretical and iconoclastic ways. I hope this volume serves as a
      guide to future scholarship in its attempts to imagine the discipline differently.
    


    
      Rohit Varman
      

      Indian Institute of Management, Calcutta
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    Perspective on marketing issues in India


    
      Ritu Mehta
    


    
      This book is an attempt to discover the development of research on marketing issues in the Indian context. It
      presents ten carefully selected papers dealing with marketing decision-making from the Indian Institute of
      Management Calcutta’s (IIMC) flagship journal Decision, which published some of the
      seminal work in the field of management since the 1960s. The volume, interestingly, traces the history of the
      marketing mindset of managers and how the marketing process has contributed to the growth of firms. As a
      discipline, the book mimics the understanding of marketing variables through application of concepts, ideas and
      methods from a variety of areas such as economics, sociology, psychology, operations research and statistics.
      These disciplines helped to develop philosophies and models for capturing consumer behaviour, demand modelling,
      pricing decisions and understanding consumer attitudes and preferences.
    


    
      The significant contribution of the volume is that the authors of these chapters have provided fresh perspective
      on their research in the form of a detailed commentary highlighting the motivation of the research problem
      addressed in the paper, the design of methodology in that era and the findings. The authors have also made an
      attempt to describe the transformation of their research as applicable in the current marketing context. Readers
      of the volume would be able to observe the mindset change through reassessment of research perspectives. Some of
      the authors found the whole experience overwhelming, as they were revisiting the selected paper after many years
      and had a tough time gathering their thoughts on it.
    


    
      In the first chapter, Kapoor and Singh (1987) provide the results of an empirical study highlighting the
      emergence of marketing planning functions in the large-sized companies in India. They argue that Indian firms
      were primarily production and sales oriented and did not obtain a marketing orientation until the seventies. This
      pioneering study conducted with private as well as public sector firms across different
      industries revealed that during the eighties, a majority of the Indian firms undertook market planning in a
      formal manner. This was evident because firms started formulating marketing objectives. This period was also the
      dawn of applying sophisticated marketing planning models to decision-making, as revealed in many of the studies
      conducted in developed countries. However, Indian companies lagged in applying these models to decision-making.
      The citations in this chapter validate the importance of marketing planning in the organisations. The commentary
      emphasises the ever-increasing role of marketing research and analytical tools in today’s uncertain times for
      comprehensive marketing planning.
    


    
      Basu, Sen and Kapur (1975) is an important inter-disciplinary work both in terms of methodology employed and
      analysis of management problems based on segmentation tools. The authors characterise the firms based on a broad
      set of parameters including product group, market, type of management and scale of operation. This is one of the
      earliest papers to employ different environmental variables to explain financial performance of the firms. The
      authors in their commentary acknowledge that if a similar exercise were to be conducted today, one could employ
      more sophisticated tools like factor and cluster analyses to segment the firms and correlate with different
      financial indicators.
    


    
      The article by Xavier (1986) provides an important focus on analytical techniques marketers can use to understand
      consumer behaviour. This paper was seminal for Decision from a methodology
      perspective while consumer decision-making was changing exponentially with respect to wide product variety and
      multiple product attributes. Optimal decision on the product attributes was very critical for marketers. Hence,
      this paper was very timely. The paper demonstrates how the threshold model, a phased model comprising a mix of
      compensatory and non-compensatory models, may be a good representation of consumer choice process compared to
      conjoint analysis or hybrid conjoint analysis, which assume perfect substitutability of attributes. There is
      extraordinary sophistication today in applying these models to obtain useful insights into consumer behaviour.
      The reflections and thought process on developing such models are insightful. The accompanying commentary is an
      interesting read.
    


    
      A more recent work by Sridhar (2007) addresses a critical issue of relationship between customer involvement and
      perceived risk. The highlight of this paper is that it embraced the notion of customer involvement in consumer
      decision-making in the context of emerging economies. This also indicates the maturity of marketing problems in
      emerging countries with emphasis on customer involvement. Sridhar examines the role of
      perceived risk in decision-making as an antecedent of consumer involvement and observes that perceived risk is a
      function of product type and is positively correlated with financial risk, performance risk and time risk.
      Interestingly, he also observes that physical risk is negatively correlated with the customer involvement. The
      author provides a rich perspective of customer involvement in a variety of marketing problems in the commentary
      of this chapter.
    


    
      Another influential contribution to the field of marketing in the Indian context is the study by Sahadev (2002).
      This work focused on channel management for high-technology products which have short life cycle and are
      typically notorious in terms of market uncertainty. This paper was important in early 2000s as globally a firm’s
      success was found to be influenced by the relationship between the firm and its distribution partners. The new
      approach to channel management was complex due to the shorter product life cycle, risk of obsolescence and
      rapidly changing technology impacting customer needs, and the rules of marketing decisions in this context were
      being re-written. It is noteworthy that several disciplines including economics (contract design, equilibrium
      concepts in game theory context, information asymmetry) and supply chain management
      (supplier-manufacturer-retailer relationships, information asymmetry) were also raising the issues of trust in
      managing the channel relationships. The accompanying commentary by the author elaborates on the relevance of
      managing channels in the current marketing scenario.
    


    
      Building upon this narrative, Agrawal, Agrawal and Singh (2006) recognised the dawn of the e-commerce-driven
      distribution system. This chapter brought several new ideas to the fore of distribution issues in arguably the
      biggest disruption in business models in the form of e-commerce revolution. In this aspect, it was a visionary
      paper in Decision. Arguing on the dimensions of disintermediation and
      reintermediation resulting from the evolution of e-commerce, the authors propose a robust conceptual framework
      for the adoption of Internet-based distribution systems. The detailed commentary of the chapter provides an
      overview of changing consumer sensitivity towards quality, reliability and customisation, among others. They
      observe the growth of cybermediary and infomediary in the modern distribution system.
    


    
      The discussion on distribution system would be incomplete without considering the majority of the market, i.e.,
      rural consumption especially in countries like India. Towards this end, Balakrishnan (1977) provides an
      interesting perspective. Singh (2019) offers a rich commentary on this article as the rural distribution segment
      continues to inspire marketing decisions for both national and multinational firms. The
      emergence of innovative channels has brought the distribution design at the forefront of marketing decision
      models. Firms, however, need to consider the socio-economic, cultural and behavioural aspects unique to the rural
      market to realise the opportunities. In a more recent study highlighting the channel design in rural markets,
      Aithal and Vaswani (2005) provide a conceptual model to leverage the untapped potential of rural markets in
      emerging economies. The commentary on this study is a testament to the fact that distribution network design is
      fittingly recognised as one of the critical areas of research issues in marketing. The author puts forth some
      interesting issues as direction for future research while directing towards some key papers that address the
      distribution challenges and channel design issues in emerging rural markets.
    


    
      In a relatively recent article on the service industry, Siddiqi and Sahaf’s (2009) prominent paper highlights the
      impact of customer orientation of service employees (COSE) on employee outcomes and organisational performance in
      emerging markets like India. The authors articulate in the article about employee motivation. The study
      contributes to services marketing at the time when India saw a formidable growth in the services sector and
      service organisations grappling with issues of employee motivation and related outcomes. The authors in their
      commentary provide some important contemporary studies on customer orientation in service encounters.
    


    
      An important element of the marketing mix is the pricing decision. Banerjee (2001) contributes to this issue by
      considering a multi-period problem that determines the consumer response to dynamic pricing over the planning
      horizon. The study captures the purchase behaviour of consumers triggered due to price fluctuations in discrete
      time periods. A model of price promotion over multiple decision periods is developed to maximise a retailer’s
      profit. The methodology of the study is rigorous and provides useful insights for practitioners in addition to
      advancing the theory of impact of pricing on consumer purchase behaviour. The accompanying commentary is a
      compelling read, wherein the author elaborates on the research challenges faced in carrying out such a study in
      India and presents directions for future research.
    


    
      These selected papers are testament to the broad influence of marketing problems in management research written
      in a scholarly outlet such as Decision. We have assembled the “best-in-class”
      articles based on the marketing issues that have undergone monumental transformation during the last few decades
      and are still currently relevant.
    


    
      The explication of this volume can be completed only by recognising that many new modern
      theories and tools have emerged that are conspicuous by their absence in this volume. As evident in both the
      scholarly and business press, many new themes that form bases for contemporary marketing theories and tools have
      emerged during the past decade. These are, among others, co-creation, relationship marketing, new product
      development, international and cross-cultural marketing, social medial marketing and corporate social
      responsibility. Naletelich, Ketron and Kennedy (2017), in a review of articles published in the Journal of Marketing during 2010–14, identify these issues and themes in an elaborate way. The
      main focus of Naletelich et al. (2017) is to assess the advancement of theory in scholarly marketing literature.
      As evident in our collection of papers, in the formative years, the authors mostly emphasised the fundamental
      issues of consumer behaviour, segmentation and pricing. We believe that the next iteration of such an exercise
      could reflect on these new issues in the context of emerging markets.
    


    
      The book is relevant for recognising the evolution of marketing concepts in India from application and
      theoretical perspectives. Practising managers would find the commentaries useful to understand the changing
      landscape of the marketing phenomenon. Management scholars would have a compelling outlet to understand the roots
      of marketing principles in the context of emerging markets. The pleasant burden of advancing the theory rests
      with the scholars. We wish you an enjoyable reading. Opportunities abound!
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    The marketing planning process in Indian companies


    
      M. C. Kapoor and J. D. Singh
    


    
      Introduction


      
        A statement is often made that the Indian market by and large is a sellers’ market and as such very few
        companies operating in this country are marketing oriented. Many of them instead are either production or sales
        oriented and they make little use of modern marketing concepts and techniques. It is only the companies with
        foreign collaboration that use modern marketing methods in the management of their marketing function. Further,
        it is also thought that the use of modern marketing concepts and techniques is much less in the public sector
        enterprises than what it obtains in the private sector enterprises.
      


      
        It was in this context that we were motivated to undertake a study relating to the way the marketing planning
        function is performed in India.
      


      
        A review of the literature on marketing planning reveals that there has been hardly any systematic study in
        this field in India or in other developing countries based on empirical evidence. As against this, one comes
        across a number of studies on marketing planning in developed countries. Representative materials include the
        works of Winer (1965), Stern (1966), Miller (1967), Ames (1968), Buell (1968), Christopher (1970), Huck (1970),
        King and Cleland (1974), Corbin (1977), Abell and Hammond (1979), and Stash and Lanktree (1980). Most of these
        studies, however, have been conceptual in nature. They concentrate mainly on discussing one or two steps
        involved in the series of steps required in connection with marketing planning. As against this, there have
        been three empirical studies on the management of the marketing planning function in the U. S. and U. K.
        companies. The studies relating to the U.S. companies were conducted by Miller (1967) and
        Ames (1968) and the U. K. companies by Greenley (1982). Taken as a whole, these studies provide a comprehensive
        coverage of the various steps involved in marketing planning and the maturity in thinking which is in evidence
        now in this field. All these studies, however, describe the experience of developed countries where the
        marketing concept both originated and developed much earlier than in developing countries like India. The
        present study, findings of which are reported in this chapter, hopes to fill the gap so far as it relates to
        the state of the art regarding marketing planning in India.
      


      
        The write up that follows incorporates the salient findings of this study. The objective of this study was to examine the manner in which marketing planning function is
        performed in companies in India. More specifically, the objective was to explore:
      


      
        	how companies planned their marketing function;


        	for what specific purpose marketing planning was done;


        	what organisational and informational arrangements existed for discharging this function; and


        	what concepts, techniques and methods were used in the performance of the marketing planning function.

      


      

    


    
      Methodology


      
        The research design used for this study was descriptive-cum-analytical. For conducting the study, a structured
        non-disguised questionnaire was developed and finalised after it was pre-tested. The information obtained
        through the questionnaire was collected through both mail and personal interviews.
      


      
        For the purpose of this study the universe consisted mainly of large-sized companies with sales turnover of
        over $5 million per year. The raison d’être for this choice lay in the fact that the marketing concept was new
        to India, so the systematic and sophisticated type of marketing planning was expected to be mainly practised
        only in such large-sized companies. In all, 249 companies belonging to both the public and private sectors were
        selected for the study. The sampling method used was non-probability and judgement was exercised in choosing
        these companies. The response was received from 93 companies which formed 37.4 per cent of the companies
        selected. The industry-wise classification of the companies selected for the study along with the response
        received is shown in Figure 2.1.
      


      
        [image: Image]

        
          Figure 2.1 Group-wise industrial classification of companies
          

        


        
          Source: Taken from the authors’ own research, from “The Marketing Planning Process in Indian Companies”, p. 6
        

      

    


    
      Limitations of the study


      
        The study suffers mainly from its inability to reflect upon the marketing planning practices of the
        non-responding companies. Such companies could be broadly classified in one of the following two categories:
      


      
        	companies where this function was either not performed or not performed properly and


        	companies which were performing this function in a satisfactory manner but were secretive when it came to
        providing information.

      


      
        So far as the first category of companies is concerned, the representative character of our study is not
        affected as these were mainly those companies which were dealing in products like edible oils, jute and jute
        products, and textiles and were not performing this function properly. When contacted,
        these companies gave various reasons for not planning their marketing function in a formal manner. Some of the
        reasons advanced were that either they concentrated only on the manufacture of the product, delegating
        marketing and selling functions to others, or operated in markets characterised by shortages in supplies or
        sold their products mainly through the auction system. These companies were also found to be lacking in
        marketing orientation.
      


      
        The representative character of our study is, however, affected by the second category of companies as these
        seemed to be performing this function in a satisfactory manner. Their number was around 30, that is, about
        one-third of those who responded.
      

    


    
      Findings


      
        The major findings that have emerged from this study follow.
      


      
        How is marketing planning done?


        
          Our study has revealed that the early efforts to perform the marketing planning function in a formal manner
          in this country seem to have originated in the early sixties and to have become popular by the beginning of
          the seventies.
        


        
          Further, it was found that 68 per cent of the companies responding (i.e., 63 of the 93 companies) were
          practising marketing planning in a formal manner. Performance of the marketing planning function in a formal
          manner refers here to the practice of marketing planning in the case of such companies in which there exists
          a written statement of marketing objectives and in addition which makes use of some documents, forms and
          procedures for the purposes of developing their marketing plans. The breakup of these companies according to
          the nature of products marketed as well as the sector to which they belonged is given in Table 2.1.
        


        
          The following classification was used for categorising the response received from 93 companies. The
          responding companies were analysed both from the point of the nature of goods dealt, viz., consumer
          non-durable goods, consumer durable goods, pharmaceuticals and industrial goods, as well as by the sector to
          which they belonged, viz., public or private sector. The companies belonging to the private sector were also
          analysed from the viewpoint of the existence of foreign financial collaboration, viz., whether with foreign
          collaboration or without foreign collaboration. The breakup of the respondents according to the above
          criteria is given in Table 2.2. These
          respondents were also classified by size using the criteria of both sales turnover and total assets, the
          details of which are given in Table 2.3.
        


        
          
            Table 2.1
            Breakup of companies preparing marketing plans in a formal manner N = 63
          


          
            
              
                	Nature of product

                	
                  Category of company
                  

                

                	Total
              


              
                	
                  Private sector
                  

                

                	Public sector
              


              
                	with foreign collaboration

                	without foreign collaboration
              


              
                	
                  

                
              

            

            
              
                	Consumer non–durable goods

                	10(16)

                	8(13)

                	2(3)

                	20(32)
              


              
                	Consumer durable goods

                	6(10)

                	2(3)

                	1(2)

                	9(14)
              


              
                	Pharmaceuticals

                	10(16)

                	5(8)

                	1(2)

                	16(25)
              


              
                	Industrial goods

                	6(10)

                	5(8)

                	7(11)

                	18(29)
              


              
                	Total

                	32(51)

                	20(32)

                	11(17)

                	63(100)
              

            
          


          
            
              Source: Taken from the authors’ own research, from “The Marketing Planning Process in Indian Companies”,
              p. 7
            


            
              Note: Figures in parentheses are percentages of 63.
            

          

        

      


      
        Marketing objectives


        
          The surveyed companies claimed to be pursuing multiple objectives. The most common objective was that of
          market share which was declared by 85 per cent of respondents, ranked from I to III by 78 per cent and ranked
          first by 39 per cent. The next objective related to product improvement and development (71%), followed by
          customer satisfaction (61%) and sales (59%) (see Table 2.4).
        


        
          The declaration of the marketing objectives related to the above four areas by over 50 per cent of the
          companies surveyed showed that the respondents had at least realised the need for adopting the marketing
          concept.
        


        
          The setting of objectives in the area of distribution (42%) was found mainly in the case of consumer goods
          companies for reasons inter alia of the frequent but piece-meal buying of such
          products as well as the mass distribution needs of our country spread over a very large area.
        


        
          The public sector enterprises laid greater emphasis on societal aspects as part of their marketing
          objectives. Some such dimensions included making and marketing of products of high quality based on
          indigenous materials, ensuring regular and equitable distribution of
        


        
        
          Table 2.2
          Sample composition: product and sector–wise classification or companies surveyed
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            Table 2.3
            Sample composition: distribution of companies surveyed according to the size of their
            total assets and net sales for the year ending 1984–85
          


          
            
              
                	Range (rupees in crores)

                	
                  Total Assets
                  

                

                	
                  Net Sales
                  

                
              


              
                	Universe

                	Response

                	Universe

                	Response
              


              
                	
                  

                
              

            

            
              
                	Up to 10

                	65(26)

                	32(34)

                	47(19)

                	22(24)
              


              
                	10.1 to 20

                	18(7)

                	9(10)

                	26(10)

                	10(11)
              


              
                	20.1 to 40

                	54(22)

                	19(20)

                	52(21)

                	18(19)
              


              
                	40.1 to 60

                	42(17)

                	12(13)

                	36(14)

                	11(12)
              


              
                	60.1 to 100

                	15(6)

                	5(5)

                	33(13)

                	14(15)
              


              
                	100.1 to 200

                	46(18)

                	13(14)

                	48(19)

                	16(17)
              


              
                	Above 200

                	9(4)

                	3(3)

                	7(3)

                	2(2)
              


              
                	Total

                	249(100)

                	93(100)

                	249(100)

                	93(100)
              

            
          


          
            
              Source: Taken from the authors’ own research, from “The Marketing Planning Process in Indian Companies”,
              p. 7
            


            
              Note: Figures in parentheses may not total 100 because of rounding.
            

          

        


        


        
          
            Table 2.4
            Marketing objectives of companies in India N = 93
          


          
            
              
                	Objective

                	Number of companies claiming objective in the area

                	
                  Ranking
                  

                
              


              
                	I

                	II

                	III
              


              
                	
                  

                
              

            

            
              
                	Market share

                	79(85)

                	36(39)

                	19(20)

                	18(19)
              


              
                	Customer satisfaction

                	57(61)

                	11(12)

                	34(37)

                	9(10)
              


              
                	Sales

                	55(59)

                	25(27)

                	12(13)

                	13(14)
              


              
                	Product improvement and development

                	66(71)

                	9(10)

                	18(19)

                	34(37)
              


              
                	Distribution

                	39(42)

                	7(8)

                	5(5)

                	8(9)
              


              
                	Pricing

                	10(10)

                	3(3)

                	3(3)

                	2(2)
              


              
                	Societal (such as increasing use of indigenous materials and
                components, assisting small–scale manufacturers in marketing their products, making products equitably
                available to masses, etc.)

                	18(19)

                	2(2)

                	2(2)

                	9(10)
              

            
          


          
            
              Source: Taken from the authors’ own research, from “The Marketing Planning Process in Indian Companies”,
              p. 8
            


            
              Note: Figures in parentheses are percentages of 93. Total may not be 100 because of rounding.
            

          

        


        
          products, regulating market price levels by offering competitive products at a reasonable
          price, etc.
        


        
          It would be worth mentioning here that the marketing objectives in a written form were found only in the case
          of 68 per cent of the companies surveyed. And, these were those companies which were preparing their
          marketing plan in a formal manner as stated earlier. Even in their case, the statement of marketing
          objectives was found expressed more in qualitative than in specific quantitative terms. In the remaining 32
          per cent of companies, the marketing objectives were not separately and clearly stated.
        

      


      
        Preparation of marketing plans


        
          
            Table 2.5
            Type(s) of functional marketing plans developed by companies in India
          


          
            
              
                	Type of Marketing sub–functional plans

                	Number of companies N=93
              


              
                	
                  

                
              

            

            
              
                	Product–mix Plan

                	74(80)
              


              
                	Sales Plan

                	72(78)
              


              
                	Advertising Plan

                	64(68)
              


              
                	Sales Promotion Plan

                	55(59)
              


              
                	Physical Distribution Plan

                	42(45)
              


              
                	Marketing Research Plan

                	26(28)
              


              
                	Pricing Plan

                	16(17)
              


              
                	Customer Service Plan

                	2(2)
              


              
                	Companies making both Product–mix Plan and Sales Plan or Sales Promotion Plan or
                Advertising Plan

                	14(15)
              


              
                	Companies making three sub–functional plans, viz., Product–mix Plan, Sales Plan and
                Advertising Plan or Physical Distribution Plan

                	27(29)
              


              
                	Companies making more than three or most of the sub–functional plans

                	11(12)
              

            
          


          
            
              Source: Taken from the authors’ own research, from “The Marketing Planning Process in Indian Companies”,
              p. 8
            


            
              Note: Figures in parentheses are percentages of 93.
            

          

        


        
          The companies surveyed were stated to be preparing either an overall marketing plan for the company as a
          whole or both overall and specific marketing plans in respect to their division, product or market as needed.
          Besides, they were also preparing separate marketing plans for different sub-functions of marketing like
          product-mix, sales, advertising, sales promotion, physical distributions, pricing, etc. The pattern that
          emerged in this context was that most of the companies preparing sub-functional marketing plans prepared two
          or more sub-functional marketing plans (see Table 2.5). The companies that prepared separate plans for
          most of their marketing sub-functions were mainly those that belonged to the private sector and had foreign
          collaboration.
        


        
          The typical time horizon of the long-range and short-range marketing plans was five years and one year
          respectively. Seasonal plans were also developed by some companies to meet their special needs.
        

      


      
        Purpose of marketing planning


        
          The major purpose for which the respondents prepared marketing plans was to help them in taking sound
          marketing decisions. This was mentioned by 91 respondents, ranked from I to III by 84 per cent and ranked
          first by 52 per cent. The other purposes were managing the marketing function in an integrated manner (83%);
          coordinating with areas like production planning, financial planning, etc. (74%); controlling the performance
          of marketing activities (57%); and dovetailing marketing planning efforts with the overall corporate planning
          of the firm (53%) (see Table 2.6).
        


        
          
            Table 2.6
            Purpose of making a marketing plan
          


          
            
              
                	Purpose

                	Number of responding companies

                	
                  Ranking
                  

                

                	

                	
              


              
                	I

                	II

                	III
              


              
                	
                  

                
              

            

            
              
                	To take sound marketing decisions

                	85(91)

                	48(52)

                	14(15)

                	16(17)
              


              
                	To integrate different marketing functions

                	77(83)

                	14(15)

                	35(38)

                	15(16)
              


              
                	To coordinate functioning of different departments of an organisation (such as
                marketing and production planning, financial planning, workforce planning, etc.)

                	69(74)

                	10(11)

                	24(26)

                	28(30)
              


              
                	To provide a means for controlling the performance of marketing activities

                	53(57)

                	17(18)

                	10(11)

                	20(22)
              


              
                	To provide a basis for corporate planning

                	49(53)

                	4(4)

                	10(11)

                	14(15)
              

            
          


          
            
              Source: Taken from the authors’ own research, from “The Marketing Planning Process in Indian Companies”,
              p. 9
            


            
              Note: Figures in parentheses are percentages of 93. Total may not be 100 because of rounding.
            

          

        

      


      
         Organisational and informational
        arrangements


        
          The organisational arrangements that existed for marketing planning in the 63 (i.e., 68%) companies
          developing marketing plans in a formal manner consisted of a marketing planning committee whose average size
          was three to four members. The committee generally consisted of members from the marketing department only.
          There were, however, some companies (10 out of 63, i.e., 16%) where representatives from other departments
          like Works, Costs, Finance, Design and Technical were also included. This, the respondents stated, helped
          them in harmonising inter-departmental plans as well as in corporate planning. Notwithstanding the existence
          of a marketing planning committee, the primary responsibility for the development of draft marketing plans in
          the first instance was entrusted to some specific marketing functionary such as marketing services manager,
          marketing research manager, marketing planning manager or product manager.
        


        
          In the remaining 30 of the 93 companies (i.e., 32%), the marketing planning function was performed by the
          executive heading the sales and marketing department. In some cases it was told that he or she had an
          informal committee to assist him or her in this task.
        


        
          So far as the planning style, that is, the approach and association of executives at different levels was
          concerned, the following pattern emerged. Fifty-eight companies (62%) followed “top-down” style, 22 companies
          (24%) the “bottom-up” style, and the remaining 13 companies (14%) followed “goals down–plans up” style of
          planning. “Top-down” style of planning meant that plans were formulated at the top management level in the
          company and executives at the lower levels were only required to implement the plans. As against this, in the
          case of “bottom-up” style of planning the plans were prepared by executives at the lower levels based on what
          best they thought they could achieve, subject of course to the approval of the top management. The “goals
          down–plans up” style of planning differed from the “bottom-up” style in the sense that in this case top
          management apprised the lower levels with overall goals to be achieved and the assumptions and constraints to
          be kept in mind in developing plans at the lower level.
        


        
          While no significant differences were noticed in the style of planning followed among the respondents
          marketing different type of goods, the “goals down–plans up” style was found to be mainly practised in the
          case of consumer goods and pharmaceutical companies. Sector-wise breakup of the respondents along with the
          planning style is given in Table 2.7. The
          table clearly indicates that “goals down–plans up” or participative styles of planning are more frequent in
          the case of foreign-collaborated private sector companies.
        


        
          
            Table 2.7
            Style of planning and category of companies
          


          
            
              
                	Style of Planning

                	
                  Category of company
                  

                

                	Total
              


              
                	
                  Private sector
                  

                

                	Public sector
              


              
                	with foreign collaboration

                	without foreign collaboration
              


              
                	
                  

                
              

            

            
              
                	Top–down

                	16(17)

                	29(31)

                	13(14)

                	58(62)
              


              
                	Bottom–up

                	13(14)

                	6(6)

                	3(3)

                	22(24)
              


              
                	Goals down–plans up

                	9(10)

                	2(2)

                	2(2)

                	13(14)
              


              
                	Total

                	38(41)

                	37(40)

                	18(19)

                	93(100)
              

            
          


          
            
              Source: Taken from the authors’ own research, from “The Marketing Planning Process in Indian Companies”,
              p. 10
            


            
              Note: Figures in parentheses are percentages of 93.
            

          

        


        
          A well-developed marketing information system, which is a sine qua non for the
          development of sophisticated marketing plans, did not exist in the companies surveyed. There were, however,
          30 companies (32%) which were in the process of evolving a sound marketing information system and their
          system of planning and organising their marketing information was better and more integrated than others.
          Over 50 per cent of such companies were those which had foreign collaboration.
        


        
          Almost all the companies surveyed made use of marketing research in their organisations. The scope and the
          extent to which it was used, however, differed from company to company. Some of the purposes for which
          marketing research was being used in these companies were forecasting of sales, development of new products,
          measurement of market shares, pricing of products and measurement of the effectiveness of promotional
          campaigns. In organising and conducting these researches, these companies were not only using their own
          facilities but were also taking the help of consultants, marketing research agencies and advertising
          agencies.
        

      


      
        Use of models in marketing
        planning


        
          The use of modern management methods and techniques for marketing planning purposes were found to be at quite
          an elementary level in the companies surveyed. Further, there were not many companies making use of such
          methods and techniques.
        


        
          Only 19 companies (20%) were found to be making use of models
          for marketing planning and decision-making purposes. The areas in which these models had mainly been used so
          far covered determination of optimal product-mix, price revisions, selection of channels, location of depots
          and mode of transportation of goods, allocation of promotion outlay, measuring effectiveness of promotional
          programmes and consumer behaviour. About half of the respondents making use of models belonged to the private
          sector and had foreign collaboration.
        


        
          Fifty-two per cent of the respondents stated that they made use of electronic data processing machines or
          computers both for the purposes of analysing data as well as for decision-making purposes.
        


        
          Some of the applications for which respondents had used these machines were analysing sales data, making
          sales projections, evaluating marketing performance, etc. Very few of the respondents had, however, started
          using computers for developing their comprehensive marketing plans.
        

      


      
        Updating of marketing plans


        
          All the surveyed companies reported the existence of a feedback system in their organisations through which
          they kept monitoring the performance of their plans, and made changes as and when needed. They reviewed their
          plans on a monthly basis and if need be revised or updated their short-term plans on a quarterly or
          half-yearly basis and their long-term marketing plans on an annual basis.
        


        
          The respondents listed a number of both external and internal variables that necessitated revision or
          updating in their marketing plans during the preceding five years. Some of the major external factors listed
          by them in this context were sudden changes in government policy, uncertainty prevailing in economic outlook,
          irregular and uncertain supply of power and other public utilities, erratic supply of certain raw materials
          and delays in implementation of projects in other industrial sectors. The internal variable which affected
          their marketing plans were delays in new product development, plant operating problems, labour problems and
          financial constraints.
        


        
          The companies surveyed also stated that lack of up-to-date and reliable information at the
          macro-environmental levels coupled with the difficulties listed above were the factors that affected
          adversely the sophistication level of the long-range marketing plans developed in India.
        

      

    


    
       Summary and conclusion


      
        It has been found that large-sized companies in India are becoming marketing oriented. This is reflected in the
        adoption of “marketing orientation” as the philosophy of their top management, as also in the systematic
        efforts put in by these companies to formally plan their marketing function. It was found that 68 per cent of
        the 93 companies surveyed were developing their marketing plans in a formal manner. These companies within a
        short span of a decade or so acquired a certain degree of expertise and sophistication in their planning
        efforts. Some of the significant pointers in this direction were explicit statement of corporate and marketing
        objectives; designing of suitable organisational arrangements for carrying out and monitoring the marketing
        planning tasks; developing of various sources of marketing information both by organising existing information
        as well as by collecting necessary primary information; increasing application at a moderate level of
        sophisticated marketing models; increasing use of computers and EDP machines, along with the adoption of modern
        management concepts and techniques.
      


      
        So far as the process of marketing planning was concerned, it was found that plans, procedures and methods in
        relation to marketing planning had not reached a high level of sophistication but were in the process of
        getting systematised. This was probably because of the fact that emphasis on marketing planning function was of
        recent origin only. Some of the gaps which appeared related to formulation of objectives in generalised terms
        lacking both specification and quantification; lack of well-developed and integrated marketing information
        system; insufficient use of modern management techniques for marketing planning; and half-hearted approach of
        top management towards it. The position, however, varied from company to company as far as the level of
        sophistication in relation to the performance of marketing planning was concerned.
      


      
        In conclusion, it may be said that the seriousness with which marketing planning function is performed in an
        enterprise will depend inter alia on the marketing expertise that exists within it
        and also the competitive pressures that it faces. The expertise may exist either because of the employment of
        professionals in the organisation or because of collaborative arrangements with a foreign enterprise. The
        competitive pressures would vary depending upon the nature of products marketed by the enterprise, viz.,
        consumer goods or industrial goods. The competitive pressures are likely to be less in the case of public
        sector enterprises than in the case of companies in the private sector for obvious reasons.
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       Commentary on “the marketing planning process in Indian
      companies”


      
        J. D. Singh
      


      
        Notwithstanding the seller’s market orientation of the Indian market during the early seventies where anyone
        who could produce or source and deliver to the customer made profits, it was not uncommon to notice marketers
        resorting to sales promotions to clear inventory, sell earlier than the competitors or make room for the new
        product to be launched. Neither unheard of were cases where retailers charged higher prices for popular brands
        or freely pushed the look-alikes or less popular brands, nor were the rulings by the MRTPC1 against the use of unfair and restrictive trade
        practices by firms. In terms of market structure, while for most packaged consumer goods, consumer durable
        products and pharmaceuticals, foreign-collaborated companies used to focus largely on leveraging their parent
        company brands, they had started becoming increasingly challenged by brands and marketing practices of leading
        large Indian private sector companies, and in the industrial goods sector by select public sector enterprises.
        Success stories of pioneering initiatives by a few of the leading companies (including those with foreign
        collaboration) to expand into the Indian rural market following its economic upturn, resulting from the green
        revolution and bank nationalisation, had started attracting more marketers to tap the potential. In short, the
        Indian market was in transition and the marketers were seemingly becoming serious about becoming better
        organized to adopt a marketing orientation. Since markets cannot be dominated without being understood and
        planned, this became our motivation to undertake the research on marketing planning in India. This was even
        more important because of the near absence of any Indian empirical study in marketing management, resulting in
        corporate marketing practices being shrouded in mystery. The purpose of the research, inter alia, was to examine the manner and extent to which the marketing planning function was
        performed and also the level of sophistication prevailing in the management of the marketing function. The
        motivation for the paper was to share among scholars and practitioners the findings of the study and insights
        gained besides filling in the void in the literature on the state of the art of marketing in India.
      


      
         Indian market
        transformed


        
          Marketing planning has come a long way since this pioneering all-India study covering a wide cross-section of
          industries and using the in-depth case study approach. Marketing as a function gains pre-eminence in an
          economy when four conditions2 are met: (a)
          there is a pool of disposable income available with a substantial portion of the population; (b) there is
          adequate supply to meet normal demand; (c) there is a real choice available to consumers; and (d) there is a
          relatively loose regulatory environment. These four conditions having been more or less met, the Indian
          market today stands transformed. Intensifying competition from global, national and regional companies and
          their brands, the fast-growing role and scope of online marketing, the growing influence of social media in
          the consumer decision-making journey and the rise of Indian multinationals and their brands in global markets
          puts it on par with the OECD countries. Internet, social media and modern large-scale retail malls have given
          impetus to marketers to invest in being responsive to ZMOT (zero moment of truth) and reorganise their
          marketing thought and strategy.
        

      


      
        Recent developments in marketing
        planning


        
          The changed market context has taken away the option of whether to plan. Instead, it requires focusing on how
          well to plan and implement the marketing function, such that there is little deviation between the actual
          accomplishments and the objectives and goals set, and brand value is at least sustained if not enhanced. The
          use of marketing experimentation as a tool of research is more widespread, as is modelling in marketing
          planning. With the wealth of data available from web analytics, the role of qualitative research is becoming
          much more specific. The ever-rising cost of making mistakes or missing marketing opportunities is making
          companies recognise the criticality of marketing productivity in formulating their marketing strategy, and
          select the right tools of marketing analytics. Because uncertainty is a new market reality, meticulous
          marketing planning has not only become essential but marketers are now required to make multiple marketing
          plans both overall and according to function (e.g., new product launch plans, product withdrawal plans,
          pricing plans, brand plans and so on). While perspective and long-term marketing strategy and plans continue
          to play a vital role, the horizon of the short-term plan is becoming shorter, some time is given to detailed
          quarterly and seasonal plans, and micro-market plans and contingency plans are being developed. The “goals down–plans up” style of marketing planning with greater involvement and
          engagement of field marketing personnel is the new routine in most large companies. Organisations are
          becoming market-led, and customer focus is gradually becoming the nucleus of all business functions and
          activities. In terms of methodology of research, while the case study approach continues to remain important,
          its content is getting more exhaustive, deterministic and predictive due to availability of rich data at the
          macro level supplemented by insights gained from specialised output of the qualitative research. From mapping
          how marketing planning and management function were performed when market orientation was in its infancy and
          how some of the Indian private sector companies had started checkmating foreign companies and their brands
          primarily based on superior understanding of the Indian consumer and professionally managing the marketing
          function, to today outlining how Indian brands, besides acquiring the privileged status of most valuable
          brand in the Indian market, are also gaining prominent position in foreign markets, this paper has made a
          fair contribution to the body of marketing literature.
        

      


      Notes


      
        1 Monopolies and Restrictive Practice Practices Commission which governed the MRTP Act 1969,
        which has since been replaced by Competition Commission of India (CCI).
      


      
        2 Bennett, R. C., & Singh, J. D. (1989). Marketing in India: The
        failure of theory to reconcile with practice (IMI Monograph 6). New Delhi: International Management
        Institute.
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An approach to multidimensional industry segmentation


D. P. Basu, P. K. Sen and Rahul Kapur




Introduction

Industry segmentation is carried out to achieve various objectives; amongst these are establishing the growth of an industrial sector or ascertaining the profitability of a product group. Thus, a study of the textile industry or the cement industry considers these to be relevant industry segments for detailed analysis. As such, these segments are considered to be a group of “similar” companies.

A systematic and methodical approach to segmentation is desirable for all financial institutions, government agencies and commercial banks to identify sectors having homogeneous performance so that financial policies may be adopted on a macro basis. For example, a commercial bank may desire to identify the “growing industry segment” for soliciting credit accounts. A financial institution may like to identify the segment having good profit prospects to formulate their lending strategy. As such, if companies can be divided into meaningful, uniform segments, then policy formulation on a macro level becomes possible, and the necessity of scrutinising at a micro level is at least partly avoided.

Conventionally, industry segments are defined with respect to one variable, like the products manufactured by the unit, the size of the units, the market, the type of management etc. Thus we often come across studies on, say, the plywood industry or the units operating in the export market or the Birla group of industries.

The basic attempt in such segmentations and studies is to relate selected environmental parameters to financial indicators or performance. It is however implicitly assumed in most studies that the financial behaviour of all companies in the segment is similar with respect to the financial and performance indicators used. Thus a study on the plywood industry assumes that all the units covered by be study will perform similarly and they form a “homogeneous group”. This assumption is never tested. The variance within the group may be too large for average performance results to be meaningful.

Thus, the usual segmentation studies implicitly assume the following:



	Industry segments can be described by just one or two variables and the number of such descriptive variables need not be relevant to the extent of homogeneity of the segment.

	The average performance of segments thus described necessarily indicates the performance of individual units within the segment within “reasonable” limits of variation.

	The various performance indicators (like growth, profitability, etc.) will all be homogeneous and similar for all units covered by the segment.









Multidimensional approach to industry segmentation

The approach suggested in the following paragraphs puts the above assumptions to test. Firstly, more than one parameter is used for describing a segment. Secondly, appropriate statistical tests are used to determine whether the law of averages holds good for a group of companies falling in a segment, defined by the intersection of the parameters. Thirdly, a number of financial indicators are used as a measure of the performance of the companies. The consistency tests for the companies falling in each segment are carried out separately for each of the financial indicators.

The methodology adopted in an actual study carried out by the authors is given in the following paragraphs. The approach can basically be termed as a micro-macro analysis whereby macro-conclusions were drawn from a study of a selected sample of companies. The method suggested segments the given population in a meaningful way and allows comparisons to be made. The segments developed are such that they are internally consistent, comprehensively defined and easily identifiable. The approach also makes inter-firm comparisons possible.

An industry segment is defined here as “a group of companies having a common set of environmental parameters and consistent financial behaviour”. A guideline emerges from this definition:



	To determine the appropriate set of environmental parameters.

	To develop the necessary financial indicators.

	To statistically test consistency of individual financial indicators for companies that have a common set of environmental parameters.



The environmental parameters are so selected that they can be measured on a standard scale, that the information is readily available and that there are enough companies with that parameter to warrant its use. Four such parameters that can be used are:



	product group;

	type of management;

	scale of operation; and

	markets.




In the study carried out:



	Seventeen product groups were identified from a detailed population profile, keeping in view the classification used in the “Approach Paper to the Fifth Five Year Plan” the criteria that a sufficiently large number of companies must fall into a product group and the technology used in the manufacturing process.

	Three “types” of management were defined: professional management,* large Indian business houses and others.

	Three scales of operation were indicated: large, medium and small.

	Defining “markets” is perhaps the most difficult. For the sake of simplicity, two types of markets were defined: companies largely operating in the export market and those mainly operating in the Indian market.




Thus, we see that all companies can be described with respect to four parameters and segments can be defined with one or more parameters. An example of a segment defined with respect to four parameters would be companies that produce intermediate engineering products, which in turn are managed by large Indian business houses, have large-scale operations and mainly operate in the export market. In the study carried out, segmentations using all combinations of the environmental parameters were arrived at. Using four environmental parameters, we can have 15 different combinations taking one parameter at a time, any two parameters at a time, any three parameters at a time and all parameters together (4C1 + 4C2 + 4C3 + 4C4 = 15). Each of these 15 combinations was tested with respect to each group of financial indicators.

A stratified random sample is then selected from the population under consideration. The stratification is based on the segments that are defined by the intersection of the environmental parameters. Sample size will naturally depend upon the total population in each of such segments. A detailed sampling plan is drawn up based on various practical considerations like availability of data, etc. A sample size of about 30 per cent of the total population was used in the study.

It is possible to use a single financial indicator to represent the overall performance. However, to obtain a more detailed picture of the financial behaviour, six financial indicators were developed for each company. These were:



	profitability indicator;

	input-output indicator;

	long-term liquidity indicator;

	short-term liquidity indicator;

	growth indicator; and

	overall performance indicator.




By defining and carrying out the study with respect to distinct groups of financial indicators like profitability, etc., the consistency and the performance of a segment may be evaluated with respect to that financial indicator. Thus, a particular segment may be consistent and relatively well above average in terms of profitability and liquidity, but the same set of companies may not have consistent relative growth and may show consistent but relatively below average input-output performance. Using distinct financial indicators rather than only the overall performance indicator makes inter-firm comparisons more meaningful.

Obviously, the selection of financial indicators will depend on the objective of the study. A financial institution might be interested in the profitability, input-output relationships and growth indicators. A commercial bank may be interested in long-term liquidity and short-term liquidity indicators. In a study of this kind, the indicators selected depend on the macro-level conclusions that are to be drawn.

The overall performance indicator is arrived at from the other five indicators only by the method discussed later.

In developing the financial indicators, the weighted ranking method of inter-firm comparisons is used (Swadia, 1974).


	
The starting point is to select a set of financial ratios to highlight the above sets of financial performance indicators. It was felt that no single ratio could suffice for the indication of financial performance in any group. In the study previously mentioned, a set of seven ratios was considered under the profitability indicator, five ratios for the input-output indicator, six ratios for the long-term liquidity indicator, four ratios for the short-term liquidity indicator and four ratios for the growth indicator; in all, 26 ratios were used in the analysis. For the purpose of the study, the ratios were so defined that a higher value would always indicate a better performance by the company.

To make the study meaningful, six years’ financial data of all the companies included in the sample were analysed and the ratios were calculated for each of the companies for each of the six years.

To illustrate the type of ratios that can be included under the various financial indicators, it may be mentioned that in the study, ratios like net profit to net sales, net sales to cost of goods sold, contribution to net sales, etc. were considered, under the profitability indicator.



	The relative importance of each ratio was arrived at from an opinion survey. The importance of a ratio was indicated by a weightage attributed to it.

	Next, each company in the selected sample was ranked for each ratio for each year (the maximum ratio getting the highest numerical score). Let Rijk be the rank of the i-th company, for the j-th year, and the k-th ratio.

	Multiply the rank Rijk by the weightage of each ratio to get the weighted rank. If Wk is the weight of the k-th ratio, and WRijk the weighted rank, then:
	WRijk=Wk×Rijk	





	The financial indicators of each company for each year are arrived at by adding the weighted ranks for the ratios in each of the five groups of financial indicators and dividing by the maximum score that was possible. Thus, the percentage of maximum score is obtained. (The maximum score, if the sample size is 200, is 200 × ƩWk, where the addition is done over the group of ratios being considered). If FIij is the financial indicator of the i-th company for the j-th year and S is the sample size, then
	FIij(profitability)=ΣWRijk S×ΣWk(summation over profitability ratios)	



	FIij(input − output)=ΣWRijkS×ΣWk(summation over input − output ratios)	



and so on to get FIij (long-term liquidity), FIij (short-term liquidity), FIij (growth) and FIij (overall).




Inter-firm comparison can be made at this stage by comparing the average financial indicators over the six years.

To arrive at the final segmentation, the approach is the same for each for the six financial indicators. For simplicity, the rest of the discussion focuses on only one of the financial indicators.

The standard statistical F-tests are used to determine consistency. The significance test is carried out for the companies that fall in the same segment – for each of the 15 combinations of the four environmental parameters. The hypotheses tested are that the variances and the means of the financial indicators (FIij) of the companies that fall in the segment are equal. A one-way test over the six years is carried out. Note that the F-tests are applied to each segment in each of the 15 combinations possible.

The segments where the hypotheses are accepted are identified for each combination of the environmental parameters. The average indicator (ΣiΣkFij) for companies in each consistent segment is taken as the financial indicator for the segment. (The segments passing the statistical tests need not be the same for each of the six financial indicators).

From the above analysis, the segments that are homogeneous with respect to various financial indicators are identified. Thus, we have “consistent segments” defined with respect to one or more environmental parameters. Logically, the performance of these “consistent segments” with respect to the various financial indicators may now be extended for drawing macro-conclusions. Thus, we do not rely on the law of averages and with a certain degree of confidence it can be said that the conclusions drawn for the “consistent segments” would hold good for the companies describable by the environmental parameters of the segment.





An approach to segment evaluation

Depending on the outcome of the statistical test, the market segments can now be evaluated in the following way.

The mono-parametric, bi-parametric, tri-parametric and tetra-parametric segments that satisfy the criterion of consistency may be identified and tabulated separately according to each financial indicator. Based on the performance distribution under each financial indicator, the segments can be classified as “above average”, “average” and “below average”. This can be arrived at from a frequency distribution of the respective financial indicators of the companies in the sample. Thus, a particular segment, say, chemical-based products with large-scale operations may have average growth, average profitability and average overall performance, but companies in this segment may not behave consistently with respect to the other indicators.

It may be expected that as more and more ·parameter s are used to define the segment, the probability of arriving at a more accurate conc1usion is increased.

The final results would reveal:



	the classification of the segments that satisfy the criterion of consistency for each of the six indicators;

	the grey areas where the criterion of consistency is not satisfied; and

	the relative level of performance of the consistent segments with respect to six financial indicators.









Conclusions of the study

While the detailed findings of the study carried out cannot be mentioned here, some interesting conclusions arrived at are given below:



	It was found that only a few valid conclusions could be drawn if firms were segmented with only one parameter. A number of conclusions could be drawn if the industry was segmented with an increasing number of parameters. This means that the segments become more statistically consistent as they are more accurately defined. In fact, in the study carried out, only one segment was statistically consistent with respect to the overall performance indicator when defined by one environmental parameter. The number increased to 18 when the segments were defined with three environmental parameters.

	It was also observed that for companies manufacturing the same product, a number of them fall into a segment with “above average” performance and a number of them have “below average” performance. Hence, more often than not, a general conclusion of the financial performance of all the companies manufacturing the same products may be erroneous.

	It was also observed that a segment may be classified as “above average” with respect to one financial indicator and “average” and “below average” with respect to other financial indicators. As such, the performance of a valid segment might be different with respect to different financial indicators.



The forms in which the final results were tabulated are given in Annexure I and II.

By suitably selecting the set of environmental parameters and the financial indicators, the approach outlined above could find varied applications. The various aspects of financial behaviour can be tested for consistency and the importance of selected parameters can be ascertained. Since the financial institutions, various governmental bodies and commercial banks look for particular features in formulating credit policies, this method allows for probing into those characteristics that are most relevant.



Note

* Professional management here implies in general such firms which have foreign ownership and relatively modern management practices.

Reference

Swadia, K. M. (1974, March 26). The inter-firm comparisons with merit rating. The Economic Times, p. 5.



    

  






Annexure I

Formats that may be used for presenting the findings of the study


Form A



Indicator: Profitability/Long Term, etc.

Performance: Above Average/Average/Below Average




 




	
Sl. No.

	
Products

	
Market

	
Management

	
Scale of operation




	








	1
	Wire Products
	Domestic
	Indian House
	Large







Notes


1 Entries are made for the purpose of illustration only.

2 Only consistent segments appear in this chart.

3 Separate tables to be drawn for above average, average and below average performances.

4 Separate tables to be drawn for each financial indicator.

5 The example indicates that companies manufacturing wire products belonging to Indian business houses, in the large–scale sector and operating mainly in the domestic market have an above average performance with respect to profitability indicator.









    

  






Annexure II

Performance of Mono/Bi/Tri/Tetra Parametric Segments


Form B



 









Commentary on “an approach to multidimensional industry segmentation”

D. P. Basu, P. K. Sen, Rahul Kapur

Is industry affiliation of a firm a driver of its profitability? Not according to today’s established finance theory where the firms’ profitability and hence the security’s return depend solely on two factors: the market return and the idiosyncratic risk of the firm. At least, the finance theory offered a few more insights when the article was written, and we might add, not many additional insights on the matter since then. Being students of finance, we were aware of the theory. Then why did we attempt to write this paper? Before we answer that question, a little recollection of the banking and business environment may be in order.

The banking scenario in India in the 1970s can be best described as a highly regulated sector with many controls and directives. There were pressures to extend lending and other banking services to the small-scale industries and small businesses, which were often struggling. More often than not, these businesses depended on government contracts and expenditures that were governed by the five-year plans. But in this milieu, merchant banking in India developed in quite an unregulated way. There were no laws, guidelines or regulations (not until the 1990s), and the merchant banking services were started primarily by foreign banks, as a way not only to extend the usual support services but also to provide a platform for management consulting to their small borrowers, who often could not afford full-time qualified professional managers. These services often exposed the consultants/merchant bankers to important business insights about their clients, which the bank officers would utilise to make lending decisions. Rather than relying on an ad hoc insight, was it possible to combine such qualitative assessment with a more formal analysis? Thus, the motivation came from the need to create a screening mechanism for bank lending decisions that could be implemented within the computing environment of the 1970s, which we may add was almost non-existent.

Given the restricted investment environment driven by the five-year plan exercise, it did not escape the bankers that the profitability of the clients often depended upon how well they were tuned with the government plan and the industry membership that the plans supported. The imprint of the five-year plan on the study design is quite obvious, and it was appropriate at that time. But did the plans support some industries because they were more likely to succeed? Is industry membership somehow more fundamental than what is believed in theory, and is it possible that such membership is a driver of profitability? Of course, there were no answers in theory then, and as practitioners at that time, we assumed so implicitly.

However, the question remained that even if that was true, would finer partitions within the industry membership through definite product-market-scale-management combinations allow us to examine whether a particular combination had a superior financial performance? Being part of a merchant banking establishment at the time, it was natural for us to ask whether such patterns could be exploited by the bank lenders to improve their lending portfolio. This exercise was also one of the early attempts to conduct a macro financial statement analysis using data from individual firms to arrive at a more global conclusion. With increased computing power, such analysis has become a staple in many business programmes all over the world, but it was scant at that time.

The analysis hinged on essentially a ranking exercise, where firms were ranked on various performance indicators with weights derived from a survey. We wish that the editors of this volume had asked us to further document the details of the survey, but absent such documentation, we cannot provide details of the survey methodology. As the recollection goes, the subjects were various lending officers of banks and the responses were based on what they thought were important. Based on the weighted ranks, firm-groups were identified as above or below average. One curious fact that emerged is that aggregation did not necessarily produce uniformity; rather, finer partitions seemed to generate more homogeneous grouping in spite of the obvious small sample size problem. We do not think this aspect of Indian business has been systematically explored further.

Regarding the statistical technics used, they were quite basic. If one has to undertake such an exercise today, one ought to conduct a principal component or a factor analysis of all the ratios to verify the labels ascribed; something we did on an ad hoc basis. A modern analysis would also try to use a predictive model of future performance, be it earnings forecast, bankruptcy or a credit rating prediction or the possibility of generating abnormal return based on these analyses. Though Altman’s Z score was published then, much of the other sophistication in the academic financial statement literature only appeared much later. If we were to embark on such a study today, one would construct an arbitrage portfolio on the rankings of above and below averages and see if such an arbitrage portfolio earns abnormal returns. However, the idea and the methodology were not there yet. Even if they were, the Indian stock market at that time could not be relied upon to deliver a judgment that might be appropriate to derive from the data of a developed capital market. Perhaps today’s market may be relied on more to provide a better benchmark for such arbitrage portfolio if someone attempts an encore.

The idea of finding a weight for each financial ratio was a novel one, and it was a way to bridge survey research along with secondary-source-driven empirical work. We do not see much of this coordination in academic research even today. Maybe we were naïve, and being practitioners, we were more focused on a workable solution regardless of its construct validity, a concept that would become an important consideration in our future lives.

The paper is not very well written, and in places the expressions are awkward. The fault always lies with the authors. The editorial process that often improves the final product can only do so much. The details are lacking in many places, and we wish we could recollect what exact methodology we followed for some steps such as ranking and weighting. We collected and analysed a lot of data by hand, and the (lack of) technology available for data analysis prohibited us to explore the data further. The computing environment at that time was abysmal to say the least, and any further sophisticated analysis would have made the project and its output completely beyond the time frame available to conduct this exercise.

However, in spite of its many shortcomings, we thank the editor of Decision to stick by us and publish this piece not because the execution was perfect, but because the idea and the question were sound, the methodology appropriate for the time, and the exercise forced us to think beyond the standard theory and look for evidence through a macro financial statement analysis, an approach that came to the academic research much later.
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Application of multi-attribute threshold model to study consumer behaviour


M. J. Xavier




Introduction

It is essential for marketers to understand the decision-making process of consumers in order to make the right decisions with regard to their marketing operations. The products people buy are characterised by multiple attributes, and various models have been proposed for describing choice involving multi-attributed alternatives. These models can be classified into compensatory and non-compensatory models. Conjunctive, disjunctive, lexicographic and dominance models come under non-compensatory models. Compensatory models can be either compositional or decompositional. Churchman and Ackoff’s method (1954), the Fishbein model (1967) and Miller and Starr’s method (1960) are some notable examples of compositional compensatory models. The decompositional models decompose holistic judgements of preference into an implicit utility structure. Depending on the scales used to measure the attribute values and preference judgements, there are different methods available to perform the decompositional analysis summarised in Table 4.1. Moreover, there are variations of these methods, like the conjoint utility function estimation method of Pekelman and Sen (1979), hybrid con-joint measurement by Green, Goldberg, and Monte Mayor (1981), etc. All these models assume that the attributes are perfectly substitutable or a shortfall in one attribute can be compensated by over fulfilment on another.

However, in real life, very often people use a combination of compensatory and non-compensatory models, known as phased models. The focus of this paper is on a specific kind of a phased model, known as the threshold model.


Table 4.1 Summary of methods available for decompositional analysis of preference data





	
Sl. no.

	
Scale used


	
Method




	
Attribute value

	
Preference data




	








	1
	Interval
	Interval
	Multiple regression (Huber, 1974)



	2
	Nominal
	Interval
	Dummy variable regression (Huber, 1974; Green, Goldberg, and Monte Mayor, 1981)



	3
	Interval
	Ordinal
	Carroll’s (1972) method



	4
	Interval
	Pairwise
	Srinivasan and Shocker’s (1973) method



	5
	Nominal
	Comparisons ordinal
	Kruskal’s (1965) MONANOVA



	6
	Nominal
	Pairwise comparisons
	Shocker and Srinivasan’s (1977) LINMAP or Johnson’s (1975) method







Source: Taken from the authors’ own research, from “Application of Multi–attribute Threshold Model to Study Consumer Behaviour”, p. 26










The threshold model

Here the decision maker has a set of threshold values for all or a subset of the attributes and the alternatives having attribute values below or above the threshold value (depending on the situation) in which at least one of the attributes is rejected outright by the decision maker. By this method, the decision maker initially narrows the number of alternatives to an “acceptable set” and then evaluates the alternatives in the “acceptable set” using an additive rule.

The justification of this model has been provided by Day (1972, p. 282), Fenwick (1978, p. 210), Green and Wind (1973, p. 46) and Olshavsky and Acito (1980).





The formulation of the threshold model

In this chapter, a mixed integer linear programming formulation due to Mustafi and Xavier (1985) has been used to tackle the multi-attribute threshold model of choice, which is an extension of Srinivasan and Shocker’s (1973) method to estimate importance weights. Both the formulations are given in the Appendix. The input to both the methods is the pairwise preference judgements. Since it is possible to convert rank order data on alternatives to the corresponding n(n-1)/2 pair comparisons, these methods can be used with ordinal preference data too. Both the methods minimise the total amount of violation of the pairwise preference constraints. The threshold model has one dummy variable attached to each alternative in order to see whether that alternative was considered for the final choice. Hence it becomes a mixed integer linear programming problem. It estimates the importance weights by minimising the total amount of violation of pairwise preference constraints, and the minimisation is aided by setting the contribution from a certain number of alternatives equal to zero.





An application of the threshold model

Data was collected on three different products, namely television, two-wheeler and moulded luggage. Those who intend buying any one of these three products within the next one year qualify as respondents. Of the 60 randomly selected MBA students, 53 qualified as respondents. Each one was given 12 product concepts written on cards, the product being decided by the one that the respondent intends buying, and was asked to rank order them according to their preference. The attributes and the attribute values used are given in Tables 4.2 and 4.3, respectively. The attribute values were given using a nine-point rating scale. The attributes were decided on consultation with MODE SERVICES PVT. LTD., a marketing research agency; after completion of ranking the 12 product concepts, the respondents were asked to rank the three attributes according to their importance to them.


Table 4.2
Attributes used in the study





	
Sl. No.

	
Product

	
Attribute





	
	
	1
	2
	3



	








	1
	Television
	Reception
	Looks
	Company image



	2
	Two–wheeler
	Mechanical performance
	Looks
	Fuel efficiency



	3
	Moulded luggage
	Durability
	Looks
	Company image







Source: Taken from the authors’ own research, from “Application of Multi–attribute Threshold Model to Study Consumer Behaviour”, p. 27







Table 4.3 Attribute values in the study





	
Card. No.

	
Attribute





	
	1
	2
	3



	








	1
	7
	2
	7



	2
	3
	8
	3



	3
	5
	4
	5



	4
	5
	5
	2



	5
	8
	5
	6



	6
	1
	5
	7



	7
	2
	7
	4



	8
	4
	3
	5



	9
	5
	4
	4



	10
	6
	7
	6



	11
	6
	4
	6



	12
	6
	5
	6







Source: Taken from the authors’ own research, from “Application of Multi–attribute Threshold Model to Study Consumer Behaviour”, p. 27






The data from all the 53 respondents was analysed using the linear programming approach of Srinivasan and Shocker (1973). Only the last ten profiles were used to estimate the importance weights.

The first two hold-out concepts were used to check the validity of the results. The additive model explained fully the preference rank ordering of only 10 (19%) respondents. Another 26 (49%) respondents have used the lexicographic rule to evaluate the profiles. This was indicated by only one weight remaining positive with all other weights equal to zero (Green and Srinivasan, 1978, p. 118). The remaining 17 respondents were analysed using the mixed integer linear programming approach described in the previous section. There was improvement in the case of nine (17%) respondents in the goodness of fit, measured using Spearman’s rank correlation coefficient between the actual rank and predicted rank (see Table 4.4).

Out of the nine respondents, only in the case of four respondents is the threshold model able to fully explain the preference rank

ordering (i.e., Spearman’s rank correlation coefficient 1). In the case of another four respondents, there is substantial improvement, in the Spearman’s rank correlation coefficient, over the additive model. Only for respondent number 28, the improvement is very low. However, there is another criterion for evaluation, namely the predicted rank order of the attributes, derived from the importance weights, versus the actual rank given by the respondent (see Table 4.5). On this count, the threshold model proves to be better than the additive model.


Table 4.4 Goodness of fit measured using Spearman’s rank correlation coefficient





	
Subject no.

	
Additive model

	
Threshold model




	








	6
	0.962
	0.958



	7
	0.958
	0.993



	8
	0.944
	0.944



	9
	0.972
	

*





	15
	0.986
	0.986



	18
	0.993
	0.993



	23
	0.93
	0.853



	25
	0.937
	1



	26
	0.986
	0.986



	28
	0.944
	0.951



	31
	0.965
	1



	35
	0.93
	0.979



	38
	0.902
	1



	40
	0.944
	0.993



	44
	0.937
	1



	49
	0.923
	

*





	50
	0.951
	0.993







Source: Taken from the authors’ own research, from “Application of Multi–attribute Threshold Model to Study Consumer Behaviour”, p. 27


* Threshold values not explainable





Table 4.6 gives the breakup of product versus the model used. It is interesting to note that 28 per cent of the respondents in the two-wheeler category have used the threshold model.


Table 4.5 Results of the nine respondents who used the threshold model






Table 4.6 Product vs. model









Conclusion

The present study thus shows that the analysis of multi-attribute choice data can be improved by using the threshold model in cases where the additive model is inadequate. The average CPU time taken by the linear programming approach of Srinivasan and Shocker (1973) was 10 seconds, whereas our method required an average of 160 secs/respondent. Both the problems were solved using the mathematical programming package “TEMPO” with a Burroughs 6700 machine. Though the method requires more computer time, the use of it can be justified wherever the accuracy of the results is essential. Also, the method needs to be applied on only a subset of the sample where further refinement of the result is required.





    

  






Appendix

Srinivasan and Shocker’s model (1973)
Let J = {1, 2, ........, j, ........ n} denote the set of n alternatives.
Each one of the n alternatives is described in terms of m attributes

   P = {1, 2, ........, p, ........ m}
Also, let Yj = {yj1, yj2, .... yjp .......... yjm} denote the jth alternative, i.e., yjp is the attribute value of the pth attribute for the jth alternative and W = {w1, w2, ......, wp, ...... wm} denote the set of attribute weights for the m attributes. Then the overall utility Uj, for the jth alternative, using the simple additive model is given by

	Uj=∑p ϵPWpyjp	



Further, let

	Ω=[(j,k):j,kϵJ]	



Denote the set of pairwise preference judgements such that the alternative j is preferred to alternative k. Then according to Srinivasan and Shocker (1973) The set of weights {Wj} should be determined from the following linear programming problem.
	Minimise∑(j,k) ϵΩZjk S.T. Uj−Uk+Zjk≥O for all (j,k)ϵΩ∑(j,k) ϵΩ(Uj−Uk)=1	


Zjk’s measure the amount of violation of the pairwise preference constraints and the last constraint is added to preclude the trivial solution.


Mustafi and Xavier’s model (1985)
Here, a dummy variable is added to each alternative to find out whether that alternative was considered for the final choice by the decision maker:

	i.e. Uj=δj∑p ϵPWpyjpwhere δj={1 if the alternative j belongs to the ‘acceptable set’O otherwise 	



Besides, the set of weights {W}, the set of dummy variables {qj} are also the parameters to be estimated. The rest of the formulation is the same as that of Srinivasan and Shocker. However, the constraints of the resulting formulation become integer non-linear due to the product terms of the type δj wp. In order to linearise the constraints, use is made of the transformation suggested by Diaz and Hogg (1983). A new variable xjp is defined as

	xjp=δjwp for all j∈J and p∈P	



with some additional constraints. Now the overall utility Uj is given by

	Uj=∑p ϵPxjpyjp	



The resulting formulation will be as follows:

	 Min .∑(j,k) ϵΩZjkS.T. Uj−Uk+Zjk≥ for all (j,k) ϵ Ωxjp≤δjxjp≥δj+wp−1xjp≤wpxjp≥0}for all j ϵJ and p ϵ PWp≤1Wp≥0} for all p ϵ P.	



	∑(j,k) ϵΩ(Uj-Uk)=1δj=0 or 1 for all jϵJΣ δj≥Cj ϵ J where m<C<n} In the current study C was set at 5.	


The last constraint is added to avoid degenerate solution. The value of C is decided by the experimenter, based on how many alternatives can be allowed to be rejected. This is a mixed integer linear programming formulation due to the δj¢s which can take values one or zero. The finer details of this formulation can be found in Mustafi and Xavier (1985).
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Commentary on “application of multi-attribute threshold model to study consumer behaviour”

M. J. Xavier

Multi-attribute models are predominantly used for attitude measurements and mapping consumer preferences. The aggregative models, such as the Fishbein model, are extensively used by marketing researchers to get insights into the relative importance of attributes and relative performance of different brands on different attributes. The importance scores are arrived at through direct elucidation. The dis-aggregative models, such as conjoint analysis, derive the relative importance of attributes from the overall evaluation of product concepts presented to consumers. They both use additive models.

From the time this article was published, not much has changed. Researchers continue to use the additive models while working with cases involving multi-criteria decisions. In the article, we clearly demonstrated that a large number of consumers use phased models and other non-compensatory models such as conjunctive, disjunctive and lexicographic models. Some researchers simply ask the respondent about acceptable and unacceptable levels of attributes to select a choice set that is further processed using an additive model. Hence, this addiction to additive models remains well entrenched among the researchers.

However, the marketers basically look for signals that could predict the sales trends in the near future (could be months or a quarter). In such a situation, it may be more than enough to use the traditional aggregative models of attitude measurement. Additionally, a number of researchers have started using brand-related negative emotions, such as anger, discontent, dislike, embarrassment, sadness and worry as early warning signals. But, any research on consumer decision process cannot ignore the threshold model presented in this paper.

The emergence of marketing analytics has also dampened the research efforts on consumer decision models. Unfortunately, analytics is mainly focused on post mortem analysis of behavioural data. There is an opportunity to build mixed models that use primary data and secondary data. For example, attitudinal data, combined with behavioural data, can give a richer insight into consumer behaviour.

The new field of neuro research can also enrich our understanding of consumer behaviour. The decision models such as the ones developed here could be validated based on primary neural data collected using brain mapping tools.
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    Consumer involvement in product choice


    
      Role of perceived risk
    


    
      G. Sridhar
    


    
      Introduction


      
        During the past five decades, consumer involvement has received notable attention as it is considered to have
        paradigmatic implications for consumer decision-making. However, most studies on consumer involvement are
        conducted in developed economies and more specifically in the U.S. (O’Cass, 1998) and very few in emerging
        economies like India. There is a need for further studies on consumer involvement spanning varied cultures and
        contexts so as to widen its applicability.
      


      
        Perceived risk is considered to be a key antecedent of consumer involvement (Rothschild, 1979; Laurent and
        Kapferer, 1985; Andrews, Durvasual, and Akhter, 1990; Dholakia, 1998; Jain and Sharma, 2000). Understanding the
        relationship between perceived risk and involvement is important as it provides insights into the responses of
        consumers in purchase decisions and thus helps marketers design appropriate marketing initiatives. Perceived
        risk can be decomposed into several types of risks, and the relationship between consumer involvement and each
        of the types of risks can be examined. However, not many studies have attempted to do so. Considering the above
        gap, a study was conducted to examine the relationship between the decomposed perceived risk and consumer
        involvement in an emerging economy like India. The results of the study are presented in this paper.
      

    


    
      Consumer involvement – introduction


      
        Consumer involvement is a source of explanation for the differences in the degree of both mental and physical
        effort of consumers and their decision-making (Beharrell and Denison, 1995; Laaksonen, 1993). In spite of a
        long tradition of research on this construct, there are many contradictory views as to what consumer
        involvement is and what it is not. For example, consumer involvement is considered to be
        perceived personal relevance (Petty and Cacioppo, 1981; Antil, 1984; Celsi and Olson, 1988; Sharma, 2000), as a
        motivational state (Bloch, 1982; Mittal, 1989; Sharma, 2000) and in a phenomenological view (Petty and
        Cacioppo, 1981; Greenwald and Leavitt, 1984). However, Mittal (1989) argued that there has been an agreement
        among various scholars that consumer involvement is a motivational force leading to consumer behaviour and
        action. Mittal defined consumer involvement as “an unobservable state of arousal or interest evoked by stimulus
        or situation having drive properties”. For the purpose of this study, involvement is considered to be a
        motivational force.
      


      
        Level of involvement is related to product, advertising, message, programme, situation (Petty and Cacioppo,
        1981; Laurent and Kapferer, 1985) and behaviours like purchase and response (Antil, 1984; Bloch and Richins,
        1983; Slama and Taschian, 1985). Though involvement can take place at various levels other than product, Finn
        (1983) argues that the level of motivation results from product attributes and relatedness of the product to
        the consumer’s psycho-social needs and wants. Products that are highly priced, have complex features and have
        high perceived risk have high involvement levels; products which are low priced, have simple features and have
        low perceived risk have low involvement levels from the consumers (Zaichkowsky, 1986; Jain and Sharma, 2002).
      

    


    
      Perceived risk


      
        Perceived risk is defined as the uncertainty that consumers face when they cannot foresee the consequences of
        their purchase decisions (Schiffman and Kanuk, 2002). It is a good explanatory variable of consumer behaviour
        and explains risk perception and risk reduction methods of consumers. Taylor (1974) feels that determination of
        consumer behaviour is dependent upon the detection of perceived risk. Mitchell and Boustani (1993) while
        investigating pre and post purchase risk perception and reduction strategies identified that risk is inherent
        in all the stages of the consumer decision-making process. Cox (1967) emphasised that risk emerges from any of
        the following three factors: (i) uncertainty as to buying goals, (ii) possible adverse consequences if the
        purchase is made (or not made) and (iii) which of several purchases (like product, brand, model) best matches
        the buying goals.
      


      
        Risk has two dimensions: uncertainty in purchase and consequences of mis-purchase. Added perceived risk, which
        is the fear that the product does not match the goals of purchase, has been classified into six types, viz., (i) financial, (ii) performance, (iii) physical, (iv) social, (v) psychological and
        (vi) time risks (Cox and Rich, 1964; Roselius, 1971; Jacoby and Kaplan, 1972; Kaplan, Szybillo, and Jacoby,
        1974; Stone and Gronhaug, 1993).
      


      
        While financial risk is the apprehension that the product will not be worth its cost, performance risk is the
        worry that product will not perform as expected. Physical risk is the fear to self or others that the product
        may cause, whereas social risk is the concern that poor product choice may result in social embarrassment.
        Psychological risk is the concern that the poor product choice will bruise the consumer’s ego, and time risk is
        the apprehension that the time spent in product search may be wasted if the product does not perform as
        expected. It is important to note that risk types may be present in isolation or in combination of any of the
        six types mentioned above. Further, they can also vary in degree for a given situation (Gemunden, 1985).
      

    


    
      Perceived risk and consumer involvement


      
        Since Bauer introduced perceived risk to marketing in the early 60s, the concept has received wide recognition
        by both practitioners and academicians, especially consumer involvement researchers. Perceived risk is viewed
        as an important antecedent of consumer involvement (Lastovicka and Gardner, 1978; Rothschild, 1979; Antil,
        1984; Laurent and Kapferer, 1985; Zaichkowsky, 1985; Andrews et al., 1990; Jain and Sharma, 2000). Hupfer and
        Gardner (1971) argued that though risk cannot be equated with involvement, it is a sufficient condition to make
        the consumer involved in a product. Rothschild (1979) considers that the amount of uncertainty and/or the
        possible consequences of a decision would involve an individual to a greater or lesser extent. Out of the four
        components of Laurent and Kapferer’s (1985) consumer involvement profiles, viz., hedonic value, symbolic value,
        risk importance and probability of purchase error, only the last two are related to risk. In some recent
        studies, it has been identified that risk played a minor role in low involvement products like ball point pens
        than it did for their high involvement products like trainers (Quester and Lin, 2003). Recently conducted
        studies also revealed that perceived risk acts as an antecedent to consumer involvement for innovative and high
        involvement products (Hynes and Lo, 2006; Kim, 2005). Overall, studies have shown that the higher the perceived
        risk of a product, the higher is the involvement in the product (Laurent and Kapferer, 1985; Jain and Sharma,
        2000). As risk is positively related to consumer involvement, the following hypotheses are
        proposed for statistical testing.
      


      
        	H1: Higher the uncertainty in purchase of a product, higher the consumer
        involvement in the product


        	H2: Higher the consequences of mis-purchase of a product, higher the
        consumer involvement in the product


        	H3: Higher the perceived financial risk of the product, higher the consumer
        involvement


        	H4: Higher the perceived performance risk of the product, higher the
        consumer involvement


        	H5: Higher the perceived physical risk of the product, higher the consumer
        involvement


        	H6: Higher the perceived social risk of the product, higher the consumer
        involvement


        	H7: Higher the perceived psychological risk of the product, higher the
        consumer involvement


        	H8: Higher the perceived time risk of the product, higher the consumer
        involvement

      

    


    
      Methodology


      
        This study employed an exploratory design and was undertaken in three stages. As part of the first stage, the
        literature was reviewed and later, in the second stage, a pilot study was conducted. In the pilot study, two
        products were selected, i.e., television (high involved) and toilet soap (low involved). These products were
        selected as they have a wide usage rate and hence reduced non-response. Fifteen consumers were interviewed for
        about 30 minutes each. The interviews focused on the reasons for purchasing various products, choice of the
        products, consumer involvement and consumer decision-making process. The interviews helped in understanding how
        consumers are involved in the purchase decisions with respect to the products chosen and how they perceive the
        risk associated with the product. Later, on the basis of the review of literature and information gathered
        through interviews, hypotheses were formulated for statistical testing. In the third stage, survey method was
        employed for data collection. Respondents were interviewed with a structured questionnaire having both open-
        and closed-ended questions on the dimensions identified. Five field reporters (students pursuing their
        management graduation) were chosen to administer the questionnaire to the sample respondents. They were given
        instructions on how to administer the questionnaire.
      


      
        Sample respondents were chosen from various occupational categories from two major cities
        in the state of Andhra Pradesh, i.e., Hyderabad and Warangal. The occupational categories were restricted to
        five on the basis of convenience included doctors, lecturers, engineers, lawyers and executives of various
        business organisations. Restrictions were in place in order to optimise the time and cost resources. Forty
        respondents from each of the select occupations were contacted from Hyderabad totalling to 200. Thirty
        respondents from lecturers and lawyers categories, 25 from doctors and engineers and 22 business executives
        were selected from Warangal totalling to 132. The aggregate sample for the study was 332.
      

    


    
      Operationalisation of consumer involvement


      
        As discussed elsewhere, involvement has been widely researched and it has resulted in multiple definitions and
        dimensions. Several scales have been developed on consumer involvement that used Likert like formats to bipolar
        (semantic differential) scales. The construct was measured on a range of levels starting from four to seven and
        included six to over 30 items.
      


      
        For the purpose of this study, Zaichkowsky’s (1985) one-dimensional conception of involvement was adapted.
        Zaichkowsky presented a 20 items bipolar seven-point scale called Personal Involvement Inventory (PII) to
        measure consumer involvement. This scale is simple and applicable across products, brand decisions and
        advertisements as stimuli. Though there are some minor weaknesses (Mittal, 1989) in the instrument, it is one
        of the most widely used scales and tested for various validity measures and reliability across cultures. In the
        Indian context, it was used in a few studies like Sharma (2000).
      


      
        For this study, the scale was modified by converting the bipolar items into Likert like scales. This is a
        departure from Zaichkowsky (1985), who argued that Likert scale items were problematic “because items that
        seemed to be appropriate for frequently purchased goods did not seem to apply to durable goods and vice versa”.
        But we resorted to Likert like scales primarily because during the preliminary field visit, bipolar items were
        not easily understood by the respondents. Moreover, the construct was measured on a five-point scale instead of
        the seven-point bipolar scale as used by Zaichkowsky, as we observed in our pilot study that respondents could
        not identify significant difference between two intervals on a seven-point scale.
      


      
        The adapted scale of Zaichkowsky’s Personal Involvement Inventory had 20 items measuring the consumer
        involvement of two products separately. As the items were measured using a five-point scale
        with minimum value of 1 and maximum value of 5, the theoretical values of the responses for each product would
        be in the range of 20 to 100.
      

    


    
      Operationalisation of perceived risk


      
        Perceived risk has been decomposed into two dimensions and five types. Each of these is represented with an
        item. All the items were measured on a five-point Likert like scale; the items were measured using a five-point
        scale with a minimum value of 1 and maximum value of 5. The theoretical values of the responses for each
        product would be in the range of 1 to 5 for each dimension and types of perceived risk. All the items are
        presented in Appendix I.
      

    


    
      Analysis of results


      
        Consumer involvement


        
          Cronbach’s alpha values (Table 5.1) for
          television and toilet soaps stood at 0.6993 and 0.6773 respectively. As a result of adapting the scale to the
          local conditions, reliability scores are less than that of PII proposed by Zaichkowsky (1986) in her study.
          However, alpha values less than .600 indicate the presence of a reasonable level of internal consistency
          within the items of the scale (Malhotra, 1993) and hence the scale has been used for further analysis.
        


        
        
          Table 5.1
          Involvement continuum
        
[image: Image]


        
          Mean scores of involvement levels obtained from the PII scale for two products (Table 5.1), television and toilet soaps, are 67.52  and 55.29
          respectively. Scores indicate that the involvement level for television is higher than toilet soap. On the
          basis of the quartile scores, the mean scores are classified into four and termed as low involved (below 57),
          low to moderately involved (58–62), moderate to highly involved (63–66) and highly involved (above 67).
          Classification of mean scores (Table 5.1) indicate that the
          distribution of consumer involvement for each product is varying. Each product is either low involved, low to
          moderately involved, moderate to high involved and/or highly involved to consumers. The table also reveals
          that the majority of the consumers for television is either highly involved or moderate to high involved. For
          toilet soap, the majority of the consumers are low involved.
        

      

    


    
      Perceived risk


      
      
        Table 5.2
        Descriptive statistics
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        Cross tabulation of consumer involvement, dimensions and types of perceived risk with respect to television and
        toilet soap are drawn and presented in Table
        5.2. Initial reading indicates that mean scores of uncertainty in purchase and
        consequences of mis-purchase are different for different levels of consumer involvement for both the products.
        Also, the total mean scores of uncertainty in purchase and consequences of mis-purchase of television are
        higher than soap.
      


      
        From Table 5.2 we can also infer that mean values of financial
        risk, performance risk, and social risk for television is higher than for toilet soap across the consumer
        involvement levels. In case of physical risk, the total mean value of toilet soap is higher than television.
        Except for the category 58–62, all the mean values of the psychological risk across the consumer involvement
        categories is higher for television than for toilet soap. Further, except for categories 58–62 and 63–68, mean
        values of time risk across other consumer involvement categories are higher for television than for toilet
        soap. Interestingly, total mean values of psychological risk and time risk for both television and toilet soap
        are equal.
      

    


    
      Correlation analysis


      
        An inter-correlation matrix has been constructed using Pearson correlation coefficients and presented in Table 5.3. If we consider only the results presented
        in the second column, we can conclude that the correlation value between consumer involvement and uncertainty
        in purchase is significant for toilet soap and not for television. Results presented in the table also indicate
        that correlation value between consumer involvement and consequences of mis-purchase is significant for
        television and not toilet soap. As a result, we cannot say that higher uncertainty in the purchase and
        consequences of mis-purchase would lead to higher consumer involvement.
      


      
        Pearson correlation values of financial risk, performance risk and time risk with the consumer involvement mean
        values for both the products are significant, and values are higher for television than for toilet soap. Hence
        we can conclude that the higher the perceived risk in terms of financial, performance and time, the higher is
        the consumer involvement. Conversely, correlation values of physical and social risks with consumer involvement
        mean values for both the products are significant, but values are higher for toilet soap and television. Hence
        we can conclude that there is an inverse relationship between physical and social risks and the consumer
        involvement levels. In case of psychological risk, it appears that the correlation values are almost the same
        and hence a conclusion with the available data cannot be drawn. There requires further probing in the direction
        to find the reasons for such a relationship.
      


      
      
        Table 5.3 Inter–correlation matrix
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       Multiple regression


      
        Multiple regression using the enter method was applied with the dependent variable as consumer involvement in
        television and independent variables are uncertainty in purchase of television, consequence of mis-purchase of
        television, financial risk in television, performance risk of television, physical risk for television, social
        risk of television, psychological risk of television and time risk in television.
      


      
        The multiple regression results (Table 5.4)
        indicates that collectively, uncertainty in purchase, financial, performance, physical and time risks are able
        to explain about 24 per cent of variation in the consumer involvement in television. Difference between
        R2 and Adjusted R2 is not very high.
      


      
        The beta coefficients in the model indicate that financial risk is highly influencing the consumer involvement
        of television and is followed by time risk, performance risk, uncertainty in purchase and physical risk.
        Surprisingly, physical risk is showing a negative value and is a possible aberration that needs further
        understanding. Considering that the standard error of estimate is about 6.69 per cent at 0.05 significance
        level, the regression estimate is one from the above formula either plus or minus 1.96 × 6.68.
      


      
      
        Table 5.4
        Multiple regression for consumer involvement in television R = .491, R2 = .241,
        Adjusted R2 = .223, S.E.E. = 6.617
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       Toilet soap


      
        Similar to the television, multiple regression using the enter method was applied with the dependent variable
        as consumer involvement in toilet soap and independent variables as uncertainty in purchase of toilet soap,
        consequence of mis-purchase of toilet soap, financial risk in toilet soap, performance risk of toilet soap,
        physical risk for toilet soap, social risk of toilet soap, psychological risk of toilet soap and time risk in
        toilet soap. Results are presented in Table
        5.5.
      


      
        The results indicate three significant independent variables, namely uncertainty in purchase, financial risk,
        and psychological risk put together, which explain 20.5 per cent of variance in the dependent variable of
        consumer involvement in toilet soap. The difference between the R2 and adjusted
        R2 is not too high. Interestingly, financial risk has higher beta coefficient values
        when compared to other risk and the reason has not been probed in this research. The other two significant
        influencers on the consumer involvement in toilet soap are uncertainty in purchase and psychological risk.
        Considering that the standard error of estimate is about 6.55 per cent, the regression estimate would be in the
        range of either plus or minus 1.96 × 6.55.
      


      
      
        Table 5.5
        Multiple regression for consumer involvement in toilet soap R = .463, R2 = .205,
        Adjusted R2 = .186, S.E.E = 6.539
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       Summary and limitations


      
        Data analysis reveals a few key observations; first, not all consumers viewed the risk in similar manner. There
        is a difference in the consumers’ perceived risk within each product and between the products. This is true for
        both the dimensions and six types of risk. Second, financial risk, performance risk and time risk are found to
        have a positive correlation with consumer involvement for both the products, and physical and social risks are
        found to be negatively correlated with consumer involvement for both the products. Correlation values of
        psychological risk for both products and consumer involvement for the products are almost the same and hence
        there is need for further investigation in this direction.
      


      
        Finally, regression analysis indicated that uncertainty in purchase, financial, performance, physical and time
        risks are found to have strongly influenced the consumer involvement in television. Also, uncertainty in
        purchase, financial risk and psychological risk are found to have strongly influenced the consumer involvement
        in toilet soap.
      


      
        The study has a few limitations. One of the limitations of the study is that of the interpretation of
        involvement in a motivational theory paradigm. As there are many ways of interpreting involvement construct and
        each of these approaches would have yielded different results, we could not explore other paradigms and
        approaches. As the choice of sample was confined to only five occupational categories, the findings cannot be
        generalised across society. There is a need for further studies which feature other cross-sections of society.
        Consumer involvement has been measured using one-dimensional inventory proposed by Zaichkowsky. However, many
        researchers identified that the construct could be better understood using multidimensional measurements. Also,
        decomposed dimensions and types of perceived risk were measured using single items. Further, studies should aim
        at including multiple items so as to increase the validity and reliability of the construct. Further research
        should also probe the reasons for non-acceptance of the few hypotheses proposed in this study.
      

    


    






    
      Appendix I
      

       Items used in the study


      
        1. Consumer involvement


        
          Kindly tick against the statements for each product using the ranking
        


        
          1 = Strongly Disagree, 2 = Disagree, 3 = Neither Agree, Nor Disagree, 4 = Agree, 5 = Strongly Agree
        


        
        
[image: Image]


        

      


      
        2. Perceived
        risk


        
          Kindly tick against the statements for each product using the ranking
        


        
          1 = Strongly Disagree, 2 = Disagree, 3 = Neither Agree, Nor Disagree, 4 = Agree, 5 = Strongly Agree
        


        
        
[image: Image]
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       Commentary on “consumer involvement in product choice:
      role of perceived risk”


      
        G. Sridhar
      


      
        As I received the invitation to reflect on my paper, I wondered how I could ponder over a topic that was
        researched in a distant past. For whatever be the worth of this, I sincerely thank the editor for the kind
        consideration to include my paper as part of this book. I also enjoyed reminiscing about the past and
        reflecting on what could have happened. The paper was part of the larger study conducted for my thesis work and
        explored the relationship between consumer involvement and perceived risk.
      


      
        1.0 Context and motivation for the
        article


        
          While pursuing my management graduation, I had to prepare for a consumer behaviour examination. I came
          across, as I perceived then, a well-researched textbook, Consumer Behaviour by
          Loudon and Della Bitta (1993). Out of all the topics illustrated in the book, I found that the chapter
          dedicated to consumer involvement was appealing and interesting. Over the years as I explored the application
          of the concept in practice, I felt that consumer involvement was the one that could cut across several
          variables to explain the behaviour of a consumer. My interest on the topic cemented after I had gone through
          seminal papers by Laurent and Kapferer (1985), Zaichkowsky (1985, 1986) and Petty and Cacioppo (1981). I was
          also keen to pursue the topic further as I found that most of the research was conducted in the U.S., and
          there was hardly any work in developing countries like India, barring a couple of papers by Jain and Sharma
          (2000, 2002). This was the time when I decided to pursue my doctoral thesis on the topic. As part of my
          thesis work, I explored the antecedents and consequences of consumer involvement with the major backdrop of
          the framework suggested by Loudon and Della Bitta (1993). The objective was to understand how the antecedents
          (broadly person and product related) would influence consumer involvement and in turn how consumer
          involvement had an effect on consumer decision-making.
        

      


      
        2.0 Evolving of consumer
        involvement


        
          Extending the Split Brain Theory to marketing, Krugman (1965) observed that the left brain processes print
          media and the right brain processes television. This is because high involvement is the
          process of the left brain and low involvement is the process of the right brain. A few years later, Mittal
          (1987) argued that both right- and left-brain hemispheres are always engaged, though their engagement
          differs. Starting from Krugman’s contribution, the interest in the area of involvement grew over the next
          couple of decades and an extensive body of literature had evolved. However, multitudes of definitions and
          measurements of involvement lead to heterogeneity and often contradictory views on the construct. Broadly,
          the schools of thought include personal relevance (Petty and Cacioppo, 1981; Zaichkowsky, 1985; Celsi and
          Olson, 1988; Higie and Feick, 1989) and motivational state (Bloch and Richins, 1983; Mittal, 1987; Andrews et
          al., 1990).
        


        
          Finn (1983) considered involvement to be germane at various levels and not just at the product level. Hence
          involvement has been related to product, advertising, message, programme (Petty and Cacioppo, 1981; Laurent
          and Kapferer, 1985) and behaviours (Bloch and Rich-ins, 1983; Slama and Taschain, 1985). Although involvement
          can take place at any of these levels, level of motivation results from product.
        


        
          In spite of such diverse views, agreement has been achieved that consumer involvement is a motivational force
          leading to consumer behaviour and consumer action. Also, consensus emerged on antecedents and consequences of
          involvement. Specifically, the antecedents included were personal, product and situation related. Perceived
          risk has been observed to be a key product-related antecedent of consumer involvement and a sufficient
          condition to make the consumer involved in a product (Rothschild, 1979; Laurent and Kapferer, 1985;
          Zaichkowsky, 1985; Jain and Sharma, 2000).
        


        
          A simple Google Scholar search indicates that an extensive conceptual development on consumer involvement was
          observed pre-2000 and that the years after 2000 are firming up the conceptual ideas with empirical findings.
          Another important trend we can observe from the focus of the papers post-2000 is that the concept reached a
          saturation point and hardly a paper with major focus on consumer involvement is evident. More often, the
          construct is used as a variable or moderator to explain the behaviour of the consumer. More recently, the
          concept has been widely applied in emerging areas like health care (Mathie et al., 2014) and online behaviour
          (Park and Lee, 2009). Given the ubiquitous nature of the concept, we may see a similar trend in the near
          future too, where the application of consumer involvement would extend to newer domains of business.
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    Managing marketing channels for high-technology products


    
      A behaviour-based approach
    


    
      Sunil Sahadev
    


    
      Introduction


      
        Marketing channels essentially consist of interacting groups of interdependent organisational entities enjoying
        varying degrees of autonomy from each other. The political economy concept provides the basis for analysing the
        interactions between different entities in the channel systems as well as the interactions of the channel
        system with the environment. This framework visualises the environment in terms of the opportunities and
        constraints it represents for the internal decision makers. The “relations to the environment” concept which
        links the external environmental variables and the internal polity of a channel system was formulated by Arndt
        (1983) based on the political economy framework. A variety of research in sociology, organisational behaviour
        and marketing (Filly, House, and Kerr, 1976; Stem and Brown, 1969) lend additional support to the view that the
        context or situation has an important effect on the nature and functioning of exchange relationships.
      


      
        High-technology contexts present an extraordinary external political economy for channel systems as they are
        characterised by highly uncertain decision environments. Based on Wholey and Brittian’s (1989) classification
        scheme, the task environments associated with high-technology products can be conceived as displaying high
        variations in terms of the frequency, amplitude and predictability dimensions. Several authors (Dill, 1958;
        Emery and Trist, 1965; Lawrance and Lorsch, 1967; Terreberry, 1968, etc.) have highlighted the decision makers’
        need to both assimilate and anticipate environmental conditions in order to undertake strategic actions. These
        processes entail an assessment of the complexity of environmental elements and their rate of change. Under
        conditions of extreme uncertainty, decision-making thus becomes a difficult task as the complexity and dynamics
        of the environment are difficult to assess. Further, it is difficult to implement those
        decisions until all the channel members are convinced about the rationale of the decision and agree to abide by
        it. To operate in environments characterised by extraordinarily high levels of uncertainty, it is thus
        imperative for marketing channels to follow approaches and practices that are different from those followed by
        channels operating in relatively placid environments. These approaches should enable a channel system to
        operate like a single unit capable of adjusting to the ever-changing environment by taking decisions fast and
        implementing it efficiently. The study puts forth a model that suggests specific behavioural strategies, which
        will enable channel systems to effectively deal with the uncertainties associated with the marketing of
        high-tech products.
      


      
        Rangan, Menzes, and Maier (1992) classified distribution channel research into channel design research and
        channel management research. Channel design research deals with the organisation and structuring of
        intermediaries, their roles and functions. Channel management research, in contrast, examines how channel
        systems can be managed once they are in place. The proposed model belongs to the channel management research
        stream. The rationale for a distinct approach in marketing high-technology products is sufficiently supported
        in theory (Lynn, Schaars, and Skov, 1999; Weiss and Heide, 1993; Smith et al., 1999). The impact of the
        high-tech attributes on the task environment of a channel is discussed first to bring out the need for a
        distinct approach in managing marketing channels that deal in high-technology products.
      

    


    
      Effects of high-technology attributes


      
        For the purpose of the present study, high-tech products are defined as product categories which possess
        certain high-tech attributes. These distinguishing attributes are instrumental in transforming the external
        political economy of the channel system. The five high-tech attributes were derived from extant literature in
        high-technology marketing. A survey of high-tech literature provided a long list of such attributes. However,
        several attributes that appear in this list were interrelated and hence effectively represent the same
        dimensions. Since the objective was to generate a list of attributes that will be as parsimonious and as
        exhaustive as possible, an extensive content analysis was carried out on the initial list. This threw up five
        high-tech attributes, which more or less captured the various dimensions appearing in extant literature. Each
        of these attributes in fact subsumes several sub-attributes that are interrelated. The five
        high-tech attributes considered in this study are explained below.
      

    


    
      Shorter product life cycle


      
        High-tech products are defined to have a characteristic life cycle curve (Ryans and Shanklin, 1984; Rosenau,
        1988). Such products typically go through the life-cycle stages in shorter periods of time compared to an
        ordinary product. Thus the sales volume of a particular product category will peak within a short interval of
        time before descending in an equally short period of time. In several ways this is a reflection of the constant
        and rapid technological changes that characterise high-tech products.
      

    


    
      Greater risk of discontinuous change in product technology


      
        Tushman and Rosenkopf (1992) define technological discontinuities as those rare, unpredictable innovations
        which advance a relevant technological frontier by an order of magnitude and which involve fundamentally
        different product or process design and that command a decisive cost, performance or quality advantage over
        prior product forms.
      


      
        Among high-technology products, abrupt and unprecedented changes occur more frequently than in ordinary
        products (Moore, 1991). This is a direct consequence of the shortened time interval between technology
        development and commercialisation in high-tech industries. Moreover, high-tech industries give greater emphasis
        on research and development activities. A discontinuous change is explained as one that will create a total
        change in the consumption patterns, customer profile, etc. High-tech products may become technologically
        obsolete within short periods of time due to a greater possibility of discontinuous change occurring in product
        technology domain. Several authors (e.g., Weiss and Heide, 1993) have associated the attribute
        “unpredictability” with high-tech contexts. This can also be considered as a direct consequence of the high
        probability for discontinuous innovation to happen in high-technology contexts.
      

    


    
      Indispensability of associated infrastructure


      
        High-technology products are incapable of existing in isolation. It is widely acknowledged that the ability of
        the supporting infrastructure to keep pace with the rapid and dynamic changes happening in high-tech products is a key factor determining the success of a high-tech product launch. For example,
        Macinnis and Heslop (1990) and Moriatry and Kosnik (1989) consider the existence of a well-established service
        network to be a vital component in the marketing mix of high-tech products. The “network externality” concept
        mentioned by Arthur (1996) supports the need for developing the associated infrastructure. The supporting
        infrastructure will typically include complementary products vitally needed for the functioning of the product,
        essential supplies and spares, well-trained service executives who can install and repair the products, etc.
        Being technology advanced, high-tech products will require complementary products that are compatible with the
        technology employed. For example, a server’s prowess in accommodating ever-increasing workloads is of little
        value if it lacks supporting applications written by independent software vendors. Unless such technologically
        products are widely available, users will find it difficult to adopt high-tech products.
      

    


    
      Lack of well-established industry standards


      
        A basic characteristic of high technologies is their evolutionary nature. As a result of their constant state
        of evolution, products that are meant to satisfy the same needs operate with different standards. At no point
        of time will there be a universally accepted standard that can benchmark the order offers. The idea is
        encapsulated in the “dominant design” concept in technology management literature. According to Utterback
        (1994), “a dominant design is the one that wins the allegiance of the market place, the one that competitors
        and innovators should adhere to if they hope to command significant market share” (p. 24). In high-tech
        markets, dominant designs generally have a relatively shorter life. In a particular product category, when it
        will appear as if a dominant design is emerging, a new design is introduced to challenge that.
      

    


    
      Uncertainty about product functionality


      
        From a consumer’s point of view, high-technology products are associated with a high level of
        functionality-related uncertainty. Labelled as “market related uncertainty” (Moriatry and Kosnik, 1989), these
        uncertainties are basically linked to the customers’ unfamiliarity with the products. To start with, consumers
        tend to face difficulty in matching their needs to the benefits the high-tech products might offer. Added to
        this is the risk due to the high switching costs generally associated with high-tech
        products. Difficulty in anticipating changes, which could occur in the market place, adds another dimension to
        this uncertainty.
      


      
        The impact of the high-tech attributes on the task environment of channel systems is quite significant.
        However, to understand the total impact of the high-tech attributes, it is necessary to look at the different
        ways in which each of the five high-tech attributes affect the task environment of a channel set-up.
      

    


    
      Effects due to shorter product life cycles


      
        A shorter product life cycle significantly affects the various factors related to channel management.
        Associated with the product life-cycle concept is the diffusion of innovation curve. As the product passes
        through each stage in the life cycle, it is being adopted by different consumer segments. Each segment in the
        curve consists of groups of customers whose responses to marketing stimuli are different. When the product
        passes through each stage in the life cycle very rapidly, there is an accompanying change in the profile of the
        customers (Butaney and Wortzel, 1988). To target each customer segment in the diffusion of innovation curve, a
        different marketing approach becomes necessary (Etgar, 1977; Moore, 1991) because of the different consumer
        characteristics like expectancies and risk acceptabilities of each consumer segment. Thus, the distributors who
        maintain contact with the consumer segments on behalf of the supplier ought to continuously change their
        orientations. At the introductory stage when the early adopters constitute the prime customer base, the sales
        pitch should address their concerns with greater emphasis on the innovative technical features. When the
        product moves to the growth phase, the early majority needs to be influenced by a different approach with far
        lesser emphasis on the innovative features. Such constant and continuous change in the marketing approaches
        involves consistently adjusting to the shorter product cycle time by grasping the technological and
        market-related characteristics of the product rapidly by the entire channel. Shorter product life cycles also
        have serious implications for the channel system from the pricing point of view. Since the performance to price
        ratio will show a declining trend (Smith et al., 1999), the issues related to sharing of marketing costs,
        margins, etc. will have to be sorted out on a regular basis. This is possible only with greater levels of
        cooperation and trust between the supplier and the distributor. Normal levels of trust and cooperation are
        inadequate to achieve the required amount of agility and synchronisation in the behaviour of the distributor
        because the entire channel system comprising several independent organisational entities
        should have to act in perfect unison like a single organisation.
      

    


    
      Effects due to the greater risk of discontinuous change in product
      technology


      
        High-tech product categories not only witness dynamic change in their product technologies, the change is often
        totally unpredictable and sudden. The effects of such changes are not just limited to the products. Most often,
        there is an accompanying shift in the consumption patterns, user profile, complementary products, demand curve,
        etc. (Robertson, 1971). Such abrupt and drastic shifts in the decision variables can have a debilitating impact
        on the channel constituents. Operating with a particular set of market variables that either remain constant or
        are predictable in their pattern of change over a considerably long period of time, channel members can be
        expected to develop some amount of expertise in the markets they serve. This expertise may be in the form of
        possessing grass-roots level knowledge about the purchase decision-making process, consumption pattern,
        personal contacts or specialised selling skills. Such expertise gathered over a period of time is a vital asset
        for distributors in their dealings with the supplier. Occurrence of discontinuous changes can render such
        expertise virtually obsolete (Tushman and Anderson, 1986; Eisenhardt, 1989; Von Hippel, 1986). On the other
        hand, the supplier runs the risk of losing the confidence of the market. Such extreme situations demand rapid
        adoption of survival tactics like phasing out of product lines or aggressive pricing. As Achrol, Reve, and Stem
        (1983) say, “changes in the macro environment cannot usually be acted upon proactively with much success and
        adaptive strategies like withdrawal provide the only effective response” (p. 57). Further, as Glazzer and Weiss
        (1993) argue, in highly turbulent markets, formal planning is sub-optimal since it slows down the process and
        interferes with the environmental requirement of faster, “real time” decision-making. The adoption of such
        drastic measures requires the full cooperation and trust of all the channel components.
      

    


    
      Effects due to the lack of well-established industry standards


      
        Existence of well-accepted industrial standards makes it easy for both the supplier as well as the distributor
        to convince the customer since it could reduce buyer uncertainty (Moriatry and Kosnik, 1989). In the absence of such well-established standards, customers tend to spend more time and effort in
        the search process (Cyert and March, 1963). The marketing task will consequently involve greater customer
        education (Ryans and Shanklin, 1984) which in turn requires greater willingness to acquire information about
        the product technology in the associated fields. As Moriatry and Kosnik (1989) say, “the minimum acceptable
        breadth and depth of knowledge is greater in high-tech settings than in low-tech settings” (p. 10). Besides,
        the purchasing high-tech products has been found to be a complex process, which involves seeking and analysing
        information at every stage (Patterson and Dawes, 1999). The distributors’ willingness to learn and gather
        knowledge is thus a crucial factor in the successful marketing of high-tech products. Only a climate of
        cooperation and trust can foster this.
      

    


    
      Effects due to the indispensability of supporting infrastructure


      
        Successful customer adoption of high-technology products is significantly affected by the development of
        associated infrastructure (Me Intyre, 1988). High-tech products often get rejected by the markets when they are
        launched prematurely. Described as the “market adoption process” (Olleros, 1986; Venkatesh and Vitalari, 1986)
        in high-tech strategy literature, the rate of development of the supporting infrastructure is considered to be
        a crucial factor in the rate of adoption of high-tech products. The rate of development of the supporting
        infrastructure may be uneven across market segments. Distributors, being in close contact with the customers,
        will be in a better position to gauge the availability and accessibility of such supporting infrastructure in
        the market. Further, installation and servicing assume special significance in the case of high-tech products
        (Moriatry and Kosnik, 1989; Maclnnis and Heslop, 1990). If the supplier depends on the distributor for these
        functions, the distributor’s willingness and cooperation in employing a network of highly trained service force
        becomes crucial in the successful marketing of high-tech products. Moreover, since the product technology is
        constantly changing, the service force should be trained regularly (Abratt, 1986). The distributors should
        recruit skilled technicians, motivate them to enhance their skill set, assess the training needs from time to
        time and cooperate with the supplier in training programmes. Thus, unless the dyadic relationship is
        characterised by high levels of cooperation the ability of the channel set-up to market high-technology
        products will be affected.
      

    


    
       Effects due to the uncertainty in product
      functionality


      
        
          Table 6.1
          High–technology attributes, their effects on channels and the responses sought
        


        
          
            
              	High–technology attributes

              	Major effect

              	Behavioural response sought
            


            
              	
                

              
            

          

          
            
              	Shorter product life cycle

              	Reduced cycle time leading to constant and rapid changes in the customer/ market
              profile

              	Timely absorption and adjustment to the technological/market trends by providing
              continuity in change
            


            
              	Greater probability of discontinuous change in product technology

              	Greater risk of obsolescence of the technological and marketing skills acquired by the
              distributor

              	Quick adoption of drastic measures like reduction in prices or phasing out of product
              whenever required
            


            
              	Lack of well–established industry standards

              	Comparison of alternatives based on a well–defined criteria becomes impossible for the
              consumer and information asymmetry becomes a crucial factor in the consumer’s decision–making
              process

              	Greater thrust on educating the customer after acquiring knowledge about a wider
              breadth of topics
            


            
              	
                Indispensability of supporting infrastructure
              

              	Greater importance for a well–established service network and greater need for closely
              observing the market adoption process

              	Providing regular training to the service force and encouraging them to improve their
              skill set
            


            
              	Uncertainty about product functionality

              	Difficulty in gaining the confidence of the customer

              	Focus to shift from selling the product to creating relationships
            

          
        


        
          Source: Taken from the authors’ own research, from “Managing Marketing Channels for High–Technology Products:
          A Behavioural Based Approach”, p. 52
        

      

    


    
      Uncertainty related to the functioning of the product has been highlighted very prominently in high-tech
      literature (Weiss and Heide, 1993; Moriatry and Kosnik, 1989; Macinnis and Heslop, 1990; Moore, 1991; Ryans and
      Shanklin, 1984; Dunn, Friar, and Thomas, 1991). Since the products are technologically very advanced, customers
      are dependent on highly trained technicians for installation and maintenance. Further, several issues like the
      threat of out-of-date technology, switching costs associated with the replacement of products, the ability of the
      technology to perform to the promised levels are matters of concern for the customer. To command the confidence
      of the customer in the face of such uncertainty, marketing must refocus away from selling products towards
      creating relationships (Me Kenna, 1991). This is only possible if the supplier and the distributor work like a
      single organisation sacrificing short-term profits for long-term gains. Mutual trust is a vital factor in
      achieving this level of integration. Table 6.1
      summarises the implications of high-technology attributes and the suggested channel member behaviour.
    


    
      Conceptual model


      
        The model has as its focus supplier-distributor dyads dealing in high-technology products. Because of their
        peculiar characteristics, high-tech products are associated with a highly uncertain environment. Under such
        extreme uncertainties, the effectiveness of a channel dyad depends on the degree of success it achieves in
        adapting to the environment. The adaptation process in the context of channel dyads has two basic
        characteristics: (i) the adaptation process is “symbiotic”, which implies that the adaptation takes place
        between two units that are dependent on each other, and (ii) the adaptation process is “ongoing” in the sense
        that it takes place under changing business conditions. To facilitate this adaptation process, it is necessary
        that (i) both the parties should indulge in similar or complementarity coordinated actions to achieve mutual
        outcomes or similar outcomes with expected reciprocation, i.e., they should cooperate, and (ii) both the
        parties should believe that the actions performed by the other party will result in positive outcomes and that
        the unexpected decisions taken by the other party will not harm the relationship, i.e., mutual trust should be
        maximum. Hence the model is based on the premise that to achieve efficiency and effectiveness in operation,
        channel dyads dealing in high-technology products must adopt explicit behavioural patterns
        that will manifest in greater trust and cooperation between the channel members. This is because to adapt
        successfully to an extremely dynamic and uncertain environment, the channel system must function like a single
        unit. This view is consistent with the one put forth by Morgan and Hunt (1994) that consider close inter-firm
        relationships as an uncertainty absorption mechanism. Further, according to Alderson (1965), only those channel
        dyads which possess greater degrees of mutual cooperation and trust can function as a single unit. This
        assumption is also broadly supported by Chipello (1989) and Zachary (1990).
      


      
        The importance of trust and cooperation in facilitating channel member adaptation finds moderate support in the
        extant literature. Kumar (1996) points to the role of trust in ensuring greater adaptability among channel
        members. According to Kumar, “When both sides trust each other, they are able to share confidential
        information, to invest in understanding in each other’s business and to customise their information systems or
        dedicate people and resources to serve each other better” (p. 95). Moreover, trust is believed to “create a
        reservoir of goodwill that helps preserve the relationship when, as will inevitably happen, one party engages
        in an act that its partner considers destructive” (p. 95). Morgan and Hunt (1994) link greater amounts of trust
        among channel members to a reduction in decision-making uncertainty. Narus and Anderson (1996) highlight the
        importance of cooperative arrangements in developing adaptive channels. Cooperation places emphasis on the
        sharing of capabilities and joint efforts (Cannon and Perreault, 1997). As early as in 1963, Mallen had
        concluded that “the channel must cooperate and act as a unit for the maximisation of channel profits” (p. 28).
        Guiltinan, Rejab, and Rodgers (1980) had found a positive association between cooperation and uncertainty
        reduction. Anderson, Lodish, and Weitz (1987) have found empirical support linking a “transaction climate”
        characterised by mutual trust and goal compatibility to enhanced dealer involvement in the relationship. The
        model is depicted in Figure 6.1.
      


      
        The exogenous constructs in the model are all defined in terms of the distributors’ perception. This is so
        because attitudinal change is considered to occur mainly in the perceptual domain. Further, there is empirical
        support in channels theory for the contention that behaviour is based on perceptions rather than any objective
        measures of interaction (Anderson et al., 1987).
      


      
        [image: Image]

        
          Figure 6.1 The conceptual model
          

        


        
          Source: Taken from the authors’ own research, from “Managing Marketing Channels for High-Technology Products:
          A Behavioural Based Approach”, p. 53
        

      

    


    
      Hypotheses


      
        The following hypotheses can be stated from the pattern of relationships between the constructs presented in
        the conceptual model.
      


      
        Distributors’ perception of supplier
        expertise


        
          Sources of channel power and their application have been considered to be immensely important in channel
          management theory. A body of research has been based on Stem’s (1969) pioneering notion that appropriate role
          behaviour can be specified and maintained in inter-firm relationships by the exercise of power and influence.
          (Lusch, 1976; Lusch and Brown, 1982; Stem and El-Ansary, 1982). Moreover, the exercise of different types of
          social power has been hypothesised to have different effects on the target party’s beliefs, attitudes and
          behaviour (Raven and Krugalski, 1970). The appropriateness of the different power sources under different
          situations has also received significant attention (Johnson, Sakano, Cote, and Onzo, 1993; Kale, 1986).
          Expertise as a source of power has been considered as a non-coercive approach for
          influencing channel members which could build up trust and solidarity in the relationship (Keith, Jackson,
          and Crosby, 1990; Busch and Wilson, 1976).
        


        
          Since the distinguishing features of high-technology products render their associated environment very
          uncertain, distributors can be expected to look forward to their suppliers as leaders who could provide them
          the required information and advice to reduce the uncertainty. The amount of expertise possessed by the
          supplier, both technical as well as market related, will be of immense value to the distributor. Referent
          power and legitimate power cannot elicit the same level of trust or cooperation under such circumstances as
          they are incapable of contributing positively towards reducing decision-making uncertainty. Coercive sources
          of power on the other hand have always been found to be associated with such negative attitudes as
          dissatisfaction (Wilkinson, 1979), opportunism (John, 1984) and negative relationships (Frazier and Summers,
          1986). Further, Skinner, Gassenheimer and Kelly (1992) have found empirical evidence to prove the negative
          impact of coercive sources of power on channel cooperation. In a highly uncertain environment it becomes
          absolutely necessary for a channel system to work in perfect harmony, and a negative attitude will have the
          effect of destabilising the process. Hence coercive sources of power are unsuitable in a high-technology
          context. The following interlink-ages can therefore be hypothesised in the context of high-technology
          products:
        


        
          	H1: Distributors’ perception of supplier expertise leads to the
          attainment of higher levels of cooperation in the dyad.


          	H2: Distributors’ perception of supplier expertise leads to the
          attainment of higher levels of trust in the dyad.

        


        

      


      
        Distributors’ perception about the use of
        problem-solving strategy for conflict resolution


        
          Problem-solving strategy is defined as an approach for resolving conflicts by developing solutions that
          integrate the requirements of both the parties (Walton and Mckersie, 1965). This strategy involves searching
          for alternative solutions and assessing the outcomes to both the parties from all such alternative actions.
          Information exchange is central to this approach. Other types of non-institutionalised conflict resolution
          approaches like avoidance, persuasion, competing, etc. rely less on sharing information. Achrol et al. (1983)
          predict greater use of problem-solving approaches when environmental uncertainty is high. Clopton (1984) associates use of problem-solving strategy with higher levels of trust and
          cooperation in buyer-seller relationships. Mohr and Spekman (1994a) find empirical support to consider the
          use of problem-solving strategy as a primary characteristic of successful partnerships between firms. In
          channel dyads, to cultivate cooperation and trust, it is imperative that both the parties should not get the
          impression that they are getting a “raw deal”. Thus when conflicts arise, the resolution process must address
          the concerns and desires of both the parties. When problem-solving strategy is employed, the parties to the
          conflict could obtain a better insight about the goals, constraints, beliefs and attitudes of each other.
        


        
          The antecedents to each decision can be easily traced and motives appreciated. Such a state of affairs can be
          expected to foster cooperation and trust that will enable dyads to face the challenges of marketing
          high-technology products. Hence:
        


        
          	H3: Increasing use of the problem-solving approach to resolve conflicts
          can lead to greater cooperation in a channel dyad.


          	H4: Increasing use of the problem-solving approach to resolve conflicts
          can lead to greater trust between the members of the dyad.

        


        

      


      
        Distributors’ perception about the use of
        behaviour-based coordination efforts


        
          Over the years there has been a discernible shift in emphasis from control to coordination in channels
          literature. Coordination implies the alignment of activities of the channel members to achieve the desired
          outcomes. Coordination is defined as the degree to which the manufacturer and dealer activities are well
          organised and synchronised (Guiltinan et al., 1980). From a microeconomic perspective, a channel dyad is said
          to be coordinated when all managerial control variables are set at the values that maximise the sum of
          manufacturer plus retailer profits (Igene and Parry, 1995). To achieve the desired levels of coordination,
          considerable effort is required from the part of the supplier. Celly and Fraxier (1996) suggest two distinct
          types of coordination efforts which could be used by the supplier to coordinate the activities of the channel
          namely outcome-based coordination efforts and behaviour-based coordination efforts.
        


        
          Outcome-based coordination efforts imply placing greater emphasis on “bottom-line” results like sales growth,
          market share, target achievement, etc. in the personal communication with the distributor personnel.
          Behaviour-based coordination efforts on the other hand places emphasis on tasks and activities like customer
          education, sales person training, selling techniques, etc. Celly and Fraxier (1996) in their empirical study conducted among industrial product distributors find strong association
          between environmental uncertainty and the use of behaviour-based coordination efforts. Outcome-based
          coordination efforts are characterised by high levels of cause and effect ambiguity from the distributor’s
          point of view as the relationship between the efforts and performance cannot be easily determined especially
          when the environmental uncertainty is very high (Merchant, 1985). Under conditions of environmental
          uncertainty, an emphasis on outcomes is equivalent to holding the distributor responsible for uncontrollable
          factors (Jaworski and Mac Innis, 1989). Moreover, since a focus on outcomes under high uncertainty might
          transfer excessive risk to the distributor (Eisenhardt, 1989; March and Shapira, 1987; Oliver and Weitz,
          1991), distributors will not be interested to cooperate with the strategies adopted by the supplier.
        


        
          On the other hand, since, behaviour-based efforts involve a greater deal of information exchange (Frazier and
          Summers, 1984) and a general emphasis on sharing expertise, the distributor will be better inclined to
          cooperate with the supplier in response to such efforts. Further, behaviour-based coordination efforts imply
          greater accountability for the actions that in turn can lead to greater levels of trust in the ongoing
          relationship.
        


        
          Thus:
        


        
          	H5: Use of behaviour-based coordination efforts can lead to higher levels
          of cooperation between the members in the dyad.


          	H6: Use of behaviour-based coordination efforts can lead to higher levels
          of trust between the members in the dyad.

        


        

      


      
        Use of collaborative communication
        strategy


        
          Mohr and Nevin (1990) proposed a classification of communication strategies to be applicable to channel
          management contexts based on the various combinations of communication facets. A collaborative communication
          strategy entails frequent, bi-directional, formal and non-coercive communication between channel members and,
          as opposed to this, autonomous communication involves infrequent, unidimensional and coercive communication.
          In fact, inter-channel communication in this sense has been visualised as a continuum anchored between
          collaborative communication and autonomous communication. According to Mohr, Fischer, and Nevin (1996),
          collaborative communication places emphasis on shared interests and common goals and thus leads to volitional
          compliance between partners. Empirical studies have associated the use of collaborative communication with
          greater levels of channel member satisfaction (Keith et al., 1990; Mohr et al., 1996) and
          coordination (Guiltinan et al., 1980). Morgan and Hunt (1994) associate collaborative communication with
          cooperative attitudes, which create an atmosphere of mutual support and respect. Kumar (1996) advocates the
          use of bilateral communication to create trust between channel members. Further, bi-directional flow of
          communication becomes absolutely necessary while dealing with high-technology products since information
          about the market adaptation process is very crucial in the decision-making process of the supplier. Greater
          frequency of communication between the members of the channel dyad will lead to a greater appreciation of the
          operational tactics and will thus result in better cooperation. Anderson et al. (1987) underline the
          importance of direct and frequent communication in enhancing mutual trust and goal compatibility. Hence, for
          marketing high-technology products:
        


        
          	H7: Greater use of collaborative communication will lead to greater
          cooperation between the members of the dyad.


          	H8: Greater use of collaborative communication will lead to greater trust
          between the members of the dyad.

        


        

      


      
        Cooperation, trust and
        satisfaction


        
          The primary objective of the model is to suggest behavioural approaches that will enable channel dyads to
          successfully adapt to the uncertain environments associated with the marketing of high-tech products. Success
          of the adaptation process in turn is considered to be a function of the levels of trust and cooperation
          prevalent among the members of the channel dyad. Overall satisfaction with the relationship is portrayed as
          the indicator of the channel dyad’s success in adapting to the uncertain environment. Performance is not
          considered as an end in itself; this is because in a highly evolving environment, conceptualisation of
          performance is a difficult task. Several studies (Anderson and Narus, 1990; Siguaw, Simpson, and Baker, 1998;
          Mohr and Spekman, 1994b; Skinner et al., 1992) consider satisfaction rather than performance to be the focal
          consequence of channel relationships. Besides, there is theoretical evidence to show that satisfaction
          results from perceptions of past performance (Schul, Lamb, and Little, 1981).
        


        
          The association between trust, cooperation and satisfaction has been featured in several studies in channels
          literature (Andaleeb, 1995; Anderson and Narus, 1990; Childers, Rukert, and Bosch, 1984; Ganesan, 1993; John
          and Reve, 1982; Skinner et al., 1992). Geyskens, Benedict, Steenkamp, and Kumar (1998) conducted a meta
          analysis of trust in the context of channels research. After a comprehensive review of
          about 24 studies in which trust is employed as a variable, they concluded that trust is strongly related to
          satisfaction. Based on a laboratory study, Dwyer (1980) found satisfaction to be positively correlated to the
          perceived cooperativeness of the firms. In the model, achievement of greater levels of trust and cooperation
          are portrayed to facilitate the channel member adaptation process and a successful adaptation process is
          hypothesised to lead to satisfaction. Thus, in the context of marketing channels dealing with high-technology
          products:
        


        
          	H9: High levels of trust will lead to greater satisfaction in the
          relationship.


          	H10: High levels of cooperation will lead to greater satisfaction in the
          relationship.

        


        

      

    


    
      Summary


      
        High-technology product categories are distinguished in terms of certain attributes they possess. The marketing
        environment associated with high-tech product categories comes to exhibit high levels of dynamism and
        uncertainty due to the impact of these attributes. Consequently, channel systems involved in the marketing of
        such high-tech products are forced to adapt their behaviour to successfully operate in such dynamic and
        uncertain environments. A non-native conceptual model is proposed aimed at facilitating the adaptation process
        in channel dyads dealing in high-technology products. The model suggests the adoption of specific behavioural
        practices that will result in greater cooperation and trust among the channel members. Extant theories suggest
        that a climate of cooperation and trust fosters greater unity among the channel members. To successfully adapt
        to the ever changing, uncertain external environment, it is necessary that channel systems should work like a
        single unit. Achieving greater levels of trust and cooperation between the channel members is thus considered
        as a prerequisite for a successful adaptation process. The focal outcome of the model is overall satisfaction
        with the relationship that results from the successes achieved in the operation of the channel.
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       Commentary on “managing marketing channels for
      high-technology products: a behaviour-based approach”


      
        Sunil Sahadev
      


      
        This is a conceptual paper that I wrote in the year 2000 (which now appears quite a long time back) based on my
        reading of the literature that was prevalent at the time. The idea was very simple – how distributors and their
        manufacturing principals manage their relationships when there is high level of technological uncertainty in
        the environment. One of the real-life examples that triggered my thinking that finally culminated in this paper
        was the way PCs (personal computers) were sold at that point in time. Sixteen years back, PCs and laptops were
        slowly becoming very popular and many computer manufacturers – both Indian firms such as HCL and Wipro as well
        as foreign firms such as HP and IBM – were vying for a fast-expanding market. There was intense competition as
        well as technological change. New versions were coming out almost twice in a year. There was high level of
        uncertainty, and the price of a PC would go down almost by 50 per cent when a new version was introduced. At a
        time when the Internet and price-comparison websites were not available, a lot of customer education was
        required before a PC was bought. This also led to high levels of information asymmetry in which manufacturers
        and distributors knew much more about the technology trajectories, imminent technology announcements,
        technological capabilities, price fluctuations and other market and technology-related information than did
        their customers. Such market situations required closer trust and cooperation between the manufacturer and
        their distributors. In order to expand to the tier-2 and tier-3 cities, manufacturers largely relied on
        distributors since it made more economic and operational sense as well as to avoid conflict with the
        distributors. But at the same time, it was important for manufacturers to have general rules and principles to
        manage the large number of distributors.
      


      
        The paper was also born out of some interesting articles that I read about distribution channel management at
        that time. Some of the articles that influenced me included Morgan and Hunt’s (1994) on the commitment trust
        theory of relationship marketing; Mohr and Nevin’s (1990) article on channel communication strategy; Anderson
        and Narus’s (1990) article that looked at the model of channel working relationships; and Frazier’s (1999)
        article about organising distribution channels. These articles were modelling the
        functioning of a distribution system by looking at the behavioural dimension of distribution channel
        management. In this, they were adopting some interesting theoretical perspectives such as transaction cost
        theory, agency theory and resource dependence theory. This was the time when active researchers in marketing
        theory were seriously engaged in understanding the scope of relationships in the exchange process, and
        constructs such as cooperation, trust, commitment and conflict resolution were gaining traction.
      


      
        The central premise behind the conceptual model is very simple – manufactures should actively strive for
        greater levels of cooperation, trust and satisfaction in the distribution channel relationships. However,
        cooperation, trust and satisfaction requires adopting certain principles unerringly in managing the day-to-day
        relationships of the distribution channel. Channel systems are quasi organisations prone to conflict,
        opportunistic behaviour and autonomy-seeking behaviour. In order to control these dysfunctional tendencies,
        especially when operating in a highly unpredictable product-market environment, the manufacturer needs to move
        very cautiously. Higher usage of coercive power, hard bargaining for conflict resolution or unidirectional
        communication can cause great harm. The conceptual model therefor proposes the use of problem solution
        strategy, bilateral communication and expert power rather than coercive sources of power.
      


      
        Looking at the present product-market situation, this model still applies to distribution channel management,
        especially for distributing high-technology products. However, the extensive use of Internet technologies for
        communicating directly with customers, product comparison websites and a more information-intensive environment
        makes the role of distributors much less critical than it was a decade ago. While distributors are still
        required to negotiate with customers, close orders, coordinate installation and attempt cross-selling and
        up-selling possibilities, the level of information asymmetry is much reduced. Many manufacturers attempt to
        sell directly to customers through e-commerce platforms aided by call centre operations, and distributors
        generally accept a limited role in the transactions.
      


      
        The theory of relationships in marketing is however still strong, and recent articles show how trust and
        satisfaction as important concepts are still very much relevant in the field of marketing. Looking back, I am
        very happy that I was able to articulate my views appropriately and develop this model. I hope this concept
        will spawn more interest in the research stream and guide new researchers in the future.
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      A framework for adoption
    


    
      Durgesh K. Agrawal, Dev P. Agrawal and Deepali Singh1
    


    
      Introduction


      
        The second half of the last decade of the 20th century has given a new pace to the jargon of distribution
        management. New terminologies like infomediaries, cybermediaries, virtual communities, disintermediation,
        reintermediation, etc. have been coined in the era of e-commerce. The Internet is changing the distribution
        channel structure significantly mainly due to the addition of digital value. Many earlier thinkers visualised
        that the Internet as a virtual distribution system will disinter-mediate traditional channel members and
        consumers can purchase products directly from manufacturers (Gilder, 1994; Benjamin and Wigland, 1995;
        Tapscott, 1996; Roche, 1996; Chaffey, Mayer, Johnston, and Chandwick, 2000). However, Palvia and Vemuri (1999)
        find that considerable anecdotal evidence supports the “disintermediation” hypothesis, but limited empirical
        data and present practices support it, and they argued that until suitable institutions emerge to replace
        functions provided by intermediaries, complete “disintermediation” is not expected. Furthermore, the Internet
        is facilitating firms to reintermediate and reassemble sellers, buyers and business partners in new ways for
        distribution of products/services to consumers (Chircu and Kauffman, 1999; Agrawal, Kabiraj, and Singh, 2001;
        Ryan, 2002). It has further been argued that the Internet as a distribution channel system is most suitable for
        digital and services products (Jones, 1994; Baatz, 1996; De Kare-Silver, 1998; Palvia and Vemuri, 1999; Kwak,
        Fox, and Zinkhan, 2002). Physical product industries like automobiles, consumer durables and fast-moving
        consumer goods (FMCG) have started integrating their conventional channel members through the Internet for
        improvement of distribute on efficiency (Schmitt, 1999; Agrawal et al., 2001). The Internet can perform some of
        the functions of intermediaries but not all. It can, in particular, help point of sale promotion (Palvia and Vemuri, 1999), product push (Schmitt, 1999) and local brand building
        (Agrawal, 2004). As a result, many existing firms are very selective in the adoption of the Internet as a
        distribution channel system due to limited resource capabilities (Sarkar, Butler, and Steinfield, 1995;
        Cravens, 1997; Konings and Roodhooft, 2000; Tamilia, Senecal, and Corrivean, 2001), dependence on channel
        members for value addition (Cravens, 1997; Agrawal et al., 2001; Agrawal, Singh, and Agrawal, 2002) and to
        prevent conflicts with their entrenched channel members (Gilbert and Bacheldor, 2000; Colt-man, Devinney,
        Latukefu, and Modgley, 2001; Geyskens, Geilens, and Dekimpe, 2002). Taking into consideration the above points,
        the focus of this paper is to explore the possibilities of generic changes in the traditional channel structure
        mainly due to the Internet, and subsequently, to develop a comprehensive framework for adoption of various
        Internet-based distribution systems.
      

    


    
      Internet-based distribution systems


      
        Conventionally, a multi-tier distribution system is prevailing in most of the industrial sectors like FMCG,
        foods, pharmaceuticals, consumer durables, cement and fertiliser in India. Due to the addition of digital value
        by information and communication technologies (especially the Internet), some prominent and gradual changes are
        taking place in the distribution channel structure. There is every possibility that some or many intermediaries
        may be disintermediated by the extensive use of IT. It has the capability to take over most of the functions
        that are currently performed by intermediaries. Accordingly, four generic transformations have been identified
        in the conventional multi-tier distribution systems in the form of disintermediation and reintermediation with
        various degrees of flexibility, complexity and requirement. Figure 7.1 exhibits these transformations that are largely influenced and affected by
        the technology-based information environment (Agrawal et al., 2002; Agrawal, 2004).
      

    


    
      Partial disintermediation


      
        Partial disintermediation refers to the removal of some/few intermediaries from the distribution network of the
        firm. In particular, it enables a firm to sell products through a smaller number of intermediaries than
        earlier. For instance, some of the players in the distribution channel for air travel are extremely vulnerable
        to bypass and disintermediation. Airlines like British Airways, United Airlines and Lufthansa have adopted
        direct booking and e-ticketing for their best corporate clients, disintermediated at least one out of two
        agencies and computerised the reservation system (CRS) vendors, and passed on agency commissions to their best
        accounts in the form of upgrades, frequent flyer miles or cash rebates (Clemons, 2000).
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          Figure 7.1 Distribution systems in the e-environment
          

        


        
          Source: Taken from the authors’ own research, from “Internet-Based Distribution Systems: A Framework for
          Adoption”, p. 65
        

      

    


    
      Complete disintermediation


      
        Complete disintermediation refers to the removal of all intermediaries such as distributors or brokers that
        formerly linked a company to its customers (Chaffey et al., 2000). In particular, it enables a firm to sell
        directly to the customer through the Internet. This distribution system is called cybermediary or Internet
        distribution system. Rosen-bloom (1999) defined it as the use of the Internet to make products and services available to consumers with access to the computer or other enabling technologies. For
        instance, Dell sells its computers to customers directly through the Internet.
      

    


    
      Infomediary


      
        The term “infomediary” has come into circulation in the recent past. It refers to those marketing
        intermediaries who are in the business of information, not of products. According to Zikmund and Amico (2001),
        an infomediary serves as an electronic information broker, providing shopping services or information buying
        assistance to help buyers and sellers find each other. Hagel III and Singer (1999) defined infomediary as a new
        business entity which performs as a custodian, agent and broker of customer information and markets it to
        businesses by means of easy access to it on behalf of consumers, while at the same time protecting their
        privacy. They further discussed another dimension of infomediary, which deals with the emergence of a new
        business opportunity in the era of the buyers’ market. Consumers need a trusted third party who will aggregate
        their information with that of other consumers and use the combined market power to negotiate with suppliers on
        their behalf due to the paucity of time and limited bargaining power and ability as an individual.
        Infomediaries offer sophisticated and highly specific information search at a very low cost. For instance,
        Auto-By-Tel supplies its customers with names of local automobile dealers who will provide that exact car the
        buyer wants. Similarly, infomediaries in financial services empowered and encouraged more individual investors
        to buy and sell stocks and mutual funds. These infomediaries are providing more in-depth information than
        traditional brokers to mass investors such as past financial statements, earning estimates, analyst
        recommendations, customised portfolio analysis and real-time quotes. It results in a considerable reduction in
        time and transaction costs along with transparency and reliability of service.
      

    


    
      Intermediary empowerment


      
        In the global competitive environment, corporate enterprises are putting their best efforts to redefine and
        streamline distribution strategy because product, price and promotion do not bring any core competency in most
        of the industrial sectors. Furthermore, due to the huge cost-saving potentiality in distribution, firms are
        extensively using information technologies for the said purpose along with empowering their traditional
        intermediaries to exhibit their best zeal for making a difference in the market place. That
        is why most of the multinational companies have already started connecting their dealers/stockists network with
        their Internet-based system to have a win-win situation. Additionally, due to continuous threats of
        disintermediation in the era of e-commerce, intermediaries do need to create new value-added business models
        based on high levels of IT functionality. According to Schmitt (1999),
      


      
        while it is inevitable that competition will eliminate intermediaries who fail to add value, low barriers to
        entry and information asymmetries will continue to attract innovation. In the networked economy, intermediaries
        with a sound understanding of the hyper-media environment will be able to capture customer and product
        information in ways to ensure they have an important role to play.
      


      
        The major highlights of this system include a working methodology, transparency and real-time availability of
        information regarding order status, shipment schedules, replies of inquiries, credit status, stock status, etc.
        That is, information technology helps firms to empower its channel members. It facilitates in creating
        conditions for heightening motivation for task accomplishment through the development of a strong sense of
        personal efficacy. In other words, empowerment makes intermediaries feel significant and committed to achieve
        predetermined objectives and team-spirited and excited about their work (Agrawal et al., 2002).
      

    


    
      Scope of various Internet-based distribution systems


      
        While determining the scope of various Internet-based distribution systems for adoption, it is essential to
        take into consideration a variety of factors. Stanton, Etzel, and Walker (1994) suggested product, market,
        intermediary and company considerations for the selection of distribution channels. Hill and O’Sullivan (1996)
        have identified factors like the consumer, product characteristics, organisation, competition, environment and
        strategy for the implementation of an Internet-enabled distribution strategy. Gurau and Ranchhod (1999)
        stressed that the specificity of the products, types of organisation and targeted markets is also expected to
        influence the design and implementation of an Internet-enabled distribution strategy.
      


      
        Traditional marketing literature characterised products in different ways: convenience, shopping and specialty
        goods (Copeland, 1923), low- and high-involvement products (Krugman, 1965), search and
        experience goods (Nelson, 1970), and durable and non-durable goods (Norton and Norton, 1988). Similarly,
        electronic commerce literature has classified products as digitised, low priced and easily described (Strader
        and Shaw, 1997), information goods (Bakos, 1998) and based on information intensity (Palmer and Griffith,
        1998). Not all products are fit for electronic commerce. A higher percentage of Internet-based sales will come
        more from products such as software, entertainment or information that can be delivered online than from hard
        products requiring traditional delivery (De Kare-Silver, 1998), publishing, information services or digital
        products (Jones, 1994), books and computer-related products (Kwak et al., 2002), real estate, stock brokerage,
        insurance sales, travel agencies, automotive sales and order-taking sales (Baatz, 1996). The reduction of
        layers of intermediaries will take place more rapidly in the service industry than in the manufacturing sectors
        (Palvia and Vemuri, 1999).
      


      
        While focusing on consumer-computer interaction in the e-commerce environment for purchase decision, social
        presence and product presence are two major dimensions (Jahng Jain, and Ramamurthy, 2000). In a classic article
        over three decades ago, Tauber (1972) provided some very insightful observations, which have relevance in the
        era of e-commerce. According to him, people do not shop simply to make purchases. Rather, the desire to make a
        purchase is just one part of a complex set of personal and social motives for shopping. Personal motives for
        shopping include the need to play the role of shopper, diversion from the routine of daily life,
        self-gratification, learning about new trends, physical activity and sensory stimulation. Social motives for
        shopping include gaining social experience outside the home, communication with others having similar
        interests, peer group attraction, status and authority, and for some shoppers, the pleasure of bargaining.
      


      
        In a recent large-scale survey of Belgian firms, Konings and Roodhooft (2000) find that out of all firms that
        have access to the Internet, only 57 per cent have their own websites, and an even smaller fraction (15%) uses
        those sites as additional channels to sell products online. Similarly, in the United States, recent estimates
        indicate that more than 40 per cent of all businesses do not yet sell online, a number that increases to more
        than 70 per cent when the largest businesses are excluded (www.nua.com/surveys; www.ecommercecommission.org). The Internet has already given place to
        a process of disintermediation and reintermediation. No doubt many manufacturers first saw the opportunity to
        shorten their distribution channel and to sell directly to final customers or users. By doing so, cost savings
        were anticipated because the margins normally given to traditional intermediaries would now
        remain within the firm. However, by internalising tasks that had been traditionally performed by outside
        channel agencies, manufacturers realised that their cost of performing such marketing functions were in fact
        higher than “contracted out” (Sarkar et al., 1995; Tamilia et al., 2001). Cravens (1997) argued that due to
        greater diversity and complexity in the environment, expansion of the market due to globalisation and rapid
        innovations in the field of science and technology, it is very difficult to meet the skill and resource
        requirements alone, resulting in greater dependence on their channel members.
      


      
        Geyskens et al. (2002) argued that adding an Internet channel may even lead to a decrease in total sales when
        consumers buy less through the new channel than through their old channel due to a lack of product push. They
        further argued that any firm that sets up an Internet channel should expect to lose at least some of the
        goodwill of its entrenched channels, and powerful firms can use their market clout to ensure that these
        distributors continue to live up to their agreement. In other words, conflicts are arising between the firm and
        its intermediaries in the case of the addition of the Internet channel. For instance, in 1999, when Compaq
        Australia went directly to customers with a customisable, price-competitive product eliminating reseller
        margins and utilising the savings, resellers had shown their displeasure and all Compaq products were tossed
        out of the country’s leading retail outlets. The cost to Compaq Australia of the debacle is estimated at A$100
        million in lost revenue. In April 2001, Compaq Australia reopened discussions with leading retailers with the
        goal of having its products put back on their shelves (Coltman et al., 2001). In a survey of 50 consumer goods
        manufacturers by Forrester Research, 66 per cent indicated that channel conflict, with its potentially costly
        result, was the biggest issue they faced in their online strategies (Gilbert and Bacheldor, 2000).
      


      
        There are at least eight generic functions which intermediaries perform, regardless of who, or what, is
        performing that function: physical possession, ownership, promotion, negotiation, provision of market
        information, financing, payment and risk bearing (Stanton et al., 1994; Kotler, 1997; Palvia and Vemuri, 1999).
        The diminishing role of intermediaries will depend on product and service characteristics. Products and
        services that rely heavily on point of sale promotion will be slow to adopt electronic commerce as the dominant
        channel (Palvia and Vemuri, 1999). Anderson (1997) emphasised, “intermediaries most likely to be hurt in IT era
        are those who do not add value to the exchange but are only go-betweens, information brokers, or order takers”. There are at least eight marketing flows, such as the product flow,
        title flow, promotion, negotiation, financing, risking, ordering and payment flows (Jaffe, 1969; Stern,
        El-Ansary, and Coughlan, 1996). Palvia and Vemuri (1999) further analysed the functions of intermediaries and
        made a prediction that electronic markets efficiently perform some functions of the traditional marketing
        intermediaries, while others are still performed more efficiently by them than by e-commerce. Intermediaries
        who primarily facilitate information exchange will be eliminated by e-commerce. Some intermediaries, especially
        retailers, with considerable market power are a crucial component of product promotions.
      


      
        Thus, while addressing the scope of various Internet-based distribution systems, we divided the above factors
        into four broad categories, namely product characteristics, consumer sensitivity towards purchase decision,
        role of intermediaries and distribution profile of the enterprise.
      

    


    
      Research methodology


      
        To identify the scope for transformation in the conventional distribution system structure in the IT
        environment, an exploratory research was conducted by means of an extensive literature survey and experience
        survey. Thereafter, to develop a strategic framework for adoption of various Internet-based distribution
        systems, again, a literature survey was conducted. It enabled a comprehensive knowledge of the problem domain
        along with its intricacies and facilitated in the development of the descriptive research design. As the
        subject area is an emerging one, a cross-sectional field study descriptive research survey was administered for
        the purpose of collection of specific primary adoption data.
      


      
        Based on the literature survey, we identified four major factors, namely product characteristics, consumer
        sensitivity towards purchase decision, role of intermediaries and distribution profile of the enterprise for
        various industrial sectors. Two sets of pre-tested questionnaires were administered to collect primary data,
        one for top corporate executives and another for consumers. Corporate respondents were asked to rate various
        roles of intermediaries on the scale of 1 (not important) to 7 (very important). Due to their reluctance to
        scale various factors of the present distribution resource profile of their firms, questions were made
        dichotomous (yes/no). Consumer respondents were also asked to rate their sensitivity towards purchase decision
        on the same scale for various product categories, such as physical, service and digital products. Again these
        three product categories are divided into two subgroups, namely simple and complex.
      


      
        Corporate respondents were selected based on the criterion that their organisation must be
        using or in the process of using the Internet to gain advantage from distribution, and only those consumer
        respondents were selected who have some experience of purchases on the Internet. Altogether 60 top-level
        corporate respondents (CEO, VP/GM-marketing), 10 from each product category, were taken as samples for various
        product categories and 100 consumer respondents based on convenience. After the collection of data, editing was
        done and responses given by two corporate and seven consumer respondents were not taken for further analysis.
        To validate data, the mean was calculated for various product categories.
      


      
        For the development of a strategic framework in the form of a matrix, certain attributes (simple and complex)
        for product characteristics and (low and high) for remaining factors were assigned for consumer sensitivity,
        role of intermediaries, and distribution profile of the enterprise. A mean value of less than 3.5 has been
        assigned as low and the remaining as high.
      

    


    
      Analyses and results


      
        Product characteristics


        
          For the purpose of determining the scope of various Internet-based distribution systems, various products
          were divided into three broad categories on the basis of nature, namely physical, service and digital. These
          categories were further divided into two subcategories on the basis of configuration, namely simple and
          complex. Configuration of the product features deals with the technicality of the product, need for pre- and
          post-sale services in terms of demonstration, installation, warranty, after-sales service, training for
          efficient use or operation, customisation (value added), etc.
        

      

    


    
      Consumer sensitivity towards purchase decision


      
        Consumer sensitivity refers to mental and physical involvement of consumers along with time spent in making the
        purchase decision. In other words, it is a process by which consumers identify, analyse, select and finally
        purchase a product out of various alternatives to meet their needs, values and expectations while making
        purchase decisions (Agrawal et al., 2002). Generally, consumers have two types of involvement, namely
        information search and physical inspection of the product before making the final purchase decision.
        Information search refers to the collection of information about various aspects, such as availability of alternative products along with the configuration of features, their comparative analysis,
        price structures and payment schedules, point-of-purchase incentives, corporate and brand image, goodwill of
        the intermediary and his or her reliability for warranty and after-sales services (if any). On the other hand,
        physical inspection deals with verification of the product before purchase in terms of shape, size, look,
        style, physical condition, demonstration of products for proper functioning, date of manufacturing and maximum
        retail price.
      


      
        
          Table 7.1
          Importance of various dimensions of consumer purchase decision
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        Table 7.1 depicts the consumer sensitivity
        towards various product categories in terms of information search and physical inspection of the product. On
        the basis of careful perusal of Table 7.1, it is quite obvious
        that both aspects of consumer sensitivity towards the purchase decision (need for information search and need
        for physical inspection of the product) are significantly different across the various product categories of
        physical, service and digital. At the same time, it is further diversified even among various types of
        configurations in each category. For instance, the need for information search for complex
        physical, simple physical, simple/standard service, complex/value-added service, simple digital and complex
        digital products are 6.3, 2.72, 2.12, 6.13, 3.12 and 6.32 respectively. Similarly, for the need for physical
        inspection of the product before the purchase decision, respondents attributed 6.12 and 3.7 respectively for
        complex and simple physical products. But for service and digital products, they have recognised only the
        demonstration of the product. The magnitude of demonstration is 0.4, 1.1, 0.8 and 2.1 for simple, value-added
        service, simple and complex digital products respectively.
      

    


    
      Role of intermediaries


      
        The role of intermediaries deals with their contributions not only in the completion of exchange, but also in
        terms of long-term performance of business, sustainable competitive advantage, greater market dominance, demand
        stimulation, consumer loyalty and business intelligence (Agrawal et al., 2002). To have a more dynamic and
        strategic view on the role of intermediaries in the value chain perspective, they perform two broad sets of
        value addition functions, namely logistical and marketing.
      


      
        Logistical value addition ensures real-time flow of goods and smooth exchange. It includes breaking bulk,
        accumulation, assortment, systematic settlement of exchange, timely and intact movement and delivery of
        products, availability and proper storage of products, efficient order processing and fulfilment, and economies
        of scale in the physical distribution of products. Marketing value addition facilitates firms to make a
        difference in the market place. It includes facilitating buyers in information search, supporting and assisting
        them in making the right purchase decisions, information sharing with firms about product performance, consumer
        taste and preference, competitors’ actions and reactions, dynamic pricing efficiency, effectiveness of current
        promotional strategy, product holding and risk-sharing, local brand building, prominent display and pleasant
        purchase environment, local credit (if any), push efforts and trust building.
      


      
        To a greater extent, multi-tier and 2-tier distribution systems are prevailing for the simple and complex
        physical products industry respectively, 2-tier and -1-tier for standard services, 1-tier for value-added
        service, simple and complex digital products industries in India. T-1 represents that intermediary who is
        nearer to the manufacturer/service provider and T-2/T-3 is closer to consumers. Accordingly, Table 7.2 exhibits the perception of corporate
        respondents about the
      


      
        
          Table 7.2
          Role of intermediaries in various industrial sectors
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        role of intermediaries in their total marketing strategies for various industrial sectors
        (physical products, service and digital products) in the new environment.
      


      
        On perusal of Table 7.2, it has been observed that the logistical
        and marketing value addition role of various marketing intermediaries is different in different product
        categories and also at different levels. T-1 contributes 5.5 logistical and 1.7 marketing values, whereas, T-3
        provides 5.5 and 5.7 logistical and marketing values respectively in the simple physical product industry.
        Whereas, in the complex physical product industry, 5.7 and 4.9 logistical value, and 3.6 and 6.4 marketing
        value addition are made by T-1 and T-2 respectively.
      

    


    
      Distribution profile of the enterprise


      
        The distribution profile of the enterprise refers to an audit of the strengths and weaknesses of the
        distribution-related marketing resources of the firm. It includes a firm’s direct distribution resource
        capability and need to maintain harmonious relationships with entrenched channel members. A firm’s direct
        distribution resource capability deals with the strength of its own sales force, experience of direct selling,
        major contribution of direct selling in total sales volume, use of the Internet as a distribution channel,
        consumer pull and loyalty in stock-out situation. The need to maintain harmonious relationships with entrenched
        intermediaries include dependence on marketing intermediaries for qualitative contribution, their push effort
        for greater market dominance and coverage, essential to keep them happy, loyal and well-motivated towards
        trade, and the adoption of integrating by negotiation strategy for resolution of channel conflicts.
      


      
        With regard to the distribution profile of the enterprise, corporate respondents have given a mixed opinion,
        which cannot be differentiated for various product categories across industrial sectors. It reflects the
        variation in the need and requirement of individual enterprises and market conditions. A summary of their
        opinion of the respondents who agreed with various statements in percentage is portrayed in Table 7.3.
      


      
        On perusal of Table 7.3, it is clear that most of the non-physical
        product firms, barring complex service product firms (28.88%), have better direct distribution resource
        capability (52%, 52% and 56%) than do physical product firms (17.64% and 20.44%) and have better direct
        distribution strengths than do physical product enterprises. But, almost all firms across various product
        categories largely agreed on the
      


      
      
        Table 7.3 Distribution profile or enterprises or various product categories
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        fact that they are considerably dependent on marketing intermediaries for greater market
        dominance and long-term performance of business.
      

    


    
      Strategic framework


      
        Strategic implications of the above analyses and results deal with the development of a framework for adoption
        of various Internet-based distribution systems, namely partial disintermediation, complete disintermediation,
        infomediary and intermediary empowerment based on the above four broad dimensions, namely product
        characteristics, consumer sensitivity towards purchase decision, role of intermediaries and distribution
        profile of the enterprise.
      

    


    
      Product characteristics


      
        Product characteristics involve two things, namely nature of the product and configuration of the product
        features. The nature of the product may be physical or non-physical and configuration of the product features
        may be simple and complex. Accordingly, with the help of the above two dichotomous dimensions, we propose a
        strategic framework for the addition of various Internet-based distribution systems in the form of a grid as
        shown in Figure 7.2.
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          Figure 7.2 Product
          characteristics grid and Internet-based distribution systems
          

        


        
          Source: Taken from the authors’ own research, from “Internet-Based Distribution Systems: A Framework for
          Adoption”, pp. 72
        

      


      
        
          Cybermediary: The addition of a cybermediary in the channel
          portfolio should be made in the case where the nature of the product is non-physical (digital or services)
          and configuration of the product features is simple.
        


        
          Partial disintermediation: The firm should initiate this distribution system in
          the case where the product is physical in nature and its configuration is simple.
        


        
          Infomediary: The addition of this new channel is quite appreciable in the case
          where the nature of the product is non-physical and its configuration of features is complex.
        


        
          Intermediary empowerment: Firms should initiate intermediary empowerment by
          extensive use of information technology solutions when the nature of the product is physical and its
          configuration is complex.
        

      

    


    
      Consumer sensitivity towards purchase decision


      
        
          Table 7.4
          Consumer sensitivity attributes
        


        
          
            
              	Factor
              

              [image: Image]

              	Average information search

              	Sensitivity attribute (Low/High)

              	Average physical inspection of product

              	Sensitivity attribute (Low/High)
            


            
              	Product category [image: Image]
            


            
              	
                

              
            

          

          
            
              	Simple physical product

              	2.72

              	Low

              	3.7

              	High
            


            
              	Complex physical product

              	6.23

              	High

              	6.7

              	High
            


            
              	Standard service product

              	2.12

              	Low

              	0.4*

              	Low
            


            
              	Value-added service product

              	6.13

              	High

              	0.7*

              	Low
            


            
              	Simple digital product

              	3.22

              	Low

              	0.8*

              	Low
            


            
              	Complex digital product

              	6.32

              	High

              	1.1*

              	Low
            

          
        


        
          
            Source: Taken from the authors’ own research, from “Internet Based Distribution Systems: A Framework for
            Adoption“, p. 73
          


          
            *Demonstration of product
          

        


        
          After a careful perusal of Table 7.1, it is obvious that
          consumer sensitivity towards the purchase decision differs across various product categories such as
          physical, service and digital. At the same time, it is further diversified even among various types (simple
          and complex) in each category. In order to develop a strategic framework for the adoption of various
          Internet-based distribution systems, it has been recognised that consumer sensitivity towards purchase
          decision has dichotomous attributes, namely low and high. As shown in Table 7.4, the low-sensitivity attribute has been assigned to those product
          categories whose average total sensitivity is less than 3.5, and high for 3.5 and above.
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            Figure 7.3 Consumer sensitivity grid for adoption of Internet-based distribution systems
            

          


          
            Source: Taken from the authors’ own research, from “Internet-Based Distribution Systems: A Framework for
            Adoption”, p. 73
          

        

      


      
        Accordingly, it has been recognised that consumers are less sensitive to information search for simple
        physical, standard service and simple digital products. At the same time, they are highly sensitive to complex
        physical, complex or value-added service and complex digital products. Furthermore, they are less sensitive to
        physical inspection of all types of service and digital products and their concern is only about the
        demonstration of these products. Physical inspection sensitivity is high for both simple and complex physical
        products.
      


      
        Thus, with the help of the above two dichotomous dimensions, a strategic framework of consumer sensitivity
        towards purchase decision can be developed in the form of a grid, which describes the scope for adoption of
        various Internet-based distribution systems by the firm as shown in Figure 7.3.
      


      
        
          Cybermediary: It should be added in the existing distribution channel portfolio
          by the firm in that situation where the consumer’s need for information search and
          physical inspection of the product before arriving at final purchase decision are low.
        


        
          Partial disintermediation: Firms may initiate partial disintermediation in a
          situation where the consumer’s need for information search is low but physical inspection of the product is
          high before arriving at final purchase decision.
        


        
          Infomediary: Firms may add infomediary as a new channel member in the dynamics of
          the channel system when the consumer’s need for information search is high but physical inspection of the
          product is low for making the final purchase decision.
        


        
          Intermediary empowerment: Firms should redefine their traditional distribution
          system by integrating them on the Web when the consumer’s need for information search and physical inspection
          of the product are high.
        

      

    


    
      Role of intermediaries


      
        Table 7.2 indicates that there is divergence in the value addition
        made by various intermediaries across various product categories. For simplicity, specific attributes have been
        assigned to value addition, namely low and high. Low refers to less than 3.5 value contribution and high
        represents 3.5 and above in the scale of 1 to 7 as portrayed in Table 7.5.
      


      
      
        Table 7.5 Role
        of intermediaries and value addition attributes
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        Accordingly, it has been observed that in the case of simple physical products, T-2 and
        T-3 are providing high value addition contribution on both fronts, and T-1 contributes high logistical value
        and low marketing value. In the case of complex physical products, both T-1 and T-2 provide high logistical as
        well as marketing values. In the case of standard service and digital products, intermediaries are providing
        low logistical and marketing values. At the same time, they provide high marketing and low logistical values in
        the cases of value-added service and complex digital products.
      


      
        While addressing its impact on distribution channel structure in the information technology environment, it is
        advocated that there is every possibility of transformation as some of the functions may be taken over by IT
        and some others may be managed more efficiently by outsourcing the services of third party logistics (3PL)
        service providers. For instance, partial disintermediation may take place in the case of simple physical
        products, and T-1 may be bypassed and its high logistical value addition function may be assigned to 3PL
        service providers. Whereas, in the cases of value-added service products and complex digital products,
        intermediaries contribute significantly to the addition of marketing value. Hence, their marketing value
        addition role may be taken over by infomediaries as neither logistical value addition nor physical inspection
        are significant issues in these product categories. At the same time, intermediaries are simply middlemen in
        the cases of standard service and simple digital products, so firms may opt for an Internet distribution system
        and use 3PL service providers for mere delivery of the product, if required.
      


      
        Thus, for the selection and addition of various Internet-based distribution systems strategically, we propose
        two dimensions of role for intermediaries, namely logistical value addition and marketing value addition, which
        are low or high. With the help of these two dichotomous nature dimensions, we propose a strategic framework for
        the purpose in the form of a grid as shown in Figure
        7.4.
      


      
        
          Cybermediary: Firms should add an Internet distribution channel in that situation
          when intermediaries add low logistical as well as marketing values. This type of distribution system is most
          suitable for simple services and digital product industries.
        


        
          Partial disintermediation: Firms should adopt a strategy of partial
          disintermediation in the case where intermediaries add high logistical value and low marketing value. More
          specifically, only those intermediaries should be disintermediated who do not have direct interface with
          consumers resulting in the addition of low marketing value. Their high logistical value addition function
          should be replaced by outsourcing the services to 3PL service providers, as they are more professionally
          expert to undertake this responsibility and ensure more economies of scale.
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            Figure 7.4 Role of intermediaries grid for adoption of Internet-based distribution system
            

          


          
            Source: Taken from the authors’ own research, from “Internet-Based Distribution Systems: A Framework for
            Adoption”, p. 74
          

        


        
          Infomediary: Addition of an infomediary distribution channel will be most
          suitable in the situation where intermediaries add more marketing value and less logistical value as it
          happens in the digital products and service industries.
        


        
          Intermediary empowerment: Firms should initiate integrating intermediaries on the
          Web in the situation where they add high marketing as well as logistical values, which is happening in most
          of the physical product industries.
        

      

    


    
      Distribution profile of the enterprise


      
        Table 7.3 shows that there is a considerable degree of similarity
        in the opinion of the respondents across various product categories in industrial sectors due to the limitation
        of marketing and distribution resource capabilities along with prevailing market scenario. So, it is very
        difficult to have a strategic implication on the basis of quantitative data. But, in principle, we have
        proposed a strategic scope for adoption of various Internet-based distribution systems on the basis of the same
        two dimensions, namely, distribution profile of the enterprise and need for harmonious relationships with
        entrenched channel members. These two dimensions may be dichotomous in nature in terms of Low and High as exhibited in Figure 7.5.
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          Figure 7.5 Distribution profile grid for adoption of Internet-based distribution systems
          

        


        
          Source: Taken from the authors’ own research, from “Internet Based Distribution Systems: A Framework for
          Adoption”, p. 75
        

      


      
        
          Cybermediary: Firms should add an Internet distribution system in the case where
          their distribution resource profile is high and need for harmonious relationships with entrenched
          intermediaries is low.
        


        
          Partial disintermediation: Firms should adopt the strategy of partial
          disintermediation in a situation where they have a high distribution resource profile as well as a need for
          harmonious relationships with entrenched intermediaries.
        


        
          Infomediary: Firms should initiate adoption of infomediary as a new channel when
          they have a low distribution resource profile as well as a need for harmonious relationships with entrenched
          channel members.
        


        
          Intermediary empowerment: Firms should initiate intermediary empowerment by the
          extensive use of information technology in a situation where they have a low distribution resource profile
          and also need harmonious relationships with entrenched intermediaries.
        

      

    


    
       Conclusion


      
        A critical task for marketers in the new market scenario is to make available products and services in the
        hands of customers at the right time and place in a cost-efficient manner. This job is very complicated as a
        vast array of distribution alternatives is available. Some firms sell directly to customers through the
        Internet, telephone, mail order or calls by firms’ salespeople. Others use marketing intermediaries such as
        distributors and retailers to get their goods and services available to buyers. There are numerous ways to
        distribute products and services to customers. There is no cut and dried formula for it. No one distribution
        system can satisfy the needs of every firm, and so many firms use a mix of several distribution channels to
        reach different market segments. For instance, an automobile component manufacturer may sell to an automobile
        manufacturer directly who, in turn, will buy in bulk quantity and sell to small customers of the replacement
        market through independent wholesalers and retailers.
      


      
        On the basis of the above analysis, it can be concluded that there is every possibility of metamorphic
        transformation of the traditional distribution structure in the Internet environment. These transformations are
        taking place in the form of disintermediation and reintermediation. Disintermediation may be either partial or
        complete, whereas infomediary and intermediary empowerment are the emerging formats of reintermediation. A most
        favourable strategic framework for the adoption of various Internet-based distribution systems in the portfolio
        of distribution management is exhibited in Table
        7.6.
      


      
        Electronic markets are still far from reaching a state of maturity, making it a difficult task to safely
        predict the possible transformation in the distribution structure in the Internet era. The use of cybermediary
        as an element of firms’ overall distribution strategy is still relatively undeveloped. It is expected that
        there will be considerable growth in the near future, particularly for digital products which can be delivered
        online. Only a few firms that are using a multi-tier distribution system have initiated partial
        disintermediation. The sole objective of such a move may be to reduce distribution costs. As the infomediary
        distribution system is in its infant stage, it is yet to know how it can perform distribution functions more
        efficiently than the conventional channel members. Most of the automobile, FMCG and durables firms have started
        integrating a dealer system on the Web, but expected outcomes are yet to be achieved.
      


      
      
        Table 7.6 Strategic framework tor adoption or Internet-based distribution systems
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        This research is an initial effort to enhance our knowledge of IT-enabled distribution
        systems and its scope. While developing a strategic framework for the adoption of IT-enabled distribution
        systems, many factors have been identified and undertaken, namely product, market, consumer, intermediary,
        company, competition, environment, strategy for implementation and target markets (Stanton et al., 1994; Hill
        and O’Sullivan, 1996; Gurau and Ranchhod, 1999). But only product, consumer, intermediary and firm’s
        distribution resources factors have been analysed in detail. Many other factors, like the economic, rapid and
        continuous innovations in the field of information and communication technologies and competitive, political
        and legal aspects have been ignored. Furthermore, the combination strategies for the above four generic
        Internet-based distribution systems and highly branded products for which consumer sensitivity is generally
        very low are out of the scope of the study. These offer immediate avenues for further research to assess, in
        detail, the characteristics of Internet-based distribution systems and their suitability and applicability in
        the conduct of business in the future.
      

    


    Note


    
      1 This chapter also appears in another volume – Information systems:
      Debates, applications and impacts (P. Seetharaman & J. Cranefield, Eds.). Abingdon, Oxon: Routledge,
      2019 as part of Advances in Management Research cluster, a joint initiative of the Indian Institute of Management
      (IIM) Calcutta and Routledge.
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       Commentary on “Internet-based distribution systems: a
      framework for adoption”


      
        Durgesh K. Agrawal
      


      
        In the last nearly ten years, the business world has witnessed globally that digital technology has become an
        integral part of consumers’ lives due to deeper penetration of the Internet and smartphone. Digital technology
        has continuously been affecting the conventional way of most of the consumers’ buying and shopping systems and
        more particularly Generation Y consumers (those born between 1980 and 2000). Some of the key change in the
        landscape of consumers’ buying and shopping systems due to digital technology are:
      


      
        	It has changed buying and shopping needs and priorities, value-driving forces and motivations as well as
        emotional and relational connect with retailers and brands.


        	Consumers’ purchase decisions are largely influenced by virtual cues over conventional attentional
        focus.


        	Smart consumers prefer more technology-enabled interaction with retailers and brand over face-to-face
        interactions.


        	Effectiveness of sales pitches of marketers are highly vulnerable as consumers are well informed due to
        extensive use of computer and smartphone to find out relative features of competing products and brands,
        discover best prices, navigate offerings, learn and acquire more in-depth knowledge about products and share
        with and learn from others’ experiences. Consumers largely believe they are more informed than sales associates
        are.


        	They prefer to use their smartphones than consult sales associates for simple tasks and to make their
        shopping more fun.


        	There is a gradual increase in the purchase risk appetite of consumers driven by experimentation,
        exploration, fun, etc. due to increase in their disposable income.


        	They prefer the latest technology-oriented smart products.


        	They also prefer those retailers and brands who use and incorporate technology and innovation to make their
        offerings more consumer-centric and specific.

      


      
        Further, there has been fact- and figure-based evidence of considerable growth of e-commerce in the last five
        to seven years, especially in the various physical product industries. E-commerce firms
        like Amazon, Alibaba, Flipkart, Snapdeal, etc. have witnessed phenomenal growth in recent times selling various
        kinds of physical products. Heavy discount is one common thing that has attracted consumers immensely and
        driven the growth of these firms. It has also been seen in many research studies conducted by many professional
        research agencies and credit card firms that consumers make online purchases to save time, energy and effort.
        In other words, consumers’ preference for online buying and shopping of certain categories of physical and
        non-physical products are largely driven by lower price on the one hand and convenience on the other.
      


      
        Under this kind of prevailing market scenario driven by digital technology, quite obviously, there is need to
        make some adjustments to the generic framework suggested earlier for the adoption of Internet-based
        distribution systems.
      


      
        	No major change in the distribution scenario has been found for digital product categories in the last ten
        years and in these industrial sectors, e-commerce (cybermediary) has witnessed exponential growth. Further,
        simple or standard service product industries have also seen significant growth as consumers prefer buying
        online travel tickets, booking entertainment shows, reserving hotel rooms, paying utility bills and even
        extensively using Internet banking. As far as complex and value-added service product category is concerned,
        the scope and role of infomediary have increased further.


        	As explained earlier, one of the major changes in the landscape of distribution has been seen in several
        simple (standard) physical product categories like fast-moving consumer goods, apparels, electronic products
        and their accessories, etc. There has been phenomenal growth of e-commerce (cybermediary) in these physical
        product industries. Most of the e-commerce firms have addressed various dimensions of importance of consumer
        purchase decisions, explained in Table 7.1 through different
        marketing strategies. In order to minimise cognitive dissonance of consumers, these firms are offering
        cash-on-delivery, replacement in case of dissatisfaction, return of delivery of defective or wrong product,
        etc. But there is no major change in the distribution scenario of complex or value-added physical product
        categories apart from increasing the valuable role of infomediary. Consumers looking for luxury and life-style
        products still prefer to purchase offline, but they also use digital technology to search for information,
        which leaves room for infomediaries to explore and capitalise on these opportunities.
        

      


      
        As a result of lower price than offline purchase and convenience blended with other
        effective marketing strategies to minimise cognitive dissonance, these e-commerce firms have been considerably
        successful in attracting a definite set of consumers who are easily attracted to discounts and offers (price
        warriors), as well as those who have less time and are ready to pay extra for convenience.
      


      
        [image: Image]

        
          Figure 7.6 Consumer
          purchase value maximisation and Internet-based distribution systems
          

        


        
          Source: Taken from the authors’ own research, from “Internet-Based Distribution Systems: A Framework for
          Adoption”, p. 82
        

      


      
        Based on the above discussions, the entire distribution scenario can be portrayed in the perspective of
        consumers purchase value maximization. Consumer value is defined as the perceived worth of all the benefits a
        customer receives in lieu of the total cost of the offering, relative to competitive offerings. Accordingly,
        consumer purchase value maximisation can be determined with the help of two factors, namely consumer
        sensitivity towards value-added benefits and consumer sensitivity towards price (i.e., total costs of
        acquisition of a particular set of benefits) as exhibited in Figure 7.6. Since the price of a product increases with an
        increase in benefits offered, consumer sensitivity towards value-added benefits may range from low to high,
        whereas consumer sensitivity towards price may vary from high to low accordingly.
      


      
        Figure 7.6 very clearly portrays the prevailing landscape of various
        Internet-based distribution systems. Cybermediary or e-commerce has immense potential for distribution of
        low-value-added products and where purchase decisions are largely driven by lowest price and convenience. Where
        consumers’ sensitivity towards value-added benefits increases in terms of quality, reliability, aesthetic,
        customisation, luxury, innovativeness, etc., they have to pay a relatively higher price. Accordingly, there is
        a gradual shift from cybermediary to partial disintermediation and intermediary empowerment. In other words,
        those set of consumers whose purchase value maximisation are driven by lower price are shifting more towards
        e-commerce or online buying, whereas customers driven by maximising benefit still prefer offline shopping.
        Furthermore, there is a significant rise in the role of infomediary due to continued innovation in the field of
        information and communication technologies and the addition of digital value and their rapid adoption both by
        consumers and retailers. As a result, the infomediary is pervasive across cybermediary, partial
        disintermediation and intermediary empowerment.
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    Rural market


    
      End of a long road for consumer marketers?
    


    
      Mandira Balakrishnan
    


    
      Introduction


      
        During the period July 1975 to March 1976 it has been reported that there has been a marked increase in the
        production of a number of commodities. It has been noted that consumer goods have shown the highest increase
        during this period. Table 8.1 gives an idea of
        the increase in some of the selected items.
      


      
        With this increase most of the manufacturers have a high amount of marketable surplus. Many of the companies
        who are close to reaching their saturation level in the urban markets have now turned their attention to the
        rural markets to increase their distribution base and generate greater demand for their products.
      


      
        The government has been examining a combination of a number of methods of distribution for reaching out to more
        than 80 per cent of the nation’s population which lives in rural India and to 50 per cent of the nation’s
        purchasing power. There have been suggestions of setting up cooperative stores and in some areas it has been
        implemented. Lately there has been a proposal for opening retail counters selling essential consumer products
        in all petrol pumps throughout the country.
      


      
        The problem has been to penetrate rural India, given the constraints of poor or no roads, inadequate
        transportation and the exorbitant costs of reaching these distant but large markets.
      


      
        An idea of the size of the rural market vis-à-vis the urban market is given by the European Journal of Marketing, Summer 1973, Vol. 7 No. 2 where they have quoted a study
        undertaken by the Family Planning Division in India as shown in Table 8.2.
      


      
        This chapter examines a few methods which have been tried to reach out to the rural consumer.
      


      
        
          Table 8.1
          Increase in the production of a number of commodities
        


        
          
            
              	*Items

              	% increase
            


            
              	
                

              
            

          

          
            
              	Vanaspati

              	4.50%
            


            
              	Infant Milk Food

              	27.50%
            


            
              	Leather Footwear

              	21.50%
            


            
              	Soaps

              	10.30%
            


            
              	Razor Blades

              	14.20%
            

          
        


        
          Source: Paper presented by S. S. Puri at IIM Ahmedabad 1976 at a seminar on Public Distribution Systems
        

      


      
        
          Table 8.2 The
          size of the rural market vis-à-vis the urban market
        


        
          
            
              	Products *

              	No. of rural retail stores**

              	% of all rural retail stores

              	Availability no. of urban retail stores

              	% of all urban retail stores
            


            
              	
                

              
            

          

          
            
              	Soap bar

              	440,000

              	30

              	272,000

              	48
            


            
              	Soap powder

              	220,000

              	15

              	235,000

              	42
            


            
              	Optical brightener

              	140,000

              	10

              	170,000

              	30
            


            
              	Toilet soap

              	1,150,000

              	79

              	400,000

              	70
            


            
              	Toothbrush

              	97,000

              	7

              	130,000

              	23
            


            
              	Hair oil

              	177,000

              	12

              	146,000

              	25
            


            
              	Shampoos

              	19,000

              	1

              	58,000

              	10
            


            
              	Food grain

              	1,050,000

              	72

              	280,000

              	49
            


            
              	Edible oil

              	1,020,000

              	70

              	270,000

              	48
            


            
              	Packaged tea

              	1,060,000

              	73

              	360,000

              	64
            


            
              	Biscuits

              	293,000

              	20

              	181,000

              	32
            


            
              	Instant food

              	12,000

              	1

              	36,000

              	6
            


            
              	Baby food

              	26,000

              	2

              	52,000

              	9
            


            
              	Jam

              	7,000

              	–

              	28,000

              	5
            

          
        


        
          
            Source: Taken from the authors’ own research, from “Rural Market: End of a Long Road for Consumer
            Marketers?” p. 83
          


          
            *Special study undertaken on behalf of the Department of Family Planning, Govt of
            India. Private communication from Mr. D. R. Gupta, Department of Family Planning.
          


          
            **Grocers, general stores, chemists, cooperative stores, panbidis (kiosks) and various other stores included. Total number: rural 1,452,000; urban
            566,000.
          

        

      

    


    
      Locate high potential villages


      
        It is an impossible task to set up an all-India rural distribution system at one shot or even within a
        reasonable period of time. It is best to start with the high potential markets which are often strategically
        located as feeder markets. The Thompson Rural Market Index will help in locating the
        districts with high rural purchasing power. Once the high potential districts have been shortlisted, the 1971
        District Census gives a clear map of all the villages in each taluka within that
        district, their proximity to each other and to the urban centres, their population, whether they have a market
        and the frequency of the market day.
      


      
        After a thorough study of the district it is important to survey the area. While surveying it is better to
        visit a village which is more or less in the centre of a cluster of villages. The inhabitants of this village
        can usually give a fair amount of information about the villages in the surrounding area. Very often such a
        survey has shown that a village with a larger population feeds only a small section of its hinterland, while a
        village with a smaller population feeds about 150–200 villages around it.
      


      
        An actual survey is important for another reason: inaccuracy of the data in the District Census. Thus, during
        one of our surveys of Coimbatore District we found that Pvoulapatti, which was shown to have a population of
        9,000, turned out to have only 5,000 with four small shops, while Alanthurai just four kilometres away had a
        population of 9,000 instead of 5,000 with a fairly large market of 60 outlets. There are a number of such
        instances which come to light only after the survey is made.
      

    


    
      Village outlets are less pluralistic


      
        The majority of the outlets in the rural areas are grocers or “Kirana” merchants,
        i.e., their main business is selling grocery items. If it is a fairly large village it is likely to have a
        chemist or two, and perhaps one radio-shop selling and repairing transistors and radios, and a silversmith
        repairing ornaments and also working as a pawnbroker.
      


      
        If the village is very large (that is, a population of 8,000 or more), or if the village is strategically
        located, or if it is a centre where big “mandis” or fairs are held, then it is
        likely that there would be a few cloth shops, and a couple of jewellers. Generally the villagers like to visit
        a town for purchasing their valuables like gold and silver, or even their clothes, and such other items which
        are bought only once in a while.
      


      
        In the grocer shops a wide variety of goods are sold. Though the main items are grains and other grocery items,
        electric bulbs, torches, ribbons, cloth, minor drugs and toiletries are also to be found. These outlets keep a
        wide variety of goods which have a relatively small unit price and are mainly required for daily use. The
        smaller the village the less the distinction between outlet type; the larger the village the greater the distinction between outlets based on the category of products they sell.
      

    


    
      How to get your products on the village shelves


      
        Distribution in rural areas catering to such outlets selling mass-consumed products has to be supported by
        feeding-points located in almost all the major urban centres within the district. This way the goods have to
        move a shorter distance and replenishment is available within an accessible radius.
      


      
        In India there is a chain of wholesalers in urban markets who specialise in selling to semi-wholesalers and
        retailers in the villages. These village wholesalers, who also run retail counters, sell in turn to retailers
        in their village or to retailers from neighbouring villages. This chain has been used to great advantage by the
        oil companies to sell kerosene to rural consumers, so much so that kerosene is now a must in village homes.
      


      
        This wholesale chain forms the most inexpensive method of distributing branded products to rural markets. The
        whole chain operates on a total of 2 per cent margin on branded products, and some of them often trade on only
        ¼% to ½% margin.
      


      
        Since the wholesalers trade on volumes, the products they sell must promise them a quick turnover. They will
        stock only those products which are well established in urban markets and which they feel have a good potential
        in rural markets.
      


      
        The disadvantages of using wholesalers are that no effective control can be exercised over them. Thus, if they
        are given a dealer incentive, they tend to purchase more than their requirements, and to sell off by
        under-cutting the prices. This creates problems in the market place by disrupting the prevailing price
        structure. In times of shortages, they will try to corner the stocks and sell them off at a higher price.
      


      
        Nor can there be any guarantee that they will sell only to specific rural markets – if they are overloaded,
        they will try to dump the stocks at rock-bottom prices in the urban markets themselves or perhaps ship them all
        the way to a town in another state, avoid all the taxes and octroi, and upset the market there.
      


      
        To generate the initial demand in villages that will make the wholesalers stock at all, vehicles can be used to
        sell to feeder-villages chosen on the basis of the survey discussed above.
      


      
        For this selling method, a regular journey-cycle has to be adopted to visit these villages, so that the
        retailers can anticipate the visit and prepare themselves for it. Or else a card can be posted informing one
        or two important retailers of the visit, and these retailers will in turn inform the
        others. There can be three ways of working with vehicles as discussed below.
      

    


    
      Hired vehicles


      
        A salesman is appointed and is given a predetermined itinerary. He works by hiring vehicles – taxis and tempos
        – in the urban areas and then travels into the interior market, sells from the stock he carries in his vehicles
        and then returns to the urban market which forms his feeding-point (F. P.) towns. He does this everyday till he
        covers the surrounding market of one F. P. town, and then moves on to the next F. P. town and the whole cycle
        begins.
      


      
        The limitation in this system is the availability of vehicles. Often only taxis are available, and since a taxi
        can carry only a limited quantity of goods, the salesman may have to return without feeding the villages
        adequately. Again, during the marriage season, not a single taxi or tempo may be available.
      


      
        A taxi again can carry so few people that the salesman will have no back-up staff to put up the posters and the
        point-of-purchase material. If a salesman has to do all this himself, besides retailing, the number of outlets
        he covers will be much less than a salesman in his own vehicle accompanied by supporting staff.
      

    


    
      Ownership vehicle


      
        A more expensive but perhaps more effective method of distribution is by operating ownership vans. Having the
        sides of the vans painted with the product-packs in bright colours helps to catch the attention of the
        villager.
      


      
        Very often the very presence of the van creates a minor sensation in the village, and it is possible to make
        brisk retail sales from the van itself. Once when we had a difficult time trying to persuade the retailers to
        stock one of our more expensive products, we quickly made some retail sales directly to consumers and convinced
        the retailers that there was a demand for this product in their village itself.
      


      
        The van can be organised to carry enough persons to do both the selling and the promotions. The van can carry a
        salesman who sells to the retailers, checks the stocks and books the orders and is responsible for the working
        of the other van personnel. The driver not only drives, but also guards the van and helps in sorting out the
        stocks for delivery. The delivery boy sorts and delivers the goods as the salesman moves
        from shop to shop, and at the end of the day cleans the van. The promotion boy goes around pasting the posters,
        putting up danglers and dispensers and other types of point-of-purchase material. He also checks and cleans the
        stocks and fixtures given in the previous trip. The promotion boy could be used for propaganda work, like
        demonstrating the use of the product, by rigging up a make-shift table and drawing an audience by playing some
        popular music interspersed with jingles.
      


      
        The feeding-point stockist can sometimes be persuaded to provide the helpers; this reduces the expense of the
        operation. However, the number of persons and their work content can be modified depending on the range of
        products and the kind of development they require.
      

    


    
      Stockist Van


      
        Very often many large companies with high-volume turnovers have been known to persuade their stockist to invest
        in a vehicle to do the selling in the rural markets. In the earlier days they have even financed the stockist
        to buy a van, and use it to sell the company’s products. Such vans are as good as being owned by the company
        because they are often gaily painted with the company’s packs and the stockists’ salespeople are well trained
        by the company to do the selling on their behalf.
      


      
        This system is very good, but there are very few companies which can command such a service or have the
        potential of financing their stockists.
      

    


    
      How expensive is retailing by a vehicle


      
        The cost of distributing in rural markets is understandably much higher than that in urban distribution. If the
        distribution is done through a 2½ ton ownership vehicle the cost should be around Rs. 1.90 to Rs. 2.30 per
        kilometre depending on whether the van has a diesel engine or a petrol engine. This includes all the direct
        expenses for running the van, and excludes all administrative overheads like costs of maintaining offices,
        warehouses and managerial expenses. But as the vehicle ages, that is, after a life span of three years, the
        cost per kilometre increases.
      


      
        Added to this cost is the opportunity cost of the idle time. Idle time for vans is quite high, especially as
        the van gets old and the incidence of break-down increases. The abnormal idle time or idle time due to
        break-down, etc. is around 20 per cent of the total working time when the vehicle is about
        three years of age. The normal idle days or days for routine maintenance of the van, and the rest for the van
        personnel, will be around four to five days in a month.
      


      
        The best policy for operating ownership vehicle is to run the vehicle till it is about three to four years old,
        after which it should be sold off and replaced with a new one. It will be quite impossible to sell the vans at
        the book value. Or alternatively, the vehicles can be used for working within urban areas for carrying goods
        over short distances.
      


      
        For running hired vehicles like taxis and tempos, it costs about Re. 1 to Rs. 1.20 per kilometre running. Add
        to this the cost of the salesperson which will be about 50–60 paisa per kilometre. The costs are definitely
        lower for hired vehicles because the incidence of breakdown is very low. So, against the 20 per cent idle time
        for ownership vehicles the idle time here would be negligible. In this case, it is always possible to hire
        another vehicle if the one which is being used is out of service. But, the intangible promotional value derived
        from an ownership van as discussed earlier tends to offset the advantages of cost.
      


      
        The expenses for rural distribution should be considered as promotional or advertising expense. Like
        advertising it is an investment which not only gets an immediate marginal increase in revenue, but the
        effectiveness accrues over a period of time resulting in increase in sales.
      


      
        While evaluating the project of expansion in rural markets, the expenses incurred should be capitalised and
        amortised over a period of time, say over three to five years depending on the investment and potential of the
        products in the rural markets.
      


      
        The main medium of communication is promotional material at the point of purchase. Ordinary P.O.P. can be
        printed quite cheaply in large quantities, and the quantity required per outlet will be much less than in urban
        areas. Since any form of advertising is still a novelty in these areas, it is easy to attract the attention of
        the consumer by putting up just a few attractive P.O.P. items, which may not be as expensively produced as the
        ones used in urban areas. Moreover, the life of the P.O.P. is much longer in these areas (in fact a poster
        lasts for about three months or more), so the marginal return per rupee spent is much higher in these markets
        than in the urban areas where there are too many brands clamouring for the attention of the consumers.
      


      
        There are other more expensive forms of advertising like tin-plates and dealer-boards which have proved very
        effective. A very expensive but effective method of promotion in rural areas is to have a promotional sales
        representative going around the villages at village fairs and festivals, demonstrating the use of the product,
        or having a fleet of promotional vans, with the products painted on its sides and having a
        whole battery of audio-visual equipment for promoting to the rural consumer. Some experiments have been done in
        taking a van and announcing a film show in a number of neighbouring villages and then screening a film
        interspersed with advertising shots in the evening. Such an event has been known to draw an audience of
        1000–1500 people at a time.
      

    


    
      Service smaller markets with stockists’ salespersons


      
        Many stockists are quite willing to do the selling in rural markets if their actual expenses are met by the
        company. In this way it is possible to dispense with the company salesperson altogether.
      


      
        Selling through the stockists can be done where it is not worth sending the company salesperson, or when the
        company is not willing to invest in a salesperson for rural markets.
      


      
        Many villages are accessible only by bullock-carts or cycle rickshaws. These villages are best covered by the
        stockist as the coverage of outlets will necessarily be low and the sales turnover would not justify the cost
        of maintaining a salesperson.
      


      
        The stockist can be persuaded to cover some village markets by carrying the stocks on the state transport buses
        or by train, and expenses can be met by the company.
      


      
        Many of the stockists own vehicles and they are willing to lend their services if the company meets the actual
        costs. The limitations of depending on the stockists totally are:
      


      
        	Generally the stockists’ salespeople or the stockists themselves are not as well trained as the company
        salesperson. So they are never very sure of the selling points of each product. Nor can they effectively use
        the retailer as an effective medium of passing the selling story to the consumer.


        	The stockists tend to sell only the fast-moving items and neglect the slow-moving ones.

      


      
        The emphasis of distribution in rural areas should be on the introduction of the product and the maintenance of
        the product flow. It is not necessary to concentrate on weekly replenishments: the rural retailers visit the
        neighbouring urban centres for their weekly replenishments. Once the product is established the retailers will
        on their own ensure regular supplies, but it is important to maintain the flow of products and visit the
        retailers at periodical intervals, with a time lag of 50 to 60 days to maintain the stock pressure and the
        enthusiasm of the retailer.
      


      
        The effort should be geared to developing the village markets to yield that level of
        sales, when one of the dealers will come forward to take up the stockist. Once a stockist is established, the
        village can become a feeding-point and the van can go further interior and the whole chain starts anew.
      

    


    
      Pack-sizes


      
        It is worthwhile to point out that the pack-sizes which are likely to have the greatest acceptance are the
        smaller packs of the cheaper products. For tea the larger selling pack is dust tea sold in sachets or small
        packs; washing-powder is usually sold as a sachet or a 200-gm pack. Generally, the unit price should not exceed
        Rs. 4 to Rs. 5. Unlike the urban consumer who buys for a month at a time, the village consumers purchase their
        requirements as and when they need it. The purchase could be sufficient for a period of three days or for a
        week at most.
      


      
        Larger packs of a kilo or more are generally sold to large retailers who in turn dispense off in smaller lots
        to the consumer.
      

    


    
      Conclusion


      
        Distribution in rural markets cannot be accomplished in a short period of time. It is best to start by locating
        and concentrating on feeder markets and then moving further interior. Distribution can be done by depending
        wholly on the wholesale chain, or by combining this with vehicles which follow regular journey cycles. The cost
        of rural distribution is high but it should be considered a promotion-cum-distribution expense. The
        opportunities for organising conventional methods of promotion are few – the best medium would be the use of
        P.O.P. Experience indicates that the message is more effectively communicated pictorially rather than through
        words. Finally, marketers must bear in mind that smaller packs of the relatively cheaper products in their
        product line have a better chance of acceptance in rural markets.
      

    


    




      


       Commentary on “rural market: end of a long road for
      consumer marketers?”


      
        Ramendra Singh
      


      
        I am happy to write this commentary on the December 1977 article by Mandira Balakrishnan titled, “Rural Market:
        End of a Long Road for Consumer Marketers?” This article is positioned for the marketing practitioners, in
        particular those focused on marketing their goods and services to the rural markets in India.
      


      
        The motivations of the article are manifold. Even after 39 years of the publication of this article, marketing
        professionals are still grappling with the distribution challenges of the rural and bottom of the pyramid (BOP)
        markets in India. So, the article cannot be really considered out of date from the perspective of the
        timeliness of the problem it attempts to solve. However, given that the author has taken a practitioner
        approach to lay out the problems and was also being more prescriptive rather than analytical in her approach to
        this sticky problem, the readers would have gained more from the genesis of why rural markets are so elusive to
        marketers, besides being costly to serve and difficult to penetrate profitably. It’s not without reason that
        organisations continue to invest millions of rupees to solve the concerns of laying out the channels of
        distribution for their products. Firms use these channels as pathways for the smooth flow of information,
        communications and finance besides goods and services. Therefore, it is pertinent in late 1970s to highlight
        the issues that revolve around the central problem of reducing costs of distribution of products and services
        to rural markets, without which the growth of rural markets was always elusive.
      


      
        The distribution mindset of the 1970s continues even to this day with several add-ons over the last few
        decades. However, there have been several disruptions in the market since. One, for example, is the increasing
        focus of firms to invest more and more towards innovations (both process innovations as well as product
        innovations) that have led to radical process-level innovations and disruptively new business models that have
        transformed the landscape of distribution. For example, replacing books with e-books or streaming music and
        movies on the Internet has changed the distribution challenges of reducing costs to increase market penetration
        of physical books and magazines or even to open new cinema halls or music stores. We know how the Internet has
        killed or solved the problem of newspaper distribution, but in rural markets customers still depend on the
        printed newspaper. In the rural markets, though, digital penetration is limited till
        today, and so the physical distribution is still a problem waiting to be solved, till the digital divide is
        drastically reduced. However, in smaller towns Internet penetration is growing exponentially, thanks to free
        Wi-Fi and a dramatic reduction in Internet surfing costs, going hand in hand with technology moving from 2G to
        3G and now 4G. So in anticipation, the firms should invest in innovation towards leveraging the latest and
        upcoming technologies to serve the under-served and un-served customers in rural markets, so that the
        penetration of products can be accelerated.
      


      
        There is little to comment on the methodology of this paper since being a practice paper, the paper is usually
        descriptive in nature.
      


      
        On the whole, the article is still raising an important issue for the channel managers of today. Much of the
        recent research on distribution channels has focused on how to reach customers more efficiently and
        effectively. This has led to various retailing formats and channel formats (direct vs. indirect distribution).
        For example, research has looked at conditions that are favourable to direct vs. indirect distribution (Rangan,
        Menezes, and Maier, 1992). Much of distribution channel research in emerging markets focuses on rural and base
        of pyramid markets because they have different drivers, including volatile rural demands in emerging markets, a
        different level of consumer sophistication and a drastically different environment, and they offer a different
        scale-scope challenge from the firm’s perspective (Coelho and Easingwood, 2008). In India and similar emerging
        markets, the channel power is differently determined since here the distribution is driven more by
        super-stockists and stockists (distributors) than by wholesalers as in developed markets. Also, retail formats
        in India, especially in rural markets, are small, with fewer SKUs and smaller carpet areas of the stores. These
        stores are not self-service and use little or no technology. Indian rural distribution is largely indirect and
        with several channel levels and several intermediaries, which implies that the power is more distributed rather
        than merely being concentred among very few business entities.
      


      
        The social embeddedness of the business also implies that there is a large social impact on business and
        vice-versa, given that most retail formats in India are unorganised. All these factors make distribution and
        retailing in emerging markets, especially rural markets, a different challenge (Olson and Granzin, 1992).
        Despite the threat of organised stores, the unorganised stores in rural markets have held their ground by
        adapting their retail offerings and product-service mix to customers. These stores are more customised in their
        approach, have higher cash rotation stocks, smaller SKUs and low fixed costs compared to
        their urban and organised retail formats. These findings are easy to glean from observations in the market and
        are also well corroborated by recent research in Latin American small stores (D’Andrea, Lopez-Aleman, and
        Stengel, 2006). Similar research on small stores in other Latin American markets (which are similar to Indian
        small stores) also suggest that small stores are holding their own by bringing in best practices with the help
        of their suppliers and customising their offerings to their customers, with whom they maintain a close social
        relationship (Bianchi and Mena, 2004).
      


      
        Recent research has also shown that rural markets may not accept large format stores easily since the rural
        customers largely belong to lower socio-economic strata and feel threatened while interacting inside a large
        format store. Other aspects include cultural factors and distance from the modern stores that also impact
        purchase of products by ethnic minority communities from large format stores in developed markets (Goldman and
        Hino, 2005).
      


      
        So overall, the long road for rural marketers is becoming short today given the plethora of marketing research
        that has illuminated the challenges of distribution in rural markets. We know a lot more today compared to what
        we knew in the 1970s, but much still remains to be known. Many challenges are still unresolved, and it may
        require some more time before we can better serve the under-served customers.
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    Distribution channel structure in rural areas


    
      A framework and hypotheses
    


    
      Rajesh K. Aithal and L. K. Vaswani
    


    
      Introduction


      
        Close to 70 per cent of India’s billion strong population lives in villages, and the rural economy contributes
        nearly half of the country’s GDP. The vast size of the sector makes it attractive to industry as a potential
        market for goods and services. But, there are very few companies which have been successful in marketing their
        products in the rural areas. The paper proposes that understanding of the structure of distribution in rural
        areas would help their rural marketing effort and, in that direction, a conceptual framework and a set of
        hypotheses are proposed.
      


      
        The paper has some broad objectives; the first is to explain the existing distribution structure in rural areas
        and to single out variables which influence the channels structure. The second is to provide a framework that
        can be of use to a company planning to enter rural areas for the first time, as well as to those who are
        already operating and aim to improve their distribution efficacy.
      


      
        The framework would help companies assess their own distribution efforts in rural areas and enable them to
        fine-tune their efforts in accordance with the drivers. The overarching goal of the paper is to contribute to
        existing theories of distribution structure by explaining the structure of distribution in areas with low and
        spread-out populations.
      


      
        The structure of the paper is as follows. The first section looks at how rural marketing has been defined and
        its domain issues. The next section is a literature review on distribution structure which is followed by a
        section on the conceptual framework, its elements and the hypotheses. The second last section is on the
        proposed operationalisation and the conclusion forms the last section.
      

    


    
       Rural marketing definition and the importance of
      distribution


      
        Rural marketing


        
          Rural marketing means different things to different people and confusion exists with regard to the domain of
          rural marketing. Some people consider the marketing of village produce like handicrafts and agricultural
          produce to be rural marketing. Others (Singh, 1988) consider the marketing of agricultural inputs as the most
          important aspect of rural marketing. The definitions which consider only agricultural produce marketing as
          rural marketing have been seen as narrow (Gopalaswamy, 1997). Das and Ghosh (1985) have adopted a broader
          definition when they define rural marketing as a periodic concourse of people for the purposes of buying and
          selling, i.e., exchanging goods, services and even ideas. Rural marketing has also been defined as a process
          of delivering better standards of living and quality of life to the rural environment (Rao and Tagat, 1985).
        


        
          The framework provided by Jha (1988) provides us with a direction in defining the domain of the discipline.
          The framework conceptualises rural marketing as a two-way marketing process, including not only the marketing
          of products which flow from urban to the rural areas, but also products which flow out from rural to the
          urban areas. The framework was expanded later to include the urban and rural peripheries also (Jha, 2003).
        


        
          The research note looks at only the movement of products from urban to the rural areas and the associated
          channels. The definition of the Census of India for the rural market has been accepted. According to the
          census, a rural market is an area with a population density of less than 400 persons per sq km without a
          governing body like a municipality and with more than 25 per cent of its population making a living from
          agriculture.
        

      

    


    
      Distribution channels and structure


      
        Distribution channels are the lower end of the value chain facilitating the delivery of finished products to
        end consumers. Their primary function is to bridge temporal and spatial gaps between supply and demand and to
        facilitate exchange of goods and services (Kacker, Sorensen, Mark, and Lauren, 1991). They have been
        acknowledged in the literature as being a vital source of competitive advantage and cost savings (Narus and
        Anderson, 1996; Day, 1990; Bowersox and Cooper, 1992).
      


      
        To tap the rural market, distribution systems have been acknowledged as the most critical
        component (Rao, 1973; Sarin, Dholakia, and Dholakia, 1988; Krishnamoorty, 2000) and a barrier to be overcome
        (Prahalad and Hammond, 2002). The task of distribution in rural areas has been acknowledged to be more
        difficult than in urban areas (Balakrishnan, 1978), with the low density of population and inaccessibility
        making the problem of servicing villages individually difficult and often uneconomical. Direct delivery of
        goods even to the top one per cent of villages costs twice as much as servicing urban markets (Ganguly, 1985).
      


      
        There has been very little research which has been done in the area and there is a need for more studies
        (Kashyap, 2003) and conceptualisation by academicians (Srinivasan, 1983). Rural markets would provide a new
        context for researchers to do their research, which is considered to be important (Frazier, Gill, and Kale,
        1989).
      

    


    
      Distribution structure – a review of literature


      
        The structure of an industry is how market sales are organised (Buck-lin, 1972). Basic questions in the
        structural analysis of distribution channels centre on the type, number and interrelationships among the
        members of such systems and the association between these dimensions and economic performance. Coughlan,
        Anderson, Stern, and El-Ansary (2001) define channel structure as a summary of the types of channel members
        that are in the channel, the intensity or number of members of each type and the number of distinct channels
        that coexist in the market.
      


      
        Researchers have accepted that studying distribution structure is complex (Guiltinan, 1974), as it evolves over
        the years in response to managerial actions, and in response to events far beyond managerial control or
        influence (Ingene and Lusch, 1981). The proposed framework aims at explaining the existing structure of
        distribution. Though the impact of evolution is acknowledged, the framework does not address evolutionary
        issues. This has been done to make the framework less complex. The various ways in which structure has been
        studied is detailed below.
      

    


    
      Structure of channels and economic development


      
        Sharma and Domenguez (1992) have tried relating the economic development of a country and the channel length.
        They presented a conceptual framework on how a nation’s economic evolution affects channel length, which is a key aspect of channel structure. According to them, the level of development
        of a country itself would influence the structure of distribution channels. This proposition is extended in the
        work here, as it is proposed that the structure of distribution in rural areas would be different owing to the
        differences in the level of development.
      

    


    
      Structure of channels and time


      
        Distribution structure has also been studied in relation to the changes that occur with time. Slater (1977) and
        Davidson (1970) studied the pattern of distribution change through the 1970s in the U.S.A. They looked at the
        nature and causes for the change. They were looking at how the structure changed with changes in time.
      


      
        Ecological theories of retail evolution have also been proposed to explain structure. Based on Darwinian
        concepts, these give the environment a central role in explaining the patterns of change through a process of
        “natural selection”. Etgar (1984) has described the mechanisms by which various institutional forms appear, and
        how they are “selected” and retained based on their fit with the environment.
      


      
        One of the more popular explanations given for the emergence of the number of ownership stages in the channel
        was by Bucklin in 1966. He combined the “postponement” principle proposed by Alderson (1950), which involved
        delaying the differentiation till the last point possible, with that of “speculation”. He proposed that channel
        structure is the result of the interaction between the risk of owning a product and the physical functions
        employed to move the product through time.
      

    


    
      Structure of channels – a process-oriented approach


      
        According to this approach, it is the interaction between the process structure of a channel and the
        organisational structure which leads to the formation of channel structure. Wilkinson (1990) says that there is
        a dynamic principle of self-organisation in the channel system and the disturbances to the process structure or
        organisational structure stemming from the changing environmental conditions lead to instabilities, and these
        give rise to new structural forms through the process of self-organisation.
      

    


    
      Structure of channels and cost


      
        Transaction cost analysis is another body of thought which has been used in distribution channel research. Its
        usefulness derives from its insights into the comparative properties of mechanisms for structuring exchange relationships and from its explicit identification of the conditions under which
        different structural arrangements are appropriate (Heide and John, 1992). The theory was originally formulated
        to address the “make or buy” choice, i.e., to help companies decide between “direct” and “indirect” channels of
        distribution. An example of that is the higher the transaction costs, the higher would be the required
        investments in specialised assets for servicing the end customer and more appropriate are direct channels
        (Anderson, Day, and Rangan, 1997). Thus transaction cost theory throws light on the structure of distribution.
      


      
        The theory of functional spin-off also tries to explain the emergence of intermediaries in the channel. The
        theory basically says that the activities which could not achieve economies of scale within the organisation
        would be transferred to an external agency which can do the same more economically (Mallen, 1973). Thus, it is
        economies of scale which decide whether a function is retained within the organisation and has an impact on the
        growth of the intermediary segment of business (Michman, 1990). Added to the issue of economies of scale is the
        impact of specialisation of activity. It has been argued in the literature that any specific channel structure
        is the result of economic forces creating advantages through specialisation (Withey, 1985). The emergence of
        more numbers of intermediaries in the rural distribution channels can be attributed to the lack of economies of
        scale in rural markets.
      

    


    
      Structure of channels – customers as drivers


      
        Customers require their preferred channel system to deliver a complete bundle of channel functions (Stern and
        Sturdivant, 1987). The customer is seen not as a passive terminus but as an active participant in any or all
        channel activities (Funkhouser and Parker, 1986). A market with limited infrastructural development will
        usually be characterised by consumers with high demands for service outputs (Coughlan et al., 2001). These
        issues are true in the case of rural markets in the country.
      


      
        Bucklin Louis, Ramaswamy, and Majumdar (1996) have attempted to integrate and extend the basic elements of
        channel theory that have been articulated over all these years, under the rubric of the Structure-Output
        Paradigm. They have derived hypotheses regarding the conditions under which direct or indirect channel
        structures will prevail.
      


      
        Thus distribution structure can be understood through the various theories propounded. Some have tried to
        relate development of a country to the structure; others have looked at a process-oriented
        approach, with structure as an outcome of a cyclic pattern of change or a relationship between activity and
        structure, spin-off and ecological processes.
      


      
        The literature in the area of distribution also shows that a lot of conceptual work has been done (Alderson,
        1950; Aspinwall, 1962; Miracle, 1965; Bucklin, 1966) but there has been very little empirical work to support
        the rich set of conceptual ideas that have evolved (Frazier et al., 1989). The proposed study aims at using the
        conceptual work done earlier and applying it to the context of rural areas.
      

    


    
      The conceptual framework


      
        The need for a good conceptual framework to improve the research in an area has been emphasised by many
        researchers. According to Sheth (1976), without a comprehensive conceptual perspective, empirical research in
        an area tends to be localised on a limited set of research issues, thereby ignoring processes, constructs and
        relationships of primary importance. To overcome all these shortcomings, a comprehensive conceptual framework
        has been attempted (Figure 9.1). The framework
        proposes to explain the rural distribution structure and has been developed neither from the manufacturer’s
        perspective nor the distributor’s. The framework has been developed keeping the rural area in focus. The basis
        is a thorough review of literature, drawing on the work done on distribution structure in urban areas and
        applying them to rural areas.
      


      
        There are four main components of the framework, apart from distribution structure, which is the focal
        construct of the study. They are task environment, rural retailing, distribution strategy and product
        characteristics. Task environment has an influence on rural retailing, channel structure and strategy.
        Distribution strategy and the retailing component will influence the structure. These three boxes, distribution
        structure, strategy and rural retailing, are embedded in the product characteristics box. This is done because
        product characteristics would influence the choice of distribution strategy and the retail outlets, which in
        turn has an influence on the structure. In the framework, distribution structure has been conceptualised in a
        very broad manner. It includes the length of channel, intensity of distribution and multiplicity of channels.
        Each of the components of the conceptual framework has been described in detail with an emphasis on the
        existing literature and the differences which would be there because of the context of rural areas.
      


      
        [image: Image]

        
          Figure 9.1 Comprehensive conceptual framework to explain the rural distribution structure
          

        


        
          Source: Taken from the authors’ own research, from “Distribution Channel Structure in Rural Areas: A
          Framework and Hypotheses”, p. 96
        

      

    


    
       Task environment


      
        The external environment is the one of the main differentiators between the rural and urban areas. The
        influence of the external environment on inter-organisational relations has been studied from various
        perspectives. Evidence suggests that marketing systems are influenced by specific characteristics in the
        external environment (Douglas and Wind, 1973) and so are the subsystems, for example, wholesaler organisations
        (Shapiro, 1983). Though the effects of environmental uncertainty are not very clear, some evidence suggests
        that volatility in the firm’s output environment contributes to greater channel integration (Dwyer and Welsh,
        1985; John and Weitz, 1988). On the other hand, Klien, Frazier, and Roth (1990) find that complex, diverse
        environments promote greater reliance on non-integrated (indirect) channels. According to Bucklin (1972), “the
        character of a retail system is very much a creature of its environment” (p. 152). An economy’s growth,
        demographic changes, communications and transport infrastructure will dictate, to a very large extent, the type
        of distribution system that will evolve (Achrol, Reve, and Stern, 1983). Thus the external environment
        influences the structure of distribution channels.
      

    


    
      Product characteristics


      
        In the conceptual framework, the focus is only on the task environment and not the whole of the external
        environment. Task environment, according to Dill (1958), consists of those parts of the organisations’ external
        environment which are relevant or potentially relevant to the organisations’ goal setting and attainment. The
        definition has been expanded to include (Ducan, 1972) both physical and social factors that are taken directly
        into consideration in the decision-making behaviour of individuals. The physical dimension of the
        conceptualisation of external environment is the degree to which resources, including the population served and
        other elements, are evenly distributed over the range of the environment or concentrated in a particular
        location (Aldrich, 1979, p. 68). This is essentially a geographic conceptualisation of the dimension, the
        argument being that if resources are randomly distributed, little organisational learning is possible. In
        contrast, if resources are concentrated in identifiable units, strategies can be well defined. According to
        Rosenbloom (1995), the density of markets and channel structure are related. The less dense the market, the
        more likely it is that intermediaries will be used. In the case of rural areas, the population we are talking
        about is spread out.
      


      
        Task environment, when thought of from the perspective of a manufacturer wanting to access
        rural markets, would consist of infrastructure availability, spread and density of population, and
        attractiveness of the market. These elements would have to be seen at both the individual village as well as
        the taluka level. The proposed hypotheses to understand the impact of the task
        environment on channel structure are:
      


      
        	H1: The structure of distribution would be different in markets with
        different task environments.


        	H2: With an increase in the population and accessibility of villages, the
        channel length would reduce and intensity would increase.

      


      

    


    
      Distribution strategy


      
        Studies done on strategy-structure relationship show that the strategy adopted by the organisation has an
        influence on the structure needed to implement the strategy (Chandler, 1962; Miles and Snow, 1978). In the
        context of distribution structure, changes in the structure of a given channel can be explained by changes in
        the strategic objectives of key channel members (Guiltinan, 1974). Distribution strategy is a combination of
        the long-term goals that an organisation wants to achieve in the market place and the tactics made in response
        to actions, market shifts, product line additions and perceived opportunities in new market segments (Corvey,
        Cespedes, and Rangan, 1989). They have also raised questions on how distribution strategies would differ
        because of the differences in the product-market context and or differences in competitive positioning within a
        product market. In the context of the present study, distribution strategy is the set of decisions taken at the
        organisational level to address the rural distribution problems. Thus we can propose:
      


      
        	H3: The directness and the number of intermediaries would be different for
        products of different companies within the same product category.


        	H4: A product category with high unit cost and service needs would have a
        short channel with low intensity.

      


      

    


    
      Rural retailing


      
        The marketing function depends heavily on the presence of intermediaries between the producer and the consumer,
        and the retailer is perhaps the most important type of intermediary, situated in direct contact with customers (Seth and Sisiodia, 1997). According to Ingene and Lusch (1981), the
        actual structure of any line of retail trade is founded upon the behavioural patterns of consumers as well as
        the marketing actions of retailers.
      


      
        Rural retailers are different from their urban counterparts in two distinct ways. First is that the number of
        rural retailers itself is very high and the second is that the quantum of business that each of them does is
        very small compared to their urban counterparts. These two factors will influence the structure of
        distribution, and Bucklin et al. (1996) found that the number of users or buyers and end-users buying in small
        quantities had the largest marginal effect upon channel structure. The size of the customer in terms of product
        usage impacts the structure because of their higher service level requirement (Bucklin, 1966). And when there
        are many small players at the customer stage in a distribution chain, each requiring a small amount of the
        product at a time, intermediaries like distributors add value (Chopra, 2003).
      


      
        The theoretical logic is that the greater the change in assortment structure between the producer and the
        end-user, which is Alderson’s concept of discrepancy of assortments (1957, p. 211), the greater is the relative
        efficiency of the indirect channel. The scale-economies paradigm has also received support in the fact that the
        higher the sales volume of a product line or business, the more the firms rely on integrated channels (Klien et
        al., 1990; Lilien, 1979). In fact, the fundamental determinant of channel integration will, in all likelihood,
        be the average order size from individual customers. Small to moderate sized customers cannot be economically
        served by traditional direct channels because the selling and operating cost will surpass revenues (Frazier et
        al., 1989).
      


      
        Other elements, like the shortage of working capital, would also increase the dependence of retailers on
        semi-wholesalers who will have an influence on the structure. In the proposed conceptual framework, the choice
        of the end consumer has been included in the rural retailing itself. This means that the preference of the
        consumers is reflected in the assortment decisions taken by the retailer. Thus we can say:
      


      
        	H5: More the retailers’ assortment needs, more would be their dependence on
        wholesalers in the small town.


        	H6: With reduction in the quantity purchased at one time by the retailers,
        their dependence on the indirect channel would increase.


        	H7: More the support requirement of the retailers, more would be their
        dependence on the wholesaler.

      


      

    


    
       Product characteristics


      
        Physical characteristics of the product, such as bulkiness, handling convenience and weight/value ratio, are
        important determinants of channel choice because of their impact on transportation and storage costs.
        Researchers (Miracle, 1965) have acknowledged the influence of product characteristics on the structure of
        distribution. According to Aspinwall (1958), the development of channel strategy is linked to the
        characteristics of goods, and retail structure is said to be influenced most by the product characteristics as
        they affect consumer-buying behaviour (Porter, 1976). The underlying reason is that firms tend to choose
        channels that minimise distribution costs associated with the delivery of outputs, lot size, assortment and
        waiting time. These are driven by product characteristics like replacement rate, value of the product, time of
        consumption and gross margins (Aspinwall, 1962) and consumer-buying behaviour; also, in terms of preferred
        channel system (Stern and Sturdivant, 1987), consumers significance of purchase and purchasing effort (Miracle,
        1965).
      


      
        The boxes of distribution strategy, structure and rural retailing are embedded in the product characteristics
        box. This is because of the overwhelming influence of product characteristics on all the three aspects of the
        conceptual framework. The proposed study would look at three different categories of products and study the
        differences in their structure. The chosen categories would help draw conclusions on the influence of category
        features, value of the product and service needs on the channel structure.
      

    


    
      Proposed research method for testing the conceptual framework


      
        The task environment would be operationalised at two levels: one at the taluka level and the other at the
        village level. At the taluka level, secondary data on population density, road and rail track length, and
        accessibility of villages to all-weather roads would be used to make the taluka selection, and at the village
        level, primary data on village population and its accessibility would be collected.
      


      
        Distribution structure would be studied at various levels, starting with whether the villages are supplied
        through a direct or an indirect channel, i.e., through company distributors or the wholesale market. Then, in
        each of these categories, the number of tiers in the channel between the company and the retailer would be
        traced. The distribution strategy aspect of the conceptual framework would be operationalised by studying the structure of the various brands within the same category. The differences in the
        distribution approaches adopted by different brands in the same category would be studied.
      


      
        The proposed methodology for conducting the study would be predominantly by the survey method. The distribution
        structure would be traced for the selected categories from the final point of sale, i.e., the village retailer
        through the wholesale and distributors in the nearest town and district headquarters. Structured questionnaires
        would be used at the rural retailers’ level to understand their purchase frequency and assortment preferences.
        Information would also be sought on wholesale and feeder market from where they make their indirect purchases
        and, in turn, these wholesaler and distributors would be approached with a semi-structured questionnaire.
      

    


    
      Conclusion


      
        The research note has described the impact of task environment, distribution strategy and rural retailing on
        the structure of channels in rural areas. This conceptualisation of drivers of the distribution structure fills
        a gap that has persisted in rural marketing. The framework would help distribution companies targeting rural
        areas to fine-tune their efforts and improve their distribution efficacy. The framework is a step forward in
        addressing the issues of rural marketing and distribution.
      


      
        The conceptual framework, however, suffers from the limitation that it is not able to incorporate the
        evolutionary aspect of channels’ structure. The framework has been designed for studying the structure from a
        cross-sectional perspective. If the study were to be repeated over a period of time, it may throw some light on
        the evolutionary issues of channel structure.
      


      
        Although some aspects of the framework are supported by theory and some by empirical research, the framework
        demands further empirical investigation. The empirical testing of the conceptual framework would help address
        various issues of distribution structure and pave the way for much needed research in the area.
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       Commentary on “distribution channel structure in rural
      areas: a framework and hypotheses”


      
        Rajesh K. Aithal
      


      
        I started working on the issue of rural distribution as a doctoral student, which went on to become my full
        doctoral research. I felt that the area of rural distribution required attention because though many companies
        spoke about it, very few had a significant rural reach, and sparse research was available on this in the public
        domain. Within rural distribution, structural issues appealed more because if the structure is understood
        better in terms of drivers and influencers, it would help companies wanting to enter and improve their presence
        in these markets. Also, the motivation was to provide a framework which could be of use to companies.
      


      
        I decided to test the conceptual model which I had proposed (Aithal, 2012) by surveying retailers across more
        than 100 villages. The aim was to contribute to a better understanding of rural distribution, as it was
        expected that it could lead to improved access to products and services in these areas and would be beneficial
        to rural populations, as was also identified by Vachani and Smith (2008).
      


      
        Though it has been close to 12 years since the article was published, even today one finds a dearth of quality
        research in the area. Most of the articles published are more journalistic in nature. Some of the exceptions
        have been mentioned towards the end. If I were to identify the things which have changed in these years since
        the paper was published, two things come to my mind, one is the improvement of the road infrastructure in rural
        India and the other is the penetration of mobile services. With the improving road connectivity, village
        retailers and consumers can easily travel to the nearest small town for their needs, and mobile provides them
        access to information which perhaps was much more difficult to get earlier. I think it would be worth
        investigating how these two factors would influence distribution in rural areas.
      


      
        I also feel that there is a need to understand the evolutionary aspect of these markets, especially in the
        light of increasing urbanisation. Many different formats of retailing have evolved, and therefore, periodic
        markets are losing their significance which is in turn affecting rural retail and distribution. Increasing
        urbanisation is also leading to changing consumer preferences and habits. Some say that rural consumers are
        also becoming very similar to their urban counterparts. Thus understanding the dual impact of declining formats
        of retail and changing consumer preference would be interesting. Questions are being
        raised on the sustainability of certain formats which have existed in rural markets.
      


      
        Another area which I think requires more work would be understanding and documenting the heterogeneity of rural
        retail, because as of now we assume that it is heterogeneous in nature, which is far from the truth. An attempt
        to classify and document the variety of retailing options would help. And perhaps understanding rural
        distribution from the companies end would also help, in terms of the various approaches and models which
        companies have used to succeed.
      


      
        From the practitioner and company side also, I think there should be more willingness exhibited in sharing
        their best practices so that they can be documented and shared in the forms of case studies. Though there would
        be a sense of competitive pressure, I think the overall opportunity in these markets is big enough to
        accommodate all players. If more experiences are shared in terms of both failures and successes, it will lead
        to more rapid progress in these markets.
      


      
        On the methodology front, one of my limitations was that I had conceptualised the problem in a predominantly
        quantitative way, and perhaps a qualitative approach would have helped enrich the study. The richness of
        qualitative studies is something which is lost in purely quantitative survey method and especially in the
        context of rural distribution, perhaps such rich insights would help. Had I added some qualitative interviews
        to my plan of research perhaps the results would have been more insightful.
      


      
        I have earlier criticised that the area of rural distribution fails to attract the requisite amount of
        researcher attention, but there has been some significant work which has been done recently. The researchers
        have focused on both the macro-level strategies adopted by firms and the understanding of evolutionary
        dimensions.
      


      
        Kapur, Dawar, and Ahuja (2014) studied and classified strategies adopted by firms which have been successful in
        rural markets, and distribution strategy was one of the aspects studied. Dholakia, Dholakia, and Chattopadhyay
        (2012) researched how Indian retail is evolving with both traditional as well as modern aspects. And Kumar
        (2015) has used econometric modelling to help companies develop multi-channel distribution channel strategies
        in emerging markets.
      


      
        Then there is a stream of research by Sarkar and Kundu (2016), which has focused on the small and unorganised
        retailers in villages. Their research has looked at the purchase preferences of the small retailers in rural
        areas (Sarkar, Kundu, and Chaudhuri, 2016), which has added to our understanding of the challenges faced by
        small rural retailers. The work by Miotto and Parente (2015) studied how retail is
        evolving in the apparel sector in the Brazilian market.
      


      
        The rural markets and distribution across villages continue to remain a rich area for more research from the
        perspectives of both academics and practitioners. The rural markets continue to remain untapped with enormous
        opportunity. Even today, many companies aspire to reach deeper into these markets, and more research would help
        pave their way.
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Customer orientation of service employees and organisational performance

Empirical evidence from Indian banking
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Introduction

The concept of customer orientation has emerged as one of the main fields of marketing research that has been extensively explored by researchers during the last decade. Past research supports the fact that the organisations that adopt a customer orientation perspective are more likely to provide quality, contribute to customer satisfaction and attain organisational goals more efficiently and effectively than competitors that do not pursue such an orientation (Brown, Mowen, Donavan, and Licata, 2002; Donavan, Brown, and Mowen, 2004; Kotler, 1997). In view of the significance of service employees’ attitude and behaviour in service encounters, customer orientation in service firms is implemented through their service employees’ interactions with customers (Dobni, 2002; Donavan et al., 2004). Therefore, the concept of customer orientation in service firms is highly attributed to their employees, which is generally referred to as customer orientation of service employees in service literature (referred to as COSE hereafter in the chapter).

Saxe and Weitz’s (1982) study is recognised as a pioneering work on customer orientation (CO) at the individual level. The authors offered a SOCO (sales orientation/customer orientation) scale as a valid instrument for measuring sales orientation/customer orientation in an organisation’s sales staff. From this perspective, customer orientation measures the extent to which a salesperson sells by helping customers to make purchase decisions that satisfy their needs. Although Saxe and Weitz’s (1982) study was the first of its kind suggesting to measure customer orientation at the individual level, it failed to identify the determinants that constitute customer orientation.

Considering the limitations of Saxe and Weitz’s scale, Brown et al. (2002) proposed several determinants of COSE. In the opinion of Brown et al. (2002), COSE is referred to as an employee’s tendency or predisposition to meet customer needs in an on-the-job context. The authors propose that a worker’s degree of customer orientation, or disposition to meet customers’ needs, is an important construct that is determined more by basic personality traits and the urgency of the specific situational context. Thus, they believe that customer orientation in a service setting is composed of the need dimension and the enjoyment dimension. These dimensions make an employee behave in a customer-oriented way. The need dimension represents employees’ beliefs about their ability to satisfy customer needs, whereas the enjoyment dimension represents the degree to which interacting with and serving customers is inherently enjoyable for an employee.

Donavan et al. (2004) developed a model that explains how service employees’ customer orientation affects several important job responses, including perceived job fit, job satisfaction, commitment to the firm and, consequently, organisational citizenship behaviours. This model focuses more on consequences than on determinants of COSE. Although the authors of this model also agreed with the definition of Brown et al. (2002), they introduced different need dimensions of COSE that were different from those proposed by Brown et al. (2002), namely “need to pamper”, “need to read the customer”, “need for personal relationship”, “need to deliver” and “need to communicate”.

Many researchers believe that the work done by Hennig-Thurau and Thurau (2003) has been a major breakthrough in developing an effective conceptual model for measuring the impact of COSE on organisational performance. Such a model describes COSE as a complex and multidimensional construct. In this model, COSE is conceptualised as a three-dimensional construct, which includes dimensions like an employee’s motivation to fulfil customer needs, the skills an employee needs to meet customer needs and the employees’ freedom or authority (as perceived by the employees themselves) to make relevant decisions to fulfil customer needs and wishes. Although the authors did not discuss the consequences of COSE, the antecedents of each of the three dimensions of COSE were discussed in detail in this work. Hennig-Thurau (2004), in another empirical study, offered a four-dimensional conceptualisation of COSE, consisting of employees’ technical skills, social skills, motivation and decision-making power. The dimensions used by Hennig-Thurau and Thurau (2003) and Hennig-Thurau (2004) were similar. However, the latter separated the dimension “employee skill” into two dimensions as “employee technical skill” and “employee social skill”. The empirical results of Hennig-Thurau (2004) indicated that COSE is a key driver for various desired customer outcomes. However, they did not test the impact of COSE on any of the employee job responses.

Hennig-Thurau and Thurau (2003) drew on the work of the German social psychologist Von Rosenstiel (1988), who distinguished between “individual knowledge”, “personal willingness” and “social allowance” as prerequisites for employees’ general behaviour. These dimensions coincide with those offered by Hennig-Thurau and Thurau (2003). Further, both the approaches focus on the requirements that must be met by service employees to satisfy consumers’ needs during employee-consumer interaction processes. In order to meet these requirements, both the employee skill and organisational variables need to be in proper perspective to enhance COSE. Conversely, the dimensions of COSE suggested by Donavan et al. (2004) and Brown et al. (2002) assume little scope for organisational rules, practices and structure to enhance or impede the COSE. This group of authors considers COSE to be influenced by more basic personality traits. Moreover, considering the scope and objective of the present paper, the scholars considered the three dimensions of COSE proposed by Hennig-Thurau and Thurau (2003) a more appropriate model of COSE.





Organisational performance

Organisational performance is conceptualised as a two-dimensional construct in marketing literature. The two dimensions are subjective performance and objective performance. Subjective performance is based on the perception of customers and employees like customer service quality perception, customer satisfaction and employee satisfaction. Objective performance is based on financial measures like the firm’s profitability (ROI) and market share. Pertinent literature supports the belief that objective performance is purported to result from several kinds of subjective performance like customer service quality perception (Rust, Zahorik, and Keiningham, 1994), customer satisfaction (Berry, Zeithaml, and Parasuraman, 1985) and employee satisfaction (Ahmad and Rafiq, 2003). Therefore, while investigating the impact of COSE on organisational performance, the present study has considered only subjective measures (customer service quality perception and customer satisfaction) of organisational performance.

In the following sections of the paper, we initially identify the research gaps and discuss the rationale of the present study. Next, an attempt is made to discuss relationships between various dimensions that are relevant for the present study. This also clarifies the basis of the hypotheses as proposed along with the discussion. Then we describe the methodology including data collection, the sample, the research instruments, analysis and results. Finally, we draw conclusions, discuss managerial implications and suggest directions for future research.





Research gaps and rationale for the study

Service employees’ behaviour is often stressed as being crucial for customer satisfaction and a high service quality (Bitner, Booms, and Tetreault, 1990), yet is generally neglected in references to the concept of COSE. Only a few studies have addressed the construct of COSE and its impact on service firms’ success (Brown et al., 2002; Hennig-Thurau, 2004). Though some noteworthy studies in this area have been conducted by Brown et al. (2002), Donavan et al. (2004), Hennig-Thurau and Thurau (2003) and Kelley (1992), there has been far less interest in researching the connection between COSE and the employee outcomes than there has been in studying direct links with external customer response. In order to address this gap, besides direct effects, this study is also conducted to examine several indirect effects of COSE on organisational performance (customer outcomes).

The concept of COSE has remained almost unexplored in Asia. One such unexplored area is that of the Indian service sector, which has been experiencing an unprecedented growth. At the same time, the country is in the midst of coping with liberalisation and globalisation. The transition is more difficult for Indian business professionals as the experience of services marketing itself is new to them. Hence to diffuse the understanding of the concept of COSE and the creation of a professional service culture has become the need of the hour. The study attempts to add incrementally to the existing literature in three ways. First, a few studies have been conducted to examine the impact of COSE on several employee outcomes in developed countries. However, employee outcomes like “service effort” and “esprit de corps”, so vital for organisational performance, have never been the subject of these research works. Second, an indirect impact of COSE, mediated by employee outcomes, is assessed for the first time. Finally, while examining the relationship between COSE and customer outcomes, this study makes use of responses from both employees and customers. This, in fact, is in accordance with the framework and the research call by Hennig-Thurau (2004). This also serves a purpose to validate the previous findings, whereby perceived level of COSE (even including the dimension of employee feeling authorised) on organisational performance was also based on customer perceptions only.





Linkage of COSE and organisational performance

The elements of COSE as proposed by Hennig-Thurau and Thurau (2003) are briefly explained indicating their relevance to performance.



Employee skill

Hennig-Thurau and Thurau (2003) classified employee skills into technical and social skills that are required by a service employee in order to be able to interact qualitatively with the customers.


Technical skills: The employees’ technical skills are recognised as a prerequisite to make desired things happen in the service interaction. Sahaf (2002) referred to these skills as a key resource that have no other substitute and without which a salesperson may find it difficult to make the best use of a sales opportunity. Argyle (1967) referred to them as the motor skills which a service employee must possess in order to fulfil the customers’ needs during the personal interaction process. Hennig-Thurau (2004), in his study, referred to technical skills as service employees’ knowledge and reported their positive and significant impact on desired customer outcomes or performance.

Social skills: Social skills enable a service provider to understand outcomes of interaction from a customer’s viewpoint (Mead, 1934). Such an understanding in turn makes the service employee behave in accordance to the customer’s needs so identified and hence are assumed to enhance customer orientation (Hennig-Thurau and Thurau, 2003; Hennig-Thurau, 2004). Flavell et al. (1968) explains these skills within three subsets that collectively help an employee to understand the customer’s perspective. Firstly, he or she understands visually as to what a customer sees and perceives. Secondly, he or she understands cognitively as to what a customer thinks. Finally, he or she understands emotionally as to how a customer feels. Employees’ social skills exert a strong influence on customers’ satisfaction, commitment and retention (Hennig-Thurau, 2004).








Employee motivation

The technical and social skills cannot make an employee behave in a customer-oriented way unless he or she is able and willing (motivated) to do so (Hennig-Thurau and Thurau, 2003). Drawing on the three-dimensional model of Vroom (1967), a service employee’s motivation to behave in a customer-oriented way depends upon three components, namely a positive valence of customer-oriented behaviour and the consequences associated with such behaviour on the part of the employee (valence); the employee’s self-perception of being able to behave in a customer-oriented way (instrumentality); and finally his/her expectation of reaching the desired outcome by engaging in such a behaviour (expectancy). The service managers have to ensure that the desired abilities and beliefs as advocated by Vroom’s (1967) model are imbibed in the service personnel. Such abilities and beliefs will help the service employees to attain the desired motivation that is essential for them to behave in tune with the needs and expectations of the customers.





Feeling authorised

The concept of “feeling authorised” is generally associated with the empowerment of service personnel. However, “feeling authorised” is a subjective concept, whereas empowerment is seen as an objective concept. The employee’s behaviour is based on his or her own subjective perception and evaluation of “formal authorisation”, rather than on the formal authority itself. It is the degree of authority used by the employee that ultimately determines the level of customer orientation (Hennig-Thurau and Thurau, 2003). The interactive nature of service provides empowered employees with an opportunity to rectify mistakes and increase sales (Gronroos, 1990). Therefore, empowerment can lead to both attitudinal and behavioural changes like increased job satisfaction, reduced role stress and role ambiguity (Rafiq and Ahmad, 1998). Such changes are recognised as key factors not only in breaking the “cycle of failure” in services and maintaining customer satisfaction (Schlesinger and Heskett, 1991) but also in increasing employees’ adaptability to behave in a customer-desired way (Scott and Bruce, 1994).

The discussion above highlights the linkages between the elements of COSE (employee skills, employee motivation, employee feeling authorised) and organisational performance. Therefore, the following hypothesis is proposed.


	H1: Greater the level of COSE, greater the organisational performance (service quality perception and customer satisfaction in the present study).










Linkage of COSE and employee outcomes

Service researchers have long acknowledged the significance of customer-oriented, service-driven organisations which is posited to result into various favourable psychological and social benefits (Jaworski and Kohli, 1993; Kohli and Jaworski, 1990; Kelley, 1992). Past studies also indicate a positive relationship between these benefits and employee attitudes, which in turn is considered the foundational ingredient for the creation and delivery of superior customer service. Among the psychological variables, the focus in the present study is on employee service effort, job satisfaction, esprit de corps and commitment.

“Effort” is one of the most important constructs in motivation theory (Mohr and Bitner, 1995). In the opinion of Locke, Shaw, Saari, and Latham (1981), an effort is the amount or expenditure of energy put into a behaviour or series of behaviours. Employees’ actual service performance is likely to reflect the amount of employee effort expended in the service encounter situation.

Brown and Leigh (1996) are of the opinion that employees’ work effort is ultimately under their own control, and this effort is likely to be sensitive to their perceptions of organisational characteristics. In service organisations, customer orientation is implemented through its service employees. Accordingly, when service employees perceive that their organisation, following customer orientation philosophy, emphasises customer service, they are likely to respond by investing more time and energy in their work.

Research reported by Jaworski and Kohli (1993) indicates that customer orientation leads to a sense of pride in belonging to an organisation in which all departments and individuals work toward the common goal of serving customers. Accomplishing this objective results in employees sharing a feeling of worthwhile contribution, as well as higher levels of job satisfaction (Kohli and Jaworski, 1990). Additionally, customer-focused organisations have employees who believe strongly in organisational goals and values and who are willing to exert considerable effort on behalf of the organ-isation in meeting those goals in order to maintain organisational membership (Kelley, 1992). We suggest that the same effect can also be found at the individual level, for service firms implement the marketing concept through their employees (Donavan et al., 2004). Thus, as the service workers experience deeper levels of CO, they will experience more job satisfaction, esprit de corps and commitment.

In view of the preceding discussion that highlights the direct linkage between COSE and several employee outcomes, the following hypothesis is proposed:



	H2: Greater the level of COSE, greater the level of employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment in the present study).









Linkage of employee outcomes and organisational performance

The customers’ perceived service quality and their satisfaction is one of the most important performances achieved by service employees in customer-employee interactions. During the early stages of service quality research, it was common to measure perceptions of service quality as a proxy measure of customer satisfaction (Cronin, Brady, and Hult, 2000). However, now there appears to be a consensus emerging that satisfaction refers to the outcome of individual service transactions and overall service encounter, whereas service quality is the customers’ overall impression of the relative inferiority/superiority of the organisation and its services (Bitner and Hubert, 1994).

Customers’ perception about service employees’ performance is largely influenced by the amount of service effort put in by the employee. Therefore, investigating the relationship between service effort and customer evaluation would be a significant research attempt. The relevant literature to date offers several explanations as to why employee satisfaction affects customer evaluation. Satisfied employees are motivated and have motivational resources to deliver adequate effort and care. They have enough emotional resources to show empathy, understanding, respect and concern, thus positively affecting their behaviour towards customers and consequently the customers’ service quality perception and satisfaction.

Employee esprit de corps or team spirit is an important ingredient in delivering service quality. It involves a deeper sense of connection among people, including support, freedom of expression and genuine caring within the group of employees. It is similar to the teamwork construct identified in service quality research (Zeithaml, 1988). It is instrumental in reducing the gap between service quality specifications and actual delivery, thereby improving consumers’ perceptions of service quality (Kohli and Jaworski, 1990). Similarly, countless studies have discovered employee commitment as one of the significant determinants of quality service. It is referred to as a lasting desire by every member of the organisation to offer high-quality service to the customers (Johnston, 1995).

In view of the linkage between the above desired employee and customer outcomes, we propose following hypothesis:



	H3: Greater the employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment in the present study), greater the organisational performance (service quality perception and customer satisfaction in the present study). Customer service quality perception and their satisfaction are highly influenced by employees’ attitude and personal interaction process (Bitner et al., 1990). The significance of behaviour dimensions in service delivery can also be assessed from the fact that three out of five service quality dimensions of Parasuraman, Zeithaml, and Berry (1988) SERVQUAL (the most established measuring scale) measure only behaviours of service employees. COSE is considered the lone behaviour dimension of service employees while serving the needs and wishes of customers. Therefore, employee job responses as considered in this study are expected to connect the positive effects of COSE to both customer service quality perception and their satisfaction (performance). Thus the following hypothesis is proposed:

	H4: Employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment in the present study) mediate the relationship of COSE and organisational performance (service quality perception and customer satisfaction in the present study).









Methodology

Investigations were carried out to ascertain the relationships between three main dimensions, i.e., COSE, employee outcomes and organisational performance. The basic issues concerning the methodology of the present study are discussed below.



Data collection and the sample

The primary data was collected from several branches of four prestigious banks operating in India. The branches are located in the states of Delhi, Punjab and Jammu and Kashmir. The data was collected by employing proportionate stratified sampling procedure using Delhi, Ludhiana, Chandigarh, Jammu, Srinagar, Anantnag and Udhaumpur as the various strata. The selection of the banks for the present study is governed by the fact that all possible categories of respondents could be included in the required sample. Thus the sample represents public, private and foreign banks operating in India. Also due care was taken to include respondents from rural, urban and metropolitan areas of the country.

Banking was selected as a field of study for it is representative of a typical service industry that might allow conclusions to be generalised to related industries. Further, only frontline employees were considered for the sample. This was done deliberately on account of recent research findings that COSE has a stronger influence on the job responses of workers who have higher levels of contact time with their customers (Donavan et al., 2004). As is the case in developed countries, contact employees in Indian retail banks also have direct and continuous interaction with their customers.

Each contact employee (those who work on the frontline counter or usually respond and interact directly with the customers) received one employee questionnaire and four customer questionnaires. Further, the contact employees were requested to distribute four customers’ questionnaires to their customers (preferably those who are regular and have good service experience with their branch) to get the customers’ questionnaire completed. While the employee questionnaire measured employee perceptions about COSE and employee outcomes, the survey questions for the customers were in reference to the employee behaviour they had just encountered and from whom they received the questionnaire. Additionally, the customers’ questionnaire included the statements to measure customers’ satisfaction with the organisation. In this way, one contact employee was evaluated by four individual customers on the basis of the employee’s service quality. The customer responses were then aggregated (averaged) through simple arithmetic mean and then matched with the mean scores of employee outcomes like employee service effort, job satisfaction, esprit de corps and commitment. The customer responses measuring their satisfaction were also averaged and matched with employee outcomes in the similar way. A common identification number was allotted to the contact employee’s and customer’s questionnaire to facilitate the matching process of the employees’ outcomes and customers’ outcomes. This kind of matching process is suggested by numerous authors (Hennig-Thurau, 2004; Schneider and Bowen, 1985).

Out of 360, as many as 211 completed and usable questionnaires completed by contact employees were received resulting into a response rate of 58 per cent, whereas 630 of 1440 customer questionnaires were received (43%). The average response of the number of customers per contact employee was three. Besides mean, regression and path analysis were used to estimate interdependence of various dimensions considered in the present study.





The research instruments and scale purification

Likert’s five-point scale was used throughout the study to measure respondents’ reaction to each item, ranging from strongly disagree (1) to strongly agree (5). The instruments used in the present study were mostly drawn from previous studies in marketing. Items of various scales were deleted during the preliminary scale purification processes that included item scale correlations and exploratory factor analysis. Items were also deleted if the factor loading was less than 0.40 or cross-loaded.

After deletions, all the scale items were statistically significant and all scales showed unidimensionality in terms of model fit indices and face validity. The final measurement items for this study and their factor loading estimates (with t-values) are listed in Table 10.1A of the appendix.

In order to measure service quality in the encounter just experienced by customers, six items measuring only employee behavioural attributes were drawn from various dimensions of the SERVQUAL scale (Parasuraman et al., 1988). All the six items provided for a unidimensional scale (χ2 = 17.06, df = 5, p = 0.02, RMR = 0.02, GFI = 0.87, AGFI = 0.93, CFI = 0.94). A nine-item scale developed by Maloles (1997) was used to measure customer satisfaction. However, three items were excluded in the final measurement because factor loadings of the three items were less than 0.40 and they cross-loaded. Thus, only six items could be used for analysis after the scale purification process. For measuring employee service effort, six items were drawn from the scale originally developed by Mohr and Bitner (1995). However, only five items were found to represent unidimensional construct (χ2 = 15.49, df = 5, p = 0.01, RMR = 0.01, GFI = 0.92, AGFI = 0.89, CFI = 0.93). Scarpello and Campbell’s (1983) single-item scale for measuring employees’ overall job satisfaction was used. Esprit de corps was measured using a six-item scale adopted by Jaworski and Kohli (1993). After the purification process only five items were found to represent a unidimensional construct (χ2 = 8.46, df = 2, p = 0.02, RMR = 0.03, GFI = 0.91, AGFI = 0.94, CFI = 0.95). The employee commitment was measured by a nine-item scale developed by Porter, Steers, Mowday, and Boulian (1977). However, three items were deleted as their factor loading was less than 0.40. Therefore, only six items were retained for analysis after the scale purification process. The components of COSE like “employee skill” (both technical and social), “motivation” and “feeling authorised” were measured using scales originally developed by Hennig-Thurau (2004). The factor loadings were statistically significant and their standardised estimates ranged from 0.47 to 0.78 for employee skill, 0.49 to 0.56 for employee motivation and 0.48 to 0.67 for feeling authorised.



Analysis and results
Our analysis comprises three main steps for estimating the linkages between various independent and dependent variables. First, the influence of various elements of COSE on employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment) is estimated via standardised regression coefficients with the help of regression equations. Second, the same method is followed to measure the influence of the employee outcomes on performance (customer outcomes). Finally, the total effects on performance (service quality perception and customer satisfaction) that is exerted by elements of COSE either directly or indirectly through employee outcomes are measured with the help of path analysis.
The pattern of analysing and reporting of decomposed direct as well as indirect effects on performance through path analysis is in line with that followed by Iverson and McLeod (1996). This facilitated in measuring the extent of mediation by intermediating variables (employee outcomes). We estimated a measurement model prior to examining the relationships through path analysis. Table 10.1 shows the measurement model, which provides a reasonable fit to the data, where the χ2 value is statistically significant (χ2 = 843.1, df = 351, p < .05, RMR = 0.041, GFI = 0.79, AGFI = 0.76, CFI = 0.91). The goodness-of-fit index (GFI) and the adjusted goodness of fit index (AGFI) were 0.79 and 0.76 respectively. The CFI showed a high value of 0.91. Thus slightly low Cronbach’s alpha value in a few constructs is not considered to be a problem with analysis. Further, generally the alpha estimates are nearer the cut-off point (0.70). The factor loadings of the constituent items are also satisfactory. (See Table 10.1A, appendix.)

Table 10.1 Descriptive statistics, inter-item correlations and alpha values or the variables


The effects of COSE on employee outcomes
	y1=b1x1+b2x2+b3x3+cy2=b1x1+b2x2+b3x3+cy3=b1x1+b2x2+b3x3+cy4=b1x1+b2x2+b3x3+c	



where y1 = service effort; y2 = job satisfaction; y3 = esprit de corps; y4 = employee commitment; X1 = employee skill; X2 = employee motivation; X3 = feeling authorised; and e = error term.
In SPSS 11.0, using forward regression, data pertaining to y1 to y4was entered as dependent variables one by one and that of pertaining to X1 to X3 was entered as independent variables. The results obtained are presented in Table 10.2. The results indicate that each of the COSE dimensions (employee skill, employee motivation and feeling authorised) is significantly correlated with almost all the employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment). The estimated R2 suggests that a variation of 31 to 43 per cent in employee outcomes is explained by the elements of COSE.
Table 10.2
Results of regression analysis, indicating impact of determinants of COSE on employee outcomes


More specifically, the more skilled employees are, the more likely employees will be customer oriented thereby, positively influencing their service effort (b = 0.48, p < 0.001), job satisfaction (b = 0.18, p < 0.01) and commitment (b = 12, p < .05). Secondly, greater the level of motivation among employees to serve the customer, greater

the employees’ service efforts (b = 0.58, p < .05), job satisfaction (b = 0.37, p < 0.01), esprit de corps (b = 0.22, p < .05) and commitment (b = 0.56, p < 0.001). Finally, the relationship of “feeling authorised” and employee outcomes are also significant that range from < 0.001 to < .05. Therefore, in view of the statistical results of Table 10.2, it is quite safe to accept the hypothesis H2 that greater the level of COSE, greater the level of employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment in the present study).


The effects of employee outcomes on performance
On assessing the linkage between the employee outcomes and performance (customer outcomes), the regression equations used to estimate coefficients are as

	y1=b1x1+b2x2+…….b4x4+cy2=b1x1+b2x2+…….b4x4+c	



where y1 and y2 refer to customer outcomes, i.e., customers’ service quality perception and customers’ satisfaction respectively; x1 to x4 refer to the data pertaining to the four components of employee outcomes, i.e., service effort, job satisfaction, esprit de corps and commitment respectively. The results obtained thereof are presented in Table 10.3.
Table 10.3 Results of regression analysis, indicating impact of employee outcomes on customer outcomes (performance)
	Employee outcomes (Independent variables)	(Employees')	Customer outcomes (Performance) (Dependent variable)

	Service quality perception	Customer satisfaction
	

	Service effort	0.18***	0.22*
	Job satisfaction	0.32*	0.37*
	Esprit de corps	0.11***	0.14***
	Employee commitment	0.19**	0.29*
	R2	0.36	0.39


Source: Taken from the authors’ own research, from “Customer Orientation of Service Employees and Organisational Performance: Empirical Evidence from Indian Banking”, p. 116

* <.001; ** < .01; ***<.05; and ns = not significant


The statistics in Table 10.3 reveals that the three employee outcomes considered in the present study positively influence customers’ service quality perception and their satisfaction. The estimated R2 suggests that a variation of 36 per cent in service quality perception and 39 per cent in customer satisfaction is explained by the employee outcomes. Of the three, the coefficients and p values suggest that job satisfaction is the most influential factor on both customers’ evaluation of service quality (b = 0.32, p < 0.001) and their satisfaction (b = 0.37, p < 0.001). The influence is followed by employee commitment on service quality perception (b = 0.19, p < .01) and on their satisfaction (b = 0.29, p < 0.001). Finally, the relationship between service effort and service quality perception is significant at < .05. Another driver of COSE, “esprit de corps”, as expected results in positive customers’ expression about service quality (b = 0.11, p < .05) and their satisfaction (b = 0.14, p < .05). Therefore, considering the overall results of the present study, ample evidence is found in support of the hypothesis H3 that greater the employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment in the present study), greater the organisational performance (service quality perception and their satisfaction).




The direct and indirect effects of COSE on performance

Examining the significant total causal effects of the various variables on performance (customer service quality perception and satisfaction), both direct and indirect effect, is ascertained (see Table 10.4).


Direct effects: The statistics in Table 10.4 reveal that employee skill is one of the most powerful elements of COSE that exerts its direct effect on customer service quality perception (b = 0.091, p < .01) and their satisfaction (b = 0.117, p < .05). Though employee motivation is the second important element, it exerts a marginal direct effect on customer service quality perception (b = 0.034, p < .05), and customer satisfaction (b = 0.009, p < .05). Feeling authorised does not appear to influence customer service quality perception, but does influence customer satisfaction directly (b = 0.011, p < .05).

Indirect effects: We have noticed several indirect relationships. Feeling authorised has indicated significant indirect effect on customer service quality perception (b = 0.164, p < .05), followed by employee motivation (b = 0.149, p < .05) and employee skill (b = 0.132, p < .05). Employee motivation exerts a significant indirect effect on customer satisfaction (b = 0.144, p < .05), followed by employee skill (b = 0.077, p < .05) and feeling authorised (b = 0.068, p < .05). Thus the results support H1 that greater the level of COSE, greater the organisational performance (service quality perception and customer satisfaction in the present study).




Table 10.4 Decomposed, direct, indirect and total effects of elements of COSE on performance





One important observation from the above results is that both the direct and indirect effects of employee skill are significant and sizeable on performance. This suggests a partial mediation of intermediating variables. However, the effects of the other two elements of COSE on final outcome are considerable through intermediating variables (employee outcomes). Therefore in view of overall direct and indirect effects, it is safe to accept H4 that employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment in the present study) mediate the relationship of COSE and organisational performance (service quality perception and customer satisfaction in the present study).







Discussion and conclusion

The present study focused on empirical examination of the hypotheses about several positive effects of COSE on organisational performance in the Indian context. It is found that the elements of COSE exert direct impact on several employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment) as well as on organisational performance (customer service quality perception and their satisfaction). The empirical results also report several indirect effects of COSE on performance through employee job responses. These direct as well as indirect linkages of COSE highlight the relevance of COSE to desired customer outcomes or organisational performance.

The results have supported almost all the major predictions. However, the investigation of the positive effects of COSE on employee outcomes has raised several points for discussion. The most powerful driver of employee service effort as identified in this study is employee motivation, which is in line with the previous findings (Mohr and Bitner, 1995). Among the elements of COSE, “feeling authorised”, though significant, appears to be one of the least influential drivers of employee service effort, (b = 0.22, p < .05). The other important observation is the non-significant relationship between employee skill and esprit de corps, which is surprising and should be taken with care for its subcomponent “social skill”, logically makes people believe in team spirit, and thus should have resulted in more esprit de corps. Nonetheless, its p value (< 0.10) is nearer to the cut-off significance level of < .05 considered in this study. As compared to other components of COSE, “feeling authorised” appears to be the most influential factor on employee job satisfaction (b = 0.48, p < 0.001). This seems reasonable as job satisfaction increases by taking on-the-spot decisions that also benefit customers immediately rather than having to delay serving customers until management permission is obtained (Heskett, 1987).

While investigating the impact of employee outcomes on customer outcomes, job satisfaction is found to be the strongest predictor of customer evaluation. This falls in line with the findings of Schneider and Bowen (1985) and Heskett, Sasser, and Schlesinger (1997). One of our findings that improving employee commitment and involvement will contribute to improved service provision which in turn increases customer service evaluation is also supported by research (Hostage, 1975).

Although employee skill appears to be the strongest predictor of almost all employee outcomes, employee outcomes in turn are found partially mediating the positive effects of employee skill on performance. However, the employee outcomes are found to be significant mediators in the other two COSE element-performance relationships. Another non-significant direct relationship between “feeling authorised” and customer service quality perception and their satisfaction also proved against the prediction. Nevertheless, we found an indirect relationship between these variables, thus indicating the relevance of service employees’ empowerment to their performance.

As per the internal marketing perspective, if the service organisation wants its employees to do a great job with its customers, it must be prepared to do a great job with its employees. In fact, the majority of earlier literature on internal marketing has focused upon issues like employee motivation and satisfaction as predictors of desired customer outcomes (George, 1990). The results of the present study that desired employee job responses (job satisfaction, service effort, employee commitment and esprit de corps) are important determinants of service quality, and customer satisfaction, are well in line with this perspective of internal marketing.





Managerial implications

In view of the findings that COSE positively affects employee service effort, job satisfaction, esprit de corps, commitment and desired customer outcomes, service managers need to continuously monitor the three dimensions of COSE to facilitate their service-oriented environment. More specifically, training inputs relevant to specific services offered by organisations should be identified by the managers and imparted to help service employee in dealing with the customer, e.g., interpersonal, communication, listening skills and skills required to understand as to what the customer expects during a service encounter. There is also scope for suggesting that behavioural dimensions need to be given due importance in employee performance appraisals and linking them with rewards, incentives and promotions can go a long way to improve the customer’s experience. The technical skills can be easily imparted, but it is indeed difficult for managers to change the mind-sets of the people and improve their attitude (Jauhari and Venkatesh, 2005). Therefore, managers need to emphasise behavioural dimensions at the time of recruitment and selection process of employees, especially those who will be involved in customer contact. The service managers need to delegate adequate authority to contact employees to facilitate speedy decision-making at the point of the service encounter. In this regard, adequate training is a prerequisite to ensure proper usage of additional authority.

Another implication for managers is that organisational commitment and esprit de corps are important facets of an organisation’s culture that need to be carefully monitored given their strong and positive correlation with important employee practices, service quality and customer satisfaction. Further, organisations would benefit from understanding, measuring and diagnosing each dimension of COSE to benchmark and monitor how well their particular division or business unit is performing in each of those areas. Each business unit can be then monitored and managerial and employee rewards can be based, in part, on levels of COSE existing within the specific business units.





Limitations and directions for future research

First, while examining the complex relationship between COSE and organisational performance, customers’ service quality perception and their satisfaction were the only two measures of organisational performance considered in this study. Therefore, exploring the relationship between COSE and other measures of organisational performance, like profitability, ROI, corporate image, customer retention and their behavioural intensions, seems to be an immediate research requirement especially in the Indian context. Second, in the present study, customers’ questionnaires were distributed by the customer contact employees themselves. It is possible that this kind of data collection process, although convenient for matching customers’ and employees’ perceptions, might have introduced some bias into the final results of the research. Third, as the survey was conducted in the Indian context with samples from its banking sector within a limited geographic area, there are always concerns of generalisation. Therefore, research in other service sectors with samples from different geographic areas is needed to replicate the findings particularly in India. Finally, the two types of employee skill like social and technical skill were grouped into a single dimension of employee skill in this study. This is because the focus of the present study was to examine the impact of employee skill at a broader level. Therefore, in order to have a deeper understanding of the complexities of the relationships, the influence of both the technical and social skills at the individual level needs to be explored separately.





    

  






Appendix


Table 10.1
Final purified scale items after deleting items with loading < 0.40





	
Constructs/items

	
Factor loading

	
T-value




	








	
Service quality perception (customers' evaluation about employee behaviour), Parasuraman et al. (1988)

	
	



	The employee provides prompt service
	0.73
	08.59



	The employee is never too busy to respond to my request
	0.76
	09.21



	The employee instils confidence in me
	0.55
	06.11



	The employee is courteous
	0.68
	14.36



	The employee understands my specific needs
	0.67
	07.08



	The employee has adequate knowledge to answer my questions
	0.59
	06.01



	
Customer satisfaction, Maloles (1997)

	
	



	I am very satisfied with my branch
	0.72
	09.19



	My complaints/problems are always addressed in a fair manner
	0.56
	11.81



	My branch is very reliable
	0.68
	07.89



	I like the people at my branch
	0.66
	09.58



	My branch gives me the service I expect
	0.61
	10.34



	My branch provides excellent service
	0.59
	07.53



	
Employee service effort, Mohr and Bitner (1995)

	
	



	I try to solve customers' problem until it is resolved
	0.63
	11.24



	I try to do whatever I, as an employee, can do for helping customers
	0.49
	13.76



	I try to respond to customers as pleasantly as possible
	0.71
	10.65



	I try to provide customers as much new information as possible
	0.68
	10.11



	I try to answer to customers' questions as attentively as possible
	0.72
	14.32



	
* Employee Job Satisfaction, Scarpello and Campbell (1983)

	
	



	I am satisfied with my job in general
	0.1
	



	

Esprit de corps, Jaworski and Kohli (1993)

	
	



	People in this bank are genuinely concerned about one another's needs and problems
	0.55
	11.15



	A team spirit pervades all ranks in this bank
	0.63
	08.26



	Working for this bank is like being a part of a big family
	0.69
	07.08



	People in this bank feel emotionally attached to one another
	0.72
	12.19



	People in this bank lack unity**
	0.74
	11.01



	
Employee commitment, Porter et al. (1977)

	
	



	I would accept almost any type of job assignment in order to keep working for this bank
	0.48
	13.24



	I really care about the future of this bank
	0.67
	12.43



	I talk about my bank to my friends as a great place to work
	0.76
	13.52



	My values and the bank's values are very similar
	0.64
	11.87



	I am proud to tell others that I am part of this bank
	0.77
	14.67



	This is the best of all possible organisations for which to work
	0.71
	10.86



	
Employee skill (both technical and social), Hennig-Thurau (2004)

	
	



	
Technical

	
	



	The employees of this bank have a high level of knowledge
	0.78
	09.24



	Employees of this bank are experts in their job
	0.67
	07.96



	The employees of this bank are highly competent
	0.54
	10.22



	
Social

	
	



	The employees of this bank have extensive social skills
	0.65
	14.21



	The employees of this bank are able to consider their customers' perspective
	0.47
	14.19



	The employees of this bank know how to treat a customer well
	0.71
	10.16



	Motivation,Hennig-Thurau (2004)
	
	



	The employees of this bank show strong commitment to their job
	0.54
	13.23



	The employees of this bank do their best to fulfil their customers' needs
	0.49
	12.35



	The employees of this bank are always highly motivated
	0.56
	09.74



	
Feeling authorised, Hennig-Thurau (2004)

	
	



	The employees of this bank are allowed to decide autonomously in customer matters
	0.56
	14.20



	The employees of this bank have appropriate room for manoeuvre in solving customer problems
	0.48
	14.23



	In the case of customer requests, the bank employees do not need to ask their superior for permission
	0.67
	11.45
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Commentary on “customer orientation of service employees and organisational performance: empirical evidence from Indian banking”

Mushtaq A. Siddiqi and Musadiq A. Sahaf

In view of the significance of service employees’ attitude and behaviour in service encounters, customer orientation in service firms is implemented through their service employees’ interactions with customers. Therefore, the concept of customer orientation in service firms is highly attributed to their employee that is generally referred to as customer orientation of service employees (referred to as COSE hereafter) in service literature. Drawing support from the existing literature and empirical findings, the present study was conducted to highlight the relevance of COSE for service firms’ performance. The article reveals that (COSE) exerts its direct impact on several employee outcomes (employee service effort, job satisfaction, esprit de corps and commitment) as well as on organisational performance (customer service quality perception and their satisfaction). The empirical results also report indirect effects of COSE on organisational performance via the employee outcomes. These employee outcomes are found effective mediators thus linking positive effects of COSE to customer outcomes.

The three elements of COSE as proposed by Hennig-Thurau and Thurau (2003) and adopted in this chapter as a part of the research model are briefly explained here, indicating their relevance to organisational performance. First, an employee skill comprises technical skills and social skills. Technical skills are referred to as service employees’ knowledge and motor skills which a service employee must possess in order to fulfil the customers’ needs during the personal interaction process. These skills are reported to have a positive and significant impact on desired customer outcomes or performance. Social skills are those that enable a service provider to understand outcomes of interaction from a customer’s viewpoint. These skills equip a service provider to understand visually as to what are the objects in the environment a customer looks at and its impact on the customer’s perception. The service provider also understands cognitively about the way a customer thinks about the environment or the objects in the environment. Taken together, the service provider in turn understands the customer’s feeling while interacting with the service system. Such an understanding in turn makes the service employee behave in accordance to the customers’ needs so identified and hence are assumed to enhance customer orientation. The second component of COSE, i.e., employee motivation, is the element without which the fruits of employee technical and social skills cannot be reaped. This is so because the technical and social skills cannot make an employee behave in a customer-oriented way unless he or she is able and willing (motivated) to do so. Finally, an employee feeling authorised is the employee’s behaviour based on his or her own subjective perception and evaluation of “formal authorisation”, rather than on the formal authority itself. It is the degree of authority used by the employee that ultimately determines the level of customer orientation. The interactive nature of service provides empowered employees with an opportunity to rectify mistakes and improve their individual and the firm’s performance.

The pertinent literature supports the belief that objective performance is purported to result from several kinds of subjective performance like customer service quality perception (Rust, Zahorik, and Keiningham, 1994), customer satisfaction (Berry, Zeithaml, and Parasuraman, 1985) and employee satisfaction (Ahmad and Rafiq, 2003). Therefore, while investigating the impact of COSE on organisational performance, the present study has considered only subjective measures (customer service quality perception and customer satisfaction) of organisational performance.





Motivation of the article

Service employees’ behaviour is generally considered as one of the significant antecedents of desired customer outcomes (Bitner et al., 1990), yet not much work appears to have been done that establishes its relationship with the concept of COSE. The studies conducted by Brown et al. (2002) and Hennig-Thurau (2004) are some of the exceptions and have highlighted the relevance of COSE to service firms’ desired performance. Pertinently, some noteworthy studies in this area are conducted by Brown et al. (2002), Donavan et al. (2004), Hennig-Thurau and Thurau (2003) and Kelley (1992), under which the relationship between COSE and the employee desired behaviour has been well established. However, the impact of COSE on external customer-desired outcomes have not been studied either directly or indirectly via employee desired attitudes. In order to address this gap, besides direct effects, this study was also conducted to examine several indirect effects of COSE on organisational performance (customer outcomes) through employee-desired attitudes as a mediating variable. These employee attitudes have been reflected in the present study by employee outcomes like “service effort” and “esprit de corps”, thereby making an addition to literature, for these attitudes have never had the attention of scholars in the past. Further, the indirect effect of COSE on organisational performance through employee attitudes is also examined for the first time here in this study. Finally, from a methodology point of view, the responses of both the employee and customer has been matched as a reaction to the research call given by several authors (Hennig-Thurau, 2004).

The unique methodology followed here was in fact an attempt to contribute to the area of methodology. Specifically, each contact employee (those who work on the frontline counter or usually respond and interact directly with the customers) received one employee questionnaire and four customer questionnaires. Further, the contact employees were requested to distribute four customers’ questionnaires to their customers to get the customers’ questionnaire completed. While the employee questionnaire measured employee perceptions about COSE and employee outcomes, the survey questions for the customers were in reference to the employee behaviour they had just encountered. Additionally, the customers’ questionnaire included the statements to measure customers’ satisfaction with the organisation. In this way, one contact employee was evaluated by four individual customers based on the employee’s service quality. The customer responses were then aggregated (averaged) through simple arithmetic mean and then matched with the mean scores of employee outcomes like employee service effort, job satisfaction, esprit de corps and commitment. The customer responses measuring their satisfaction were also averaged and matched with employee outcomes in the similar way. The matching process of responses of employee and that of customers was done through assigning a common identification number to the employee’s and customer’s questionnaire. This kind of matching process is suggested by numerous authors (Hennig-Thurau, 2004; Schneider and Bowen, 1985). The methodology followed here can also be found appropriate where researchers want to measure the impact of organisational internal practices on the external customer evaluations through positive changes internally brought about among its employees.





Directions for future research

Though the present study has examined the complex relationship between several elements of COSE and organisational performance, organisational performance has been reflected by only two subjective variables, i.e., customers’ service quality perception and their satisfaction. However, no objective variable was used to measure the organ-isational performance in this study. Therefore, we suggest that research scholars in the future should explore the relationship between COSE and other objective measures of organisational performance like profitability, ROI, market share, customer retention rate, new accounts opened in banks, etc. Further, additional subjective measures can also be involved which include customers’ behavioural intensions, corporate image and their commitment to the firm. Second, as the survey was conducted in the Indian context with samples from its banking sector, operating in the northernmost part of the country, there are always concerns of generalisation. Therefore, studies need to be conducted from other service sectors with samples from different geographic areas to confirm the findings. Finally, in view of the fact that the focus of the present study was to explore the impact of employee skill as a component of COSE at a broader level, two types of employee skill, such as social and technical skill, were taken as a single dimension of employee skill in this study. Future studies could take the technical and social skills separately and accordingly could measure their impact on desired employee attitude and organisational performance independently. Some of the scholarly work in this area include Gazzoli, Hancer and Kim (2013) and Gebauer and Kowalkowski (2012).
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Optimal retail pricing model under multi-period consumer purchase planning horizon


Arindam Banerjee




Introduction

A recent paper on price thresholds in a promotion-intensive environment (Banerjee and Divakar, 2000, henceforth referred as B&D)1 provided evidence of the existence of a multi-period planning horizon over which consumers decide on the mix of purchases in order to optimise their budget on food expenses. As was pointed out in the paper, an implication of such planning process is the redistribution of purchases over different prices and the creation of price thresholds that motivate significant changes in purchase behaviour. The paper also mentioned that retail managers in such an environment cannot assume a simple demand curve where price and quantity purchased are assumed to be inversely related, but have to contend with a more complex discontinuous function with threshold price points that trigger different planning decisions for consumers. These thresholds are related to the frequency and depth of price discounting decided by retailers. Redistribution of demand by the consumer around threshold prices to optimise total budget allocation over food expenses has serious implications on retail profit maximisation in the long run.

This chapter illustrates through a simulation procedure the impact of such long-term planning by the consumer on the profitability of a retail outlet. We use a similar demand function as was estimated in the earlier chapter (B&D) and apply the demand function in an inter-temporal profit function. Optimisation of the profit function yields a set of prices that the retailer should charge each period to obtain maximum profits.

This attempt is significant in the backdrop of research that has concentrated on operational issues such as supply chain coordination, especially issues related to excess stocks (Kim and Staelin, 1999) and horizontal competition (Trivedi, 1998), as the true motivators of developing an effective retail-level discounting strategy. In this context, our model addresses the need to incorporate the demand side issues. There is evidence in the literature of work on building decision support models for pricing, incorporating consumers’ choice and quantity decisions and taking account of the manufacturer’s perspective (Silva-Risso, Bucklin, and Morrison, 1999). However, development of a normative retail pricing model that both accounts for back end operational issues and addresses the fall-outs of long-term planning by consumers is still an opportunity for further research.





Optimal promotion strategies for profit maximisation



A retailer’s perspective

Manufacturers periodically offer trade discounts to retailers (Blattberg and Neslin, 1990) to support retailer-based consumer promotions and also to induce the retailers to buy more. The retailer’s rational behaviour under conditions when trade discounts are offered would be to stock up to take advantage of lower prices. In this process of buying more, the retailer may end up inflating his or her inventory handling cost due to higher inventory levels.

The manufacturer’s motive behind providing such trade promotions is partly fulfilled when the retailer is forced to part with some of the trade discount as pass through to the consumer (retailer price-offs), in the hope that the storage costs that are incurred in the process of stocking up are partly transferred to the consumer. To summarise the phenomenon (see Figure 11.1), the manufacturer’s trade promotions are partly transferred to the consumer by the retailer in order to minimise total retailer operational costs. To understand the pass-through process, let us consider the retailer’s objective in promotion in more detail.

Unlike the manufacturer, the retailer’s objectives in planning price promotions over an interval of time are to:



	Increase sales volume in product categories where sales promotions are planned.

	Reduce inventory carrying costs by passing through some of the trade discount obtained from the manufacturer. Promotions are expected to increase sales, which would reduce stocks carried forward by the retailer.

	Increase sales volume in complementary product categories.

	Increase store traffic by promoting more products on sale, and in the process gain market share from competing retailers.





While the last two objectives are relevant in designing retailer promotions, they remain beyond the purview of this study. This study attempts to build a normative model in a monopolistic retail market that determines optimal prices over time across brands given an objective function, i.e., profit maximisation over an interval of time. The actual price charged will automatically determine the depth of the deal, and the price change over an interval of time will determine the frequency of dealing. The aggregate demand function needed to build the profit equation is estimated from disaggregate-level scanner data pooled across households (see B&D for more details). It is to be noted that the characteristic of the demand function is determined by the optimal mix of prices, since the price change over time determines the frequency distribution of prices. The frequency distribution will determine the price threshold at which consumers determine that it is beneficial to stockpile for the future. Hence, the nature of the demand function and the optimal mix of prices are simultaneously determined. Details of the characteristic of this demand function are given in the Appendix.



Figure 11.1 Schematic representation of the retailer’s decision environment


Source: Taken from the authors’ own research, from “Optimal Retail Pricing Model Under Multi-Period Consumer Purchase Planning Horizon”, p. 129



Using this knowledge of consumer behaviour, it is now possible to develop an optimal algorithm for making a multi-period pricing decision for the retailer, which is described below.








The retailer’s decision variables

Assume a time horizon “T” (0, 1, 2, ..........., T), during which the retailer would like to maximise total profits (ПT). Profits will depend upon the decision regarding the prices of the all the brands (i = 1........., N) in the product category (Pit) and the quantity needed to stock up for each brand “i” in each period Yit).





The state variables

At the beginning of each period, the retailer has on hand a stock carried forward from previous period (beginning stock) for each brand “i” (Xit), which is the difference between the last period stock-up quantity (Yit−1,) and the last period expected demand (Ψit-1).





The exogenous variables

The marginal costs to the retailer of each brand are fixed and given (C1). The information on a manufacturer’s trade discount schedule over the time horizon “T” is available to the retailer in advance. This is not an unreasonable assumption, given that retailers are aware of manufacturers’ trade dealing calendars for the following three months, in some cases even six months for most packaged goods. Fanis and Quelch (1983) note that the timing of trade promotion offers is becoming more predictable.

The amount of trade discount offered by manufacturers each period is known in advance by the retailer and for simplicity, it is assumed that the discount amount is fixed for each brand (Kt). At every time period “t”, the retailer incurs storage cost “h” per unit, for every period an item is stored. This storage cost is same for all brands.





The demand function

The profit equation of the retailer is driven by the market demand function. The market demand function is estimated from the disaggre-gate-level scanner data in a conceptually similar fashion as described in the Appendix.

The retailer would be interested in identifying major segments in the market, which have different preference patterns across brands. Hence, this modified demand function will have no variable which measures brand preferences at the individual level, such as brand loyalty. Aggregate preference measures for quality (brand constants) will be estimated across major market segments. This modified demand function will have a brand choice probability function and a quantity demand function contingent on brand choice (as explained in the Appendix).



Brand choice equation
	Prt (brand i)=[Pit/ai>Pji/aj] for all j	


Where ai is of the usual form exp (λ + ε).
This gives the usual logit expression for brand choice under the assumption that ε has a Gumbel type 1 extreme-value probability distribution.
	Pri(brand i)=exp[λ1−μlnP1]/Σ{exp[λ1−μlnPj]}	(1)


The choice model factors the effect of brand equity and situational specific benefits through the inclusion of an aggregate brand quality parameter “λ1”. Since, the marketing instrument of interest in this normative model is the brand price (P1), the choice model is framed accordingly. This does not impose any severe restrictions on the model, which remains generalisable. The function is estimated using date pooled across individuals as described in B&D.


Quality equation
The quality model is similar to Equation (5) in the Appendix, except that all consumer-specific parameters are removed and the aggregate quality parameters (λi) are introduced. If brand “i” is chosen (i.e., Y* > 0),

	Yi1=δ+α11(P1/a^1)+α12yt-1+α13(I)+α14(Ck)+σ12Γ1+u11For T1≥P1/a^1>T2Yi2=δ2+α21(P1/a^1)+α22Yt-1+α23(I)+α24(Ck)+σ12Γ1+u21For Pi/a^1≤T2Yj=0 for all brand j≠i(i.e. Y*≤0)Where a^=exp(λ1)(for more details, see B&D)	(2)








Estimation of aggregate quality indices (λ1)

The retailer demand function, unlike the previous paper on this topic (see B&D), does not include any situational variables such as store-related display or feature variables. Moreover, the consumers may have inherent differences in their preference for a particular brand. To capture this preference, aggregate quality indices are estimated instead of incorporating individual measures of brand preference such as brand loyalty. Chintagunta, Jain, and Vilcassim (1991) have noted that the semi-parametric procedure of estimating aggregate quality parameters (λ1) is most preferred in terms of model fit and predictive validity. Using the same strategy, the multivariate probability distribution of brand preferences can be approximated by a finite number (L) of support vectors (a vector of quality indices λ1, corresponding to each brand i), and their associated probability masses (ϛL). Each vector consists of N-l quality indices (ϛ1) corresponding to N brands.



Estimation
Brand choice, conditioned to the heterogeneous preferences, is determined by the expected probability of choice, i.e.,

	Prt(Brand i)=Σ{[exp(λiL−μlnPi)/Σexp(λjL−μlnPj)]ςL}	(3)



This is the expected probability that a randomly chosen household from the sample will choose brand “i” on the purchase occasion “t”. This can be estimated by the maximum likelihood procedure.
The quantity demand function can be estimated, after incorporating the brand selectivity bias parameter (see B&D). However, the estimable function has to be modified slightly, to account for heterogeneity in preferences of brands across market segments. This procedure will be detailed later.


Estimated demand function
One of the objectives of estimating the demand function is to obtain parameter estimates of consumer’s storage cost S = Ep – T2, refer to B&D), the estimates of the price coefficient (α) the brand quality indices (λ) and their associated probability masses (ϛL). These estimates will govern the demand function characteristics in the retailer’s objective function.
Therefore, the expected demand function is

Ψt = N element column vector of [Pr brand choice i) × (Estimated quantity demand contingent on choice of brand i)]
N is the number of brands in the product category.


	Or,Ψt=f(λi,ςL,α,S,Ep,Pt)	(4)





The retailer’s objective function
The retailer’s objective, contingent on the nature of the consumer demand function, is to maximise profits in the product category over the interval “T” (0, 1, 2, . ...... T), given a schedule of trade promotions offered by different manufacturers. The function must account for the inventory holding cost for stocks carried forward each period. The profit function is multi-period, where the state variable in future periods (Xa) will depend on the value of the control variable in prior period (Yit-1, Pit-1).
The profit function is:

	πT(Xi),Ψi0)=Σ[PtΨt−(Yt−Xt)*(C−K*dt)−(Yt−Ψt)ht]	(5)



Subject to:

	1) Y it ≥X it ≥0	



	2) Yit≥Ψit	



	3) dit  is 0 or 1	



	4)Xit+1=Yit−Ψit	



	5) P it −[0,Rt]	



	6) XT+1=0,	



	7)  ETp=1L/(T)[Σ(Σ{min.Pit/exp(1t) across all i }ςL)]	



Terms in the profit function:

	Pt is a row vector of Pit;
	Ψt is a column vector of N brand demand Ψit;
	C is a column vector of Ct;
	K is a NXN diagonal matrix of K1;
	dt is a column vector of dit;
	Yt is a row vector of Yit;
	Xt is row vector of Xit;
	H is a column vector of size N will all elements being the same; and
	RI is the maximum price (list price) of each brand.

The profit function consists of:

	A revenue-generating element each period (Pt * Ψt);
	A total cost of ordering stocks from the manufacturer given the presence or absence of trade discounts (Ct - k * dt);
	A total inventory holding cost for all stocks carried forward for all brands [h *(Yt - Ψt)] The holding cost per unit inventory per unit time is assumed to be constant and equal for all brands.


Each period, the decisions to be made by the retailer are:

	How much to order from the different manufacturers, given the price they are charging that period. The retailers have the information regarding when the next trade deal each manufacturer would offer to them. Given this information, they have to decide whether they should buy stock for the current period only or for future periods as well.
	The retailers have to decide how much they should charge the consumer each period for each brand that they sell. The demand function for each brand is dependent on the prices charged for other brands. Moreover, previous period purchased quantity will also affect demand this period. This has implications on fixing prices for each period, since the retailers have to take into account the influence of the previous period’s price on current sale.
	The retailers have to control inventory costs. Too high a stock-up level (YYit) to take advantage of a trade deal with no corresponding discounting of retail price (consequently demand will be low) will result in high inventory carryover to the next period. This will entail excessive inventory holding cost in that period. Hence, retail prices have to account for the optimal pass through of trade deals to the consumer.


It is not difficult to appreciate the dependence of retail pricing policy with the other operational aspects of retail operations. This interdependence is highlighted in the formulation of the profit function. The interdependence of managerial decisions across time periods is also revealed.
A unique feature of this profit function is the endogenous nature of the demand function. The matrix of prices across brand over time interval “T”, which optimises the total profits, governs the nature of the demand function through constraint 7. The reason is that the best prices in the market place over time determine the expected price (Ep) which automatically determines the threshold T2 in the quantity demand function. Hence, the optimal prices over time and the demand function have to be simultaneously determined by optimising the profit function. The demand function used in the profit function is actually a reaction function of the consumer. The retailer obtains the optimal prices of different brands over time given this reaction function of the consumer. The retailer is the leader in this Stackelberg equilibrium.




Hypotheses about optimal solutions

The reason why promotions are inevitable needs to be discussed. The answer is simple from a manufacturer’s point of view; an increase in short-term sales (Guadagni and Little, 1983; Neslin, Henderson, and Quelch, 1985; Bemmaor and Mouchoux, 1991, etc.) may be the plausible reason for manufacturers to induce retail promotion. However, from the retailers’ point of view, it is not so apparent why they should design a promotion schedule for different brands, beside the fact that they try to pass some of the inventory carrying cost to the consumer by selling more during periods of sales promotion. As one can perceive, price fluctuations in the market force consumers to plan purchases (stockpile or delay) to take advantage of sales promotions; in quite a similar way, the retailers plan their orders to take advantage of periodic trade discounts. It is my conjecture that if, instead of offering periodic discounts, manufacturers resorted to a single year-round price at which they sell to retailers, our normative model would reveal one retail price for each brand over all time periods.

A plausible reason for a single price is that retailers would have no incentive to forward buy at any time period, and the ordered quantity would be the same in all period.2 The retail price would be set at the point which maximises profits in one period and would be carried through for all periods. The price distribution which determines the demand threshold would collapse (since there is no price fluctuation) and there will be no motive for the consumer to stockpile, therefore the revenue loss due to stockpiling by the consumer is absent. It is clear that the dynamics in this model are introduced by the intermittent trade discounts offered by different manufacturers. This fact can be examined by replacing the marginal costs of brands at each period by the average marginal cost over the time horizon T.3

There is, however, the possibility that the prices (fluctuations in prices over time) that are obtained by optimising the objective function may become predictable to the consumer if it is repeated large number of times (i.e., if Pt obtained over T time period is repeated over many such T time period horizons). The author banks upon the fact that a consumer’s planning horizon is no more than two periods, as assumed in our model, because tracing price paths over the horizon of T periods may be too costly an exercise for the consumer.





How to incorporate the simultaneity in prices and the demand function characteristics (constraint 7 in Equation 5)?

As referred to earlier in the text, there is simultaneity in the optimal prices (Pit) and the demand function “Ψt,” since the parameter “Ep” (mean best price) in the demand function is determined by constraint 7 in the objective function. To resolve this simultaneity problem, an iterative process is used, with continuous updating of “Ep” in the demand function “Ψt,” which is calculated using optimal prices obtained in the prior iteration. This procedure is to be continued till a reasonable degree of convergence is recorded.

A characteristic of modelling the profit function in the fashion described above is the dependence of the optimal set of prices across brands and over time, “Pit’” on the schedule of discounts provided by the different manufacturers. Since the objective is to find a distribution of market prices which is stationary over time, it implies that manufacturers do not deviate considerably from their trade discount schedules over different horizons of time (i.e., the same schedule is repeated in the next horizon comprising of “T” time intervals). Some modifications can be made in the retailer’s objective function to incorporate stochastic trade deals. Attempts in this regard have been made (refer Gupta, 1993). However, this modification does not cause any significant changes in the construct of the profit function as discussed in this paper (Equation 5).





Solution procedure for optimising retailer’s profit function

The profit function optimisation involves the technique of backward recursion (Bellman’s equation). However, finding a closed-form solution to the problem at hand may be tedious if not impossible, if the number of brands (N) is many and the time horizon (T) is large.

An approximate solution to the problem using a numerical-solution procedure may not be feasible. For a dynamic problem of this nature, it is necessary to define state variables in each time period. The state variables in this problem correspond to the beginning inventory levels for each brand in each time period (Xit). Hence, if there are “N” brands, there will be “N” state variables in each time period.4 The accuracy of the numerical solution will depend upon the number of plausible points defined in this N-dimensional space (discretisation of the space). However, the combination of state points at each time period that need to be considered while estimating the profit equation increases exponentially with the number of points in each time period that need to be considered while estimating the profit equation increases exponentially with the number of points in each dimension.5 The value of the function corresponding to each combination of state points has to be computed and tabulated since the optimal function is not continuously in the state variables (due to the discrete space). Clearly, this optimising routine is liable to use too much computation time, if not cause a data storage spillover. Hence, numerical techniques may not be a viable alternative even with a small number of brands.

Another problem of discretisation of space is that the profit function in each time period, which is current profits plus the maximised profits for all future periods, is no longer continuous in the decision variables since transition states are determined by current decision variables (the profit is recorded in tabular form corresponding to the combination of the state variables or grid points). Hence, derivatives of the function with respect to the decision variables (Pt and Yt) are not computable, eliminating the possibility of using gradient search techniques.





Two-stage procedure for optimising the objective function

The profit function in Equation (5) is comprised of a revenue function and a composite cost function. The problem will be solved by dividing it into two stages. The total cost incurred for a certain quantity sold in a particular period is the product of the quantity sold and the composite marginal cost of the good. The composite marginal cost is the sum of the marginal cost of procurement and the holding cost per unit good for the total number of periods it was stored before sale. Therefore, it is possible to minimise this composite marginal cost of goods, conditioned on a certain amount of goods sold (which is a function of price). In the next stage, prices are manipulated to maximise total profits. These two stages are described in detail below:

Stage I
Take the demand for brand “i” in period “τ”, given by Ψit (Pt, Ψt - 1). The demand is therefore conditioned on the prices in the market of each brand which have been chosen at an arbitrary level (Pτ) and also an arbitrary demand last period, Ψt - 1 which depends upon prices “Pt - 1” and the prior demand, “Ψt - 2” and so on.
Given this demand, “Ψiτ”, the problem is to order this amount at a particular time period t ≤ τ, such that the sum of the per unit procurement cost (Ct - Kt*dt) and per unit total holding cost (h* number of periods the goods are held before sale) is minimised.
i.e.:

	minimise [(Ci-ki*dt)+h*(τ-t)] for Ψit  units Over all t ≤ τ	(6)



For any Ψit, the minimum cost is incurred by ordering that amount in a time period t (t ≤ τ), such that, the marginal cost is:

	[(Ci−KiDi)+h(τ−t) is minimum over all ‘t’ in [1,τ]	(7)



This marginal cost is denoted as “Cit”, i.e., the minimum marginal cost incurred for procuring a unit of brand “i” to be sold in time period “t” (where t ϵ [1, τ]).
Similarly, minimum marginal costs for all brands “i” and at all time periods “t” can be computed by the algorithm stated above. Note that the quantities sold in each period do not influence the state I optimisation procedure. The process yields a string of minimum marginal costs for each brand, at each time period (Cit*, where i = 1, ....... N brands and t = 1, ..... T time periods) and also the information about when to schedule the ordering of inventory needed to clear demand for a particular period. It should be noted that Cit * × Ψit, (total cost of good i sold in time period t) is a function of prices, but the marginal cost “Cit” is independent of the prices set each period.


Stage II
Equation (5) reduces to a function of prices “N” brands across “T” periods (Pit), the corresponding demand functions Ψit and the minimum marginal costs associated with those demands taking into account the optimal inventory ordering schedule of the retailer as described in the stage I of the process.
The objective function reduces to:

	TN Maximise Σ[Σ(P it−Cit*)*Ψit ]	(8)



“Ψit” is given in the usual form as described earlier.
This model assumes beginning inventory at period I is zero for all brands (Xo = 0).
However, the algorithm is generalisable for any X0.
The decision variables in this objective function are the prices of N brands across time periods T. The optimal value can be theoretically obtained by applying the standard rules of finding a global maximum.
The optimal value can be computed using a standard non-linear programming routine like a gradient search, for example, Powell’s method (see Powell, 1964).






Results from the simulation exercise

The demand function was estimated using the Nielsen panel data on yogurt purchase from Springfield, Missouri, U.S.A The data was collected during the period January 1985–July 1989. More details on the nature of product and the mix of brands available in the data set are available in the previous chapter (B&D).



Brand choice
The retailer will be interested in identifying major consumer segments across which brand quality perceptions vary (measured by brand constants). To accomplish this objective, the brand choice model estimated was:

	Pri(Brand i)=∑{[exp(λiL−μlnpi)/Σexp(λit−μnpj)]ς1}	(9)



This equation is equivalent to Equation (3). This was estimated using the CNLR in SPSS. Attempts were made to identify two (L = 2) or three (L = 3) major segments, across which perceptions regarding various brands differ. Different starting values were used for segment-specific brand intercept terms (λiL) and the probability mass points (ϛ1). However, no significant change in the log likelihood value was observed compared to the base model (homogenous sample, L = l). This implied that there is no clear distinction across different consumer segments in the data and hence it was decided to rely on the estimates obtained for the homogenous sample. While no distinctly different segments were identified, this does not undermine the applicability of the technique to identify major clusters of buyers exhibiting similar behaviour. Similar approaches have been used in earlier studies on purchase data of other product categories.6
Table 11.1
Retailer's demand function brand choice model

	Parameters	Estimate B	Standard error
	

	Brand 1: Constant	5.2478	0.3722619
	Brand 2: Constant	5.4524	0.3520795
	Brand 3: Constant	2.71703	0.3347162
	Brand 4: Constant	4.8607	0.3616294
	Brand 5: Constant	3.53835	0.3259672
	Brand 6: Constant	−2.9248	0.8113979
	Brand 7: Constant	−2.744	0.4610133
	Brand 8: Constant	2.83121	0.3292648
	Price	−4.60605	0.1335434


Source: Taken from the authors’ own research, from “Optimal Retail Pricing Model Under Multi-Period Consumer Purchase Planning Horizon”, p. 138



Table 11.2
Average brand quality indices

	Brand	AV. Loyalty	Av. brand index
	

	1	10.31%	4.204
	2	11.17%	4.808
	3	10.33%	1.750
	4	44.25%	4.11
	5	13.62%	2.72
	6	1.34%	−2.305
	7	1.15%	−3.04
	8	7.85%	1.89
	9	0.02%	0.00066


Source: Taken from the authors’ own research, from “Optimal Retail Pricing Model Under Multi-Period Consumer Purchase Planning Horizon”, p. 138



The results of the brand choice model are shown in Table 11.1. The estimation was performed on household-level data. The estimates of various parameters are similar in magnitude to the parameters in the brand choice model of the consumer demand function estimated in the previous paper (B&D). The log likelihood value at convergence (−2609.96) is lower than in the previous case [−1807.24] due to the omission of brand loyalty variable. This is a proof of the significance of the brand loyalty variable in increasing the explanatory power of the brand choice model. Table 11.2 depicts the average share of each of


the nine brands in the data set across all households during the period when the purchases were recorded.




Quantity demand function


Table 11.3
Quantity demand function (yogurt)
Above Threshold Price: No Stockpiling




	
Parameters

	
Estimates β

	
Standard error




	








	Intercept: B0
	1.0099616
	0.0371917



	Price: B1
	−6.5795325
	1.355874



	Inventory: B2
	−0.0363544
	0.013244









Below Price Threshold: Stockpiling Effect





	
Parameters

	
Estimates β

	
Standard error




	








	Intercept: A0
	1.4063158
	0.03455



	Price: A1
	−23.177424
	2.004573



	Inventory: A2
	0.0280272*
	0.0148927






*Statistically not significant at α = 0.05







Other Variables





	
Parameters

	
Estimates β

	
Standard error




	








	Cost Index: T2
	0.0931581
	0.003617



	Selectivity Bias: Cl
	−0.01204*
	0.007133



	Cost Heterogeneity: S
	0.0019901
	0.000883225






*Statistically not significant at α = 0.05


Source: Taken from the authors’ own research, from “Optimal Retail Pricing Model Under Multi-Period Consumer Purchase Planning Horizon”, p. 138






For a homogeneous segment, the quantity function to be estimated is the same as in the previous chapter (B&D). For multi-segment quantity function estimation, readers may refer to Banerjee (1994).7 As noted earlier, to avoid “specification-error” bias, the household demand function was used in the retail pricing model. The parameter estimates of this quantity function are presented in Table 11.3. Aggregation across households to obtain the retail-level demand function was done by including the average values of the brand loyalty indices in the demand function. Therefore, this is a representative demand function for the average household in the sample; the total retail demand can be computed as the product of the market size (total number of households) and the representative household demand function.


Loss function at convergence: −1562.655 (log likelihood value) Sample size: 2444

Average quality-adjusted price in the sample: 0.0199179.



The average quality-adjusted price in the market was [0.0199].8 The threshold for stockpiling was estimated to be [0.009] (refer B&D for more details).





Category profit maximisation

The purpose of estimating the retail demand function was to facilitate building a simulation exercise for maximising category profit in the long run. The optimising function (Equation 5) and the development of the managerial decision framework in which this optimisation is performed have already been described above. It was decided to perform two simulations. The first one was on the entire yogurt category (that includes nine brands) and profits were maximised over five periods. The total number of price parameters that were to be manipulated to optimise profits over five periods was 45. All 45 variables had to be optimised simultaneously.

Two optimisation routines were used for the task. The dynamic profit function was maximised using a standard NPSOL subroutine for non-linear regression. The results obtained were used as initial values in the Powell’s (1964) routine. A description of this routine is available in Bazaraa and Shetty (1979). The routine was programmed in FORTRAN. However, a limitation of the Powell routine was that it simultaneously optimised five parameters at a time. Hence, in order to find optimal solution, the parameters were manipulated sequentially, five at a time, till convergence was achieved. The tedious computations were considerably reduced by feeding the routine with good initial estimates obtained from the NPSOL subroutine.

The second simulation was relatively simplistic but also more tractable. It was decided to run the exercise on two brands (Brand 1 and Brand 2 in the yogurt category) with a five-period decision horizon. This not only made the computation more tractable (ten parameters had to be manipulated compared to 45 in the first simulation), but also the general implications of the findings remained valid for more complex problems. The results of this simulation are described first.



The two-brand five-period case
Table 11.4
Typical cost price schedule generated for the two brands




This is an interesting case since the computations were not very cumbersome (ten parameters to be manipulated) and the decision horizon was fairly large. Some cost information was collected from local retail outlets in Buffalo, NY, U.S.A., and a typical cost price schedule was generated for the two brands which depicted the timing of various trade discounts offered by different manufacturers (Table 11.4). For instance, Brand 1 had a normal cost price of ten cents for an ounce. But the cost price was reduced by the manufacturer to seven cents in period 2 and eight cents in period 4. This implies that the manufacturer of Brand 1 is offering a trade discount to the retailer in periods 2 and 4, which translates to a reduction in the cost price of the brand. It is assumed that the retailer is aware of the periods when trade discounts are offered, well in advance, for him or her to plan his or her procurement schedule. While the cost data reflects the actual procurement costs prevalent in current retail operations, the schedule of trade discounts has been developed solely for the purpose of the simulation exercise. The periodicity of discounting, however, seems to be typical of real-life promotion schedules.
The objective function is: of Brand 1 is offering a trade discount to the retailer in periods 2 and 4, which translates to a reduction in the cost price of the brand. It is assumed that the retailer is aware of the periods when trade discounts are offered, well in advance, for him or her to plan his or her procurement schedule. While the cost data reflects the actual procurement costs prevalent in current retail operations, the schedule of trade discounts has been developed solely for the purpose of the simulation exercise. The periodicity of discounting, however, seems to be typical of real-life promotion schedules.
The objective function is:

	Maximize Profit=Σ( Price −“optimal” Marginal(Cost)*Demand	(10)



	The right hand side (RHS) includes individual profits for both Brand 1 and 2 for all five periods.
	The demand for each brand is a function of its own price, the other brand’s price and also the lagged prices. The demand has both the brand choice component and the quantity component in its functional form. The profit is partly influenced by the “optimal” marginal cost.
	This is the least cost incurred by the retailer (the aggregate of cost price and holding cost) for each unit sold at a particular period. It is possible to achieve the lowest marginal cost by developing an efficient procurement schedule. The logic for developing an efficient schedule is described in the following paragraph.


The holding cost serves as a control mechanism in the retailer’s forward buying strategy. For instance, the cost price of Brand 1 is considerably lower in period 2 (Table 11.4) and hence it is sensible for the retailer to buy more (to sell more in period 2, as well as to stock up inventory for future sale); for each unit of Brand 1 that the retailer carries forward, he or she incurs two cents of holding cost. Hence, the net cost incurred on stocks of Brand 1 carried forward to period 3 is nine cents. It still works out cheaper for the retailer to buy inventory that he or she plans to sell in period 3 in the previous time period (by one cent). However, it is not reasonable for the retailer to stock up goods for two periods (goods sold in period 4 bought in period 2), since he or she would incur a total of 11 cents for each item procured in period 2 and sold in period 4 (seven cents is the cost price plus four cents holding cost for two periods), where he or she can buy the inventory in period 4 for eight cents apiece. Note that the exact amount of goods to be sold in each of these periods is yet to be determined. The cost minimisation discussed so far is conditioned on the demand for Brand 1 and Brand 2, each period, which are dependent on the retail prices that are set. The decision regarding the quantity to be sold in each period (dependent on the retail prices) is made after the lowest marginal costs are determined for each period. The latter decision is equivalent to the stage II of the optimisation routine described in an earlier section.
The logical steps for determining the “optimal” marginal costs are described below. They follow from the algorithm discussed earlier. For Brand 1 and Brand 2, for any time period T, the lowest marginal cost is:

	for all periods the total per unit cost (t < T − l, T − 2, ........., 1), find the total per unit cost of the good if they were to be procured in that period and held in stock till period T, assuming that the stock is sold in period T, i.e.:
Marginal cost of goods sold in period T, if procured in time period: t, where t ϵ (T, T - 1, T - 2, ........., 1) is equal to:

	(Cost Price in Period t + 0.02*[T-t])	(11)



Where: Cost price in period t accounts for the availability of a trade discount.
The total holding cost (0.02*[T − t]) counterbalances the desire to stock up goods for too many periods.

	The minimum of all these marginal costs obtained is the “optimal” marginal cost and the associated period t is the “right” period to procure goods to be sold in time period T.


Note that goods to be sold in period 1 have to be procured in the same period and hence the marginal costs are the same as the ones shown in the cost price schedule. However, the goods to be sold in any subsequent period can be procured in any time period before or at the time when it is to be sold. The algorithm developed is akin to a linear programming problem, and the output of the exercise yields the “optimal” marginal cost schedule shown in Table 11.4. The first schedule shown in Table 11.4 depicts the manufacturer’s trade discount availability in certain time periods and the corresponding effect on the cost price. The second schedule depicts the “optimal” cost prices after accounting for holding costs as explained earlier. The third schedule presents the appropriate period when stocks for each of the two brands have to be procured to minimise marginal costs.
These “optimal” marginal costs are used in the profit function described above (Equation 10) to solve for the optimal retail prices. Notice that the first part of the optimisation, the cost minimisation step, was conditioned to a certain amount of goods sold each period. Upon obtaining the minimum cost prices subject to a particular demand, it is now possible for us to estimate how much the demanded quantity should be in order to maximise profits (demand is a function of retail prices). The profit equation is now entirely a function of retail prices of both the brands. The non-linear function is solved using NPSOL and the Powell’s routine. The actual profit function for this simulation exercise is presented in Box 11.1. The results of the optimisation are presented in Tables 11.5 and 11.6.
Box 11.1 
Category Profit Π=∑t=5∑i=2(Pit−Cit)*(BrandI choice probability)*(Quantity Demand)
	t = 1 i = 1
	i = 1, 2 (the brands)
	Pit = Retail Price per ounce for brand i in period t.
	Cit* = “optimal” marginal cost for brand i in time t.

	Brand i choice Probability = exp(al−3.97*In(Pit)/(Σexp(aj−3.97*ln(Pit)))	


	Quantity Demand for Brand i =[Dit(1.009-6.57*(Pit/{exp(aj/3.97)})-0.03*( lag sales )+(1-Dit)*(1.4-23.17*(P it /{exp(ai/3.97)})]	


Lag sale = Σ(Brand i choice probability in time 1 - 1)*
(Quantity i Demand in time t - 1), 2
Note: The parameter values are obtained from Tables 11.1 and 11.3.
a1, a2, values are obtained from Table 11.2 (average quality index) The parameters which are statistically not significant in the estimated demand function are ignored.
Dit is the discriminant function (see details in B&D).
Lagged sales for period t = 1 is assumed equal to zero.

Table 11.5 Five-period optimal prices for Brand 1 (dollars/ounce)

	Period	Dynamic price	Myopic price	Av. cost price*
	

	1	0.22	0.21	0.26
	2	0.25	0.24	0.3
	3	0.32	0.31	0.3
	4	0.27	0.27	0.3
	5	0.35	0.34	0.3


Source: Taken from the authors’ own research, from “Optimal Retail Pricing Model Under Multi-Period Consumer Purchase Planning Horizon”, p. 143

* Dynamic prices with constant marginal costs (average of the costs over five periods)


Table 11.6
Five-period optimal prices for Brand 2 (dollars/ounce)

	Period	Dynamic Price	Myopic Price	Av. Cost Price*
	

	1	0.31	0.31	0.30
	2	0.32	0.31	0.29
	3	0.27	0.26	0.29
	4	0.29	0.28	0.29
	5	0.27	0.25	0.29


Source: Taken from the authors’ own research, from “Optimal Retail Pricing Model Under Multi-Period Consumer Purchase Planning Horizon”, p. 143

* Dynamic prices with constant marginal costs (average of the costs over five periods)


To judge the effectiveness of the model, the dynamic profit obtained was compared with the results (total profits for all five periods) obtained by myopic profit maximisation. The myopic profit maximisation procedure is equivalent to maximising category profit for each period independently; since the myopic procedure does not account for interdependence of demand across time periods in the maximisation routine, it is predicted that this will yield smaller total profits. Moreover, this procedure does not include the cost minimisation exercise. The marginal costs are the same as the cost price charged by manufacturers each period. In this scenario, the retailer ignores the possibility of cost savings due to forward buying.
The dynamic model performs (profit = $0.4015) marginally better than the myopic model (profit = $0.401), This is the profit obtained from sales to one representative household whose consumption is normalised by the average consumption rate. To get a realistic profit estimate, this value has to be weighted by the market size (patronage at the retail outlet) and the average consumption level of the household. For instance, if the average consumption in a household is about 50 ounces a week and the total number of households patronising the retail store is 500, this amounts to an improvement in category profit of 12 dollars over a five-week period. This is a marginal improvement in the profit amount, but the results have to be seen in perspective with several issues which constrain the performance of the model.
First, this is a simple example which is illustrative of a possible real-world application. In order to obtain some significant diagnostics, the product category was deliberately kept small (two brands). The size of the product category and the number of periods over which the profit function is maximised have an effect on the total change in profit that is observed. A large number of time intervals over which this model is used and the greater number of brands in the product category will help show significant improvement in profit generated using this normative model. Finally, the effectiveness of this model over standard myopic decision models is increased if the dependence of demand functions across time periods is high (lagged sales have a significant effect in reducing current demand).
Tables 11.5 and 11.6 depict the prices schedules for Brand 1 and 2 for all five periods. For both the brands, the optimal prices obtained in the dynamic maximisation are higher than those obtained by myopic profit maximisation. This characteristic is mainly attributed to the inventory effect which moderates the effect of lower marginal costs at certain time periods. The dynamic optimisation routine was expected to yield relatively low prices for both brands in period 5, due to the “finite horizon” effect. In order to solve this problem, a sixth period was introduced to moderate the end game effect in period 5. As expected, it was found that prices were up from previous levels when the information on the sixth period was introduced in the model. Tables 11.5 and 11.6 present the prices, which are computed after getting rid of the end game effect. The optimal prices determine the retail demand each period, i.e., the quantity to be procured for each period, according to the optimal schedule in Table 11.4.
The optimal prices with average marginal cost are, as expected, almost invariant over most periods (Brand 1 is [0.30] and Brand 2 is [0.29]), the average marginal cost is the mean of the purchase costs for all periods.9 In this situation, the consumer will have no incentive to forward buy and the retailer does not lose revenue due to stockpiling. The prices are significantly different in period 1 because lagged sales in period 1 is assumed to be zero (no information available for period zero). This can be easily corrected by using an estimated inventory in the house as a starting value in the optimisation routine. This, however, does not hamper the validity of the model. This exercise simply assumes that consumers have no inventory in their house when they come to shop in period 1.




The nine-brand five-period case

A similar exercise was carried out on the entire product category (nine brands of yogurt). The objective of this analysis was to demonstrate the practicality of the normative model by applying it to a “near” real-life problem. While the simulation is typical of the one described in the previous section, the number of parameters to be optimised increase significantly to 45. Since a description of most of the diagnostics will be redundant, the discussion in this section is confined to highlighting the improvement in retail profitability by the use of the normative decision model. Hence, only profit computations are presented.


Table 11.7
Five-period nine-brand simulation Optimal Marginal Costs* (in dollars/ounce)





The cost figures are shown in Table 11.7. The purpose of this simulation exercise was to incorporate all brands (entire category) in calculating maximum profit. The cost data was inferred from the purchase

data set used for estimation of the demand model. The average cost was the mean of the cost prices each period for each brand. The optimal marginal cost computations are performed by trading off savings due to trade discounts versus added inventory holding costs incurred due to forward buying. The details of this linear programming technique have already been discussed earlier. Suffice it to state that the cost data depicted in Table 11.7 are the output of the cost minimisation routine.

Profit computations were made using both dynamic five-period optimisation and single-period optimisation over the five periods (myopic maximisation). The computed profits are listed in Table 11.7. As expected, the dynamic profit (0.554) is slightly higher than the myopic profit (0.5483), highlighting the significance of the interdependence of demand across time periods. It must be pointed out that the performance of the dynamic model is better for two reasons. Firstly, it accounts for the inventory effects, which translates in the form of dependence of the demand function on lagged sales effect. Hence, the fact that prices (and, therefore, the demand) in the prior periods can significantly affect demand in the current period, and that their consequent effect on the profitability over time is accounted for in the dynamic model, enhances the performance of the model. Secondly, the opportunity to plan efficient procurement schedule for stocks, taking advantage of periodic trade discounts, has added effect on obtaining better results.

The difference in the performance between the dynamic model and the standard myopic model is of the order of 0.0058; this is the difference in profit earned over a five-period interval from “normalized” sales to one representative household in the market. Using the previous benchmark for average household consumption per week (50 oz.) and market size (500), the difference in profit amounts to $145. While there is no basis for stating whether this is a significant increase in performance (other than comparing the improvement to the scale of the total business operation), the potential for improvement in business performance by using this decision model is quite apparent. The ability of this model to perform significantly better than the standard optimisation model will primarily depend upon the nature of dependence of demand function across time periods (the parameter for lagged sales in the demand function).





Conclusion

The simulation exercise confirms the hypothesis that accounting for interdependence in demand over time can improve profits in the long run. Prior research has dealt with the issue of stockpiling, which causes demand functions to be correlated across time periods. However, the implications of such stockpiling behaviour on business objective, namely profit maximisation, have largely been ignored. The results of the simulation reveal a marginal improvement in monopoly profit in the long run by using the dynamic model in the yogurt category.

Retail price decisions have to be made keeping in mind the long-term effect of such prices on the consumer demand characteristics. Therefore, in order to maximise profits in the long run, managers will have to simultaneously make decisions regarding prices for several periods of time. In this regard, the decision framework developed for dynamic profit maximisation is a step towards an effective managerial decision support system.

There is a need to develop more realistic pricing decision systems, which incorporate the dimension of competition (not modelled in this chapter). This would be a significant opportunity for further research in this area.





    

  






Appendix

An earlier paper on price thresholds in a promotion intensive retail environment (Banerjee and Divakar, 2000) explained the basis for modelling consumer demand as a discontinuous function of price, the discontinuity being induced by the presence of threshold prices that trigger different levels of response from the consumer. A summary of the theoretical premise to develop this hypothesis of price threshold is given below.

For details, readers are encouraged to refer to the aforementioned paper.


Theoretical construct of threshold prices

How do consumers perceive sales promotions? A smart consumer may plan his or her purchases in a manner to take maximum advantage of sales promotions. In day-to-day shopping in grocery stores, consumers face different sets of prices representing different brands in the same product category. This distribution of prices may change over time (price movements) reflecting regular list prices or deal price-off offered by retailers on different brands periodically. Given a set of brands being offered at different prices in the retail environment at any point of time, the typical consumer needs to decide on the following



	Choice of brand to buy.

	Deciding whether to postpone purchase.

	Deciding whether to increase consumption.

	Deciding whether to stockpile for the future.




How should consumers plan their purchases rationally given the uncertainty that is prevalent in the prices? All things being equal, it is natural for a typical consumer to compare the value of the offer (product) available to him or her at today’s prices in relation to an estimate of the value he or she will get if the same goods are bought tomorrow (next purchase period) when prices are likely to change. If the price of the offer is expected to go up, then the current prices would seem attractive to buy at and vice-versa. Hence, decisions to buy for current consumption, buy to stockpile for future or forego purchase till the next purchase period will depend upon, among other things, the perceived “value” of today’s price vis-à-vis the prices in the future. The aforementioned paper attempted to discover simple guidelines formed by consumers over a period of time to make decisions regarding whether to buy goods based on the changes in market prices of goods. These simple guidelines are threshold prices, which trigger different kinds of purchase behaviour (decision to forego purchase till future periods, decision to increase consumption, decision to stockpile for the future).




Demand function

The estimation of the demand in the market place entails a peculiar problem. The consumer, as explained earlier, on observing the prices has to decide whether to buy, which brand to buy and how much to buy. These decisions can be modelled as a brand choice/quantity model. The scanner data reveals information of brand choice and quantity purchased. However, the quantity purchased at any point of time is dependent on the quantity at hand, the amount to be consumed and the amount that is to be stockpiled for the next period. Since observations on these independent elements are not available, proxy measures have to be used. However, estimating this model poses problems since good proxy measures are difficult to find in the scanner data. Instead, a method of switching regression equations to model the quantity equation in the demand model is adopted.




Choice/quantity estimation

The simultaneous estimation of brand and quantity choice does not pose a problem. Past research in this area has dealt with this problem using a two-stage procedure incorporating the “selectivity-bias” correction (Chiang, 1991). In this study, a similar technique is advocated.

Brand choice model
Brand choice is modelled using a multinomial logit formulation, widely used in marketing literature (Guadagni and Little, 1983). The parameters affecting brand choice on each purchase occasion are its price and the consumer’s quality perception of the brand. The quality parameter can be modelled as

	αikt=exp[αi+βMikt+εikt]	(1)



for any brand “i”, consumer “k”, at time “t”. Mikt is a vector of brand, time and consumer-specific variables such as display, feature and brand loyalty; “αi” is the brand-specific constant. It captures intrinsic brand preference which is not captured by the above-mentioned variables. The conjecture is that all brand-specific variables mentioned above improve the perceived quality of the brand (if they are suitably scaled) and hence the beta row vector is hypothesised to be positive. It should be noted that display and feature are situational variables. They enhance the attraction toward a brand on the occasion when they are present. They have been incorporated in the quality parameter to explain any dynamic variations in preferences of brands due to the presence of these marketing instruments, apart from the more stable measures of quality as measured by the brand constants and brand loyalty parameter. This formulation is similar to the one in Chiang (1991).
Consumers are assumed to choose the brand that has the lowest benefit adjusted price (best value for money). Hence, the decision rule is:

	Prkt(i)= Pr [Piaikt<Piakt], all j brands;	(2)



Where, Pi = observed price of brand i adjusted for price-offs.
A monotonic transformation of the expression in the parenthesis, which determines the choice probabilities, yields,

	Prkt(i)= Pr [lnPt−lnaikt<lnPj−lnajkt]	(3)



Solving for the expression for the probability, assuming the error term is distributed as Gumbel type-one extreme-value distribution, a multi-nomial logit model of brand choice is obtained (see Chiang, 1991 for more details):

	Prkt(i)=exp[αi+βMikt−μlnPiΣαj+βMjkt−μlnPj]	(4)



The unexplained heterogeneity across consumers is assumed to be explained by the error distribution.


Quantity model
The estimation of the quantity model incorporating threshold prices poses some unique problems. As mentioned above, the observed endogenous variable (quantity bought on every purchase occasion) is a linear function of three “latent” variables, namely consumption, stockpiling and inventory on hand. These are “latent” because none of these variables is recorded in our data set. Unfortunately, scanner data does not provide sufficiently good indicator variables for the latent variables that need to be inferred. Hence, the procedure of estimating a set of switching regression equation is adopted.
The demand function can be summarised as:
A customer “k” on purchase occasion “t” will choose Brand “i” if and only if the “benefit adjusted price” of Brand “i” is minimum among all the alternatives available in the supermarket and the quantity “yt” purchased is given by the following set of equations:

	y1t=0 for Pi>T1y2t=f(α,PlnI,yt−1,Ck) for T1≥Pi≥T2y3t=f(α,PlnI,yt−1,Ck) for Pi≤T2	(5)



yt-1 = quantity purchased on last occasion.

I = inter-purchase time.

Pi = the estimate of the “benefit adjusted price“

Ck = average consumption rate of the customer.

α = impact coefficient for each of the variables in the demand function.







Notes

1 See also, Banerjee, Arindam and Suresh Divakar, (2001), “Price Thresholds in a Promotion Intensive Retail Environment : Implications on Consumer Behavior and Managerial Insights”, Vikalpa, IIM Ahmedabad, forthcoming.

2 Retailers might still promote to price discriminate based on differences in storage costs across customers. However, we do not consider the possibility in this model. Market segments are based solely on quality perceptions regarding brands and not in terms of differences in storage costs.

3 Average marginal cost is the mean of the marginal costs for each brand across all time periods taking into account the trade discounts available periodically.

4 Theoretically these state variables are assumed to be continuous while formulating the Bellman equation.

5 The number of points in the N-dimensional grid with k points in each dimension is N*. This is the number of state point to be considered at each time period to compute the objective function.

6 Vilcassim and Chintagunta (1992) have found three distinct segments using similar techniques to purchase data records for saltine Crackers.

7 τ(1 -S) is replaced by T2.

8 Theoretically, it should be the mean of the conditional distribution of prices. However, if the number of price levels that can be offered is large then the approximation is a reasonable one.

9 If the manufacturer decides to offer goods at one fixed price all periods he will charge the average cost price. This averages out all trade discounts that the manufacturer offers periodically.
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Commentary on “optimal retail pricing model under multi-period consumer purchase planning horizon”

Arindam Banerjee

This research paper was originally conceived in the United States context at a time when, (a) a stream of academic research in marketing was significantly focused on modelling consumer choice and quantity decisions using retail store and consumer panel data and (b) the U.S. retail market place was replete with price promotions that enhanced consumer choices and planning/budgeting options.

Consumer panel data (collected by market research agencies such as ACNielsen and IRI) were used for explaining consumer behaviour better Chiang (1991), Gupta (1993) and Banerjee (1994). This paper was an extension of the consumer models developed in this genre and their general insights were used to investigate the impact of retail promotion on consumer choice. Specifically, (a) how it may impact expectation of future prices and consequently, (b) how consumers may use this information to plan current and future purchases.

The basic premise in this multi-time period model is that highly frequent price promotions in the retail market place may actually motivate consumers to look for better (lower) prices for the same product not only across retail stores, but also over time. Hence, if they believe that future prices may be lower than current market prices, they may consider postponing their purchase. Alternatively, if consumers believe that the current prices are good and that they cannot expect a better bargain, they may consider buying more, not just for current consumption, but also for the future. This phenomenon is expected to lead to a shift in the demand function for promotion-driven goods, away from the theoretically defined inverse linear relationship between price and demand. Instead, we should expect price thresholds, both at the lower and at the higher end of the price spectrum that trigger different kinds of purchase behaviour (procrastination or buy forward), to take optimal benefit of the price promotion in the long run.

By identifying the threshold prices at which significant changes in purchase behaviour are observed, the paper adds to the body of consumer behaviour literature. The other major contribution of the paper is in applying the notion of price thresholds that is a manifest of price promotion frequency to compute the optimal level and frequency of promotion that retailers must offer to maximise their business performance (profits). In a stylised environment where a monopoly retailer is subjected to periodic trade promotions from manufacturers, the paper tries to develop a normative model of price promotions to be passed through to the consumer over multiple decision periods. The model optimises across three different aspects, (a) holding cost of inventory, (b) benefits of stockpiling when manufacturers give sourcing discounts and (c) the cost incurred by passing over some of the trade discount to the consumer periodically (who in turn minimises his or her total purchase cost by aligning his or her purchases to times when retail discounts are provided).

In spite of some constraining assumptions, the model provides useful insights about the need for retailers to look at demand behaviour of customers, not just in a myopic sense, but also to assess the nature of forward buying behaviour that the latter may adopt if they observe frequent fluctuations in pricing. This proactive stance of customers may cause significant adverse impact on retailer profitability in the long run, unless it is factored into the pricing strategy. This point is proven through the simulation exercises carried out using the normative model that was developed. The simulation in the paper clearly points out a lower profitability if a myopic pricing policy is adopted by retailers in an environment where consumers form expectations regarding future market prices and accordingly take optimal decisions.

Since the development of this model in the mid–late nineties, many attempts have been made to extend the model to a more realistic market scenario which reflects closer to market reality, including the effects of retail competition. This obviously adds another dimension to the pricing strategy and an added layer of complexity in the models. There have been attempts at developing competitive normative models based on game theoretic frameworks (Trivedi, 1998), but most of the subsequent attempts have been to refine the model of price promotion-based consumption behaviour. The specific application of the model to retail pricing policy has been limited.





Relevance to India

The Indian market scenario has changed dramatically since the time these models were developed many years ago. Many of the associated problems of frequent and expected price promotions in the retail environment are being noticed in the Indian markets as well. Consumers would wait till a seasonal discount is announced for making purchases, especially for items that lend themselves to long-term planning. In such situations, the insights from this multi-temporal pricing model developed in a different business context has enormous relevance even in India today. What is a challenge though, to me, is access to retail sales data in a competitive environment along with the marketing manoeuvres that businesses employ. Some of the problems are of course structural (no infrastructure to collate competitive data), but there is also the reluctance to make accessible data for research which slows progress in the Indian context.





Recent focus areas

Recent developments in retail pricing policies have focused less on the dynamic nature of pricing strategies. Instead, the focus is now on other areas such as (a) technology/electronic price tags, (b) in-store digital messaging, (c) eye tracking, (d) radio-frequency identification and (e) online retail promotion design. Additionally, there is a need to generalise the findings of many results obtained in the grocery retail environment to non-grocery settings. Equally important is to study the effectiveness of interactive products such as kiosks, shopping assistants and mobile applications. Future research opportunities may also include consideration of inter- and intra-category optimisation, incorporating market expansion and contraction effects in dynamic pricing models. In this context, one could also study the role of personalisation, time and locational relevance on the effectiveness of sales promotion (Grewal et al., 2011).

However, the most important element to me as an applied researcher that may have a significant impact to business is to extend these pricing studies to policy implications. In India, it may be at times presumed that policy studies tend to be too holistic and do not provide the necessary directions at an appropriate level of specificity. In this regard, the positioning of the current paper was meant not only to unravel a dimension of consumer behaviour but also to provide an explanation of its potential impact on business performance and thereby the importance to factor the same in managerial decision-making. That would be a fair description of the contribution that the paper makes to the body of marketing research literature.

Reference

Grewal, D., Ailawadi, K. L., Gauri, D., Hall, K., Kopalle, P., and Robertson, J. R. (2011). Innovations in retail pricing and promotions. Journal of Retailing, 87(Supplement 1), S43–S52.
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Brand ~ Period 1 ~ Period2  Period 3  Period4  Period5  Av. Cost

1 0.1 0.07 0.1 0.08 0.1 0.09
2 0.12 0.12 0.08 0.12 0.06 0.1

Holding cost per period; $0.02 per ounce

“Optimal” marginal cost each period (in dollars/ounce)

Brand Period 1 Period 2 Period 3 Period 4 Period 5

1 0.1 0.07 0.09 0.08 0.1
2 0.12 0.12 0.08 0.1 0.06

Optimal ordering pattern for goods that are sold each period (schedule for
procurement of inventory of Brand i to be sold in period j)

Demand Period 1 Period 2 Period 3 Period 4 Period 5

Brand 1 1 2 3 4 5
Brand 2 1 2 3 4 5

Similarly, Brand 2 has a normal cost price of 12 cents per ounce, but the
manufacturer drops the price to eight cents in period 3 and to six cents in
period 5. The holding cost for inventory is assumed to be two cents per ounce
per period.

Source: Taken from the authors’ own rescarch, from “Optimal Retail Pricing Model
Under Multi-Period Consumer Purchase Planning Horizon”, p. 140
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Brand ~ Period 1 Period2 Period3 Period 4 Period S Au. Cost
1 0.02 0.03 0.08 0.07 0.06 0.052
2 0.01 0.06 0.03 0.05 0.04 0.038
3 0.04 0.02 0.05 0.05 0.03 0.038
4 0.04 0.06 0.05 0.06 0.04 0.05
5 0.07 0.03 0.04 0.07 0.07 0.056
6 0.03 0.03 0.03 0.03 0.03 0.03
7 0.02 0.02 0.02 0.02 0.02 0.02
8 0.05 0.03 0.06 0.05 0.03 0.044
9 0.01 0.01 0.01 0.01 0.01 0.01
* The figures are from Nielsen Household Purchase Data

Profit Estimates *

Dynamic S-period Profit for retailer  0.5541

Myopic $-period Profit for retailer 0.5483

* Profitis per household (consumption is normalised by
average consumption level)

Source: Taken from the authors’ own research, from “Optimal Retail Pricing Model
Under Multi-Period Consumer Purchase Planning Horizon”, p. 143
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Scale Mean SD 1 2 3 4 5 6 7 3

1 Service quality 345 072

2 Customer satisfaction 3.08 0.68 0.41*

3 Employee service effort ~ 3.49 097 0.17*  021*

4 Employee job sat.” 3.01 0.72 0.33* 0.33* 0.57*

5 Esprit de corps 289 052 013*  0.15*  041° 038"

6 Employee commitment 3.12 0.58 0.21* 0.27* 0.21* 0.22* 0.18*

7 Employee skill 338 093 0.26*  0.19*  0.49* 018 002 0.3

8 Motivation 369 047 019%  0.7*  0.54* 038" 023" 0.56*  0.19*

9 Feeling authorised 280 064  0.A1*  011*  021*  047*  0.12*  022*  0.12*  0.63
Cronbach’s alpha 069  0.68 064 054 074 066 069 061
Scale Mean SD 1 2 3 4 5 6 7 8

1 Service quality 345 072

2 Customer satisfaction 3.08 0.68 0.41*

3 Employee service effort 3.49 0.97 0.17% 0.21*

4 Employee job sat.” 301 072 033 033 0.57*

5 Esprit de corps 289 052 0.43*  015*  041*  0.38*

6 Employee commitment 332 0.58 0.21* 037+ 0.21* 0.22* 0.18*

7 Employee skill 338 093 0.26*  0.19*  0.49* 018 002 0.3

8 Motivation 3.69 0.47 0.19* 0.17* 0.54* 0.38* 0.23* 0.56* 0.19*

9 Feeling authorised 280 064 011* 0.1 021*  047*  0.12*  0.22*  0.12°  0.63
Cronbach’s alpha 069  0.68  0.64 054 074 066 069 061

Source: Taken from the authors’ own research, from “Customer Orientation of Service Employees and Organisational Performance: Empirical
Evidence from Indian Banking”, p. 114

Goodness-of-fit statistics x2 = 843.1, df = 351, p < .05, RMR = 0.041, GFI = 0.79, AGFI

0.76, CFI

0.91;

Correlation cocfficients are estimates from LISREL; All of two-standard crror interval estimates do not include 1 Single item indicator, and its
measurement error-was set to 0 because of identification problem: All correlations are significant at < .05





Images/30.jpeg
Task Environment
~Geography, spread and density
-Mkt. attractiveness
-Infrastructure
-Competition

Distribution Strategy DISTRIBUTION Rural retailer

Efficiency STRUCTURE “Stocking Pattern

~Economies of scale —»| No.of Tiers P -Sourcing Preference

-Access Intensity & Penetration -Assort decisions

~Trial le—— -Multiplicity < ~Support needs
~consolidation

Product Characteristics






Images/33.jpeg
Elements of COSE  Service quality perception  Customer satisfaction

Direct  Indirect Total — Direct Indirect Total

effect  effect  effect  effect  effect  effect

Employee skill 0.091* 0.132* 0.223* 0.117** 0.077** 0.194**
Employee motivation 0.034** 0.149** 0.183** 0.009** 0.144** 0.153**
Feeling authorised - 0.164** 0.164** 0.011** 0.068** 0.079**

Source: Taken from the authors’ own research, from “Customer Orientation of Service
Employees and Organisational Performance: Empirical Evidence from Indian Banking”,
p. 117

ficant at p < .01; ** sienificant at p < .05
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5 g Employee Outcomes (Dependent variables)
o]

O3 Service  Job Esprit de  Commitment
TS effort satisfaction corps

P

TE

§§ Employee skill 0.48*  0.18** ns 0.12%%%

§ & Employee motivation 0.58*** 0.37** 0.22%** (.56

3 -§ Feeling authorised 0.22%%*  0.48* 0.11%%% 0.24**

Q< R? 0.43 0.31 0.34 0.42

Source: Taken from the authors’ own research, from “Customer Orientation of Service
Employees and Organisational Performance: Empirical Evidence from Indian Banking”,
p. 115

* <,001; **<.01; *** <.05; and ns = not ficant
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Factors Product characteristics Consumer sensitivity Role of Distribution profile of

— towards purchase decision intermediaries the enterprise

Nature of the Configuration Need for ~ Need for  Logistical Marketing Direct Need for
IT-enabled product of product  information physical value value distribution harmonious
distribution l features search inspection of addition  addition  resource channel
systems the product capability  relationships
Cybermediary Non-physical Simple Low Low Low Low High Low
Partial Physical Simple Low High Low High High High
disintermediation
Infomediary Non-physical Complex  High Low Low High Low Low
Intermediary Physical Complex High High High High Low High
empowerment

Source: Taken from the authors’ own research, from “Internet Based Distribution Systems: A Framework for Adoption”, p. 76
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Value addition Logistical Logistical Marketing Marketing

y value  value  value  value
i addition  attribute addition  attribute

Role of
distribution channels
Simple physical product ~ T-1 5.5 High 14 Low
T2 45 High 43 High
T3 5.2 High 5.7 High
Complex physical product T-1 5.7 High 3.6 High
T2 49 High 6.4 High
Standard service product  T-1 0.7 Low 15 Low
T2 14 Low 3.1 Low
Value-added service product T-1 1.8 Low 5.5 High
Simple digital product ~ T-1 1.4 Low 2.8 Low
Complex digital product ~ T-1 2.3 Low 5.1 High

Source: Taken from the authors’ own research, from “Internet Based Distribution Sys-
tems: A Framework for Adoption”, p. 74
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Distribution profile factor Simple Complex  Simple Complex  Simple Complex
physical  physical  service service digital digital
products  products  products  products  products  products
Acceptance by respondents in percentage

Direct distribution resource capability

Strength of own sales force 20 2222 40 20 60 40

Experience of direct selling 2222 20 60 40 60 60

Major contribution of direct selling in total sales volume 20 20 60 2222 40 60

Use of the Internet as distribution channel 00 20 40 22.22 40 40

Consumer pull and loyalty in stock-out situation 20 20 60 40 60 80

Average direct distribution resource capability 17.64 20.44 s2 28.88 52 56

Need for harmonious channel relationships

Dependence on intermediaries for qualitative contribution ~ 86.33 88.88 60 80 60 80

Need for intermediaries’ push for greater market 100 92.29 40 40 40 20

dominance and coverage

Essential to keep them happy, loyal and well-motivated 100 100 80 80 80 30

towards trade

Adoption of integrating by negotiation strategy to resolve ~ 93.33 9229 60 80 60 80

channel conflicts

Average need for harmonious channel relationships 94.92 93.44 60 70 60 65

Source: Taken fromthe:anthors’ own:research: from “Internet Based Distribution Systems: A Framework-for‘Adopfion®: p: 72
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Goodwill of the 3.8 62 17 4.8 23 49
intermediary (dealer/

retailer)
Corporate and brand image 4.8 5.9 5.7 5 61 55
Average information 272 623 212 6.13 322 632

search need

Physical inspection

components

Verification of physical 52 7.0 - - . _

attributes like, shape,
size, look, style, etc.

Physical condition 5.5 69 - = = =
(intactness) of the product

Demonstration of 1.3: 7.0 0.4 1.4 0.8 21
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Manufacturing date 23 54 - - - -
Maximum retail price 2.7 6.6 - - - -

Physical comparison of 4.8 7.0 - . . -
alternative products for

maximising benefits at

minimum risk

Confident and intelligent 4.1 7.0 - - - -
purchase decision for

value for money

Average physical 37 67 04 11 08 21
inspection need

Source: Taken from the authors’ own research, from “Internet Based Distribution Sys-
Framework for Adoption”, p. 71
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Product category Importance of various dimensions for purchase
decision in the scale of 1 (not important) to 7
(very important)

Physical Service Digital
products products products
Simple Com- Simple/  Complex/ Simple Com-
plex  Standard value plex
added
Factor Added
Information search
components
Availability of alternative 2.8 6.6 1.3 6.8 31 6.9
products
Comparative analysis of 2.5 68 1.6 6.9 32 6.9
features
Price structure and 2.4 6.5 23 6.8 3.4 6.7
payment schedule
Point-of-purchase 2.8 57 21 6.7 3.1 6.4
incentives/ schemes
Opinion of the expert 2.4 54 1.2 6.6 28 67
and/or existing users
Reliability for post- 0.3 68 1.1 54 1.8 6.6

purchase services like,
warranty, after-sales
services, maintenance,
up-gradation, etc.
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Prominent display 0.2
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Push efforts to generate sales 0.4
Trust building 0.8
Information sharing with firm

Product performance 23
Market knowledge 19
Consumer taste and preference 17
Dynamic pricing effectiveness 2.5
Competitors’ actions and reactions 0.5
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Product category
—_—

Role of Intermediaries in the scale of 1 (not important) to 7 (very important)

Simple physical ~ Complex  Simple Complex  Simple Complex
product physical  service  service  digital  digital
l product products products  products  products

Value addition factors T1 T2 T3 T1 T2 T1 T2 T1 T1 T1
Logistical value addition

Breaking bulk 62 42 54 59 47 00 00 00 00 00
Accumulation 58 43 55 58 45 00 00 00 00 00
Assortment/As per specification 57 47 59 56 45 05 23 39 2.8 4.6
Systematic exchange settlement 49 43 49 58 48 12 26 28 3.5 4.3
Timely, intact movement and delivery of 59 51 53 64 65 32 46 59 2.1 5.4
products

Availability and proper storage of products 5.2 52 51 63 59 00 00 00 1.5 00
Order processing 52 43 49 50 43 07 1.7 18 1.3 4.1
Economic of scale in distribution 51 34 46 48 40 00 00 00 00 00
Average logistical value Addition 55 45 52 57 49 07 14 1.8 14 23
Marketing value addition

Market coverage and penetration 48 58 61 62 67 37 42 6.8 3.0 4.8
Facilitating buyers in information search 49 37 64 30 67 03 21 67 2.6 6.8
Supporting buyers in their purchase decision 1.3 3.8 6.0 26 67 04 39 66 22 6.7
Product holding and risk-sharing 36 52 53 58 62 00 00 00 21 12
Local promotion and brand building 04 38 63 32 67 28 38 64 4.6 6.4





Images/13.jpeg
Statements Television Toilet Soap

12345123435

Uncertainty in Purchase

When I purchase this product, I am not
sure of my choice

Consequence of mis-purchase

It does not matter to me if my product
choice is wrong

Financial Risk

[ do not incur financial loss if my choice of
product is not going to work properly
Performance Risk

Post purchase, if product does function
bother me a lot

Physical Risk

This product is likely to harm physically
Social Risk

My family members/friends/relatives laugh
if I purchase wrong product

Psychological Risk

[ get disturbed if my choice of product is
not good

Time Risk

It is waste of time in shopping for this
product if my choice turns out to be wrong
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Statements Television Toilet soap

12 3 4 5 1 2 3

this is an important product
this product is of no concern
this is an irrelevant product
this product means a lot

this is a useless product

this product is valuable

this is a trivial product

this product is beneficial

this product matters a lot to me
this is an uninteresting product
this is a significant product
this is a vital product

this is a boring product

this is an unexciting product
this is an appealing product
this product is mundane

this is an essential product

this product is undesirable

this product is wanted

this product is not needed
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B Std. Error Beta t Sig.

(Constant) 38.308 2.284 16.770 0.000
Uncertainty of purchase 1.050 0.310 0.171  3.385 0.001
Consequences of mis-purchase  0.764 0.613 0.064 1.246 0.214
Financial 3.410 0.647 0.407 5269 0.000
Performance -0.166 0.546 -0.022 -0.304 0.761
Physical -0.873 0.616 -0.107 -1.417 0.157
Social 0.984 0.565 0.126  1.742 0.083
Psychological 1.585 0.646 0.201  2.452 0.015
Time 0.219 0.662 0.027  0.330 0.741

Source: Taken from the authors’ own research, from “Consumer Involvement in Product
Choice: Role of Perceived Risk”, p. 39

Dependent variable: consumer involvement in toilet soap
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Coefficients t Sig.

B Std. Error Beta
Constant 41.302 5.121 8.066 .000
Uncertainty of purchase 1.047 358 188 2.927 004
Consequences of mis-purchase -.308 .568 -.029 -.542 .588
Financial 3.657 .679 312 5.389  .000
Performance 2295 741 189 3.097 .002
Physical -1.272  .565 -.150 -2.249 .025
Social 328 .340 057 966 335
Psychological 028 544 003 .052 .958
Time 1.796 .627 211 2.863  .004

Source: Taken from the authors’ own research, from “Consumer Involvement in Product

Choice: Role of Perceived Risk”, p. 38

Dependent variable: consumer involvement for television
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Respondent ~ Product ranked — Attributes Actual  Predicted weight No. of Threshold values
no. rank ————————— alternatives
Additive Threshold yiyyomum out
7 Television Reception 2 0.4 0.33 5 Reception = 1
Looks 3 0.0 0.33 OR
Company image 1 0.6 0.33 Company image = 4
25 Moulded luggage Durability 1 0.67 0.05 3 Company Image = 3
Looks 2 0.33 0.5
Company Image 3 0.00 0.0
28 Two-wheeler Mechanical Performance 2 0.40 0.33 1 Mechanical Performance = 1
Looks 3 0.28 0.27
Fuel Efficiency 1 0.32 0.40
31 Two-wheeler Mechanical Performance 2 0.4 0.1665 3 Mechanical Performance = 1
Looks 3 0.1 0.1665 OR
Fuel Efficiency 1 0.5 0.6670 Fuel Efficiency = 3
35 Two-wheeler Mechanical Performance 1 0.40 0.33 8 Mechanical Performance =
Looks 3 0.28 0.33
Fuel Efficiency 2 0.32 0.33
38 Two-wheeler Mechanical Performance 1 0.40 1.00 3 Mechanical Performance = 1
Looks 3 0.28 0.00 OR
Fuel Efficiency 2 0.32 0.00 Fuel Efficiency
40 Moulded luggage Durability 1 0.579 0.43 3 Durability = 3
Looks 2 0.316 0.43
Company Image 3 0105  0.14
44 Moulded luggage Durability 1 0.67 0.50 3 Durability = 3
Looks 2 0.33 0.50
Company Image 3 0.00 0.00
50 Two-wheeler Mechanical Performance 2 0.429 0.334 4 Mechanical Performance = 3
Looks 3 0.000 0.000 OR
Company Image 1 0.571  0.666 Fuel Efficiency

S Talen ol th atitlic e Bimiesainh S Avnlication o Multiatibite THeshold Motsl s Sty Constia BIASE .28
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Product Model used

Lexicographic Additive Threshold Not Known Total

Television 9 (64.3) 2(143) 1(7.1) 2(143)*  14(100)
Two-wheeler 3(16.7) 6(33.3) 5(27.7) 4(22.3)  18(100)
Moulded luggage 14 (66.7) 2(9.5) 3(143) 2(9.5) 21 (100)

Source: Taken from the authors’ own research, from “Application of Multi-attribute
Threshold Model to Study Consumer Behaviour”, p. 28

* Figures within brackets refer to the corresponding row — percentages.
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Nature of product Category of company Total

Private sector Public sector

With foreign Without foreign

collaboration collaboration

Universe  Response  Universe  Response  Universe Response  Universe  Response
Consumer non-durable goods  16(24) 11(29) 60(39)  14(38) 8(27) 5(28) 84(34)'  30(32)?
Consumer durable goods 8(12) 6(16) 17(11) 6(16) 4(13) 3(17) 29(12)! 15(16)°
Pharmaceuticals 18(27) 12(32) 9(6) 5(14) 6(20) 2(11) 33(13)! 19(20)?
Industrial goods 25(37) 9(24) 66(43)  12(32) 12(40) 8(44) 103(41)'  29(31 )2
Total 67(27)!  38(41)*  152(61)' 37(40)*  30(12)'  18(19)*  249(100)'  93(100)

Source: Taken from the authors’ own rescarch, from “The Marketing Planning Process in Indian Companics”, p. 7

Notes:
Figures in parenthescs are percentages and may not total 100 because of rounding.
1 Figures in parentheses are percentages of 249,

4 Fivures i raventhices are percsntapes oE93.
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Segment  Overall indicator

Profitability

Long-term liquidity

% to Grade % to Grade % to Grade
maximum maximum maximum
score score score
LM 1 60.2 A - - - -
OD 1 50.4 B 52.2 B - -
OD 3 - - - = = =
Segment  Short-term indicator  Input-output Growth
% to Grade % to Grade % to Grade
maximum maximum maximum
score score score
LM 1 - - 72.3 A 62.4 A
OD 2 48.5 C - - 60.0 A
OD 3 - - - - 49.1 Cc
Notes

1 The segments are coded. The LM I stands for large scale, multina-
tional companies, manufacturing product group I (say chemicals).
2 “-” indicates the segment is not consistent with respect to the finan-

cial indicator.

3 The above entries are made for the purpose of illustration only.
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Television

CITV up CMP FinR PerR PhyR SocR PsyR TimeR
up 0.03 1.00
CMP 0.13* 0:25%% 1.00
FinR 0.41%* -0.02 0.20%* 1.00
PerR 0.25%* -0.14** 0.21** 0.22 1.00
PhyR -0.13* 0,534 -0.04 -0.08%* -0.41%* 1.00
SocR 0.14* 0.01 -0.20** -0.38%* -0.40%* -0.01 1.00
PsyR 0.18** -0.17** 0.02 0.15%* 0.02 -0.07 0.11* 1.00
TimeR 0.25** 0.19** 0.06 0.35%* -0.09 0.10* -0.06 0.65** 1.00
Toilet soap
CITS up CMP FinR PerR PhyR SocR PsyR TimeR
uP 0.22** 1.00
CMP -0.02 -0.10* 1.00
FinR 0.30%* 0.13* -0.06 1.00
PerR 0.16** 0.12* -0.15%* 0.15%* 1.00
PhyR 0.21%* 0.12* -0.01 0.74** 0.14** 1.00
SocR 0.22** 0.11* -0.17** 0.02 0.54%* 0.07 1.00
PsyR 0.19%* 0.02 -0.13* -0.21** 0.20%* -0.07 0.46** 1.00
TimeR 0.16** 0.05 -0.20** 0.00 0.45%* 0.10* 0:23%* 0.65%* 1.00

Source: Taken from the authors’ own research, from “Consumer Involvement in Product Choice: Role of Perceived Risk”, p. 38

Note: CITV = consumer involvement in television, CITS = consumer involvement in toilet soap, UC = uncertainty in purchase, CMP = consequences of
mis-purchase, FinR = financial risk, PerR = performance risk, PhyR = physical risk, SocR = social risk, PsyR = psychological risk, TimeR = time risk
* sig at .05 level and ** sig at .01 level
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Product Low Lowto Moderate High Total
moderate to high

Television ~ Number — 8(2.4) 52(15.7) 124(37.3) 148(44.6) 332(100)
(Cronbach’s  Mean 56 60 6419 7356  67.52
alpha = 0.699)
Toilet Soap  Number 217(65.4) 71(21.4) 36(10.8)  8(2.4) 332(100)
(Cronbach’s  Mean 5115 60.69 65 76 55.29
alpha = 0.677)

aken from the authors’ own research, from “Consumer Involvement in Product
ole of Perceived Risk”, p. 37

No. of Items: 205 items measured on five-point Likert like scale; figures in brackets
ndicate pereantapes
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above

V.18 TV TS TV TS TV TS

Uncertainty in Mean 2.00 2.46 2.38 2.70 3.13 2.83 3.02 3.75
purchase SO - 117 1.16 1.19 1.34 116 1.39 0.89
Consequences of  Mean 4.00 1.87 3.77 1.80 4.23 1.61 4.12 2.5
mis-purchase SO - 0.63 0.43 0.55 0.66 0.49 0.81 0.53
Financial risk Mean 4.00 2.8 3.23 2.72 3.42 3.22 3.87 2.88
- 0.80 0.43 0.90 0.50 1.15 0.70 0.35
Performance risk  Mean 3.00 2.05 4.23 1.85 4.13 3.00 4.20 2.13

SO - 0.95 0.43 0.79 0.61 0.83 0.64 0.35
Physical risk Mean 2.00 2.38 2.54 2.10 2.32 3.22 245 2.13
SD - 0.83 0.75 0.68 0.69 1.15 1.07 0.35
Social risk Mean 4.00 1.96 3.31 2.07 3.16 2.78 3.07 2.00
SD 0.89 1.28 0.68 1.30 1.33 1.33

Psychological risk Mean 2.00 1.88 2.46 2.23 1.65 2.33 2.16 2.00

SD - 0.75 0.75 121 0.70 1.17 1.05 -
Time risk Mean 2.00 1.92 2.00 2.13 1.77 2.56 2.27 2.13
SO - 0.82 0.56 0.97 0.66 0.97 1.08 0.35

Source: Taken from the authors’ own research, from “Consumer Involvement in Product
Choice: Role of Perceived Risk”, p. 38

Note: TV = television, TS = toilet soap, S.D. randard deviation
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